Al ILNF t

1.

'•

r

�

r

y

kko-

9%

I

I

MONDAY /TUESDAY
• Developing and Using

Standard Costs

r j

II
FoR
.4
Up

TO1JRSE
AYE

• Direct Costing and
Contribution Accounting

rl

• Productive Speaking for
Accounting Professionals
• Effective Cash Management

THURSDAY /FRIDAY

MONDAY /TUESDAY /WEDNESDAY
• Data Processing — Concepts and

,

-Economic Evaluation of Capital
Expenditures

Information Systems Design

•Inventory Management and
Control

WEDNESDAY /THURSDAY

• Modern Budgeting Methods for
Local Governments and
Nonprofit Institutions

-Computer Security and
Internal Control

WEDNESDAY /THURSDAY /FRIDAY

• Retail Financial Contrc
Systems

• Flexible Budgeting and Performance
Reporting

r

2 3 m 2 7 DE N V E R

July

4%

HILT ON

— —
(Please type or print)
I Name

—

—

—

I Title

—

—

—

—

Registration Information
To register for any Course listed, fill
and return
the registration
I out
together
with your
check to: form

Social Security No.

National
919
ThirdAssociation
Avenue
of Accountants

I Division, Plant or Office

I New
A " : CEP
York,Registrar
NY 10022

I Company

I

(212) 754 -9758

Street Address

I

Fees
1 day course

Firm's Principal Product or Service
NAA Member (Chapter)

I 2 day course
240
290
3 day course
360
410
I The fee for NAA Courses includes daily
I luncheons, refreshments, and all
technical materials.
I "Nonmembers: The differential

II City, State, Zip Code
II
I

Business Phone
(Account No.)

Please register me for the following Courses:

I Print o r type complete name o f each Co urse

Dates

Lo catio n

Fee

I1

$

2

$

I

—

—

—

—

—

—

—

—

—

—

—

I

Members
$120

Nonmembers"
$145

per Co urse f or nonmembers may be

applied to NAA membership; or it
I may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime after the Course is
completed and before June 30, 1980.

•
.

-acA,
� 6653664� y�

I

I NAM lC

x

66 646

•

IN

a.

r

i

0

11:
t •

Established in 1922

; Z 3
A

National Acceptance Company of America
Bankers Bldg., 105 West Adams St., Chicago, Illinois 60603
•�Accounts�Receivable
• Inventory Loans
• Equipment Loans
• Equipment Leasing and Financing

• Sale -Lease Back
• Re- Financing
• Money for Mergers and Acquisitions
• Factoring

REGIONAL OFFICES:
Atlanta • Baltimore
Charlotte • Chicago
Dallas�•�Denver
Houston

Los�Angeles�•�St.�Louis
San�Antonio�•�San�Jose
Southfield�(Detroit)�•�Tampa
Westlake (Cleveland)

MANAGEMENT
ACCOUNTING
Feature

An Accountant Profiles a Sports Franchise

13

By Linda Wicks Ferguson
Thanks in part to television, the sports profession is at its zenith, attracting millions of fans.
Some teams are consistently profitable, while others struggle, handicapped by the lack of
a "Dr. J." or an O.J. Simpson. Here's the business of sports, unlike any other.

Costing
for Profit

How to Cost Labor Settlements

19

By Walter A. Hazelton
Labor benefit costs often are handled in a subjective manner by companies, making comparisons difficult, if not impossible. A method of standardizing benefit costs presented here
can be used as the basis for costing labor settlements.

Communications and Cost Benefit Aspects of Employee Safety

24

By Edward M. Ginter
A safety management program is only as good as the communications system set up for
reporting and feedback. A simple, but effective, reporting system can be developed to help
management monitor and respond to safety problems —and, in the long run, save the
company costs it might have incurred.

Inventory Pricing Can Save Costs

27

By Gary R. Dittmer
Time and money can be saved if the company counts and prices its inventory before the
auditors arrive. A system presented here can be used by small companies which do not
have highly sophisticated computer systems.

Distribution Costs: the Challenge

33

By Douglas M. Lambert and Howard M. Armitage
The concept that a company's total distribution costs can be reduced is relatively new.
That is why the measurement and control of integrated physical distribution management
offers both challenge and opportunity for the management accountant.

MIS

Hood Chooses MIS for Its Frogurt

38

By Jonathan Davis
This regional dairy product producer and distributor wanted to introduce a frozen yogurt
nationally without burdening its accounting system. Solution: set up a separate company
and use a time - shared data processing service to handle the specialized accounting and
inventory requirements.

Management
Accounting
Issues

Tracking Inflation in Your Company

42

By Kentbourne A.W. McFarlane
Faced with continuing inflation, many companies suffer because they are unable to measure the repercussions of inflation for their products, plants, and divisions. The financial
technique presented here shows how a special methodology for tracking inflation can be
developed to fit any type of organization.
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Pricing for Profit in the Printing Industry

47

By David K. Harder
Unlike the federal government, the commercial printer can't just turn on the money press
whenever he feels a pinch coming on. What he can do is know his costs, be attuned to
market demand, and keep his prices competitive. There is a problem, however: many of
the pricing policies now generally accepted may be invalid.

Accounting
and Reporting

A New Method of Accounting for Oil and Gas Producers

53

By Kenneth S. Most
There is little agreement among the FASB, the SEC, and oil and gas producing companies
on the subject of accounting for pre - production costs in the energy field. The result has
been a welter of conflicting rulings, statements, and methods in which is mixed natural
self- interest and more than a little politics.

Annual
Conference

NAA Nominees

Boston '79

60

Frank T. Cary, chairman of the board and chief executive officer of IBM Corporation, will
keynote NAA Annual Conference in Boston, June 24 -27.

Nominating Committee Report

66

Nominees for NAA officers and directors are presented.

Departments

Data Sheet items of interest for the businessman

7

Management Accounting Practices constant dollar accounting

8

Letters to the editor
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People in the News all about members and other financial executives

63

In the Library brief reviews of new publications
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Renewal in Boston
World War II was raging the last time that NAA members met in Boston for the Annual Conference —in 1943 —and the speakers concentrated on wartime accounting problems. It's 36 years later now and the
world is at peace, although the accounting
profession is in constructive ferment. Some
of the principles that we have followed for
decades now are being questioned. New
methods of accounting are proposed to
solve complex problems.
That is why it is appropriate that Boston,
where the American Revolution started, is
the setting for the 1979 Annual Confer ence. The country—and the accounting
profession�—again are in a period of
change and reappraisal.
The keynote luncheon will be addressed
by Frank T. Cary, chairman and chief executive officer of the IBM Corporation. Then three business - accounting
leaders will discuss "Accounting: A Profession in Transition." They, in
turn, will be questioned by three other prominent spokesmen in finance and accounting.
Inflation and how to account for it is the theme of the Tuesday
session. Speakers at this session are actively involved in efforts to
master this devastating economic phenomenon, Other topics range
from capital budgeting and wage -price guidelines to inventory management.
More than just a program of technical sessions, an Annual Conference also is an occasion for the entire family. Activities planned in the
nation's "Cradle of Liberty" will interest and inform every member of
the family. The cultural opportunities and historical sit es al on e are
worth the cost of coming to Boston.
From past experiences, we NAA members know that the opportunity
to get together with our colleagues is priceless. The informal contacts
supplement and increase our formal knowledge gained through reading and attending scheduled meetings.
As we discuss and contemplate the changes in accounting, let us
also contemplate American roots on proud display here in this vibrant
city. I hope to see you in Boston along with your family for a renewal of
our�accounting�dialogue�—and�the�perennial�dialogue�with�our�traditions.

CLEMENS A. ERDAHL
President, 1978 -79
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the bi2stcostsless.
Introducing�Stateline�—
the Shaw - Walker
accounting systems
with new low prices.

� .

We changed our working hardware,
trimming the size of the binder and
corresponding forms. We also
switched the binding from right to
left. All this makes for a new lower

1

For years you've been recommending Shaw - Walker manual

puce structure.
What we didn't change was Shaw Walker's quality and dependability.
Fast initial delivery. Error -free

accounting systems to your
clients as the finest. Many of
them, however, have viewed
price as more important
than quality and service. Well, now
Shaw - Walker
offers all three
in a brand new

forms. Prompt replacement
service. Not to mention our
capabilities at customizing
any system to your
clients' needs.
L

It�all�adds�up—
the best now
•
costs less.
So feel free
to continue
recommending
Shaw - Walker. We
won't let you down.
And, if you need more
convincing, use the coupon
below, or look us up in
the Yellow Pages.

line of
systems.

Stateline.
A slightly
modified
Shaw - Walker
product with a significantly reduced price.
Sometimes as much
as 40 % ! Now?
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We never quit...
we always get fired.
That's good for you, and
it makes us happy too!

accounlemps

When you need temporary fill -in people in accounting,
bookkeeping or data processing, you want them FAST. You
have a specific job waiting.
You want them to get the job done with no ifs, ands, or buts
... QUICKLY.
You want them to be slightly over - qualified so your people
won't have to spend their valuable time explaining what is
needed.
You want these people to come in, do the job, and leave.
That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.

A registered Trade Mark of the Robert Halt Or9r,,,,, ,

World's largest temporary service specializing exclusively in
Accounting, Bookkeeping and Data Processing emergencies.
Look us up in the White Pages
in the United States, Canada and Great Britain.

s

The editors of this magazine often get
calls from potential authors and manuscript directors asking for guidelines
on what to write and how to write. We
usually refrain from telling would -be
authors what to write about, gently
suggesting they look to the topic they
are most familiar with. As for the
"how to" mechanics, every manuscript director will have shortly supplies of a new booklet, "You're the
Author," describing the nitty - gritty details of writing and submitting a manuscript for publication In MANAGEMENT
ACCOUNTING.
For additional guidance, we present
here some points that may assist you
in writing an article which will be accepted and published. From time to
time, we will comment further on
manuscript writing.
First, study your market. It is obvious to those of us who see the hundreds of manuscripts mailed to NAA
every year that many authors have
not read the magazine or are unaware
of what we have published in the
past.
A good index, but not necessarily
infallible one, of what the editors want
consists of what was published in recent months. The April issue, for example, was devoted to management
information systems. Obviously, it
should be apparent that we are interested in practitioner- oriented articles
that deal with some aspect of MIS. Be
warned, however, that MIS is only
one of many topics in which we are
interested.
We are editing under the assumption that a manuscript can be presented objectively without the author resorting to the stilted language of a
dissertation. Overwriting is a kind of
affectation which is glaringly obvious
and which, more often than not,
clouds the argument in an impenetrable fog. This magazine is a serious
publication devoted to the disseminaContinued on page 58
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Data Sheet

tice Sectinn's mandatory peer reviews be revised to test for compliance with the independence standard. The five- member Public Oversight Board was established in early 1978 to
oversee the activities of the SEC Practice Section of the AICPA.

Robert F,Randall, Editor
Study Shows that Incremental Costs
Of Regulations Were $2.6 BiilIion

Block Named to FASB
Frank E. Block, 53, vine president of Bache Halsey Stuart Shields, Inc., has been appointed to
the Financial Accounting Standards Board. A
past president of the Financial Analysts Federation, Mr. Block is the first financial analyst to be
appointed to the seven - member Board. The appointment was announced by Alva 0. Way, president of the Financial Accounting Foundation,
which is responsible for appointing the members
of the Board and the Advisory Council. Mr. Way,
senior vice president -- finance of General Elec..
tric Co., also recently announced the appointment of eight new members to the Advisory
Council. They are: Kenneth S. Axelson, senior
vice president and director of finance and public
affairs, J.C. Penney Co.; John R. Edman, vice
president—finance. General Motors Corp.; Donald J. Hayes, partner. Arthur Young & Co.; Robert S. Kay, national director of professional standards, Touche Ross & Co.; Robert W. Moore,
president, Financial Executives Institute; Wallace
E. Olson, president, American Institute of CPAs;
Marc J. Shapiro, executive vice president, Texas
Commerce Bancshares, Inc„ and Abraham M.
Stanger, senior partner, Trubin, Sti11cocks, Edelman & Knapp.

AICPA Oversight Board Approves

A survey of 48 companies has concluded that
direct, incremental costs resulting from the regulations of six federal government agencies in
1977 were $2.6 billion. This figure compares to
total capital expenditures by the companies of
$25.13 billion, total research and development
costs of $6 billion, and net income after taxes of
$16.6 billion. Sponsored by the Business
Roundtable. the project was designed and managed by Arthur Andersen & Go. The six agencies
studied are the Environmental Protection Agency, the Equal Opportunity Commission, the Occupational Safety and Health Administration, the
Department of Energy, the Employee Retirement
Income Security Act, and the Federal Trade
Commission. Each of the 48 companies determined the incremental costs of regulation, that
is, the cost of those actions that would not have
been done in the absence of the regulations.
The study is said to be the first attempt to measure by accounting methods the direct, incremental costs of regulation with a methodology
applied consistently across agency and industry
lines. Another major finding: of the six agencies,
the EPA regulations represented 77 of the direct, incremental costs for the 48 companies.
Copies of the 550 -page report are available from
the Business Roundtable, Suite 20 -22, 200 Park
Ave., NY, NY 10017.
Business /Accounting Briefs

CPAs' Offering Advisory Services
Certified public accounting firms should be allow ed to offer management advisory services to
clients whose financial statements they audit,
concludes the Public Oversight Board of the
American Institute of CPAs. The board. said that
any mandatory limitations of MAS "be predicated only on a determination that certain services,
or the role of the firm performing certain services, will impair a member's independence in
rendering an opinion on they fairness of the client's financial statements or present a strong
likelihood of doing so." It generally rejected any
broad proscriptions regarding MAS, instead, recommending that those judgments be made by
auditors and audit committees or boards of directors. It also recommended that the SEC PracMANAGEMENT AGG(_)llN T JNG /MAY 1979

Paul J. Dunphy.. senior vice president - finance of
Anchor Hocking Corp., Lancaster, Ohio, has
been elected chairman of the board of Financial
Executives Institute for the 1979 -80 fiscal vear.
He is an NAA member affiliated with Columbus
Chapter.
Past national president Robert
Chapman, president of Zieman Products, Inc..
Whittier, Calif., has been named to a newly -created AICPA council— Auditing Standards Advisory Council... _ In its 1979 salary survey, Source
Finance breaks down the accounting profession
into two main segments— public and industrial- and identifies five levels of responsibility within
each area.... The IRS plans to extend the use
of statistical sampling in tax audits of companies,
according to a recant Peat, Marwick. Mitchell &
Go. newsletter.
7

Management
Accounting
Practices
Louis Bisgay, Editor

FASB Proposes Changes
In Constant Dollar Accounting
FASB has released an exposure draft proposing certain changes to the techniques of constant dollar accounting that were first described
in an FASB publication four years ago. The
changes call for the use of the Consumer Price
Index for All Urban Consumers (CPI -U) in adjusting conventional financial data; and classification of deferred income tax items, foreign
currency, and foreign currency claims and obligations as monetary items. Another change
would eliminate the requirement for comprehensive restatement of conventional financial
statements in favor of concentration on key
items. The new document is related to the
FASB December 1978 proposal for supplementary disclosure by large publicly -held enterprises of income from continuing operations
and related information either on a current cost
basis or on the basis of constant dollar accounting-

FASB Issues Statement No. 25,
Interpretation, and Lease Proposal
As a result of a decision made by the Securities
& Exchange Commission to allow accounting
alternatives for oil and gas producing companies at least through 1981, the Financial Accounting Standards Board released Statement
No. 25, which suspends indefinitely the effective date for applying the successful efforts
method of accounting as a mandatory requirement for all oil and gas producers. The Statement reaffirms the Board's position proposed in
a draft exposed for public comment last November (MAP, March '79). A major change,
however, from the exposure draft is that the
required disclosure of oil and gas reserve quantities may be made as supplementary information accompanying but outside the financial
statements.
8

With the issuance of FAS 25, privately -held
companies as well as SEC registrants will have
a choice between successful efforts accounting and the full cost method until the SEC
develops a workable form of current value
accounting called "reserve recognition accounting." FAS 25 is effective for fiscal years
beginning after December 15, 1978.
After considering problems caused by divergent practices in reporting tax benefits realized

on dispositions of certain subsidiaries and other
investments, the FASB issued Interpretation
No. 29. The Interpretation requires those tax
benefits relating to a difference between the
accounting and tax bases of an investment to
be classified in the income statement in the
same manner as the related gain or loss on
disposition of the investment; for example, as
results of continuing operations, as extraordinary, or as disposal of a segment of a business.
Provisions of the Interpretation are effective for
dispositions of investments in certain subsidiaries and other investees occurring after March
31, 1979, with earlier application encouraged.
According to a proposal exposed for public
comment by the FASB, lessors would classify a

renewal or an extension of a sales -type or direct financing lease as a sales -type lease in
their financial statements if the lease otherwise
qualifies as a sales -type lease and if the renewal or extension occurs at the end of the term of
the existing lease. The proposed Statement
would be an amendment of Statement No. 13,

Accounting for Leases.

MAP Committee Responds
To Lease Proposals
NAA's MAP Committee evaluated three proposed amendments of FASB Statement No. 13
and concluded in each case that the proposal
is not substantively unreasonable. The proposed amendments, Accounting for Sales with

Leasebacks, Determining Contingent Rentals,
and Profit Recognition on Sales-Type Leases
of Real Estate, are described in the March
1979 MAP column.

SEC Adopts Rules on Prevention
Of Questionable Practices
The SEC set March 23, 1979, as the effective
date for rules intended to assure that books
and records accurately reflect transactions, to
protect the integrity of the independent audit, to
promote the reliability and completeness of financial information filed with the Commission
or disseminated to investors, to promote com-

Continued on page 58
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TO THE EDITOR

Even More Endangered
William Hernandez's article, "Is the
Controller an Endangered Species"
(Aug. '78), was brought home to me
from a quite unexpected source. While
reviewing minutes from the April 20,
1978 AICPA Auditing Standards subcommittee working on a statement on
Accounting and Review Services, I
found reference to a "Controllership
Task Force." Their objectives were to

establish standards for the services performed.
What exactly these functional and reporting standards will look like is not
exactly clear yet. Some hints of them
can be gleaned from the various drafts
of the standards on accounting and review services, however. They use phrases like "possessing a level of knowledge
of accounting principles and practices of
the industry" and "understanding the
nature of the entity's business transac-
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Lions and the form of its accounting records."
The outcome of these deliberations is
uncertain. But it is certain that the controllership is potentially a more endangered species than Mr. Hernandez ever
imagined; not just from technology and
shareholder, creditor, management, and
governmental demands but from CPAs
as well.
P.S. A phone call to the committee staff
indicated the controllership task force
would be inactive until late 1979.
Walter O. Baggett
Asst. Prof. of Accountancy
Baruch College, CUNY
New York, N. Y.

Rules vs. Judgment
Three cheers for the A. P. Mayer -Sommer and S. J. Laycock article, "Financial Reporting: Let's Replace Compliance wih Competition" (Dec. '78).
There was a time when accounting
was truly a profession but as the authors
point out the trend today is to substitute
rules for judgment I agree with their conclusion that,
"In the long run centralization and legalism may render financial reporting
rule- bound, inflexible, unresponsive
and —in the end — useless."
William H. Sprunk, CPA
Washington, D. C.
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There are many, many taxpayers like
myself who are thoroughly disgusted
with Congress for causing inflation and
ripping off more dollars by not adjusting
tax rates to inflation rates.
Perhaps taxation has evolved to what
it was in the days of Robin Hood — "legalized robbery." Why shouldn't we be
straightforward and call it exactly what
it is?
J. A. Miller
St. Louis Comm. College
Business Division
St. Louis, Mo.
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An Accountant Profiles
a Sports Franchise
A team that excels in the draft and player trades usually is a
consistent winner —both on the courts and playing fields and on the
P &L statement.

By Linda Wicks Ferguson
How do you estimate the worth or lack of worth
of a sports franchise? At least one writer has compared the professional sports leagues to a pyramid
scheme. As an example, he cited the National
Hockey League:

"'

"Ten years ago the owners of the six original NHL got greedy. They were playing to
something like 99.8% capacity, but they
wanted more. They concocted a pyramid
scheme. Overnight, they sold six more franchises in their company, with the owners of
the six original franchises splitting the loot.
But as the market thinned out, attendance
went down and profits dipped. The six new
owners didn't make any money. So they persuaded others to buy franchises. Profits
came not from selling their product to the
consumer,
but
from
selling more
franchises.
The same description can be applied to the
World Hockey Association, the National Basketball Association, and the National and American
Leagues. A sobering question arises: when the
franchise market is saturated, what will keep the
marginal teams in business?
In the last 10 years the National Basketball
Assn. has expanded four times, In 1968, an expansion brought the Milwaukee Bucks into the
MANAGEMENTACCOUNTING/MAY 1979

league. In 1970, the League expanded to let the
Cleveland Cavaliers enter. When the New Orleans
Jazz team was admitted in 1974, the incumbent
teams in the NBA netted $361,767.1 In 1976, the
NBA merged with the American Basketball Assn.
and each incumbent team received $666,667. Its
share of the expansion enabled the Cleveland Cavaliers to turn a half a million dollar loss into a
$150,000 profit, the first profit, incidentally, that
the team had shown.
A further look at the league structure is in order to explain the nature of the sports business. A
sports league operates in a monopolistic atmosphere. Until just recently, this monopoly was
protected by the government from prosecution
under the antitrust laws.
The league not only exists to settle matters regarding rules, player eligibility, and scheduling
games, but it also controls the economic activities
of its members. The league grants franchises to
member teams to operate only in a specific area;
enforces contracts that bind a player to a team
until he is traded, or plays out his option, or retires; allocates gate receipts and television revenues; restricts bidding for new talent by a reverse
order draft; and controls sales or transfers of
franchises.'
The league enforces its rules through fines,
blacklists, expulsion, and forced sales of franchises. The member teams also are bound to pay the
obligations of the league stemming mainly from
litigation against the league.

Linda Wicks Ferguson
is a CPA in Akron,
Ohio. She has an M.S.
degree in accounting
from Akron University.
A basketball player in
college, at one time
she was an accountant
on the staff of the
NBA's Cleveland
Cavaliers. This article
was submitted through
Akron Cascade
Chapter.
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come part of a special draft from which only the
expansion teams will draft. In the case of a newly established league, all teams will partake in the
draft. This process will help establish the value of
the sports franchises' most valuable asset —its
player personnel. As stated before, when expansion franchises are added, the existing franchises
will receive their share of the franchise cost to the
league and money from the sale of players drafted
by the expansion teams.
The draft and the "reserve" clause are tools of
the league used to equalize the competitive
strength of the teams. The "reverse order" draft
allows the team finishing last in the league to draw
first. This may provide new personnel for the marginal franchise. The reserve clause restricts movement of the player from team to team. After all, in
order for the league to market its product, "competitive sports," there must be some uncertainty
regarding the outcome of the contest. Domination
of a sport by one team such as the Yankees did in
baseball at one time will tend to cause disenchantment with the other franchises.
The $6 Million Man

Dumping the ball in the basket is Elmore
Smith, Cleveland Cavaliers Center. Players'
performances have a direct impact on
bottom line of club.
A sports franchise can be obtained in two ways.
The first is through expansion or formation of a
new league. The second is by the purchase of an
existing franchise. In both cases, the purchaser acquires a non - amortizable asset (the franchise), a
depreciable asset (the player contracts) and depreciable property (equipment).' The purchase price
is allocated between these three elements. The
purchaser, of course, wants the bulk of the purchase to be assigned to the depreciable assets for
tax purposes. In several decisions the tax court
has held that these player contracts are worth
their historical cost, not their fair market value.
In the creation of a new league or in the creation of an expansion franchise, the league, the
other teams and the purchaser are involved. In the
sale of an existing franchise the purchaser and
seller are involved but must obtain the league's
sanction of the sale. If the league is already in
existence, players from established teams will be14

The trading of players can nullify the equalizing
attempts of the draft. More financially sound
teams can go after the prize athletes, a fact of life
dramatically illustrated by the trade involving
"Dr. J" or Julius Erving. The deal consummating
the trade involved the sum of $6 million. The
Philadelphia 76'ers became contenders for the
NBA championship after acquiring Dr. J and others, while the New York Nets team from which
Erving was acquired suffered. The home attendance of the New York Nets dropped from near
capacity crowds of 15,000 to an average of 4,000
attendance. Trades, however, return the player to
the freedom of the marketplace, but the athlete
has little say in whom he goes to work for. Thanks
to recent court decisions, especially the Robertson
case,' the athlete has won more control over his
professional career. Now he has the right to play
out his option and become a "free agent." As a
free agent he may bargain with another club.
One result of the settlement of the Robertson
case was the liberalization of the draft. In the
NBA now, if a player is drafted and does not want
to play for the team he was drafted by, he can sit
out one year. His name will then be put in the
following year's draft. Baseball has this type of
draft structure in a modified sense. After a baseball player is drafted, he may negotiate for six
months with the team that drafted him. If he has
not reached agreement with the club after this
time, his name is once again placed in the pool.
The pro football draft on the other hand is more
restrictive. The team has draft rights to a player in
perpetuity.'
If a team seeks to sign a free agent, the team
MANAGEMENT ACCOUNTING /MAY 1979

may well have to suffer the consequences. The
consequence in this case is the "forced trade" provision. Effective until 1980 in the NBA, this provision provides for the compensation of the team
losing the free agent by cash, draft choices, or other players. The team gaining the free agent has no
control over what is given up for the player. For
five years after 1980, the "right of first refusal"
provision will be in effect. Under this provision
the team will be able to keep the player who wants
to leave by matching the offer of the team the
athlete wishes to join.' One can only speculate on
what effect this rule will have on franchises in the
future. It would seem though that the talent
would go to the highest bidder.
Intangible Assets of a Sports Franchise
It has been suggested that professional sports
would be the ideal area in which to employ human resources accounting. A survey was taken in
the early 1970's to see how sports franchises were
accounting for their greatest asset, their player
personnel. Eighty -seven pro sports organizations
were contacted -24 baseball, 26 football, 23 basketball, and 14 hockey teams. There was a 50%
return for baseball and football teams and a 20%
return for the basketball and hockey teams.'
The survey pointed up an interesting fact, that
the number of publicly -held corporations is the
same as the number of teams that make balance
sheet disclosures of multi -year player contracts.
This state of affairs suggests that most teams are
on a cash basis and do not adequately present a
true picture of either their intangible assets or
long -term liabilities. Most of these teams are
owned by one owner or by a partnership who
cares more about cash flow analysis than the longterm financial prospectus.
The important factor in the decision whether or
not to capitalize multi -year contracts seems to depend on the existence of a deferred payment
clause. A deferred payment clause allows some of
the player's salary to be deferred to a time in the
future. The deferred payment would not be to the
player in the current year. Twenty -two percent of
the respondents capitalized multi -year contracts
while 70% capitalized contracts with deferred
payments. Three basketball teams and a baseball
team whose financial statements are available to
the public show the capitalization of these assets
in various ways. The National Basketball Assn.
teams show the asset and corresponding liability
account. The baseball team merely lists the income tax effects of the capitalization of players'
rights and bonuses and their amortization,
There was a 50% response to the capitalization
of bonus contracts in the survey. The three NBA
teams also capitalized original player rights. Bonuses are used as an inducement for players to
sign with the team they have been drafted by.
MANAGEMENT ACCOUNTING /MAY 1979

Original players' rights are the amount paid to
incumbent teams by an expansion franchise to acquire players in the first year of its existence. In
the past, accounting practice was to amortize
these bonuses and rights over the playing life of
the player. On the average, an NBA player has an
eight -to -ten year playing career.
With the out -of -court settlement of the Robertson case this practice has become questionable.
The Robertson settlement makes it possible for a
rookie to sign a one -year contract with a one -year
option or a multi -year contract with no option. 10
In the case ofa one -year contract with a one -year
option the asset should be amortized only over
two years; in the case of a multi -year contract,
amortization should be over the life of the contract. At the end of the contract or of the option,
the player becomes a free agent and can then bargain with another team.
There is serious doubt as to the validity of capitalization of a multi -year or one -year, with one year option, contract unless it is a "no -cut" contract. In a "no -cut" contract, a player is paid according to the terms of the contract regardless if
he makes the team or not. If the contract has a
contingency based on the player having to make
the team each year, it would seem logical to expense the amount pertaining to that year.
On the other hand in the NBA, if a player suffers an injury during the pre- season or season that
incapacitates him, he is to be paid for a full year
from the date of his injury. This provision would
support the argument for the capitalization of the
player as an asset.
One of the teams in the survey —but none of the
publicly -held teams — capitalized training, developmental, medical, or therapy costs. These costs
are treated in a manner similar to research and
development costs and are expensed during the
year they occur. First of all, the amount involved
would seem to be too inconsequential to capitalize. Second, these costs and their effect on the
player's potential may be too fragile to rate capitalization.
A situation not evident in either basketball or
football but prevalent in baseball and hockey is
the "farm system." The "farm system" includes
minor league clubs where raw talent is developed.
The major league club either owns or subsidizes
these clubs. None of the respondents to the survey
reported capitalizing these costs. Again, this is a
situation similar to research and development
costs. There is no guarantee that any of the players will make the major league. Therefore, the
costs should be expensed as they arise.

When the
franchise
market is
saturated, what
will keep the
marginal teams
in business?

Capitalize Coaches?
One of the various ways that a player can be
compensated is to have the ball club pay his
agent's fee. The agent can receive one lump sum
1s

or payments over the life of the contract. These
payments, therefore, are capitalized depending on
the individual player's contract. The survey suggests that they are not capitalized at all. In the
NBA there is a scouting service available to member teams. The money spent in this manner is expensed. Also, much scouting is done by an assistant coach and his salary is expensed over the year.
Oddly enough, the coach and the assistant
coach are usually working under a multi -year contract and their contracts are not capitalized. Bill
Fitch of the Cleveland Cavaliers once said that in
basketball coaching is necessary 50% of the time.
In football, a higher percentage of coaching is required. Yet, one of the greatest resources —the
coach's ability —is not capitalized.
There is a common practice in the NBA regarding the trading of players under contract. The
teams involved usually honor the contracts in existence at the time of the trade. One intangible
asset is traded for another; one liability is traded
for another. The newly- acquired asset is usually
amortized over the life of the asset given up. If the
player is purchased outright, the seller is released
from the intangible asset and related liability.
A majority of respondents to the survey show
the franchise cost paid to the league on their balance sheets. Because sports franchises change
hands frequently, a reasonably accurate value can
be placed on the worth of a franchise. Consequently, this asset should or should not be amortized, depending on the current value of the sports
franchise. This would be comparable to a restatement of the value of investments in securities. If
the franchise cost is less than the current market
value, there is no reason to amortize it, especially
if the consideration rendered for the franchise can
more than be recovered.
Human resource accounting has gained only
minimal approval by the sports industry, even
though to some extent the value of a player can be
determined in a trade situation. A trade could give
an indication of the player's potential worth to a
franchise. However, because the IRS allows only
the amortization of the value specifically stated in
the player's contract, a ball club will not appreciate the value of the intangible asset.
Accounting for Players' Salaries
Aside from the rental paid to the sports facility,
the single largest expense of a sports team is the
compensation paid to its players. NBA players are
the highest paid athletes in professional sports. To
show the extreme to which this has gone, mention
might be made of certain information that came
to light during the settlement of the Robertson
case in 1976. It seems that during the 1968 -69
season a pooling arrangement totaling $1.5 million was initiated to enable the NBA to outbid the
ABA for choice players.
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"In 1968, for example, the 14 NBA teams
contributed a total of $547,100— payable
over three years at $13,026.20 a year —
toward the salaries of the league's first round draft choices, which included Wes
Unseld, Don Chaney and Hayes. The contributing teams apparently made the payments directly to the teams employing the
players. There was a similar arrangement
for the 1969 draft when the top choices included Abdul - Jabbar, Neal Walk and Lucius Allen. In Abdul- Jabbar's case, the Milwaukee Bucks paid the first $500,000 of his
five -year contract, the pool paid the balance
which was not disclosed.
""

"Dr. I " didn't
need bionics to
be worth $6
million.

Therefore, the teams in the NBA in 1968 and
1969 not only had the expense of players for their
own teams, but were contributing toward the salaries of players on other teams.
A startling comparison can now be made by
looking at the 1975 -76 salary range of the "ten
best forwards" in the NBA: Bill Bradley
($325,000); Spencer Haywood ($302,000); John
Havalicek ($250,000); Rick Barry ($237,500); Elvin Hayes ($202,000); Jim McMillian ($200,000);
Ruby Tomjanovich ($166,666); Bob Dandridge
($150,000); Bob Love ($141,200), and Steve Mix
($45,000)." This was, of course, before the $6 million trade involving Julius Erving in 1976. Erving's contract guarantees him the sum of $3 million over a period of five years. One might also
note that now the Major League Baseball Players
Associations's minimum wage for a first -year big
leaguer is $19,000."
Because of the magnitude of their salaries, players generally retain the services of financial advisors and tax consultants. These advisors are hired
as soon as the players are drafted so they can negotiate the contracts with the ball club. Every
contract is different and, therefore, accounting for
the items in the contract is different.
The simplest form of bonus arrangement allows
the player to receive the bonus in cash. This
would be expensed in the current year. A one -year
contract would be handled in the same way. A
bonus to be paid at some later date is set up as an
intangible asset and a long -term liability:
Unpaid signing bonus
Due player —Long term

$25,000
$25,000

A multi -year contract is set up in a similar
manner. As the terms become payable, the liability is transferred to an account. Due player —Current would be debited for the proper amount.
Many players, who listen to their high -paid advisors, prefer to defer part of their compensation
to a later date, possibly after they have completed
their playing careers. This deferral of compensaMANAGEMENT ACCOUNTING /MAY 1979

tion at tem p ts to p lace th e a th lete in a lo w er tax
bracket. "Ho w ever , in vie w o f th e m ax im u m tax
on earned in co m e an d th e lim itatio n s o n deffered
com pensatio n th at can q u alify as earn ed in co m e,
one can only wait for the future to see if these
contractual arrangements have in fact been
wise. "" Th e IRS ru les go vern in g deferred co mpen sation are: (1) th e am o u n t can b e d eferred u p
to 10 years after retirem en t; (2) th e d eb t m u st b e
unsecured; (3) an irrevocab le election must be
made before th e y ear b egin s to d efer 5% o r 10%
of the upcom in g an n u al salary ." In th e interim , if
the player d oes ch oo se to d efer part o f his incom e,
he does not h ave th e u se o f th e in co m e n o r is h e
assured of receivin g th e money if th e fran ch ise
folds. The club on the other hand has the use of
the athlete's m o ney with o ut p ayin g any in terest to
him unless sp ecified in th e co n tract. If in terest is
due on the d eferred co mp ensatio n u n der th e p lay er's contract, it is reco rd ed accord in gly :
Interest exp ense — Deferred player
Paym en t
$30.00
Accrued interest —Oth er
$30.00
Another method of co mp en sation found in
player contracts is an in terest -free lo an o r a lo an
with interest con siderab ly lower than the prim e
rate. The player may repay the prin cipal either
during his p lay in g career o r afterward d ep en d in g
on the t erm s o f th e co n t rac t. If th er e is in terest
due on the lo an in th e cu rre n t y ea r, th e in ter est
receivable is b o oked b y th e clu b in th e fo llo win g
manner when d u e:
Interest receivable — Player
Interest income — Player

$200.00
$200.00

If p art of th e lo a n is rec eiv ab le in th is y ear, the
loan is listed as a No te receivab le— Cu rren t p o rtion.
Another gim mick that cu rren tly is ap p earin g in
players' co n tracts obliges th e clu b to deposit a
sum of m on ey with a b an k to in su re t h e p lay er a
line of cred it. Th e club u sually p u ts th e m o n ey in
a certificate of d ep o sit and th e clu b is allowed th e
interest incom e. This certificate of d ep osit is m aintained as lo n g as sp ecified b y th e co n tract. Th e
certificate o f d epo sit is p u rch ased an d reco rded in
this m anner:
Long -term deposit
Cash

$25,000
$25,000

When interest is d u e the following en try is
m ade, assu m in g 8% in terest per an n u m received
quarterly:
Long -term deposit
Interest in com e
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$240
$240
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Bingo Smith dribbles down the court in
typical display of grace and skill.
Some players' contracts assign part of their
earnings t o som eone other than them selves. The
IRS jud ges th ese con tracts on the facts in each
case. An allocation to a lawyer or consultant generally is allowable. This assignm ent is the result of
an arm's - length contract. This also would alleviate the situation that a player m ust pay his agent's
fee before he is earning a substantial salary.
Paym ents to a player's parents are not generally
allo wab le. "In th e C. R. Mu ndle y, Jr. cas e, 50%
o f t he son 's bon us was ded uct ible a s a bu sin ess
ex p ense by the son and was taxable to the father
for his services rendered pursuant to an arm 's
len gth transaction. " "
The deferred compensation, salary or paym ents
to other people that pertain to one particular season by contract are expensed in that year. For
ex am ple, if a player's contract states that if he
plays this season, he will be com pensated by
$80,000 in this season and $10,000 at a future
date, the expense related to this season is $90,000
fo r the player's services.
The salary expense of the team is directly related to the playing of the gam es. Therefore , in the
NBA, ' /,, of the salary expense of each player related to this season by contract is expensed after
17

Team payroll unpaid
$6,666.66
Cash
$6,666.66
(Note: to simplify the entry, payroll taxes were
omitted.)
Of course, Jones is to receive only $8,000 this
year; the other $10,000 is deferred compensation.
Players' salaries also are subject to deductions.
One is the league fine. In pro basketball, if a player is charged with a technical foul, usually for
unsportsmanlike conduct, he is fined. Depending
on the severity of the foul, the fine is usually
$75.00 or a multiple of $75.00. The team is notified by the NBA of the fine, date of fine, person
against whom the fine has been assessed, and the
amount of the fine. The team must pay the fine in
seven days or the player will be suspended. When
the team pays the fine, the following entry is
made:
NBA fine paid
Cash

$75.00
$75.00

The NBA fine paid is a receivable. When the team
is repaid by the player, the following entry is
made:
Team payroll unpaid
NBA fine paid

Guard Austin Carr juggles the ball,

the playing of each game. The entry for this particular player would be as follows:
Payroll expense —Team
CA, X $90,000)
$1,097.56
Team payroll
unpaid —( "/, X $1,097.56)
$975.61
Long -term payable —Jones
121.95
(' /, X $1 ,097.56)
The use of the two liability accounts is due to the
deferred compensation factor in the player contract.
The team may be paid over the six -month period that the season covers or over the whole year
according to the player's contract. The player also
may have the option of being paid monthly or
bimonthly. If Jones is to receive a salary check
bimonthly, the following entry would be made
when he is paid:
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$75.00
$75.00

Another deduction that may be made concerns
hotel accommodations. The club pays for a double
room for two players, but if a player wants a single room, he must pay the difference between the
single and double room. This difference is then
deducted from his salary.
Accounting for a major league professional basketball club is relatively simple. There are unique
features, however, which require special handling.
Because the most valuable assets of a franchise
are its athletes, perhaps human resource accounting could be developed to its fullest expression in
professional sports.
' Dan Coughlin. "Sports Flim- Flem," The Plain Dealer, April 9. 1977
' Cleveland Professional Basketball Ctwnpany Annual Report to Shareholder..
' James Quirk, "An Economic Analysis of Team Movements in Professional
Sports," Law and Contemporary Problems. Winier- Spring 1973.
'Shirley A. Krise, "Certain Tax Implications of Professional Sports." The CPA
Journal, April, 1975.
' On April 17. 1970, a class action suit was brought against the NBA by the
NBA Players' Association, challenging the college draft, the option clause, and
its companion compensation rule (the Robertson case). The settlement of this
litigation in 1976 paved the way for the merger of the ABA and NBA.
' John P. Morris, "In the Wake of the Flood.- Lass,and Contemporary Problems,
Winter- Spring 1973.
' Sheldon Ocker, "Fitch Won't Pursue NBA's Free Agents." Akron Beacon
Journal, April 10. 1977.
/bid.
Philip E. Meyer, "Human Assets Accounting in the Professional Sports Indus.
try." The CPA Journal. May 1973.
' "Law, Order — Landmark Agreement," Akron Beacon Journal, February 4,
1976.
" Paul L. Montgomery, "NBA Teams Shared Stars' Salaries." Akron Beacom
Journal, March 29, 1976.
" Ibid.
" Alex Ben Block, "So, You Want to Own a Ball Club," Forbes, April 1, 1977.
" Krise. Op. Cit.
" Internal Revenue Code, Section 3173. On Feb. 3, 1978, the IRS amended this
section by Prop. Reg. 1.61 -16 Fed. Reg. In this proposed regulation, the player
would be taxed on his salary in the year the amount would have been received if
no deferred compensation arrangement had existed. Congress currently is studying this regulation. See Richard Stillman. "Taxation of Compensation," The
Journal of Taxation. May 1978.
'• Krise. Loc. Cii.
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How to Cost Labor
Settlements
Gross hours per year cannot be used as a divisor to arrive at a
meaningful cost per hour figure. The hours worked calculation
offers a more reasonable solution.

By Walter A. Hazelton
In most labor settlements today, management depends heavily on comparison of average labor
rates in their unit to norms, whether the norm be
a U.S. average, a local average, or possibly an industry average. At the same time, however, benefits are often handled subjectively. With benefits
becoming a significant cost factor, these costs
should also be compared to norms. Or better yet,
why not add the benefit cost per hour to the labor
rate to arrive at a total cost and compare that to
the industry norms?
Questions as basic as these could not go unanswered for long. Several reports are already available which purport to make a comparison of aggregate benefit costs. One of these is prepared by
the U.S. Chamber of Commerce. In this report,
benefit costs are analyzed in a variety of ways.
This data is compiled from survey information
submitted by a broad spectrum of companies. In
addition, local agencies in many areas have attempted to collect and summarize benefit costs.
What, then, is the problem?
In a nutshell, the reports available today are
relatively useless. The problem comes down to inconsistencies from company to company in computing the cost of the various types of benefits. In
order for the surveys to become useful, some standardization is necessary in the method of calculating costs of benefits.
Presented here are methods of standardizing
the computation of benefit costs, providing a vehicle for meaningful benefit cost analysis to be conMANAGEMENTACCOUNTING/MAY 1979

ducted by management. This analysis also can be
used as the basis for costing labor settlements.
Total Cost Concept
The key to the proposals made is the acceptance
of total cost as a viable tool. The logic to support
this approach is fundamental. First, benefits have
grown significantly during the past decade to a
point where their cost can be 60% or more of base
labor costs. Second, many benefit costs are dependent on labor rates. For instance, the cost of vacations, holidays, sick pay, pension plans, and overtime premiums are generally a multiple of the base
pay rates. To the extent labor rates go up, many
benefit costs go up proportionately. And, finally,
because wages and benefits are both a cost of doing business, is it not appropriate to look at them
in total?
The Bureau of Labor Statistics has recognized
that it is. This Spring it plans to amend the Employment Cost Index to include related benefits.
The resulting index will thereby represent the total cost of labor.'
Once the premise is accepted that a total cost is
desirable, the remaining hurdle is the definition of
a base that allows wages and benefits to be added
together without redundancy and yet in a manner
than can be understood with relative ease.

it
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Total Cost Per Hour
The recommended solution to these problems
would appear to be total "cost per hour." This on
the surface seems very elementary. First, determine the total annual cost per person including
19

Labor benefit
cost reports
available today
are relatively
useless.

wages and benefits. Then convert the annual total
to a cost per hour.
It is at this point in the cost development that
many surveys and traditional forms of analyzing
contract settlements break down. The specific
problem arises in choosing what hours per year to
use as the divisor in converting total costs into a
cost per hour. A common method has been to use
gross hours (i.e., payroll hours). This has led to
both inaccurate and inconsistent results. For example, assume that the average annual cost per
individual was broken down as follows:
Hours
Wages for hours
worked
1,768
Benefits (Including
paid time off)
312
Total
2,080

Cost

Average

$11,492

$6.50

5,528
$17,020

N/A
$8.18

Using the gross hours methodology, the cost
per hour would be determined by dividing total
annual cost by 2,080 hours (assuming no overtime). Based on that approach, the total cost per
hour for the above example is $8.18. The fallacy
of this approach can be quickly seen if we examine
what happens when an additional holiday is
granted. In that case, $52.00 (8 hours X $6.50
average rate) of cost would move from "Wages for
hours worked" to "Benefits ":
Hours
1,760
320
2,080

Wages
Benefits
Total cost

Cost
$11,440
5,580
$17,020

Average
$6.50
N/A
$8.18

Despite the additional holiday, total cost has
not changed, and, therefore, if this figure is divided by the gross hours of 2080, the toal cost per
hour is again $8.18. Thus it would appear that the
additional holiday did not cost anything.

Table 1
XYZ COMPANY— DISTRIBUTION OF AVAILABLE TIME
Hours
Hours available
40 hours 4 10% overtime

2,288
=

52 weeks

Less hours off site
Holidays (11 days)
Vacation (17.5 days)
Accident and sickness (10 days)
Long -term disability (5 days)
Occasional absence (4 days)
Workmen's Compensation (.3 days)
Other absences (1.2 days)
Total off site
Hours worked

20

88
140
80
40
32
2
10

The solution to this problem is that gross hours
per year cannot be used as the divisor. A more
meaningful divisor is the hours worked.
If we use hours worked, the total cost before the
additional holiday was $9.627 (17,020 _ 1768)
and the total cost after granting the holiday is
$9.670 (17,020 _ 1760). Clearly this revised calculation recognizes the cost of the holiday
through an increase in the total cost per hour (increase of $.043).
This example demonstrates that if wages and
benefits are to be evaluated on common ground,
or if trade -offs between wage increases and benefit
increases are to be considered, then gross hours
cannot be the divisor, especially for benefits involving time off. The key to this is the basic issue
of what is to be done about the loss of productive
time. For manufacturing operations, the lost time
must be recouped, either through overtime or
through additional employees. Since overtime is
generally the more expensive alternative, we will
ignore it and consider only the additional employee possibility within this article.
Definition of Hours Worked
The remaining element of this approach is to
define "hours worked." Whatever definition is
used, it must yield consistent interpretation, so
that comparisons of data will be meaningful. The
approach used throughout this article is:
Hours worked are: "The hours on the work
site."'
This definition has several advantages. First, it
is generally easy to determine if an employee is on
or off the site. This enhances the consistency of
interpretation. Second, it can be assumed that off site hours must be nonproductive. As a result,
they should fall into the benfit category to be
spread over the production hours.
What about the nonproductive time on the site,
such as rest periods, wash -up time, training, and
union business? Aren't they also nonproductive
and, therefore, a form of overhead or benefit? Several surveys have attempted to pull these hours
out and arguments can be expounded in support
of doing this. The key argument, however, against
isolating these hours is consistency. Not all companies treat this time in the same manner and
some, in fact, do not even collect this data.
Costing Specific Labor Demands

392
1.896

To gain a better understanding of the mechanics of this approach, the costing of three typical
demands will be used to demonstrate the total
cost approach. The first is a wage demand, the
second is a demand for additional time off and the
third is an improvement to the health care package we have been discussing.
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To do this we will use the hypothetical XYZ
company. First a determination is made as to the
hours worked. (See Table 1.) This is accomplished
by reviewing the benefits program, company seniority to the vacation plan, and itemizing the lost
time during recent periods. Other than vacation
eligibility, this should be quite straightforward.
(Further comments on the vacation element are
provided later.) Overtime hours should be included since they also contribute to the hours worked.
The next step is to identify the total annual cost
per employee. This includes both wages (for hours
worked) and all benefit costs. (See Table 2.) For
the XYZ Company, an average labor rate of $6.50
an hour was used, of which $.70 per hour is cost
of living adjustment (COLA) accumulated since
the last contract settlement. The rate per hour
represents the latest rate rather than an average
rate over the prior year.
Next comes the conversion of the annual costs
to a cost per hour worked. This is shown in Table
3 which reflects an average total cost of $10.30 per
hour for the XYZ Company. Let's examine the
application of this concept to several typical labor
demands.

Assume that a wage increase of 5% was granted. The effect of this is determined by multiplying
the base wage ($5.80 excluding the COLA) by
5 %. This yields a cost per hour increase of $.290
and an annual base wage increase of $664 ($.290
X 2288 gross hours).
As far as benefit impact is concerned, the use of
gross hours in the above calculation automatically
picks up the impact of the increased wage on the
cost of holidays, vacations, and other paid time
off. However, there are other benefits which also
must be added on. For example, with the 5% increase in wages the following benefits will also go
up by 5 %.

60
1,568
78

%n

5

$

Base cost
777
891
$

Overtime premium'
Social security'
Workmen's
Compensation
Profit sharing
Other bonuses
Total increases

= $664
= 169
= $883

The next step is the conversion of the annual
cost to a cost per hour. This is done by dividing
the $833 by the hours worked (1896 for XYZ
Company). The result is a cost of $.439 per hour
and a percentage impact of 4.3% ($.439 —
$10.16).
Additional time off is one of the more confusing
aspects of contract settlement costing. The use of
the total cost concept, however, reduces the confusion. The basic assumption implicit in this concept is that lost time must be replaced, and that
the replacement cost will be the same as current
costs per hour.
For example, at the XYZ Company the cost of
an additional holiday would be:
Annual cost: 8 hours X $10.30 = $82.40 per
year
Cost per hour: $82.40 - 1896 hours = $.043
per hour
Percentage impact: $.043 + $10.16 = 0.4
%n

Wage Increase

Direct wages
(5% X $5.80 X 2288 hours)
Variable benefits ($664 X 25.5 %)
Total annual cost

Impact
39
45

3
78
4
$169

At XYZ Company, all of the above items were
tied directly to wages, and we see that for a $644
increase in direct wages, other benefits increased
by $169. The ratio of $169 to $664 or 25.5% is
called the variable benefit ratio, sometimes referred to as roll -up.
Going back to the base wage illustration, the
total cost of a 5% increase in wages is therefore:
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Table 2
XYZ COMPANY — ANNUAL TOTAL COST PER EMPLOYEE
For T ime Worked
Base Pay for hours at site (1,896)

$12,324

Benefits
Premiums
Overtime premium
Shift premium
Paid time off
Holidays (11 days)
Vacation (17.5 days)
Accident and sickness (10 days)
Long -term disability (5 days)
Occasional absence (6 days)
Other absences (1 day)
Health and death benefits
Medical costs
Dental insurance
Life insurance
Other health benefits
Legally required payments
Social Security
Federal unemployment
State unemployment
Workmen's Compensation
Other benefits
Pension plans
Christmas and other bonuses
Miscellaneous benefits
Retiree costs
Total benefits
Total cost

$

777
133
572
910
300
330
312
52
597
180
120
150
891
25
84
60
1,568
78
100
25
7,264
$19,588
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The key: What
is to be done
about the loss of
productive
time?

Figure 1
NORMALIZED TENURE CURVE (NTC)

c

7%
Assumptions:
6% of turnover per year
4% of population have
over 30 years experience

6%

n

;,
5%

0
CL

w
S
0

4%

proposals relates to health care. In most cases
health care changes must be submitted to an insurance company for evaluaton in order to determine annual premium changes. For our example
let us assume the request was for orthodontic coverage with a 50% co- insurance clause. The insurance carrier provides an estimated cost of $1.25
per month per employee. This yields the following
results:
Annual cost: $1.25 X 12 mos. = $15
Cost per hour: $15 - 1896 = $.008 per hour
Percentage impact: $.008 - $10.16 = 0.1%

3%

5

10
15
20
Years of service

25

30

The entire calculation is shown above and demonstrates how the total cost approach simplifies
the costing process for lost time considerations. It
shows that the total cost for a lost day is $82.40
per person or $.043 per hour worked. This represents a 0.4% increase in total costs.

Wage increase
(5 %)
Holiday (add 1)
Orthodontics
(50 %)

$.290

-

Health Care

%

0

%

0%

Total

$.290

5.0
-

1%

Again the calculation is quite straightforward.
Once the annual costs are determined ($15), the
conversion to cost per hour ($.008) and percentage change (0.1 %) is very easy.
In summary, the results of the three labor demands are as follows:
Total
Wage impact
cost impact
Per hour
Per hour

-

CL

-

2%

m

a'

C

5.0

$.439
.043

4.3
0.4

.008

0.1

$.490

4.8

The third, and final, example of costing benefit
Special Consideration
Table 3
XYZ COMPANY COSTS PER HOUR (1,896 hours)
Annual cost
$12,324

Cost per hour
Hours worked

$ 6.50

777
133
572
910
300
330
312
52
597
180
120
150
891
25
84
60
1,568
78
100
25

Overtime premium
Shift premium
Holidays
Vacation
Accident and sickness
Long -term disability
Occasional absences
Other absences
Medical costs
Dental insurance
Life insurance
Health insurance
Social Security
Federal unemployment
State unemployment
Workmen's Compensation
Pension plans
Christmas and other bonuses
Miscellaneous benefits
Retiree costs

7,264

Total benefits

$19,588
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Total cost

.41
.07
.30
.48
.16
.17
.16
.03
.31
.09
.06
.08
.47
.01
.04
.03
.83
.04
.05
.01
$

$

Benefits

3.80

$10.30

In addition to the routine calculations described
above, three special situations deserve further
comment: vacation eligibility, inflation (roll -up),
and maturation.
The costing of vacation plans was described
earlier as the matching of current seniority with
the vacation plan. This is relatively easy to do and
generally will handle vacation costs adequately.
However, in some instances this approach may
not be sufficient. For example, in new or rapidly
growing companies, the average tenure for the
work force may be quite low; however, once the
growth stabilizes the average tenure increases. If a
vacation plan is evaluated based on current population in this instance, the real cost will be understated. Similarly, any proposal for increased vacation would be underestimated in terms of eventual
cost.
To minimize this problem, an alternate method
of calculating vacation eligibility can be used, a
procedure I call the "normalized tenure curve." It
assumes that the size of the work force is constant
from year -to -year and that the attrition each year
(6 %) is replaced by new employees. The resulting
tenure curve is depicted in Figure 1. Of course,
any convenient attrition rate can be substituted to
derive a different curve.
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If all ranges in a vacation plan were evaluated
using this approach, the overall average vacation
for a company could be determined. It allows for
the comparison of vacation plans between companies without differences in employee tenure affecting the comparison.
Inflation and Maturation Impacts
Recently, some companies have begun to bring
the cost of benefits to the bargaining table for relief. One way of handling it is to request employee
contributions to cover future cost increases.
If no relief for inflation is obtained by the company through negotiations, each subsequent contract settlement should identify the cost increases
borne by the company during the previous contract period. This cost thereby becomes a cost of
the settlement. It should be included in the settlement cost summary much the same as the cost -ofliving escalator for wages.
Another neglected cost impact is the effect of a
maturing population. This was touched on in the
discussion of vacation eligibility but further comment is in order. For instance when a population
matures, vacation eligibility expands. Similarly,
retiree benefit costs go up. Depending upon the
benefit program, other items may also increase.

'

'

'

I
I
I
I
I

I
'

L

' See Victor J. Sheifer, "How Benefits Will Be Incorporated into the Employment Cost Index." Monthly Labor Rnww. January 1979.
' For most companies this is quite easily determined. For those industries in
which the -site" is not clearly defined or ones in which travel time is a factor, the
definition of site must be expanded to include the geographies of the industry in
question.
' The overtime impact is slightly less than 5% because the wage increase of 5 %
was not added to COLA. This is a minor distortion in the example.
• Social Security would not necessarily increase by the full S% since some employees might reach the maximum level.
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Communications and CostBenefit Aspects
of Employee Safety
A carefully planned safety management program with a defined
communications network should provide a safe and healthy
employee work environment at minimum cost and in compliance
with federal and state laws and regulations.

By Edward M. Ginter
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The development of a safety communications system is very difficult because little has been written
to help guide the manager in this task. I will attempt to synthesize safety with communications
and examine an approach to safety cost effectiveness, using an example of a "real world" problem.
A strong program of safety management requires that a continuous flow of information be
established between managers and their employees. Safety literature generally has not been directed at the employee level. Employees obtain safety
information primarily from their supervisors. The
only exception may be motivational posters that
are designed to raise the level ofsafety consciousness. The effectiveness of these posters has not
been measured or evaluated.
Safety dialogue between supervisors and their
employees has been relatively ineffective in many
businesses. To correct this situation, in California,
Safety Order No. 3203 requires that employers establish training programs designed to instruct employees on safe work practices with respect to
work hazards. Monthly meetings between supervisors and their employees should be an integral
part of such a training program. These meetings
could be directed at discussing specific safety and
health problems, rules, and procedures appropriate to unique employee work situations.

In addition to the downward flow of safety information from supervisors to employees, top
management also has a communications function
to perform. Statements of policy should be designed that assure employees that the company
will provide them with a safe and healthy work
environment. Rules and regulations should be developed that are directed toward this end.
Channels of upward communications should
also be established. Employees should be encouraged to bring adverse safety conditions to their
supervisor's attention. Failing a satisfactory response from their supervisor, employees should be
allowed to escalate their concerns to higher levels
of management or to discuss their concerns and
perceptions with a safety officer or employee relations representative.
A well- conceived safety program also should
provide for safety committees that represent both
employees and management, Safety committee
surveys or inspection findings should be reviewed
by management committees or responsible managers. Information feedback and appropriate corrective action should occur as the result of this
communications loop.
Finally, employees have a "court oflast resort"
when their normal in -plant communications have
broken down. The Occupational Safety and
Health Act (OSHA) provides a mechanism
whereby an employee can submit a confidential
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report of an unsafe or unhealthy condition to the
cognizant OSHA enforcement office. A safety inspector then will visit the problem site, assess the
complaint, and review his findings with management personnel. He may find no violation or unsafe condition, in which case he would feed this
information back to the person(s) who initiated
the complaint. He may be prompted to offer suggestions as to how the company can improve its
internal communications. If he finds the complaint to be a valid one, he may offer suggestions
as to how the company might eliminate the problem. Finally, if he finds an unsafe condition, the
inspector may issue a citation to the company_
A Safety Communications Problem
The classical communications problem is that
messages (management objectives, policies, goals,
rules, and directives) move downward through the
management hierarchy unhindered but that the
desired actions do not necessarily take place, and
upward feedback becomes diffused, filtered, and
obstructed. The reverse situation, however, also
can exist and our "real world" problem focuses on
this possibility.
Employees identified possible, potential, or real
safety problems and reported them to responsible
authorities (supervisor, safety officer, plant manager), but all too often neither timely action nor
appropriate feedback occurred. A simple reporting form (Figure 1) was created to solve this problem. This report provides for assignment of responsibility, follow -up, positive feedback, and
control. The system calls for four steps:
Step 1. A report form is initiated by a safety
committee member or, for that matter, any employee and sent to the division safety officer.
Step 2 The safety officer serializes it and assigns it to a responsible member of the management team. A copy of the form is then sent to the
designee and the original is filed by serial number
in the follow -up folder. Reports that have not
been acted upon are summarized, followed up
upon, and discussed during regular monthly safety meetings.
Step 3. When corrective action is taken or a
"no action" response is decided upon, it is so noted on the form and returned to the safety officer.
Step 4. The completed form is then duplicated
and sent to the originator showing what action
was taken, when, and why. The original copy is
removed from the "open" file and destroyed. The
completed form is filed numerically in the
"closed" file for future reference and to provide
objective evidence that an effective safety communications program is in existence.
During the monthly meetings, the problems
shown on the various safety project work sheets
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are discussed, and the economic implications of
corrective action alternatives are evaluated.
Where a clear and present danger exists, there is
no question that funds will be approved and the
hazard promptly eliminated. The majority of reports, however, involve potential hazards, possibly dangerous or unhealthy situations, or nuisance
complaints. These "possible" problem areas are
the ones for which it becomes difficult to justify
the expenditure of funds. Each report or complaint must be evaluated on its own merits and
consideration must be given to (1) the probabilities that an incident will occur, (2) the relative
seriousness of the potential incident, (3) the number of people that might be affected, and (4) the
costs involved in correcting each individual situation. These considerations comprise the cost -benefit aspects of a problem involving employee safety.

All too often a
safety problem
is reported and
nothing
happens.

Safety Costs Versus Benefits
The frequency and severity of accidents are related inversely to the effort put forth and expense
incurred by a company in the safety area. Although some attempts have been made to estimate
costs of accidents', there appears to be no systematic method of quantifying the cost - benefit tradeoffs when dealing with employee safety decisions.
With the imposition of federal and state safety
laws and regulations, every company is required
to install and maintain safety equipment designed
to provide basic safeguards for employees. These

Figure 1
SAFETY PROJECT WORK SHEET

DATE

BY

9 -22

DISPOSITION AND/OR ACTION
flequested fire extinguisher company
to test and recharge

9 -27

Extinguisher tested and recharged

P.J.

3

P.J.

Filled in by:

O Originator
O Safety officer
O Designee
O Safety officer
DATE
9 -27

FEEDBACK (TO WHOM AND HOW)
To

John Smith by copy

a
BY

A.W.
Safety Officer
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There seems to
be no method
of quantifying
cost benefit
trade -offs in
employee safety
programs.

Figure 2
SAFETY COST /BENEFIT CURVE
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COSTS
Expenses incurred as a result of
Implementing incremental safety programs.

are considered to be nondiscretionary expenses of
the company . Given this minimum safety level,
management must then decide whether or not additional safety expenditures are warranted.
Federal, state, and local agencies require a company to comply with safety laws and regulations.
Such compliance may involve considerable expense in the purchase and installation of special
equipment , such as, machine guards, safety switch
interlocks, and special treaded nonslip flooring.
Management has the option to ignore these re-

working environment , is a reduction in casualty
and workmen 's compensation insurance rates.
Less measurable benefits involve avoidance of
what are termed " indirect " or "uninsured " costs.

qu irem en ts an d n o t in cu r th e se c osts. In taking
this position , it sh ou ld reco gn ize the significant
risks in vo lved . Th ey in clu d e costs of serious acciden ts, heavy fin es, an d risk o f loss from liability
an d d a m a ge su its. A p ru d e n t managem ent then
wou ld co mp ly with fed eral an d state safety requ irem en ts an d install th e n ecessary equipm ent.

These include:

For this reason , the costs of such action must be
considered nondiscretionary.

payments;
4. Extra cost of overtime work necessitated by the
accident;
5. Cost of wa ges p aid t o sup ervis ors w hile their
tim e is re quired fo r a ctivit ies necessitated by
the accident;
6. Wage cost caused by decreased output of injured worker after return to work;
7. Cost of learning period of new worker;
8. Uninsured medical cost borne by the company;
and
9. Cost of t im e s pent by highe r su pervision and
clerical workers on investigations or in the
processing of com pensation application form s.'

Decisio ns Regardin g Discretio n ary Safety Costs
Th e re al question co nfro nting management is
wh eth er to ex p and its safety p rogram beyond the
min imu m level im p o sed by go vernment bodies or

risk a series of possible uninsured costs if accid en ts d o o ccu r. Th ere is p r o b ably a direct tradeoff b etween th e m agn itu de o f the safety program
an d accident lo sses. In o rd er to quantify the variou s elem en ts of the d ecision to expand the safety
pro gram , we m ust co n fro n t th e reality that industrial accid en ts ran ge in serio u sness from a m inor
sliver in t h e fin ger to a catast rophic pla nt fire or
explo sion . Th ere is also a large spread in the types
of wo rk hazard s to which p eo p le may be exposed.
Fin ally , co m p an ies h ave m an y options in the degree th ey m ay wish to in vest in safety.
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Com pany m anagem ent has a number of options
insofar as im plem enting an effective safety program . Subscribing to motivational poster program s is a token effort, requiring very little
expense. The creation of a safety com mittee to encourage active em ployee involvem ent would escalate the program and its cost. Meetings, plant inspections, and evaluation of com plaints would be
a logical offsho ot from such a s afety com m ittee.
At th e h igh cos t en d o f this co ntinu um , regular
safety training meetings for all employees could be
conducted. Such a pr ogram wou ld includ e tr aining films, lectures by safety experts, and hands -on
drills a nd d em on stra tion s with s afet y an d em ergency apparatus. There are training film s available
which provide instructions, dram atize the results
of bad work habits with respect to eye d am a ge
and hear ing im pa irm ent, and whic h deal r ealistically with the hazards of h andling pressurized,
flam m able, and toxic m aterials. For each of these
levels of safety program innovation, costs related
to the ef for ts are measurable. Such costs would
include salaries and wages of em ployees participating in the program, cost of ou tside services
used, and im plementation costs of new efforts.
While the costs of im plem e nting safety programs are measurable expenses, the benefits to be
derived cannot be traced easily to the bottom line.
The m o st quantifiable benefit of m ainta ining an
effective safety program and, consequently, a safe

1. Cos t o f wages pa id fo r tim e los t b y wo rker s
who were not injured;
2. Cost of dam age to m aterial or equipm ent;
3. Cost of wages paid for tim e lost by the injured
worker, other than workm an's compensation

Although these are labeled " uninsured costs,"
the term is a misnom er. They are anticipated costs
that will be incurred if an accident is experienced.
Cont inued on page 32
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Inventory Pricing
Can Save Costs
Getting the auditors in and out as fast as possible saves their time
and your money. A planned inventory pricing system can ensure
that objective.

At most manufacturing companies, outside auditors spend too much time on ending inventory —
about 30% to 40% of the total job time. Instead,
they should be sampling a physical inventory system already in place —a procedure that will provide an accurate inventory value while minimizing
audit time.
Many companies have highly sophisticated
computer systems that fully integrate the inventory into the accounting system and cycle. In these
companies the auditors can test the system and
accept the results rather than go through the time consuming process of detail testing of physical inventory. Many smaller manufacturing companies,
however, do not have such systems and still take a
complete annual physical inventory to be priced
out as the ending inventory value.
Basic requirements for the audit of a physical
inventory include the ability to confirm that everything has been counted, that the accounting
paperwork cutoff agrees with the physical count,
that everything counted has been listed, and that
pricing is accurate. All aspects of the physical inventory, from planning and housekeeping through
generation of the final inventory in dollar terms,
must be evaluated in terms of their effect on the
needs of the outside auditor.
Planning the Inventory Counting Procedure
Planning a physical inventory always should allow for the lack of "local" knowledge on the part
of the outside auditors. The majority of the audit
staff on the engagement probably will not have
MANAGEMENTACCOUNTING/MAY 1979

been to your facility and will not be familiar with
your product or your inventory. Don't assume
that the audit firm knows your operations well
merely because it has been doing the audit for a
number of years because each firm is subject to
the vagaries of routine staff rotation.
Written inventory instructions should be sufficiently detailed to leave nothing open to subjective
interpretation in the shop. Your employees doing
the actual counting and recording must know exactly what they are required to do and how to
handle any situation they may encounter, Your
inventory crews and the outside auditors must
treat each item and situation in the same manner
in order to eliminate time loss.
Everyone concerned must know what is to be
counted and what is not to be counted. Because
the number of items not to be included usually is
small, these items should be clearly identified either individually or by area. There should be some
simple way, either by color coding or descriptive
tags, to determine why the item(s) is not being
included in the inventory, and these reasons
should be acceptable to the auditors based on prior practice.
Considering the flow of inventory taking, all
like items should be grouped together to permit
bitching of the same item on a single inventory
tag. All items should be stored as neatly and as
uniformly as possible to facilitate both the detail
counting and the later test counts by the auditors.
Much time can be saved in the test counting if the
audit staff can transfer test counts from item to
item by means of uniform stacks.
Inventory planning also should include arrang-
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Inventory
should flow
smoothly and
sequentially,

ing the paper flow for inventory taking and cutoff.
The inventory should be taken on prenumbered
tags with at least one copy to be used in developing the inventory records and one copy for the
auditors to retain. Numerical control sheets
should be provided for logging the tag number.
The inventory cutoff should be handled in a manner that blends most smoothly with the requirements of the auditors in prior jobs. A fairly common approach is to retain a separate cutoff file
with copies of all packing lists on incoming shipments for a week before and after the inventory
and copies of the shipping documents on all outgoing shipments for the same period. These copies
should be clearly marked as to date and as to
whether or not the items were included in the
physical inventory.
Taking Inventory
The inventory operation should flow smoothly
and sequentially through areas. Every reasonable
effort should be made to use the inventory tags in
the prenumbered sequences and to have the sequence flow logically through the area. This will
simplify accounting for the tag number in the numerical control maintained by the auditors and in
the final accounting when all tags are pulled in.
Accuracy and legibility in the counting and recording of the inventory also are vital, so don't
alter tags. If an inventory tag needs to be corrected, void the incorrect tag and prepare a corrected
one. Alterations on tags could generate doubt in
the auditors' minds as to which information is
correct, and a large number of altered tags could
lead them to expand unnecessarily their testing at
the firm's expense.
The inventory should be taken by easily definable area. If there is a significant distance between
areas, unused inventory tags should not be transferred but turned in and a new sequence of inventory tags issued for the new area. This step will
help simplify accounting for tags used and locating tags not picked up in the initial pass. The audit firm's inventory observation team should be
scheduled so as to arrive after enough areas are
completed so they can test through areas and not
be working in an area at the same time as the
firm's inventory counters.
HELP THE OBSERVATION TEAM
When the auditor's team arrives, members
should be taken on a brief tour of the facility.
Highlight inventory procedures and explain
unique areas that represent potential problems.
This is not the time to discuss the merits of a
judgment as to why an item is or is not counted.
This is the time to get an accurate physical count
of what is present. If the senior auditor questions
why something was passed over and does not
readily accept your logic in making that decision,
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count the it em, put a t ag on it, an d argue the
merits of the valuation later.
After the observation team has completed its
inventory testing, pick up all inventory tags used
and account for tag numbers. Give the auditors a
complete set of copies of the inventory tags used
and a detailed summary of the inventory tag numbers. used, unused and voided. At this point, the
auditors will have confirmed that all appropriate
items have been counted, and they will have part
of the information they need to confirm the accuracy of the inventory cutoff and the listing.
Listing and Valuing the Inventory
The key to listing and valuing the inventory is a
system that provides a smooth flow from start to
finish and a complete audit trail to be followed.
Figure 1 shows the flow of information through a
system and the intermediate steps that are printed
out to provide the audit trail. There are three input steps into the system, three intermediate steps
within the system, and the final output.
ASSIGNED NUMBERS
The first step is to develop a part number master file by assigning a specific number to each item
to be included in the physical inventory. This
number should be a two -part number —one part
being a one- or two -digit code to enable the sorting of the inventory into general ledger account
groups and the second part being the basic inventory number. This second part can be a simple
sequential number system or it can be descriptive
of the part. The system shown here is based on
sequential numbering.
Included in the part number master file are the
individual part number, the item description, the
unit of measure, the conversion rate (if any) and
the conversion base. Table 1 shows the format of
the printout of the report. The report is sorted
alphabetically on the part description, and the
conversion rate and base are used when the unit of
measure in the physical inventory differs from the
unit of measure in the pricing file. A prime example is steel, which normally is inventoried in feet
and inches and priced per 100 pounds. These conversion factors will be used automatically by the
computer, and a factor of one will be included
when no adjustment is necessary. This procedure
simplifies the testing of the conversions by the auditors and eliminates delays caused by explaining
why the quantity on the inventory tag is not the
same as the quantity on the inventory listing.
DEVELOP PRICING FILE
The second step is to develop a pricing tool to
be used in valuing the final inventory. Included in
the pricing file are the part number, the vendor
number, the invoice date, the quantity purchased
and the unit price. It is assumed that the accounts
MANAGEMENT ACCOUNTING /MAY 1979

Figure 1
SYSTEM FLOWCHART
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Two years'
purchase detail
is important.

payable system already includes a vendor number
listing and that an expense distribution by invoice
is prepared. Table 2 shows the format of the stock
purchase summary as it is prepared by the system,
with the item description being drawn from the
item master file.
In setting up this system, a company must decide how much pricing history to put into the system. It will vary with the method of inventory
valuation, the useful life of the inventory, the buying patterns of the company, and such. For the
purposes of this model, the company values inventory on the first in -first out method (FIFO) and
builds an automatic two -year obsolescence factor
into the system. This obsolescence factor automatically will value at zero any inventory item for
which there have been no purchases for the preceding two years. In order to accommodate these
parameters, two years' purchase detail should be
put into the system.
ENTER THE DETAILS
The third step is to put the actual physical inventory detail into the system. Included are the

part number, the quantity counted, the location or
serial number, and the inventory tag number. The
system then generates an inventory by tag number
listing that has gaps in the sequence highlighted.
(See Table 3.) This report allows the auditors to
test the completeness of the inventory based on
tags used so the total quantity figure at the end of
the report can be compared to the total quantity
on the final priced -out inventory.
INVENTORY QUANTITY
When these steps are completed the information is present in the system for preparing the initial priced -out ending inventory. The computer
first will prepare and print an inventory quantity
summary as shown in Table 4. This good management tool spots poor housekeeping (having the
same item in more than one location). The quantity total on the report should agree with the quantity total shown on the inventory by tag number
report.
The priced -out inventory, based on the summa rized inventory quantity record and aged as well
as priced, is sorted in general ledger account se-

Table 1
POLYMIN CORP. PART NUMBER MASTER FILE Effective 08/31/78
Conversion
Item description

Unit

Rate

Base

11 -00101
11- 000102
11- 000151

3/8' X 2' X 2' A ngle
3/8 ' X 3' x 3' A ng le
1/ 2' x 3 ' x 3 ' A ngle

CWT
CWT
CWT

.0480
.0720
.0940

Ft.
Ft.
Ft.

12- 000101
12- 000102

809 -A04E Relay
809 -A08 Relay

EA
EA

1.0000
1.0000

Ea.
Ea.

51- 068759

WS -132 Terminal board spacer

EA

1.0000

Ea.

#

Part no.

Table 2
POLYMIN CORP. STOCK PURCHASE SUMMARY

09/01/76 through 08/31/78

Part no.

Item description

Vendor

In date

Quantity

Unit

Unit price

11- 000151
11- 000151
11- 000151
11- 000151

112'
112'
112'
112"

127304
127304
31288
127304

08/04/78
06/25/78
05/15/78
05/10/78

4.8000
5.6400
28.2000
5.6400

CWT
CWT
CWT
CWT

29.550
29.550
21.500
28.140

12- 000102
12. 000102

809 -A08E Relay
809 -A08E Relay

837004
837004

08/15/78
07/08/78

100.0000
100.0000

EA.
EA.

x 3 ' x 3'
X 3' X 3'
x 3' x 3'
x 3 ' x 3'

Angle
Angle
Angle
Angle

Table 3
POLYMIN CORP. INVENTORY BY TAG NUMBER LISTING

08/31/78

Part no.

Item description

Inventory
quantity

Converted
quantity

2940
2941
2942

51- 068739
51. 068877
51- 068755

S -640 Controller
WS -550 Coil
W -727 Bracket

12.0000
4.0000
107.0000

12.0000
4.0000
107.0000

EA
EA
EA

3573
3574

11- 000151
11. 000151

1/2' x 3' x 3' A ngle
112' X 3' X 3' A ngle

248.0000
20.0000

23.3120
1.8800

CWT
CWT

Tag no.

30

1.425
1.425

Unit
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Table 4
POLYMIN CORP. INVENTORY QUANTITY SUMMARY

08/31/78

Part no.

Item description

Quantity

Unit

11- 000151
11. 000151
11- 000151

1/ 2' x 3 ' x 3 ' A ngle
112* X 3' X 3' Angle

23.3120
1.8800
5.6400

CWT
CWT
CWT

12- 000102
12- 000102
12. 000102
12. 000102
12- 000102

809 -A04E Relay
809 -A04E Relay
809 -A04E Relay
809 -A04E Relay

30.8320
36.0000
6.0000
4.0000
104.0000
96.0000

EA
EA
EA
EA
EA

112' x 3' x 3' Angle

809 -A04E Relay

Remarks

No pricing
convention is
accurate.

Bin 36 -07
Truck 7
Truck 9
Bin 39 -14
Bin 39.15

246.0000

Table 5
POLYMIN CORP. PHYSICAL INVENTORY

08/31/78

Part no.

Item description

Quantity

Unit price

Unit

Date

11- 000151
11- 000151
11 -000151

1/2'
1/2'

4.8000
5.6400
20.3920

29.550
29.550
21.500

CWT
CWT
CWT

08 -04.78
06.25 -78
05 -15 -78

12- 000102
12- 000102
12- 000102

809 -A04E Relay
809 -A04E Relay

1.425
1.425

EA
EA
EA

08 -15 -78
07 -08 -78

+
+

1/2'

x

3' X 3' A ngle
3' X 3' A ngle
3' X 3' Angle

30.8320

246.0000

quence with a subtotal after each general ledger
category. The format is shown in Table 5. The
pricing is layered on a FIFO basis which starts
with the most recent purchase and moves back
until the entire quantity inventoried has been valued and all of the purchases have been applied.
When there are no purchases available on an item,
the remaining units are valued at zero.
Editing the Inventory Values
No predetermined pricing convention or obsolescence factor will be totally accurate. The
priced -out physical inventory needs to be evaluated for exceptions to the basic rules. Usually, there
are two phases to this evaluation: testing the appropriateness of the zero -value items and doing a
market price test for lower of cost or market purposes.
The evaluation of the zero - valued items should
be limited to identifying those items where the required buying pattern forces you to purchase an
abnormal amount. For example, if you need to
purchase a four -year supply of an item to obtain it
at all, a two -year obsolescence factor would not be
appropriate. Corrections of this nature would be
made by adding the appropriate invoice to the
purchases summary. The advantage of this approach to obsolescence is that you are searching
for exceptions to a predetermined obsolescence
base rather than trying to determine what is obsolete and writing it off. The net result is a more
MANAGEMENT ACCOUNTING /MAY 1979

141.84
166.66
438.43
746.93'
142.50
142.50
-

809 -A04E Relay

100.0000
100.0000
46.0000

Extension

EA

285.00'

conservative inventory valuation and one the auditors will find easier to accept.
The lower -of -cost or market evaluation is simplified by aging each valuation. Through an examination of the aged valuations, it should be evident
which items will have a lower market price than
the earlier purchases; this item should be tested
for market price. A formal schedule should be
prepared for this, showing the items tested, the
source of the current market price (based on normal purchases) and the final determination. Market price adjustments should be put into the purchases summary just as an invoice would, but a
designation such as "78MKT" should be used in
place of the vendor number.
After these adjustments have been made and
any mechanical errors corrected, rerun the system
and prepare a final set of reports for the auditors.
These reports contain all information necessary to
confirm that everything counted has been listed
and that the pricing is accurate within the parameters of valuation established by the company.
Making the System Effective
This type of system is effective on three levels:
1. It provides a good management tool for analyzing the inventory and provides a basis for
developing usage reports and maximum -minimum inventory levels based on economic order
quantities.
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It minimizes the total audit time necessary to
make a professional judgment on the accuracy
and completeness of the ending inventory valuation.
It reduces the level of competence required to
do most of the inventory audit to the level of a
staff accountant.
The model shown here is based on a single facility, but it has been used with good results in a
multi -plant environment. The system was developed to handle an inventory in excess of 10,000
items located in three different plants. The system
provides all appropriate totals by plant as well as
by general ledger category.

For this model to be truly time effective, the
company should prepare invoices for input year round so it becomes a part of the normal routine
for the accounting department. This procedure
eliminates some of the heavy work load that normally comes at year -end and the valuation of the
physical inventory. The elimination enables the
accounting department to handle other schedules
and information requests by the auditors and also
may generate savings in audit time devoted to areas other than inventory.
Thus, the overall reduction of the audit force
could be significant, with the first -year savings
paying for the development of the system and the
additional years' savings being true savings.
❑

COMMUNICATIONS AND COST- BENEFIT ASPECTS
Continued from page 26

various

Predicting these costs is very difficult. Historical
information must be used to project cost trends
for these nine areas. Judgment also must be used
in predicting the seriousness of the accident avoided. Because no detailed method is available for
this purpose, other than examining past data, the
manager must satisfy himself of the accuracy of
his own computations.
The foregoing discussion can be summarized
with reference to Figure 2. It is conceivable that a
cost - benefit relationship can be plotted for
hazard classifications in a particular plant or industry. The curve's shape would be a function of
the range of factors discussed above. As each in-

crement of preventive cost is added, additional
savings (benefits) would accrue to some point of
diminishing (economic) return. The term "economic" is in parenthesis because there should be
no limit in seeking to eliminate accidents and
health hazards. On a philosophical level, we cannot place dollar signs on human life and physical
well- being. "Accident prevention is, first and foremost, a humanitarian activity. Its prime objective
is the physical well -being of employees; protecting
them from death and injury. This is more important than ... the economic aspects of accident ❑
prevention work." '
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' Accident Prevention Manual for Industrial Operations, 5th Edition, National
safety Council,
Ibid
"'The Cost of Industrial Accidents;" Liberty Mutual Loss Prevention Service.
PTS 32.
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Distribution Costs:
the Challenge
The key to managing the physical distribution function is total cost
analysis, rather than haphazard stabs at cutting specific costs.

By Douglas M. Lambert
and Howard M. Armitage
Physical distribution is an age -old activity which
during the past two decades has emerged as a separate and dynamic discipline. Prior to this period,
physical distribution was a fragmented and often
uncoordinated set of activities spread throughout
various organizational functions. However, the
notion that a firm's total distribution costs could
be reduced, customer service improved, and interdepartmental conflicts substantially reduced by
the coordination of distribution activities has
emerged as an important concept. This concept
has become known as "integrated physical distribution management" and has attracted the interest of practitioners and academicians alike.
The emergence of computers, operations research techniques, and the systems approach
brought high speed processing and the logic of
mathematics to the field of logistics and led not
only to changes in transportation strategy, inventory control techniques, warehousing location policy, order processing systems, and distribution
communication, but also to the desire to manage
the costs associated with these functions in an integrated format.
Today most of the early obstacles confronting
full implementation of the total distribution approach appear to be removed. Because of the lack
of adequate cost data, however, its full potential
has not been reached. In general, accountants
have not kept pace with developments in physical
distribution and, in fact, have shown relatively little interest in the area. Consequently, much of the
MANAGEMENTACCOUNTING/MAY 1979

critical cost analysis essential to implementation
of integrated distribution has not been carried out
successfully.
Following is a description of the integrated
physical distribution approach to the management
of distribution activities, with emphasis on the importance of accurate cost data for implementation
of integrated physical distribution management,
and the opportunities and challenges facing the
management accountant in the planning and control of distribution activities.
Total Cost Analysis
The key to managing the physical distribution
function is total cost analysis. That is, at a given
customer service level management should minimize total logistical cost rather than attempt to
minimize the cost of individual activities. Many
have recognized the problem associated with a
nonintegrated or partial approach to distribution
cost analysis and have illustrated how attempts to
reduce specific costs within the physical distribution function may be suboptimal and lead to
greater total costs.'
Total distribution costs do not respond to normal cost - cutting techniques which are often individually geared to warehouse, transportation or
inventory costs. Reductions in one cost invariably
gives rise to increases in others. At various levels
of activity, costs move in different directions. For
example, aggregating all finished goods inventory
into a small number of distribution centers may
minimize warehouse costs but leads to an increase
in transportation expense. Similarly, savings resulting from favorable purchase prices on large
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orders may be entirely offset by greater inventory
carrying costs. Thus, to minimize total cost it is
necessary to understand the effect of trade -offs
within the distribution function.
Cost trade -offs between and among the various
components of the logistics system are essential to
the implementation of the integrated physical distribution concept. Profit can be enhanced, for example, if the reduction in inventory carrying cost
is less than the increase in the other functional
costs (see Figure 1) or if improved customer service yields greater overall profitability. However, if
knowledgeable trade -offs are to be made, it is imperative that we be able to account for the costs
associated with each component and to account
for how changes in each cost contribute to total
costs.
Without accurate cost data, analysis of distribution performance is next to impossible. How can a
firm expect to control the cost of shipping a product to a customer if it doesn't know what the cost
should be? How can it make the trade -offs between higher inventory levels and faster service or
higher inventories and less expensive transportation without a clear understanding of the costs
involved? How can it assess the profitability of a
customer or territory if costs cannot be analyzed
to allow a contribution to be calculated?
As the cost of distribution mounts, this requirement becomes increasingly critical. Estimates of
the cost of distribution range from 18% to 45% of
total company costs.' Furthermore, at least one
writer believes that since the physical distribution
area is relatively more labor intensive than other
areas of the firm, its ratio of cost to total company
cost has been steadily increasing.' At best, these
estimates only represent shots in the dark because
they may be based on costs incorrectly computed
by management. Despite the relatively extensive
literature on the subject, the full potential of
distribution cost trade -off analysis is yet to be realized. Until we can fully account for the cost related to separate functional areas and their interaction, the total cost concept will remain an elusive
goal. This holds for both distribution decision
making and control of distribution operations.
Distribution Accounting for Decision Making
The capability to exploit new markets, to take
advantage of innovative transportation systems, to
make changes in packaging design, to choose between hiring additional transport or adding to the
company fleet, and to increase deliveries or increase inventories, rests on management's ability
to make the right decision. This potential, in turn,
depends greatly on the quality of accounting data
provided management. Such data would include
answers to these questions:
1. What distribution and marketing strategy deci-
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2.

3.

4.
5.

sions require contribution by product, by territory, by customer and /or by salesman?
What is the cost associated with providing additional levels of service? What trade -offs are
necessary, and what is the incremental benefit
or loss?
What is the optimal inventory level(s)? How
sensitive is this level to changes in warehousing
patterns or to changes in service levels? How
much does it cost to hold inventory?
What mix of distribution modes should be
used?
To what extent should the order processing
system be automated?

To answer these questions one requires knowledge of the costs and revenues that will change if
the situation changes. For example, determination
of a product's profitability rests on knowing what
revenues would be lost and what costs would be
saved if the product line were dropped. The difference between the two represents either a positive
or negative contribution toward total company
profit. Any costs or revenues which are unaffected
by this decision are irrelevant to the problem.
Implementation of this approach to decision
making is severely hampered by the lack of availability or the inability to use the right accounting
data when it is available. The best and most sophisticated of our models are only as good as the
accounting input, and a number of recent studies
attest to the gross inadequacies of distribution cost
data. Schiff for example reported that a significant
number of companies could not estimate their total distribution cost as a percentage of sales.'
A recent survey of 300 North America firms
provides similar data.' Detailed questionnaires
were received from 125 distribution executives,
representing a wide variety of consumer and industrial goods manufacturers as well as wholesalers and retailers. These firms represented a national sample in terms of geographic location and had
sales volumes ranging from $1 million to over $1
billion.
Respondents provided specific information on
the availability of the cost components required to
calculate an inventory carrying cost and the availability of other cost components required to implement distribution cost trade -off analysis successfully.
The availability of the cost components of inventory carrying cost, as reported by those surveyed, was, in general, disappointing. The average
monthly finished goods inventory for each product by location was reported to be available by
87% of the respondents. The corresponding figures for cost of money, variable manufacturing
costs for each product, insurance, taxes, obsolescence, shrinkage and damage were 75 %, 59 %,
41%, 37 %, 43 %, 50% and 30 %. Relocation costs
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were considered not to be a factor by 32% of the
respondents and were reported to be available in
17 of the companies. None of the firms reported
the availability of all of these cost components.
With respect to the availability of other cost
components necessary to implement distribution
cost trade -off analysis, transportation costs were
found to be the most readily available and were
reported by 87% of the respondents. Transportation costs by channel, product and customer,
however, were reported to be available in only
53 %, 48% and 31% of the firms, respectively.
Knowledge of total order processing costs was reported by 58% of the companies, and the availability of fixed and variable order processing costs
were reported by 52% and 47% of the respondents, respectively. Expediting costs were available in 21% of the firms, and the number of
expedited shipments was known by 30% of the
respondents. Surprisingly, many of the production- related costs, which are often assumed to be
available to the distribution executive, were not
available to the respondents.
In addition, the 1978 research study, The Distribution Channels Decision,disclosed a desire for
relevant cost data by practitioners and their frustration at not being able to obtain this data or not
knowing how to use existing data.' This state of
affairs led to a complete absence of fundamental
analysis.
Why Distribution Data Is Important
Not only is accurate cost data needed for decision making, it also is needed to compare actual
performance against planned. Cost control is an
essential component of the success of any organization. For years, however, control over distribution costs has been at best haphazard and, at
worst, nonexistent.
Several explanations can be advanced to explain
the reason for this neglect. At present, it is sufficient to note that there is a good deal of uncertainty regarding the most appropriate form of control.
Rayburn,' for example, has advocated standard
costs for control of distribution activities while
Schiff" concluded that adequate control can be
obtained without standards through budgetary
procedures. Also, a strong case can be made for
productivity measures, either as a unique control
device or in concert with one of the above.
Standards have not seen widespread acceptance
in distribution. For example, Schiff found 5 of 14
U.S. companies using standards while the Whitehead report" noted that only 1 of 52 firms surveyed in the U.K. had introduced standard costs.
It is entirely possible that the effort required to
establish useful performance measures exceeds the
benefit. However, it is difficult to imagine how to
control the cost ofoperations ifone has no idea of
what it should cost to operate. It is here that stanMANAGEMENT ACCOUNTING /MAY 1979

dards serve their prime purpose. Despite the difficulty in establishing standard costs for activities
such as storage, packing, and delivery, a greater
effort should be made. In order to control, there
must be standards of performance against which
to measure actual operations. Without them there
is no way of ascertaining whether the process is
operating in or out of control. Whether or not
standards can be effectively implemented in the
distribution area depends on the development of a
suitable conceptual framework. Certainly some
activities are more susceptible to control by standards than others. Of course, those activities that
represent high dollar expenditures should be given
first priority in cost control.

Cost of
distribution may
range from 18%
to 45% of total
Costs.

Why the Lag in Distribution Cost Accounting?
One of the most widely held views given to account for the slow development of adequate distribution cost systems is the belief that distribution
cost are by nature quite different from those found
in other areas of the business. It is argued that
distribution traditionally has cut across so many
functional areas and lines of responsibility that it
has been difficult to assess its costs. While there is
certainly some truth to this statement, little has
been done to test the extent to which currently
available tools could be used to monitor distribution cost performance.
Most of the responsibility for this neglect lies
with the internal accounting group. Management
accountants historically have had little interest in
the area of logistics, a phenomenon which is tied
closely to accounting education requirements.
Course curricula in accounting stress two main
areas— financial and managerial. It is in the latter
concentration that the accountant develops the
tools for planning and control. But tools such as
cost - volume -profit analysis, incremental costing,
contribution statements, budgets and standard
costs are almost totally oriented toward the manufacturing sector. In fact, the author of the most
widely -sold, cost accounting text does not even
mention the term distribution or logistical costs.'°
They are lumped with other costs such as marketing and R &D in one category called nonmanufacturing costs. The emphasis on the manufacturing
side has led to a distribution accounting myopia,
illustrated by the fact that many firms have been
able to analyze their production costs to two decimal places, or better, but are unable to give even a
rough estimate of their total distribution costs.
Even those accountants who have turned their
attention to the logistical function find that the
tools which work so well in manufacturing are
either not applicable or are a good deal more difficult to implement in the distribution area. For example, variable manufacturing costs are usually
assumed to be a function of one independent variable only— either units of product, labor hours, or
35
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machine hours. Distribution costs, on the other
hand, are often a function ofseveral independent
variables. Thus, predicting the labor cost of a
shipping room could well be a function of the
numbers of units shipped, the weight of the units
shipped, and the distance of the product from the
loading zone. To date, accountants have not given
much attention to these types ofrelationships and,
as a result, have not developed any conceptual
models for dealing with logistical costs.
Challenge and Opportunity
Developing a sound base for producing distribution cost information for decision making and
control is one of the most critical areas facing logistical management. Consequently, the availability of distribution cost information should be a
primary concern of the management accountant.
This task is difficult because distribution costs
may be grouped under a series of natural rather
than functional accounts. Also, it is entirely possible that in a firm with a financial accounting orientation, distribution costs such as warehousing,
transportation, and packing may not even be given separate headings in the natural accounts. Instead they are lumped into such diverse catchalls
as overhead, selling, or general expense. Further
more, there has been a tendency (particularly in
the case of freight) to abandon the accrual concept
and match costs of one period with revenues of
another. Situations such as these obviously make
it difficult for the interested analyst to determine
distribution outlays, control costs, or perform
trade -off analysis.
From a managerial accounting perspective, the
challenge is not to create new data since much of
it already exists in one form or another. The real
challenge is to tailor existing data in the system to
meet the needs of the logistics function.
In a study of six companies in the food industry, Lambert and LaLonde found that costs required to calculate inventory carrying costs could
be determined by a modest expenditure of effort.
Also, in another study of 18 companies, one of the
authors found that cost components required to
implement distribution cost trade -off analysis generally were available from the accounting system
but were neither available to the distribution executive nor in the form required for decision making
and control."
For the management accountant there is an opportunity to bridge the gap between the type of
information needed and the information currently
available. To obtain this data, he should talk with
those managers who must either use or are affected by distribution cost data. By analyzing the reports used and discussing the types of decisions
made or not being made, the management accountant can soon determine the availability of
specific accounting data in his firm. Once this step
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is completed, the next step is to make certain that
the right information is generated and stored so
that the key functions of planning and control can
be carried out.
Controlling Distribution Activities
One of the major reasons for improving the
availability of distribution cost data is to control
and monitor distribution performance. This can
be accomplished in three distinct ways: standard
costs and flexible budgets, budgets, and productivity standards.
Standard Cost and Flexible Budgets.Control of
costs through predetermined standards and flexible budgets is the most comprehensive type of
control system available. In essence, this method
represents a frontal assault on distribution costs
because it attempts to determine what the costs
should be rather than basing future cost predictions on past cost behavior.
A decision to use standard costs entails a systematic review of distribution operations to determine the most efficient means ofachieving the desired output. The management accountant must
work closely with engineering personnel on time
and motion and efficiency studies so that he is in a
position to draw up a series of flexible budgets for
various operating levels in different distribution
cost centers.
Conceptually, there is little doubt regarding the
general superiority of standard costs for control.
However, while standards have received widespread use in production, it is only recently that
work measurement techniques have been applied
to the shipping, warehousing, and order- processing functions. No doubt much of the lag has been
due to the extra difficulties faced when applying
standards to logistical functions. Not only are
there many more activities but the output measures vary considerably more than is the case in
production. For example, in developing a standard for the picking function, it is possible that
the eventual control measure could be stated as a
standard - cost - per - order, standard- cost - per - orderline, standard - cost -per -unit shipped or standard cost -per- shipment.
Budgets. Although the standard cost system is
a potentially powerful control tool, there are times
when the use of standards is inappropriate. For
example, this would occur in nonrepetitive activities where work measurement units simply cannot
be developed. Also, it might be the case in repetitive situations where the cost involved of installing a standard cost system is believed to be greater
than potential benefits. In addition, there may be
times, even in repetitive cases (e,g. measurement
of overhead costs), where a cause -effect or input output relationship cannot be determined. In
these situations control can still be carried out
through budgetary practices. However, the extent
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to which the budget device is successful depends
on whether individual cost behavior patterns can
be predicted and whether the budget can be
adapted to changes in output.
Many distribution budgets are of a fixed nature—a plan drawn up for a target level ofoutput.
Since the budget remains the same irrespective of
output, the fixed budget only has control value if
the target level is reached or if all distribution
costs are essentially fixed. Because this is rarely
the case, attempts to control costs via static budgets usually fail.
Conversely, a flexible budget that predicts costs
on the basis of activity level holds much more
promise. The key to successful implementation of
such a budget for distribution activities lies in the
analysis of cost behavior patterns. To date, few
attempts to determine the fixed - variable nature of
distribution costs have been made. This omission
would appear worthy of the management accountant's attention, for within his expertise are the
tools to break down costs into meaningful behavioral characteristics. His in -depth knowledge of
cost patterns coupled with tools such as the high low method, incremental analysis, and regression
techniques place the management accountant in a
position to make a significant contribution to cost
prediction and hence control oflogistical cost activities. It should be remembered that these techniques are based on past cost behavior patterns
which undoubtably contain a number of inefficiencies. The predicated measure of cost, therefore,
may not be a measure ofwhat the activity should
cost but an estimate of what it will cost based on
results of previous periods.
Productivity Standards. Control of logistics
costs can be indirectly accomplished through the
use of productivity measures which yield a relationship of the following type:
X

100

%n

Measure of Output
Productivity = Measure of Input

To illustrate, a warehouse operation might utilize
such productivity standards as:
Number oforders shipped this period
Number of orders received this period
Number oforders shipped this period
Average number of orders shipped this period
Number of orders shipped this period
Number ofdirect labor hours worked this period
Measures ofthis type can and have been developed for most distribution activities. They are particularly useful in the absence of a standard cost
or flexible budget system, as they provide physical
guidelines on operating efficiencies. Furthermore,
they are measures easily understood by employees
MANAGEMENT ACCOUNTING /MAY 1979

and management alike and for this reason their
appeal is likely to grow. However, estimates of
actual dollar losses due to inefficiencies and predictions of distribution outlays cannot be made
when productivity standards are used alone.
Without work measurement or some form of cost
estimation technique it is impossible to know what
the productivity standard at efficient operating
conditions should be. Further, changes in output
levels may in some cases distort measures of productivity.
There is a good deal of work yet to be done on
the development of suitable physical distribution
productivity measures. Ideally, they should be formulated by impartial individuals who recognize
the benefits as well as the limitations of their use.
Again, this would appear to be an area which depends heavily on the expertise of the management
accountant.

Management
accountants
have had little
interest in
logistics.

Distribution Data for Decision Making
Developing a system or reporting in which actual costs can be compared with standards is one
of the objectives of the management accountant.
A second objective should be to structure the reporting system so that actual distribution cost
data can be used as an input to distribution models and to the implementation of the total cost
concept. One ofthe most promising data base systems is the one proposed by Mossman, Crissy and
Fischer." This is a central storage system where
source documents (revenue and expense items) are
fed into a data base in coded form. Inputs can be
coded according to function, subfunction, territory, product, revenue or expense, channel or a host
of other possibilities. When combined with the
computer, the system is capable of filing large
amounts of data and allows rapid aggregation and
retrieval of various modules ofinformation for decision analysis. The modular data base combined
with standard costs offers tremendous possibilities. The system works by charging functions,
such as warehousing and transportation, with actual costs which are then compared to predetermined standards. Individual segments such as
customers or products are credited with segment
revenues and charged the standard cost plus controllable variances.
With this information, management -is in a position to evaluate the profitability of individual customers, product lines, territories and /or channels
of distribution. In addition, the data base permits
the user to simulate trade -off situations and determine the effect of proposed system changes on total cost.
In view of its tremendous managerial implications, the modular data base approach has received a lot of mileage in the literature but little
application in business. In order to implement it,
Continued on page 45
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Hood Chooses MIS
for Its Frogurt
The accounting for a new frozen yogurt illustrates this company's
task - oriented, multi- system approach to its data processing needs.

By Jonathan Davis

Jonathan Davis is
accounting manager,
Dairy Division
subsidiaries, H. P.
Hood, Inc.,
Charlestown, Mass.
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There are many ways large companies can meet
their day -to -day data processing and short- and
long -term management information needs. Many
large companies have developed, or have tried to
develop, central data base management systems
over the past 10 to 15 years. Lately, many of these
companies, as well as many smaller companies,
also have started experimenting with distributed
processing because it promises relatively low -cost
processing of routine, locally- generated and used
data, while also providing refined data input for
use by large -scale corporate central data processing systems.
While we at H. P. Hood view both central data
base and distributed processing systems as potentially valuable data processing tools, like many
others in industry we have found that there is a
major impediment to their rapid and successful
implementation —the high cost of developing and
installing the necessary application software to
make such systems function efficiently. This problem is further complicated by a national shortage
of experienced and reliable programming and systems people.
For this reason we have adopted an eclectic
approach to our current and immediately foreseeable data processing and management information
needs that strives to match each system used to
the exact requirements of the particular task that
is expected to be performed.
This doesn't mean that we are letting modern
data processing technology pass us by. Quite the
contrary. We use both an IBM System 370/145
and a DEC PDP-I I system in our operations, and

we support them with an active in -house programming and systems staff devoted to the company's present and long -range information processing needs.
We also use outside time - shared data processing services to meet specific, immediate company
requirements in certain data base, financial analysis and operational areas. We do this because we
have found that data processing service organizations sometimes can perform specific tasks far
more efficiently than any in -house system we
could expect to develop without disrupting our
ongoing system efforts.
One of these outside computer service operations is under my control and is representative of
the approach H. P. Hood currently takes to meeting many of its specialized data processing needs.
This service also illustrates the level of sophisticated, low -cost business data processing services that
are available today to any company willing to seek
them out.
When management in 1976 made the decision
to use this outside service, it not only marked a
major change in the company's marketing philosophy, but it promises to change the nature and
orientation of the company for many years to
come. That decision was to introduce and market
a new frozen yogurt product called "Frogurt."
It might not seem that the introduction of one
new dairy product by New England's leading
dairy product producer could have such a profound influence on that company's future. But
Frogurt, while indeed a dairy product, represented far more than just a new product to Hood. It
represented the company's first effort at marketing
a product nationally.
MANAGEMENT ACCOUNTING /MAY 1979

A 132- year -old company, with annual sales of a
half billion dollars, H. P. Hood is the major producer and distributor of dairy products and orange juice in New England. The company
achieved its position of leadership by developing a
reputation for product quality and freshness, and
for the reliability of the service provided by its
delivery organization. In order to assure both the
integrity of its products and its service, the company has developed a highly efficient transportation and distribution system that assures its products are delivered fresh daily to thousands of retail
outlets and homes throughout New England.
Completely controlled and operated by Hood,
this complex regional distribution system has been
a major factor in the company's growth and continuing success. However, it does not involve the
use of food brokers or food service distributors,
nor does it involve the use of outside bonded
warehouses, or distant independent trucking companies. The marketing and distribution of Frogurt
did.
Hood Goes National
Because of these and other factors, Hood management established a separate wholly -owned subsidiary company, FSSI, Inc., to handle the marketing of the new product. In addition, a separate
accounting function was established to handle the
record - keeping, invoicing and general ledger for
the new organization.
When the new product was introduced publicly
in August 1976, there was little need for automation of its record- keeping. We only had two warehouses outside the Boston area at which the product was stored, some half -dozen brokers for whom
commissions had to be calculated, and only about
25 distributors to whom we were shipping the
product. By the end of 1976, however, we already
had sold almost $1 million worth of the new product, and had increased both our brokers and distributors to about five times the original number.
In addition, we had added several more warehouses to our distribution network.
As it turned out, the reception given the new
product at such places as Disney World, Mar riott's Great American Theme Park outside of
Chicago, and the Regency Cafe of Houston's
Hyatt Regency Hotel, plus hundreds of other hotels, amusement parks, and other food service locations throughout the country, far exceeded our
marketing organization's most optimistic prognostications for those early months of Frogurt's
life. In addition, the record- keeping required to
keep up with the new product's immediate success
soon began to overwhelm the manual record keeping procedures we were using at the time.
Our first thought was to turn to the corporate
data processing department for assistance. Our requirements, however, which included commission
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accounting and inventory controls for our far flung network of bonded warehouses, were so different from the mainstream efforts of the corporate data processing group that it was decided that
the most expeditious way to meet our immediate
data processing requirements would be through
the use of an outside data processing service.
Fortunately for us, Keydata Corporation in
nearby Wellesley, Mass., had just announced early
in 1976 an $800 per month, on -line packaged data
processing service for small businesses that appeared to offer the five specific services we required— invoicing, inventory control, accounts receivable controls, sales analysis, and month -end
financial summaries and reports.
After reviewing its new service, called the System 800 service, and the capabilities of several
other service bureaus in the Greater Boston area,
we signed a contract with Keydata early in April
that called for installation of this system in our
Charlestown, Mass., headquarters by May 1, the
beginning of our Summer selling season. It met
that schedule even though it meant converting all
our distributor, broker, product and sales data
from manual record form to computer files stored
on disks at Keydata's large -scale computer center
in Foxboro.
The only piece of computer equipment required
to operate this system then, and now, is a small
typewriter -like terminal installed in a corner of
one of our offices. That terminal is connected by a
local phone line to a nearby Keydata -owned and
operated data communications concentrator
which takes the data of all of Keydata's customers
in the downtown Boston area and transmits it by
high -speed lines to the Foxboro computer center
and back in less than two seconds. Because of this
concentrator we pay only the phone costs between
our terminal and the concentrator. Keydata pays
for the transmission to and from the concentrator
and the computer center.
We appreciate this aspect of the Keydata service because it significantly reduces our overall
costs, which consist of time charges for use of the
Keydata computers, plus data communications
charges, which we pay to the phone company. We
also appreciate it because we know that Keydata
has 48 other data communications concentrators
located in 29 cities throughout the United States
and Canada which we could use to set up additional terminals in other parts of the country
should the growth of our business require that.
Stored in the Keydata computers in Foxboro is
every bit of pertinent current and historical data
related to our company's sale and distribution
throughout the country of our Frogurt frozen yogurt product, which has now grown to an annual
volume of more than $4 million.
This data includes up -to- the - minute inventory
records for the 10 flavors of Frogurt soft -mix
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the record keeping system.
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stored at 10 bonded warehouses, plus similar records for a new Frogurt hard -pack product, Fro gurt Royale, which comes in both three - gallon
bulk and four -ounce individual portions. The files
also include detailed name, address, and ship -to
and bill -to and accounts receivable information on
our more than 200 food service distributor customers, plus sales information by broker, customer and product for the past 13 months. Stored off line on tapes is similar sales information going
back to the introduction of the product, information that is used in the preparation of special reports and in forecasting.
Because we manufacture Frogurt products both
in the Boston area and on the West Coast, we
divide our operations roughly at the Rocky
Mountains, with our West Coast packer, brokers
and warehouses serving the area west of the Rockies, while we service the rest of the country.
Our sales and record- keeping cycle starts in the
eastern and mid- western sections of the country
when our food service distributor customers call
in their orders to our national food service department. These orders, which are recorded on preprinted forms, average six lines. During the winter
months we have been receiving between 10 and 15
orders per day. During the summer months order
volume rises to between 25 and 30 orders per day.
The order forms are forwarded to our distribution department which coordinates each order
with the delivery schedule of the warehouse nearest each distributor. That department indicates
the warehouse from which the order will be
shipped, the carrier, expected delivery date and
freight charges, and then delivers the order form
to my department for entry into the system and
for invoice production.
One of the reasons we are so pleased with the
Keydata on -line system is because it takes almost
all the work out of invoice preparation. Our terminal operator merely keys in each distributor's
identification number and the system automatically prints out the entire invoice header and assigns
the invoice a number. The operator then keys in
just the identification number of each product ordered (including a numerical prefix identifying the
warehouse from which the product will be
shipped) and the quantity ordered.
As each product number is keyed in, the system
automatically prints out a description of the product, the unit price, and the extended price for that
line. At the end of the order the operator enters
the shipping information and charges, and the system automatically calculates and prints the total
value of the order. In addition, in the case of orders from Hawaii, which is the only state that taxes products ordered for re -sale, the system also
automatically calculates the tax and prints it on
the invoice before calculating the invoice total.
Because of the time and cost differential in the

western part of the country, orders are phoned in
to our West Coast headquarters, which arranges
delivery from our warehouses in that area. Copies
of warehouse shipping documents covering all orders in their area are forwarded to our accounting
office. As each batch of shipping documents arrives our operator enters the necessary customer,
product and shipping information into the system
and creates an invoice, which is mailed to the customer that same day.
In addition to the ease of operation, the other
aspect of the Keydata system that convinced us to
use this service is the automatic updating of all
related files that occurs as the result of the entry
of invoice and other information.
This feature includes automatic updating of
customer accounts receivable records, broker
commission records, inventory records by warehouse, and sales records by product, broker and
customer. Since this file updating occurs on -line,
these records are always up -to -date as of the last
entry, and we can inquire about the status of individual customer and /or broker accounts at any
time just by touching a few keys on the terminal
keyboard.
In addition to invoicing and posting of product
shipments to warehouse inventory files, other daily activities for which we use the terminal are
posting of customer payments, and additions, deletions and changes to our customer and broker
records. As in the case of invoice preparation, entry of customer payments automatically updates
account receivable and other affected financial
files.
At the end of each working day the system
prints out the day's input totals for the number of
invoices prepared, total invoice value, and total
cash received. These computer - produced totals
are used as checks against manually calculated totals prepared by our clerks during the course of
each day.
Twice monthly, we receive aged accounts receivables reports that are printed out at the Key data computer center in Foxboro and delivered to
us by messenger. We use these printouts both as
checks against our own running figures and as
work sheets for manually recording customer payments and accounts receivables on a daily basis.
Hood Expands Use of MIS
Keydata offers a wide variety of inventory management, accounts payable and general ledger
services that we do not use because we can't cost justify them. We did, however, recently expand
our use of its services to get several monthly reports that were not included in the $800 per
month packaged price service. Among the reports
we now get on a monthly basis are: an invoice
register, stock status report, credit memo register,
aged trial balance, broker commission report, and
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sales reports by product, customer and broker for
the month and year -to -date. We also receive computer- prepared customer statements.
The product sales reports are used, in conjunction with the stock status report, for monthly reviews of production and delivery schedules. They
are also used as a basis for measuring the continuing effectiveness of both our brokers and distributors. In addition, based upon the information in
these monthly reports, it is a relatively simple
matter for us to produce the monthly general
ledger for FSSI, Inc., for subsequent integration
into the financial records of H. P. Hood, Inc., and
the preparation of statements and payments to
our brokers.
Although the charges by Keydata for the services and reports described have averaged $1,000
per month for the past six months and will probably be somewhat higher during the Summer
months, we are convinced that the system easily
pays for itself
reduced clerical costs. We are
convinced that without the Keydata service we
would require at least one, and probably two, additional bookkeepers to handle our current workload manually. Considering today's salaries and
fringe benefits it is not difficult to justify such a
system on those simple economies alone.
Add to that the increased accuracy and reliability of computer computations, plus the assurance
that all affected records are automatically updated
every time new data is entered into the system,
and we believe the cost/benefit is overwhelmingly
in favor of Keydata compared to any other service
we could obtain outside the company or that we
could put economically on our in -house systems
at this time.
In fact, the success of the Frogurt product line,
combined with our ability to create invoices rapidly, and track broker commissions and outside
warehouse inventories accurately with the Keydata system, encouraged management to begin national distribution of our ice cream and milk
shake mixes last year. Although the invoicing and
inventory control for these products initially was
handled by the company's Dairy Products Division, these activities were shifted to the Keydata
system in my department. While we anticipate
that the additional computer usage entailed by
that change will increase our service costs several
hundred dollars per month, no additional clerical
personnel will be required to handle the additional
workload.
In addition, inasmuch as Keydata's services are
also available in Canada, and because our compa-
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ny is expanding its operations into Canada, we are
also currently exploring the use of the Keydata
system for invoicing, commission accounting, inventory control and other record- keeping functions in that country.
To sum up, the use of Keydata's time- shared
business data processing services has helped H. P.
Hood handle the specialized accounting and inventory control requirements of its $4 million -ayear FSSI, Inc., subsidiary and its Frogurt frozen
yogurt product line without adding extraneous
burdens to the company's internal systems. Furthermore, the ease with which the Keydata system works has encouraged us to use the system
for billing, accounting, and inventory control applications for other non - yogurt products that we
are beginning to distribute nationally, and which
could have a far greater national sales potential
than Frogurt.
Use of outside computer services, such as those
provided by Keydata, is constantly being monitored by our corporate Technical Development
group with a view towards evaluating their cost
effectiveness in performing the tasks required of
them. I am sure that if the Keydata service ever
becomes less cost effective than the development
and operation of internal systems to do the same
tasks we will change to such an internal system.
But, for now and the foreseeable future, the Keydata system is exactly the system we need to get
our work done, and it's also the most cost -effective system for the job.
❑
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Tracking Inflation
in Your Company
A method for tracking inflation can become a powerful diagnostic
tool for isolating areas of product cost which could offer
opportunities for cost reduction.

By Kentbourne A. W. McFarlane
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The conventional wisdom is that a firm should
maximize profit. The new adage of business
schools is that a firm should maximize value. Both
concepts have the same enemy— namely inflation.
In order to maximize profit /value, therefore, the
issues become how to control it, how to isolate it,
and how to determine its value.
Accounting for inflation in the traditional
methodology of double entry bookkeeping is
anathema to any accounting system. However,
with some simple financial techniques, a special
methodology for tracking inflation can be developed to fit any type of organization— providing
the inflationary impact in dollars and percent for
whatever classification fits the need.
The benefits of tracking inflation, of course, are
enormous in terms of cost control and profit maximization. If properly developed, it becomes a
powerful diagnostic tool for isolating areas of
product cost which could offer opportunities for
cost reduction. Moreover, it can become a guiding
light in pricing fairly and effectively to ensure the
proper offsetting of cost increases and competitive
pricing.
Isolating Inflation
Inflation is an economic concept which is postulated on the theory of the value of money; but in
the practical language of the business world, it
means the increase in the value of a unit of labor,
capital, and material used in the manufacture of a
unit of goods or the incremental change in the
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cost of services. In other words, it is the weighted
sum of the changes in the cost components of a
unit of goods.
Given this premise, the first step in isolating
inflation is the identification of components in a
unit of cost for the particular firm (Tables 1 and
2). Secondly, in measuring change, we must bear
in mind that a change presupposes a definite period of time and a point of origin. It is convenient in
the business world to use the end of an accounting
period or the end of a calendar year as a point of
origin. The inflation period could then be defined
as January to December if we use the calendar
year, or similarly, for any other accounting period
we might select. The reason for establishing this
point of origin is so that a base unit corresponding
to each component of our cost unit can be established, from which we may measure the periodic
changes. Hence, our third step is to establish a
unitary base value for each cost component, i.e., a
point in time equal to 100 %. This third step allows us to determine the value of a purchase unit,
including the sum of all units of labor, material,
energy, and supplies. It is these units of cost
change that we are concerned with at this level of
definition.
Having established the basic building blocks of
inflation analysis —cost components, the base value of each unit of purchase, and the inflation period—we can move on to the next phase.
Calculating the Impact of Inflation
The process in calculating the effect of inflation
basically involves five easy steps as outlined in
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Figure 1
CALCULATING THE EFFECTS OF INFLATION
Step t
Step 2
Step 3

(Base cost
YTD cost : base X 100) _ L%
(YTD component unit cost
total X 100) = ratio
1 (Inflation of all components) = product inf. %
i.e. s (L% X ratio) = product /plant inf l. %
(Q$ X volume at YTD unit cost) = $ impact of co mponents
c ($ Imp. comp.) = impact for product /plant

Step 4
Step 5

Symbol explanations
YTD = year -to -date
,L% = percentage change
5: = summation

Table 1
PLANTS 1 AND 2
Basic unit cost'
Cost category

Product A

Product B

X =8 .5
Y
7.0

Y = 7 .0

Product C

Product D

X = 8 .5

X = 8 .5
Y = 7 .0
Z = 6 .5

Labo r rates
X = ho ur
Y =hour
Z = ho ur

Z = 6 .5

Raw materials cost
X

50

Z

75

X =50
Y = 120
Z 75

X =5 0
Y = 120

X =5 0
Y = 120
Z
75

X =15
Y = 20

X =1 6
Y - 20

X =1 5
Y = 20
Z
10

P

P

=

=

=

=

X = pe r lbs.
Y = p er ton
Z
per gram

Supplies

10
=

Utilities per BTU

P

To tal purchase unit"

$150.55

.05

.05

=

Note: Same procedure for plant 02 and
create a file for the base data.

*

=

.05

P

.05
=

=

Z

=

X= pe r do z.
Y = pe r pack
Z per cwt.

$287.05

$220.05

$312.05

3: if a computer program is employed, you will need to

' The 5 cost for one unit of each component.
" This I s not the cost for a unit of product A. B, or C. This number is used only to calculate the
ratio of the components. The ratios of component to total purchase unit will change, as the cost of
the component changes and on a year- to-date basis will be the weight used to adjust the percent
change in each component. Information required on a year -to -date basis must therefore match the
base data. (See Table 2.)

Table 2
YEAR -TO -DATE UNIT COST BY PRODUCT, BY COMPONENT
FOR PLANTS 1 AND 2

Y
Z

9.0
7.5

400
350

Product B
Vol.

Cost

X

Product C
Vol.

Y

7.5

9.0

250

7.0

300

200

Z

15

650
550
300

1,300
105
25

200
60
10

X 55
Y = 130

600
45

X
55
Y = 130
Z
85

15
10

X
16
Y = 22

5
25

X
16
Y = 22
Z = 11

=

85

X 55
Y = 130
Z 85

=

500

9.0
7.5
7.0

=

X
16
Y = 22
=

Z

11

Utilities:

P ..0 58

Total:

$167.56

50M

P

.056

400M

P

.058

10M

P

.058

460M

=

=

7

5

20
35
5

=

Y = per pack
Z = per cwt.

=

Supplies:
X per doz.

=

=

=

Y = per ton
Z per cwt.

=

55

=

Raw materials cost:
X
X per Ibs.

Pro duct D
Vol.

=

X
Y
Z

=

Z

Cost

=

X
Y

Cost

=

Labor rates:
X per hours

Product A
Vol.

=

Cost

=

-

Figure 1. One should begin by determining the
inflation rate for a unit of product. In order to do
this, a weighted average for all components must
be computed. What is needed, therefore, is to calculate a weight for each component. The sum of
the weights will then be the inflation for the product.
Next, one should sum the value of all components at the end of the inflation period and arrive
at a ratio for each component (Table 3). The periodic percent change of a component times this
component ratio is the weight of the component.
The next step is simply to add all the component
weights which is then the product inflation percent (Table 4).
The impact is calculated slightly differently
(Table 4). The dollar change of the component
times the amount purchased at the new price
equals the impact for the component. The sum of
all components equals the impact of the product.
The concept is the same to calculate business
inflation for a multiproduct business. We could
then develop a matrix of product to business ratios, calculate a weight for each product, and sum
all the weights to get the business inflation. The
same principle can be used effectively if we wish to
consolidate businesses to division level or businesses to corporate level or product to department
level or department to plant level.
The inflation percent calculated in this manner
will not be affected by cost reduction programs
that decrease labor or change processes if the
same components remain in the goods manufactured. It is also unaffected by product mix or
changes in standards.
One precaution should be mentioned, however.
In companies where one product travels through
several geographical locations before completion,
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$315.56

$239.06

$342.56
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it would be better to calculate the inflation at each
location separately and obtain a weighted inflation
for the product_ Geography can affect each cost
component differently. In particular, labor rates
vary with location. Also, when a central purchasing department is not employed at the corporate
level, information for a product may have to be
obtained through more than one purchasing department.
The mechanical steps in this process can be easily programmed into a computer. The matrix multiplication can be achieved with ease using APL
language (a programming language designed to be
used from interactive terminals), which is particularly suited for this.
Periodic tracking of this type of information
along with cost reduction impact and price changes in tabular and graphic form will provide useful
managerial information to line and staff in every
department and function. Such detail information
provides the framework for short- and long -term

planning: contract pricing, raw material substitution, contract buying, and other cost saving and
profit /value maximizing strategy.
Inflation at XYZ Company
In order to gain a better perspective on the affects of inflation, let's work through the following
example to calculate inflation percent and dollar
impact for components, products, businesses,
plants and the total company.
Assume that the XYZ Company has two
plants, two businesses, and four products. One
plant is a single product and the other plant is
multiproduct. Also one business shares products
in two plants. Each plant represents the smallest
geographic entity /level from which information
will be developed.
Let's further assume that the XYZ Company
has three labor rates (XYZ), three materials
(XYZ), and three types of supplies, and that utilities are measured in B.T.U.'s (see Table 1).

5.4
4.5

5.9
7.1

32.8
-

13.3

50.7

2.9

23.0
54.4

5.9
7.1
7.7

2.63
2.19
2.04

10.0
7.7
13.3

17.4
41.2
26.94

10.0
7.7

10.0
7.7
13.3

16.06
37.95
24.81

6.7
10.0

5.1
6.9

6.7
10.0

6.7
10.0
10.0

4.67
6.42
3.21

16.0

.02

10.0

6.6

Utilities per BTU

16.0

.03

-

-

6.7
9.2

100%

Table 4
YTD INFLATION PERCENT

IMPACT

$

Total

16.0

.02

-

-

-

-

=

=

=

Supplies:
X per dozen
Y per pack
Z
per cwt.

-

-

=

per gram

-

=

Z

7.7

Product D
Ratio

-

-

-

-

z

10.0

=

Raw mat. cost:
X per pound
Y per ton

3.8

2.4
-

5.9
7.1

-

Y

Product C
Ratio

6

-

=

Labor rates:
X per hour

Product B
Ratio

U%

-

Product A
`%
Ratio

%

Table 3
YTD UNIT CHANGE PERCENT AND RATIO

16.0

100%

Product A

.02

100%

Product C

Product B

100%

Product D

Labor:
.22

150

3,000
450

325
275
150

1.61
2.92
3.30

6,500
1,050
2.50

.31
.64
.32

20
70
5

-

.23

.16
.16
.16

-

-

z

-

125

100
-

.17

-

200
175

-

.32
.32

-

X
Y

150

1.74
3.20
3.60

1,000
600
100

2.30
4.19

.34
.70

15
20

.45
.92

-

-

-

5
-

.66

5
50

-

Y
Z

-

-

Supplies:
X

-

6.74

2,500
-

3.28
-

X
Y
Z

-

Raw materials:

3,200

Total
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11.32

800

3,680

-

-

-

400

-

Utilities

S3,430

9.75

S5,035

8.31

$4,580

9.58

$12,325
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Based on the information in Tables 1 and 2,
which can be easily obtained from the accounting
or purchasing department, one can generate the
percent change year -to -date in each cost component, the ratio of each cost component to the total, and the dollar impact for each component
(Tables 3 and 4). The percent change for each cost
component to the total ( %), and the ratio of each
component can be arrived at based on steps 1 and
2 in Figure 1. The calculations in Table 4 are
based on steps 3 and 4 in Figure 1.
The first four tables are the key to calculating
the effects of inflation for your company. Once
information is obtained for Tables 1 and 2 and the
calculations made in Tables 3 and 4, the year -todate dollar impact and inflation percent by business, plant and product can be generated.

There is a wealth ofinformation included in the
first four tables that can give management accountants a period -by -period evaluation on where
inflation impacts most in each of the product lines
and how inflation compares with price in percent
and dollars on an ongoing basis. The management
accountant also may extend this information by
forecasting as far ahead as seems practical, particularly if he or she is interested in building price
schedules in long -term contracts.
Alternately, the manager may wish to track inflation, price increases, and cost reduction dollar
and percent gains by the same method and compare with graphs and charts on a periodic basis,
along with learning curves, to see what price increases on cost reduction gains are necessary to
stay❑on❑a❑predetermined❑percent❑learning❑curve.❑❑

DISTRIBUTION COSTS: THE CHALLENGE
Continued from page 37
someone must first collect, then break the raw distribution cost data down into fixed- variable, direct
and indirect components. In other words, the data
must be sufficiently refined to permit the formation of meaningful modules of information. The
person most qualified to provide this data is the
management accountant.
Since its inception, almost two decades ago, the
integrated distribution management concept has
gained broad acceptance within the academic and
business communities. Full implementation of the
concept is based on total cost analysis, and the
true potential will not be reached until the required cost information is made available to distribution decision makers. A considerable gap exists
between the required level ofcost availability and
current industry practice. Overcoming these limitations represents a significant challenge to the
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management accountant, but the potential rewards for involvement are great. The future potential of the integrated distribution management
concept depends upon the ability to obtain the
necessary accounting information.
❑
' In particular, see Marvin Flaks, "Total Cost Approach to Physical Distribution," Business Management. Vol. 24, August, 1963. and Raymond Lckashman
and John F. Stolle, "The Total Cost Approach to Distribution," Business Hod zons, Vol. 8. Winter, 1965.
' Bernard J. LaLonde, John R. Grabner and James F. Robeson, "Integrated Distribution Systems: A Management Perspective." International Journal of Physical Distribution, October 1970.
' David Ray, "Distribution Costing —The Current State of the Art," Intetnationa/ Journal of Physical Distribution, Vol. 6, No. 2. 1975.
' Michael Schiff. Accounting and Control in Physical Distribution Management,
National Council of Physical Distribution Management, Chicago, III., 1971.
' Douglas M. Lambert and Howard M. Armitage, "Distribution Cost Analysis:
Importance. Current Status and Research Potential," Proceedings of rho 1978
Transportation and Logistics Educators Conference. Columbus, Ohio, 1978.
" Douglas M. Lambert. The Distribution Channels Decision. NAA, New York,
N.Y. and The Society of Management Accountants of Canada, Hamilton, Ontario, 1978.
' L. Gayle Rayburn, Fiitaaial Tools for Marketing Administration. Amacon,
New York, 1976.
Schiff. Op cit.
R. E. Bream and R. Gsler, A National Survey of Physical Distribution Management. Whitehead and Partners. 1974.
1
. Charles T. Horngren, Cost Accounting: A Managerial Emphasis. 4th Ed.,
Prentice -Hall, Englewood Cliffs, N.J.. 1977.
" Douglas M. Lambert and Bernard J. LaLonde. "Inventory Carrying Costs,"
MANAGEMENT ACCOUNTING, August 1976.
" Frank H. Mossman, W. J. E. Crissy and Paul M. Fiscber. Financial Dimensions or Marketing Management, John Wiley and Sons. New York. N.Y.. 1979.
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THE MANAGERIAL AND COST
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by James Don Edwards and Homer A. Black,
eds.
Based on the experiences of 75 accounting authorities, the book emphasizes practical guidance to problem solving. Some areas included
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Dow Jones -Irwin
1,100 pp.
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$37.50

and have several models to choo se from to
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ACCOUNTING DESK BOOK FOR
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by Paul Lucas
This all- inclusive handbook offers a practical,
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ADMINISTERING THE COMPANY
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by Edward Buge
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448 pp.
$39.95
ENCYCLOPEDIA OF BUSINESS CHARTS
by Robert D. Carlsen and Donald L. Vest
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difficult to express concisely in written or spoken language. You are shown many examples

Prentice -Hall, Inc.
912 pp.

1977
$45.00

ACCOUNTING HANDBOOK FOR
NONACCOUNTANTS
(second edition)
by Clarence B. Nickerson
The latest accounting techniques, conventions
and principles —with reasons for their adoption —are discussed. The areas where judgment is called for in problem solving also is given, as are the budgeting process, zero -base
budgeting and other advances in budget formulation.
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640 pp.
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$24.95

MANAGING THE PAPERWORK PIPELINE
by Monroe Kuttner
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John Wiley & Sons
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Dow Jones -Irwin
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FINANCIAL AND ACCOUNTING GUIDE FOR
NONPROFIT ORGANIZATIONS
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by Malvern Gross
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John Wiley & Sons
576 pp.

1979
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DIRECT COST AND CONTRIBUTION
ACCOUNTING
by Germain B. Boer
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needs a description of concepts, techniques
and analytical tools, the book tells how direct
costing can be applied to planning and controlling costs within an organization.
John Wiley & Sons
246 pp.

1974
$19.50

CREDIT AND COLLECTIONS: A PRACTICAL
GUIDE
by Rick Stephan Hayes
Using the same no- nonsense approach as in
his best - selling Business Loans, the author provides practical information about commercial
credit. The book includes all the financial and
nonfinancial analysis necessary to judge the
creditworthiness of a customer.
CBI Publishing Co., Inc.
348 pp.

Total

1979
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1978
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EXECUTIVE HANDBOOK OF
MINICOMPUTERS
by Robert Allen Bonelli
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Pricing for Profit in the
Printing Industry
When the printer establishes a sales volume projection to
incorporate into his profit plan, he must realize that volume by itself
will not counter the low profit margins that are characteristic
of the printing industry.

By David K. Harder
Most commercial printers operate in a job shop
environment and compete for virtually every order with competitors who, like themselves, are operating with low profit margins.'
For a printer to price his product successfully
in a competitive marketplace, he must have
knowledge of his costs, market demand, competitive prices and their reaction to price variations.
We present here an application of contribution
theory which provides the printer with the tools
he needs to arrive at the best pricing decisions,
taking into account the variables ofeach situation.
Current Pricing Methods Invalid
Printing industry trade associations strongly
advocate the use of marked -up facility hour costs
as the primary method of pricing. These hour
costs are constructed so as to be all- inclusive or
fully absorbed with the arbitrary allocations of
overheads and other indirect costs. As a pricing
tool, this method should force all jobs estimated
to carry their fair share ofoverhead and, if anticipated facility usage is achieved, the profits realized will be equal to the total ofmark -up margins
of allhours sold.
In a competitive marketplace, however, the use
offull hour costs as a basis for pricing has proven
MANAGEMENT ACCOUNTING/MAY 1979

to be less than ideal. In practice, a routine pricing
decision would work like this.
First, a prospective job is "estimated" to determine what conversion facilities need to be used
and what special order materials and services need
to be added to produce the job. From a table or
list of production standards, the time resources
necessary to convert the product are accumulated
for each required production center.
Next, the time required in each production center is extended at the full hourly rate and then
totaled, Raw material costs and other special expenses not included in the hourly rates are then
added to the conversion total. Now the total job
cost is ready to be marked -up to arrive at a selling
price.
From this point a variety of things over which
the printer has little control can happen in a competitive situation. Specifically, at the extremes, if
the prices are too high, orders are lost, and if
prices are too low, the orders are booked. Neither
situation is healthy, and price retaliation is often
considered by the printer who constantly loses orders, thereby increasing the chances that the entire market will be unprofitable for all printers.
The marked -up full cost formula approach to
pricing (price = full cost + profit) is invalid because the nonprice factors of the marketplace are
not considered. The acceptance and rejection of

r

David K. Harder is vice
president, finance,
Western Lithograph
Co. in Wichita, Kans.
He holds a BBA degree
from Wichita State
University and is a CPA
in Kansas. Mr. Harder
is a member of the
Wichita Chapter,
through which this
article was submitted.
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The full cost
formula is
invalid because
nonprice factors
are not
considered.

PRICING - FOR-PROFIT TERMINOLOGY
Selling Price. The price at which a given
order is actually sold.
Full. Industry- accepted definition of
hourly costs constructed to recover (hypothetically) all costs through a series of allocations, unitizations, and charges to individual facilities.
OOP. Direct costs comprised only ofelements that vary directly with volume, such
as direct conversion costs, DOA's and sales
commissions.
DOA. Direct order additives, including
items such as paper, ink, film, plates, services or supplies purchased specifically for an
individual job, and commission paid for selling the order. (DOAs should never be discounted regardless of pricing method used.)
Period Costs. Costs that do not vary directly with volume —such as rent on machinery, taxes, insurance, and depreciation.
Contribution. The difference between
selling price and OOP costs.
Profit. The remaining balance after total
OOP costs and total period costs are deducted from total selling prices at the end ofany
specified time period. Contribution — period costs = profit.
PV. The ratio between selling price and
contribution dollars.
TCPH. Target contribution per hour
based on facility usage and use of the cie-

prices in the marketplace are based on a constantly changing set of circumstances, none of which is
particularly sensitive to an individual printer's
profit expectations or projected facility utilization.
Therefore, because the printer must be sensitive to
the marketplace, his formula for pricing success
must become: market — his costs = profit.
For the printer who desires to achieve a better
understanding of the results of his pricing decisions, the contribution theory offers an interesting
and useful set of tools to embark on a pricing -forprofit program. As the first hurdle, he must break
away from the traditional industry trade association costing and pricing methods and objectively
establish the necessary environment within which
the program can evolve.
The next point that needs to be made is that
pricing must not be reduced to a strict formula
but should be dynamic and made with full knowledge of the four basic factors that affect profit:
cost, volume, efficiency, and price.
Each pricing decision should be made objectively so as to take the best advantage of each situation. This will allow the printer to select the best
48

ments of capital.
CRO. The conversion ratio of total
OOP costs used to determine the utilization
of facilities.
Facility Hour. The unit of time measurement available for sale in any given
area.
CPV. Contribution based on conversion
only.
MPS: Contribution based on DOAs
only.
CPH. Contribution measured as an
amount per facility hour or contribution per
hour.
OSP. The selling price that would recover target profit based on OOP conversion
cost dollars. OSP equals OOP plus CPH.
CCPH. The same as CPH, except that it
refers to contribution from just conversion
sales as opposed to DOAs. Conversion contribution per hour.
TSP. The target selling price ofeach facility that would return the desired rate of
return consistent with the employment of
capital. OOP plus TCPH.
Break Even. The sales volume that
equals OOP plus period costs. Profit = 0.
Register. A summary of orders booked
in a period that accumulates the pricing elements of each order and reports on the quality and results of pricing.

product mix at the proper volume and price to
yield the desired profit.
Information Needed for a Pricing System
In essence, several things need to be accomplished before a pricing system can be installed.
First of all, there must be accurate production
standards and a budget or overall profit plan. The
elements ofcost must then be identified and classified according to their behavioral characteristics.
Those costs that vary directly with volume are
called variable costs. Those costs that do not vary
with volume are called fixed costs, which are a
function of time and are referred to as period
costs.
The variable costs have to be identified with a
salable production facility and a per hour rate determined for each. This rate will necessarily include all payroll costs, including fringe benefits,
and overhead costs directly traceable to specific
production centers. Finally, the elements of capital should be identified with each production center in order to determine investment per facility.
As we will later demonstrate, management's
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The printer must

Table 1
OOP COST WORKSHEET

Standard

Annual

Annual

Annual

Annual

Overhead

Total

Mfg.

chargeable

labor

repairs 8

direct

direct

directly

direct

OOP
coal

center

hours

coat

maint.

power

supplies

identifiable

cost

per/hr

Camera

3,500

48,000

2,100

400

Stripping

4,250

60,000

400

Platemaking
Press 1

4,900
3,120

70,000
90,000

3,500

Press #2

3,120

Press #3

3,120

Press #4

Value

2,700

56,700

16.20

280,000

4,000

3,600

68,000

16.00

20,000

600

16.000

6,200

98.300

20.10

60,000

5,000

700

15,000

8,400

119,100

38.20

80,000

128,000

4,000

900

12,000

6,500

48.50

4,000
9,000

800
2,700

12,000

6,500

150,000
175,000

4,680

130,000
447,000

151,400
153,300

26,000

11,600

496,300

410,000

Press #5

1,560

45,000

2,500

600

3,500

3,000

54,600

106.00
35.00

Folders

3,300

40,000

1,700

300

1,000

950

43,950

13.30

60,000

Cutters

4,680

57,000

2,200

300

1,000

950

61,450

13.10

110,000

Stitcher

4,680

68,000

2,600

400

4,500

1,900

77,400

16.50

175.000

Handling

12,070

5,500

3,000

119,500

9.90

20,000

106,000

55,300

1,500,000

110,000

1,000

1,293,000

38,000

49.10

50,000

-

#

-

3,500

break away
from traditional
costing and
pricing
methods.

Totals

7,700

choice of a value determinant (historical cost, appraisal value, replacement cost, and so forth), ultimately will affect the determination of target selling prices based on desired return on investment.
Once the OOP conversion hour rates (see terminology) have been established and the period costs
have been properly classified, the ingredients are
ready to be combined into a dynamic pricing system. When the printer establishes a sales volume
projection to incorporate into his profit plan, he
must realize that volume by itself will not solve
the problem of low profit margin. In effect, increased volume may introduce specific elements of
period or fixed costs that cannot be eliminated
easily in periods of low volume.
Let's assume the hypothetical printing compa-

Table 2
FINANCIAL OPERATING PLAN
t. Total projected sales
2. Cost of sales:
3. Direct order additives
4. Selling price of DOA's (3)x110 i
5. DOA contribution

$4,366,324
1,615,540
1,777,094
161,554
2,589,230

7. OOP costs (Table 1)

1,500,000

8. Conversion contribution

1,089,230

9. Total contribution

1,250,784

10. Period costs

912,784

11. Target operating profit

338,000

(9) _ ( t )

.2865

Targ et C PV (8) : (6 )

.4203

Targ et MPV (5 ) _ (4 )

.0909

Target C FO (7) _ (3) + (7)
48.0000
Target R01 -20% on total investment of $1,690,000
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ny data in Table 1 for developing our pricing system. Notice that each production center has a developed OOP/hour cost that contains only directly identifiable conversion costs that tend to vary
directly with sales volume. What these OOP hour
costs reflect, then, is a theoretical pricing floor. As
a matter of routine, facility hours should never be
sold below this floor.
The second basic element of OOP costs are the
DOAs that will have to be estimated for each job
and they will vary widely as a percentage of total
OOP costs because of the specifications of individual orders. Commissions offer a somewhat greater
problem because of the dynamics of the pricing
system and several strategies may have to be explored before deciding what best suits the needs of
individual companies. We will return to this third
element of OOP costs later.
Establishment of a Profit Plan

6. Conversion selling price (1) -(4)

Target PV

1,690,000

As shown in Table 2, our objective for the upcoming year is predicated upon achieving
$4,366,324 in sales. Our operating plan also indicates that we expect our DOAs to represent 37%
of our sales volume. Although our main business
is conversion, we must keep in mind that DOAs
are an element of capital employed in the operation and that they will be handled, stored, financed, conditioned, and insured. Accordingly,
they should be marked -up reasonably to the customer. Therefore, in the example, we are assuming that the DOAs mark -up will average 10 %.
This amount should be segregated from the total
sales figure, leaving the figure that represents conversion sales.
Basic contribution theory tells us that contribution is the result of subtracting OOP costs from
selling price, and that PV is arrived at by dividing
49

Figure 1
AVERAGE MONTHLY REVENUE
AND EXPENSE RELATIONSHIP
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Figure 2
TARGET PRICING CHARACTERISTICS OF THE COMPANY
A' -B -C TSP line per marketing plan

pricing plan should tend to fla tt en out a t t arget
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contribution by selling price. Subsequently, profit
is the result of deducting period cost from contribution. From our profit plan in Table 2, we can
identify contribution as coming from two sources:
1) DOAs and 2) Conversion.
From these data, we can determine statistically
the break -even characteristics of our profit plan.
Figure 1 illustrates graphically the average
monthly revenue and expense relationships of our
company. These are very important as a measuring device to monitor the results of P -F -P, i.e.,
volume, price, cost, and efficiency. It is advisable
to maintain a monthly contribution register that
indicates progress to break -even on a daily basis.
Figure 2 illustrates graphically the target pricing characteristics of our company as they relate
to the financial operating plan. Line A- -B -C represents the theoretical target pricing line ranging
from a PV of .0909 at zero CRO to the .42 PV at
100 CRO. The corresponding points on the graph
are calculated using the formula OOP _ 1 -PV.
Therefore, OSP at 0 CRO is $110, and OSP at 100
CRO is $172. Line A' -B extends from 48 CRO to
zero CRO at a fixed PV (.2865). This line represents the emphasis that must be placed on the
need to sell conversion, as opposed to selling
DOAs. The less value added to DOAs by the conversion facilities, the less desirable those orders
are generally. To achieve the desired company
profit goals, we must achieve an average PV of
.2865. Low CRO orders challenge the company's
abilities to achieve those goals because of the low
value added appeal of those orders. To encourage
high PV or high CRO orders or both, the target

should support and complement this policy. Our
pricing plan then, as plotted on the graph, is line
A' -B -C. Table 3 expands upon how OSP is developed as a function of OOP costs.
The formula can be applied to each element of
CRO to arrive at a mark -up table to be used in
quickly referencing OSP when we know both the
OOP and CRO. It is important to keep in mind
that the pricing of orders still has as its basis the
estimated production requirements of each individual order extended at the OOP per hour rate.
OSP has thus far been used as a synonym for
TSP and applied to conversion cost as a constant
factor. Although this method will theoretically
achieve the desired results, it suffers from many of
the same shortcomings as the Full + Mark -up
type of pricing. What we have established to this
point, however is a better understanding of the
cost -price relationship, an improvement of pricing
strategies, the establishment of a theoretical
"price floor" (equal to OOP), and an expansion of
the knowledge base for improved management decisions.
Depending on the level of complexity of the inMANAGEMENT ACCOUNTING /MAY 1979

prices in the marketplace.
OSPs arrived at by formula, without regard to
facilities investment, can result in a very unpredictable situation. For example, the formula arrives at OSP by an average mark -up of OOP costs

Table 3
OSP AS A FUNCTION OF OOP COSTS
Materials/ conversion
1. Materials OOP

B

C

0

52

100

2. Conversion OOP

100

48

0

3. Total OOP

100

100

100

.42

.42

.42

172.41

82.76

0

09

.09

.09

0

57.20

110.00

.2865

2865

.2865

140.15

140.15

140.15

line (7)
11. Formula applicable

172.41

139.96

110.00

B

A or B

A

12. OSP applying formula

172.41

140.15

140.15

Pricing for ROI

4. Target CPV

)

5. Conv. OSP

(

Line (2)
1 -Line ( 4)

(

)

Line (1
7. Mtls. OSP

)

6. Target MPV

1 -Line (6)
8. Target PV
9. Total OSP

)

Line (3)
(

In order for the printer to make a profit, contribution dollars must be booked in an amount
greater than period costs. Therefore, the primary
objective of P -F -P is to book contribution dollars
first to recover the imaginary pool of period costs
and second to accumulate period profits. In a
competitive marketplace, there generally will be a
sufficient number of potential orders to be estimated and priced. Every one of these potential orders
is different and would use resources and production facilities differently, thereby having varying
degrees of contribution potential for the eventual
winner of the bids. Because a printing company
the size of our example may have 200 or more
jobs of different sizes in various stages of production at any one time, the opportunity to analyze a
sufficient number of jobs priced with P -F -P methods is ample. The objective is to test the marketplace with jobs priced to maximize contribution
dollars. It must be emphasized, however, that regardless of how sophisticated a pricing system is,
there is no assurance of the acceptance of those

A

1 -Line (8)
10. Line (5)

+

dividual organization, management may desire to
experiment with only the pricing tools developed
to this point. Experience has proved that systems
of this kind tend to evolve gradually at about the
same rate that management can absorb the techniques and dynamics of P -F -P. It is, therefore,
very important that sufficient backtesting be performed and critically analyzed to determine what
is actually happening to pricing quality, product
mix, volume, efficiency, and profits, and what adjustments, if any, need to be made before going
ahead.

13. Contribution at OSP

72.41

40.15

40.15

.42

.2865

.2865

14. PV at OSP

A - Extreme -0 Materials; 100% conversion at OOP
B- Target -52% Materials; 45 % conversion at OOP
C- Extre me -100 %oMaterials; 0 conversion at OOP
Formula "A " -If conversion ratio of OOP (CRO) is less than 48;
price CPV and PV to force MPV
Formula "B " -If CRP is greater than 48; price CPV and MPV to
force PV

Table 4
DIFFERENCES IN FACILITY TARGET SELLING PRICES

OSP method

TSP method
Contribution
as %
Target

Facility

OOP

Mark -up

center

hours

cost

factor

OSP

Camera

3,500

Stripping

16.20
16.00

1.74
1.74

Platemakng

4,250
4,900

20.10

Press # 1

3,120

38.20

Press #2

3,120

Press #3
Press 4
Press #5
Folders

#

Manuf acturing

Cutters
Stitchers
Handling

loop +C P H)

Investment

of invest.

CPH

TSP

27.93

280,000

180,464

51.56

20,000
160,000

12,890

3.03

67,76
19.03

1.74

27.59
34.66

103,122

21.05

41.15

1.74

65.86

80.000

51,561

16.53

54.73

48.50

1.74

83.62

96,677

30.99

3,120

49.10

1.74

84.66

150,000
175,000

112,790

36.15

79.49
85.25

4.680
1,560

106.00

1.74

264,251

56.46

162.46

1.74

182.76
60.34

410,000

35.00

50.000

32,226

55.66

3.300
4,680

13.30

1.74

22.93

60,000

38,671

20.66
11.72

13.10

1.74

22.59

110,000

70,898

53.27

4,680

16.50

1.74

175,000

112,790

12,070

9.90

1.74

28.45
17.07

15.15
24.10

20,000

12,890

1.07

10.97

1,690,000

1,089, 230
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25.02
40.60
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determined by the level ofCRO. But, when a job
that uses low capital - intensive facilities is priced,
it will still be required to carry the same level
mark -up of OOP as a job using high capital- intensive facilities. What happens in these situations is
simply that the inexpensive jobs tend to be overpriced and the expensive jobs underpriced. That
means profitable work tends to be driven away
and less profitable work tends to be attracted in
competitive situations.
What needs to be developed next is a TSP for
each salable production facility based on some
measure of investment in that facility. For our example, we have determined our total investment
to be $1,690,000 (Table 2), calculated by production center, as shown in Table 1. As mentioned
earlier, this value determination can be
accomplished or arrived at through a variety of
acceptable methods. Table 4 demonstrates the
differences in facility target selling prices when
calculated for OSP (level mark -up of OOP) as

Table 5
TWO PRICING SITUATIONS
Example 1
Req. Hrs
DOA's

OOP

OSP

TSP

1,600.00

1,760.00

1,760.00
1,016.40

Camera

15

243.00

418.95

Stripping

6

96.00

165.54

114.18

Platemaking
Pre ss #4

5

100.50

173.30

205.75

18

1,908.00

3,289.57

2,924.28

Folders

6

79.80

137.58

150.12

Cutters
Stitcher

12
4

157.20
66.00

271.08
113.80

639.24
162.40

Handling

6

59.40

102.42

65.82

2,709.90

4,672.24

5,278.19

TSP total

6,432.24

7,038.19

Contribution

2,122.34

2,728.29

PV at target

3299

.3876

Total conversion
Total OOP

4,309.90

CRO

63

Example 2
Req. hrs
DOA's

OOP

OSP

TSP

1,600.00

1,760.00

64.80

111.70

1,760.00
271.04

Stripping

4
25

400.00

689.55

475.75

Platemaking

10

201.00

346.60

411.50

Press

36

1,375.20
159.60

2,370.70

1,970.28
400.32

90.34
227.56

213.08

#

Camera

1

Folders

16

Cutters

4

Stitcher

8

52.40
132.00

Handling

32

316.80

546.14

351.04

2,701.80

4,657.73

4,367.81

TSP total

6,417.73

6,127.81

Contribution

2,115.93

PV at target

.3297

1,826.01
.2980

Total conversion
Total OOP
CRO

275.14

324.80

4,301.80
63

compared to the TSP (return -on- investment)
calculation.
When applied to a pricing situation (See Table
5, example 1), the extensions using TSP rates are
considerably higher than if OSP rates were used.
In another pricing situation using less capital -intensive facilities (Table 5, example 2), the TSP
extension is lower than the OSP extensions. The
results of pricing for ROI as opposed to level
mark -up of OOP are to assign higher prices for
work produced on high capital- intensive facilities
and lower prices to work produced on lower
capital - intensive facilities.
Thus far, we can conclude that the goal of P -FP is to maximize period contributions, thereby offering the greatest opportunity to achieve the
desired ROI. When production facilities are
operating at or near capacity, however, the pricing
decision takes on an added dimension, Now, in
addition to PV, CPV, CRO, TSP and contribution
dollars, CPH has to be considered. If we make the
selection among orders of equal contribution
dollars when production facilities capacity is
becoming scarce, we should give CPH more emphasis than when capacity is readily available. If
facility hours were limited or scarce, and not all of
the potential orders could be booked and produced, we would have to make our pricing decision on the basis of what combination of orders is
most advantageous. In these instances, PV is not a
determining factor in the decision regarding
which jobs to book,
Sales Compensation
To encourage salespeople to go after the kinds
of jobs that are most profitable for the company, a
complimentary commission policy should be implemented based on contribution dollars, not total
sales dollars. This commission plan should stimulate profitable sales by rewarding the booking of
high PV jobs with a premium commission. One
approach is to slide the commission factor based
on the over- or underachievement of target PV on
a job-by-job basis, paying a higher percentage of
contribution if a PV greater than target PV is
booked and, inversely, a lower percentage of contribution if a PV less than target is booked.
Keep Pricing Plan Flexible
What we have covered in this article are only
some of the variables that must be considered
when using P -F -P techniques in actual pricing situations. The pricing plan must not be too rigid,
but should be flexible enough to take advantage of
each situation. Therefore, pricing in a competitive
marketplace should be assigned a level of importance and consideration consistent with a company's desire to achieve an adequate return on its
investment.
❑
' Industry statistics indicate that, for 1977, the average printing company earned
less than 5% net before taxes on sales and returned less than 8% on gross assets.
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A New Method of Accounting
for Oil and Gas Producers
The SEC's proposed accounting method rests on extremely shaky
foundations. Under its proposal, it will be impossible to establish trends
on the basis of earnings statements, nor will it be possible to explain
variations from one period to another in terms of business conditions.

By Kenneth S. Most
Proponents of basically different approaches to
the problem of accounting for pre - production
costs of oil and gas producers have recently transferred their conflict to a new arena. For example,
the Financial Accounting Standards Board issued
Statement No. 19 in December 1977, titled "Financial Accounting and Reporting by Oil and Gas
Producing Companies." This statement purported
to resolve this conflict by presenting a uniform
method of accounting for oil and gas pre- production costs.
In its Accounting Series Release 253 dated August 31, 1978, however, the Securities and Exchange Commission proposed a number of things
that modified the application of No. 19. In Release 33 -5968 published on the same date, the
SEC proposed a specific form of accounting to be
used by companies not wishing to comply with
FAS 19.
In Release 33 -5969, also published August 31,
1978, the SEC proposed a form of supplemental
earnings summary for oil and gas producing activities, effective for years ended after December 25,
1979.
On August 29, 1978, the SEC announced that it
will eventually require oil and gas producers to
use "Reserve Recognition Accounting" (RRA),
which resembles a form of discovery accounting.
This requirement implies that the accounting
methods used to prepare the supplementary earnMANAGEMENT ACCOUNTING /MAY 1979

ings summary will, over the next three years, be
refined to the point where they will be required in
the preparation of financial statements of oil and
gas producers. The requirement will thereby make
it unnecessary to publish the earnings summary as
a supplement. The form of the proposed earnings
summary is reproduced in Table 1.
These SEC releases and announcements have
given rise to extensive comment within the accounting profession. Many expressed surprise and
dismay that the SEC should have, in effect, rejected the FASB's findings on this issue. In this article
we will show that the needs of oil and gas producing companies, the standards laid down in FAS
19, and the requirements of the SEC can be reconciled. We will also present a method by which this
objective can be achieved.
Successful Efforts vs. Full Costing
The accounting problem is usually characterized as a choice between the "successful- efforts"
and the "full- cost" methods of accounting for preproduction costs. This dichotomy understates the
complexity of the basic approaches to accounting
in the oil and gas industry. We are, in fact, in the
presence of the age -old conflict between financial
and management accounting. The financial accountant is proccupied with demonstrating liquidity; hence, intangible assets, and deferrals not immediately convertible into cash are suspect. The
management accountant is concerned with providing a wider range of information for business

It
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decisions; hence, asset recognition and related deferrals are accepted as necessary if they add to
information on product costs, economy of operations or profitability of investment.
The critical feature of successful - efforts accounting is that pre - production expenditures are
charged to expense as they occur. Such expenditures are usually classified into three categories:
acquisition of mineral leases; intangible exploration and drilling costs; and tangible equipment
(materials and equipment). Because the income
tax laws do not permit deductions for lease costs
and fixed asset acquisitions, and because of a desire to conform accounting records as closely as
possible to tax laws in this context, the successful efforts method, in practice, confines the write -off
to intangible drilling costs. Even so, many companies using this method capitalize all pre- production costs by wells until the outcome of drilling is

Table 1
SUPPLEMENTAL EARNINGS SUMMARY OF
OIL AND GAS PRODUCING ACTIVITIES
YEAR ENDED DECEMBER 31, 19xx
Revenues from oil and gas:
Sales to outsiders
Transfers

$xxxx
xxxx

Sxxxx

Costs of pro duction:
Lifting costs
Amortization of proved
properties

$xxxx
xxxx

Income from producing
activities

(xxxx )

xxxx

Current additions to proved properties

xxxx

Costs of additio ns to proved pro perties:
Exploration costs
Development costs
Income from current exploration and development
activities

$xxxx
xxxx

(xxxx )

xxxx

Revisions to previous additio ns to proved properties:
Changes in estimated quantities
of proved reserves
Changes in rate of production
Changes to reflect current prices
and costs
Holding gains from passage of time
Total revisions
Pro fit co ntribution fro m oil and gas
producing activities bef ore income taxes
Provision for Income taxes
Pro fit co ntribution fro m oil and gas
pro ducing activities after income taxes
Source: 992 1SFG Docker
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xxxx
xxxx
xxxx
xxxx
xxxx

xxxx
(xxxx )
$xxxx

known. If no recoverable oil or gas is found, the
accumulated costs are written off in the year this
is discovered; if an economically viable deposit is
found, the costs remain capitalized and are
charged to expense through unit -of- production
depletion. Some companies that write off intangible drilling costs as incurred capitalize them retroactively if the well is subsequently found to contain economically recoverable reserves, crediting
the amount capitalized against the current year's
intangible drilling costs. The technical term for
pre - production costs charged to expense when a
well is found not to contain recoverable reserves is
"dry hole costs," but these represent only a part of
the total pre - production costs charged to expense
by a "successful- efforts" company.
Practices Reconsidered
These practices dominated oil and gas accounting until 1930. By that date, however, two factors
combined to make some management accountants
reconsider them. One was the vast technological
progress that had been made both in searching for
oil and gas and in estimating reserve quantities
when they were discovered. Second, data had been
accumulated that made the results of preproduction expenditures more predictable. Coupled with
this, conservation laws had been passed to encourage orderly development of new fields and avoid
the effect of overproduction and other forms of
waste. As a result, the conditions existed for
methods of normalizing observations, on the same
basis as manufacturing concerns use, in order to
provide more useful information for planning,
control, and other aspects of business decision
making.
Management accountants understand that if
waste is a normal feature of the use of resources to
produce a product, then that waste is capitalized
a s a part of the cost of the product. Furthermore,
they distinguish between "normal" and "abnormal" waste; the latter, by definition unnecessary,
is charged to expense as incurred. In full costing it
is reasoned that drilling dry holes is a necessary
feature of the search for oil and gas reserves; it
constitutes normal waste. Expenditure incurred in
finding oil and gas should, therefore, be capitalized including the cost of dry holes, even the acquisition costs of abandoned properties. In order
to avoid capitalizing abnormal waste, full -cost
companies adopt methods of restricting amounts
thus capitalized. One set of methods groups preproduction costs by fields, geographical areas or
markets served, in order to establish homogeneous
cost "pools" for depletion calculations. A second
set of methods provides that the total unamortized (or undepleted) pre - production costs accumulated for each field or other area should not
exceed the current fair market value of the total
remaining mineral reserves in that area.
MANAGEMENT ACCOUNTING /MAY 1979

This reasoning proved unacceptable to the
FASB when they adopted a form of successful efforts accounting in FAS 19.'

oil and gas company, and delays in access to new
federal off -shore acreage. This article noted that,
at the time of writing:

What FAS 19 Would Have Done

• The Department of Energy was holding hearings to consider the effects of FAS 19 on competition within the industry.
• The antitrust division of the Department of Justice had registered its concern with the FASB's
decision.
• The SEC had scheduled hearings, at which
more than 80 respondents had registered to
testify. z

FASB Statement 19 would have eliminated alternative methods of accounting for costs incurred
in searching for and developing oil and gas reserves. In a change in accounting principles, the
form of successful efforts accounting it adopted
involved virtually all oil and gas producing companies. The Statement was to have been effective
for fiscal years beginning after December 15,
1978, and its essential features were:
• The nature (type) of an expenditure primarily
determines whether it should be expensed or
capitalized, not the purpose for which it was incurred.
• Mineral interests acquired are to be capitalized.
• All exploration costs, except costs of drilling exploratory wells, are to be charged to expense as
incurred.
• Costs of drilling exploratory wells are to be capitalized "in process" and reclassified as expense
or asset when it is known whether the well is a
dry hole or not.
Following the SEC's proposals, the FASB issued an exposure draft to suspend FAS 19. In
February 1979, it issued FAS 25, "Suspension of
Certain Accounting Requirements for Oil and
Gas Producing Companies." This Statement permitted the continuance of both successful efforts
and full cost accounting. Some provisions of FAS
19 were not suspended, for example, rules on tax
allocation.
Political Aspects of the Problem
The debate between successful- efforts and full costing advocates acquired political overtones
long before FAS 19 was published. Oil and gas
industry representatives pursued their viewpoints
in the Congress, through the media of the American Petroleum Institute and the press, and
through government agencies in Washington. The
accounting problem became inextricably bound
up with national energy policy after the oil crisis
of 1973, and with Department of Justice consideration of antitrust measures against the major oil
companies.
This political activity accelerated after the publication of FAS 19. In his article "Storm Brewing
over Oil Accountants," John S. Chalsty, of Donaldson, Lufkin & Jenrette Securities Corp., referred to the accounting issue as "the issue which
could most divide the industry" at a time when it
was under attack for profiteering and being threatened with antitrust action, divestiture, a federal
MANAGEMENT ACCOUNTING /MAY 1979

The needs of
the SEC, FA58
and oil
producers can
be reconciled.

Title V, Section 503 of the Energy Policy Conservation Act of 1975 had empowered the SEC to
develop "rules" and "practices" to permit the
compilation of an "energy data base" providing
for the separate calculation of capital, revenue,
and operating cost information on oil industry operations. The SEC (and the FASB) interpreted
this to mean that Congress had mandated uniform
financial reporting and indeed, the FASB claimed
that Congress had denied it the alternative of permitting both successful efforts and full costing to
co- exist.
The FASB's position was supported in the same
journal the following month, by no less a person
than Dr. Charles T. Horngren.' The SEC's position was stated by Commissioner Philip A. Loomis in a letter to the Wall Street Journal on August 7, 1978. This letter pointed out that the SEC
had not announced that it would "go along" with
the FASB, and continued "This situation is
unique in that the direct responsibility for the development of accounting practices for oil and gas
producers was placed on the Commission."
The SEC's problem was aggravated by a quite
separate issue. ASR 190, which required certain
companies to report replacement cost data, exempted all "mineral resource assets" on the
grounds that the American Petroleum Institute
had undertaken to sponsor research on the applicability of the replacement cost concept to oil and
gas reserves. The report on this research came to
two fundamental conclusions: that the replacement cost concept is not relevant to oil and gas
reserves, and that the preferred surrogate for replacement cost is a present value method (called
"Equivalent Purchase Cost ")."
Thus, in order to extend the scope of ASR 190
to oil and gas companies, the SEC was faced with
another agonizing choice: either require replacement cost reporting, and provoke opposition from
the industry on this issue, or adopt the present
value alternative proposed in the API research report.
Three Basic Assumptions
In order to understand better the proposed
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problem
became bound
up with national
energy policy.

method of accounting, we must make clear certain
basic assumptions:
1. The valuation method called for by the SEC
effectively converts the value of oil and gas reserves from a fixed asset, carried at cost less
depletion, to an inventory asset, carried at market.
2. The management accounting requirements of
oil and gas managers are such that it is unlikely
that conventional methods of accounting for
pre - production expenditures will be abandoned. Depending upon the company, and
within the company, on the significance of subclassification, these expenditures are typically
allocated to leases, fields, or wider geographical
areas, such as countries or even continents.
3. The valuation method specified by the SEC is
nothing more than a convenient algorithm. To
estimate reserves of oil and gas at their present
value involves multiplying quantities by prices,
reducing the product by estimated lifting and
distributing costs, and discounting the net result to its present value at the valuation date.
This procedure does not necessarily dictate
what effect changes in present value will have
on the earnings statement, or how they will be
reported.
In the light of these assumptions, we can see
that the proposed accounting method can be examined under three aspects: the calculation of reserves and their valuation, disposition of preproduction expenditures, and accounting for changes
in (inventory) values from one date to another.
Because it poses the most critical problems, the
first of these will be left for last.
Disposition of Pre-Production Expenditures
A wide variety of practices is at present encountered in oil and gas accounting insofar as the
disposition of pre - production expenditures is concerned. Instead of selecting one or a set of conventional methods, we propose to specify one that can
be uniformly applied by all oil and gas producers,
regardless of their existing methods. This is possible because the management accounting systems
ofsuch companies, designed as they are to calculate the profitability ofspecific investments, invariably collect costs by geographical areas of managerial interest (lease, field, etc.).
Under the proposed method, companies would
continue to collect costs in the same manner, and
to accumulate total investment in each area according to each company's definition of "investment." Thus, if Texobil excluded geographical
and geophysical costs from "investment," preferring to treat them as period expenses, it would
continue to do so. Shelex, however, which allocated these "g and g" costs to areas of operations,
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Oil -Gas Controversy:
Conflicting Needs
Management needs full information on expenditures and costs by wells, leases or fields
for cost control, joint owner billings, profitability and payout calculations, and to conform with the accountability rules of the
Federal Income Tax regulations.
SEC needs to satisfy the requirements of the
Energy Policy Conservation Act of 1975 in
such a way that political pressure on it is
relieved. At the same time, it wishes to substitute present value of oil and gas reserves
for replacement cost in making ASR 190 applicable to oil and gas companies.
FASB needs to demonstrate that its standards produce financial statements helpful
to users in predicting prospective net cash
flows in terms of amount, timing, and uncertainty.

could retain this practice,
To the extent that a company does not treat any
pre - production costs as period costs, i.e., to the
extent that pre - production costs are capitalized, it
should treat them as fully provisioned. This
means establishing "accumulated amortization"
(or a "valuation allowance" in the new FASB terminology) by a charge against earnings equivalent
to the total amount capitalized. The different oil
and gas companies would thus be rendered comparable in terms of expenditures because it would
only be necessary to sum any pre - production costs
and period amortization for a successful- efforts
company to arrive at a comparable figure for "amortization" by a full -cost company,
Ifa well is developed and oil or gas is found in
less- than - recoverable quantities (so that the well is
plugged) it will have no effect on the financial
statements. If, however, a property is abandoned
because it is established that there is no prospect
of economic exploitation, then its cost will be removed from the "asset" account and also from the
valuation allowance account. The "asset" account
will at all times show the current state of investment, but it will not appear as a balance sheet
item because deducting the provision will result in
a nil balance. Cumulative expenditure of this kind
could be disclosed in a note to the financial statements.
Accounting for Changes in Inventory Values
We now abstract from the problems of accounting for pre - production expenditures and assume
that the present value of reserves can be found by
the method proposed in the SEC's Release 33MANAGEMENT ACCOUNTING /MAY 1979

1. Discovery of new reserves
2. Purchase of existing reserves from others
3. Sales of existing reserves
4. Revision of previous reserve estimates
5. Selling price changes from period to period
6. Cost estimate changes for lifting and distributing
7. Change in the length of the recovery period
8. Change in the rate of discount used.
It will be informative to analyze the "inventory
change" contained in the earnings statement in
relation to these causal factors, as in the statement
reproduced in Table 1. This statement is defective
in two respects. First, it omits several factors that
can cause inventory value changes, and second, it
combines the functions of an earnings statement
(profit and loss account) and an inventory account.
Under the method of accounting proposed here,
the analysis of inventory valuation changes would
appear in a "discovery value" statement similar to
the SEC's proposed calculation of the present value of estimated future net revenue from proved
reserves of oil and gas. The earnings statement
would be in any conventionally acceptable form
used by the company for its corporate financial
statements.
The Calculation of Reserves and their Valuation
The SEC's announcement and releases do not
give any guidance on the calculation of reserves
and their valuation, other than to require the use
of the present value algorithm and to specify a
10% discount factor.
It is well known in the industry that the estimaMANAGEMENT ACCOUNTING /MAY 1979

tion of reserves is extraordinarily difficult, and
their valuation subjective. Bankers use these valuations with extreme caution, and the wide variations between valuations of the same reserves result in extensive intercompany trading.
Thus, the SEC's proposed accounting method
rests on extremely shaky foundations. It can be
stated with some confidence that it will be impossible to establish trends on the basis of earnings
statements prepared under this method, or explain
variations from one period to another in terms of
business conditions and management effectiveness.
For this reason it is of great importance that
financial analysts be provided with sufficient conventional historical accounting information to
permit them to make warranted assertions unaffected by changes in expectations built into the
earnings statements themselves. One aspect of this
historical information is the disclosure of cumulative amounts invested in exploration, development
and other pre - production activities. By relating
these figures to the reserve disclosures, the analyst
will be able to discover the trend of discovery
costs per barrel of oil, and also calculate notional
depletion rates for use in the analysis of
profitability.' Period expenditures on these activities should also be disclosed. Further consideration should be given to the problems of earnings
measurement for oil and gas producing activities,
based on the current state of accounting theory
and offsetting current ( "replacement ") cost
against sales revenues, in order to ensure that the
financial statements of oil and gas producers can
be used to calculate profitability, plot its trend,
and explain its variability.
In valuing reserves, the SEC includes oil and
gas available to producers under "long -term supply agreements with foreign governments (company operated)." A question arises about supply
agreements generally because the availability of
oil and gas reserves to specific companies does not
necessarily change when host government agencies take part in operations. More important than
this is the question of discount rate. It seems obvious that there are risks associated with the supply
agreements that are not reflected in a discount
rate of 10 %, as the Iran situation has shown. Further, use of such a low discount rate is likely to
ensure that the reserves available under these
agreements have a substantial value to each company benefiting from such agreements. It is likely
that disclosure of such value will influence the tax
policy of the governments of the countries concerned, to ensure that such net present value ultimately disappears. This point deserves further
consideration because the effect of such disclosure
on the American consumer may be detrimental.
This method of adapting successful- efforts or
full -cost financial accounts to the SEC's

The SEC was
faced with an
agonizing

5967. If this value is to be shown as a balance
sheet asset, credit must be given for the source of
this asset in any double -entry accounting system.
Treating these reserves as inventories provides
an indication of how to proceed. In an earnings
statement the effect of inventories is demonstrated
by debiting opening inventories and crediting closing inventories. Because we here regard present
value simply as an inventory value, the accounting
treatment remains the same. The only significant
difference from established inventory accounting
is the basis of valuation.
The problem of introducing this proposed system does not differ from the problems posed by
changes resulting from other FASB Statements,
such as Numbers 5 and 8. It will be necessary to
show the cumulative effect of the change on the
retained earnings of the earliest period presented,
and restate the figures for subsequent periods and
at subsequent dates.
A change in inventories of oil and gas reserves
can arise from any of the following causes:

choice.
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requirements permits individual oil and
gas companies to accumulate preproduction costs by cost centers of their
choice. It also permits them to use their
own determination of those costs to be
capitalized and those to be expensed.
Not the least advantage of this proposed

method is that it provides oil and gas
producers with the data they require to
negotiate compensation in the event of
nationalization, and to calculate return
on investment if required to do so in order to justify pricing decisions.
❑
' The same failure to accept managment accounting principles

characterizes the FASB's approach to the initial direct costs incurred by leasing and other service businesses.
Wall Street Journal, February 22, 1978.
" ' Oi l Accounts Should be Uniform," Wall .Street Journal,
March 3, 1978.
' Glenn A. Welsch and Edward B. Deakin, A Research Study,
"Measuring and Reporting the 'Replacement' Cost of Oil and
Gas Reserves," American Petroleum Institute, 1977.
' Note that some companies will have old. low-cost reserves and,
if these are still producing, lower per- barrel costs than those
companies whose old reserves are fully produced.

MANAGEMENT ACCOUNTING PRACTICES
Continued from page 8
pliance with new Sections 13(b)(2)(A)
and (B) of the Securities and Exchange Act, and to prevent concealment of questionable or illegal corporate payments and practices. The
rules "expressly prohibit the falsification of corporate books, records, or
accounts and prohibit the officers and
directors of an issuer from making
false, misleading or incomplete statements to any accountant in connection with any audit or examination of
the issuer's financial statements or
the preparation of required reports."
The new Sections of the Act stem
from the Foreign Corrupt Practices
Act of 1977, enacted on December
19, 1977. The Commission believes
that "these rules, while intended to
deal with a much broader range of
practices than the problem of ques-

tionable or illegal corporate payments
and practices, will serve to discourage repetition of the serious abuses
which the Commission has uncovered
in this area."

The International Accounting Standards Committee (IASC) has issued a
standard to promote world -wide uniformity in accounting for construction
contracts (MAP, July '78). Standard
No. 11, Accounting for Construction
Contracts, which will go into effect
January 1, 1980, prescribes two
methods of accounting for revenues
and related costs — "percentage of
completion" and "completed contract." The IASC standard permits the
percentage of completion method to

be used only when the outcome of a
contract can be estimated reliably. To
provide such reliability on a fixed price contract, says the IASC, it must
be possible to make dependable estimates of total contract revenues, the
cost of completing the contract, and
the stage of completion at the reporting date. It also must be possible to
identify costs "so that actual experience can be compared with prior estimates." On cost -plus contracts, percentage of completion may be used if
the contractor can clearly identify
costs and estimate those not specifically reimbursable. Under either
method, the Standard requires financial statements to disclose the
amount of construction work-in -progress; cash received as payments, advances, and retentions; and additional
amounts receivable under cost -plus
contracts.

the integrity of the entire manuscript.
If we were asked, our main exhortation would be that the author communicate to the reader. The key word is
communicate. If your ideas are so
cluttered up with excess baggage that
no one will spend the time to decipher
them, then the act of publication becomes only an egotistic gesture on
your part. You have failed to communicate. By the same token, if we allow
such an article to be published unchanged, then we have failed in our
editorial task. We have not kept faith

with readers.
We are making a concerted,
planned effort to publish readable articles that can be applied by you. The
direction and extent of the effort will
be guided by your reaction, comments and criticism. The feedback
mechanism is essential in any organization; it is especially important in the
publication of a membership organization's magazine. We welcome your
letters, telephone calls, personal visits —and, of course, your manuscripts.

IASC Issues Construction
Contracts

COMMENT
Continued from page 6
tion of management accounting
knowledge, but editorial stuffiness will
not help this objective. In short, write
naturally —as you speak —not in stilted, artificial constructions.
It hardly seems necessary to remind accountants to check the accuracy of their mathematics in exhibits
and formulae. In reality, many submitted manuscripts do have obvious errors in math, Whether typographic or
computational errors, they reflect on
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No organization
is immune toCourses
Dromems.
we
M

M

-

What are yours? Budgeting? Cost

Or is your situation simply that some
members of your accounting and financial
management staffs have knowledge gaps or
need a refresher?
NAA established its In -House Program
specifically for organizations where
employees can't be spared the time away or
where the expense of travel,
accommodations and meals proves too
costly for training budgets.
If we bring a course to you, it means it
will be conducted on company property, or
wherever you choose. You'll set the time
schedule, too — daytime, evenings, or a
weekend.
A sampling of organizations who've used
NAA's In -House Program.
American Optical Corp.
Anchorage Borough School District
Ernst & Ernst
Girard Bank of Philadelphia
Green Giant Corp.
International Harvester
Ohio Hospital Association
Oregon Society of CPA's
Republic Steel Corp,
Sperry Univac Computer Systems
The Social Security Administration
Commonwealth of Virginia
These firms are representative of a
broad spectrum of manufacturing
companies, service organizations,
educational institutions, food companies,
financial establishments and governmental
operations which have found NAA's InHouse courses valuable.
What has been beneficial to their
professional staffs, would undoubtedly be
useful to yours,
If you're interested, please contact
Norman Hadad (212) 754 -9757. He'll talk
cost', time and place. And give you any
other details you need. Or send the coupon
'For example a two -day course for 20 employees would cost
approxim ately $2 ,400 for the instructor and all course
materials; a three -day course would cost about $3,250.
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control? Making the right decision on
capital investment? Determining optimal
pricing for product lines? Setting goals and
attaining them? Utilization of cash?
Managing inventories? Computer security?
Data collection and evaluation? W riting
reports that really communicate?
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FINANCIAL ACCOUNTING STANDARDS REVIEW
PRODUCTIVE SPEAKING FOR ACCOUNTING
PROFESSIONALS
PROBLEM SOLVING METHODS FOR ACCOUNTANTS
AND ADMINISTRATORS
ZERO -BASE BUDGETING (ZBB)
CORPORATE INCOME TAX PRINCIPLES & PLANNING
TIME MANAGEMENT
MATERIAL REQUIREMENTS PLANNING
ACCOUNTING FOR PLANNING AND CONTROL OF NOT
FOR PROFIT ORGANIZATIONS
PLANNING AND CONTROL OF THE MAINTENANCE
FUNCTION
FINANCIAL ASPECTS OF LONG -RANGE PLANNING
RETAIL FINANCIAL CONTROL SYSTEMS
DEVELOPING AND USING STANDARD COSTS
FLEXIBLE BUDGETING AND PERFORMANCE REPORTING
DIRECT COSTING AND CONTRIBUTION ACCOUNTING
MANAGEMENT ACCOUNTING FOR BANKS
MANAGEMENT ACCOUNTING FOR HOSPITALS
MODERN BUDGETING METHODS FOR LOCAL
GOVERNMENTS AND NONPROFIT INSTITUTIONS
MANAGEMENT ACCOUNTING FOR EXECUTIVES AND
MANAGERS
LONG -RANGE STRATEGIC PLANNING AND ANALYSIS
ACCOUNTING INFORMATION FOR PRICING POLICIES
AND DECISIONS
MANAGING BY OBJECTIVES FOR THE FINANCIAL MANAGER
OPERATIONAL AUDITING
ECONOMIC EVALUATION OF CAPITAL EXPENDITURES
EFFECTIVE CASH MANAGEMENT
INVENTORY MANAGEMENT AND CONTROL
FUNDAMENTALS OF MANAGEMENT INFORMATION
SYSTEMS DESIGN
DATA PROCESSING — CONCEPTS AND INFORMATION
SYSTEMS DESIGN
COMPUTER SECURITY AND INTERNAL CONTROL
MANAGEMENT SCIENCE FOR BUDGETING AND PROFIT
PLANNING
STATISTICAL SAMPLING FOR ACCOUNTANTS
AND AUDITORS
COMMUNICATIONS AND REPORT W RITING
BEHAVIORAL SCIENCE IMPLICATIONS FOR
MANAGEMENT ACCOUNTING

MR. NORMAN HADAD
NATIONAL ASSOCIATION OF ACCOUNTANTS
919 THIRD AVENUE
NEW YORK, NY 10022
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On its 60th anniversary, the Association returns to historic Boston
for the 1979 Annual Conference, June 24 -27.

Proud of its Revolutionary past but with its face
firmly set toward the future, today's Boston is
symbolized by the old State House built in 1713
and now dwarfed by a nearby modern 50 -story
office building.
The "Cradle of Liberty" is full of such contradictions, which makes it one of the most charming
and interesting cities in America. NAA'ers will
have an opportunity to sample this city's culture
and historic sites when they attend the 1979 Annual Conference, June 24 -27.
It is appropriate that this Conference scheduled
during the 60th year of the National Association
of Accountants is located at the site of Chapter
Number 001. The last Annual Conference to be
held here was in 1943. Members of both the Boston Chapter and other chapters in the New England Council will serve as hosts for this Conference.
Headquarters for the Conference will be in the
Sheraton - Boston Hotel where most of the activities will take place. Copley Plaza and Lenox Hotel
& Motor Inn also will accommodate NAA members and their families.
Arthur S. Taylor, a former NAA vice president
from Boston Chapter, is the chairman of the Operations Committee. Harold E. Arnett of Ann Arbor Chapter is the program chairman.
IBM Chairman Keynotes Conference

so

The technical program features a roster of leading business executives, educators, and government officials who will probe current accounting
topics in depth. Keynoting the program is Frank
T. Cary, chairman of the board and chief executive officer of IBM Corp. He will deliver the
luncheon address on Monday.

To get the program off to a rousing start, Charlie Jones, a motivationalist - consultant from Harrisburg, Pa., will offer some unique insights to interpersonal relations on Monday morning. His
talk is called "Words People Play."
After his opening address, President Clemens
A. Erdahl will gavel the Annual Meeting to order.
Members will elect national officers and directors
to guide the Association. At the same time, a
number of presentations and awards will be made,
honoring chapters and individuals for their outstanding achievements in 1978 -79.
A different kind of technical session is featured
on Monday afternoon. With a theme of "Accounting: A Profession in Transition," the program will feature three major speakers drawn
from government, public accounting, and industrial accounting. They will be questioned by three
other prominent spokesmen. Then the meeting
will be thrown open to questions from the audience.
A.O. Way, senior vice president, finance, of
General Electric Co., will discuss "An Industrialist Looks at the Transition in Accounting." Questioning him will be Herbert C. Knortz, executive
vice president and comptroller of International
Telephone and Telegraph Corp.
Norman E. Auerbach, managing partner of
Coopers & Lybrand, will view "Transition in
International Accounting and Auditing." His
questioner will be James Don Edwards, J.M. Tull
Professor of Accounting, College of Business Administration, University of Georgia.
Clarence Sampson, chief accountant of the Securities & Exchange Commission, will speak on
"The Interface of Accountants, Clients and Regulatory Bodies." The former chief accountant, John
MANAGEMENT ACCOUNTING /MAY 1979

C. Burton, will question him. Dr. Burton is now
Arthur Young Professor ofAccounting, Graduate
School of Business Administration, Columbia
University.
Old Wine in New Bottles.
One of today's most vital business concerns is
the theme ofthe Tuesday technical program. "Inflation —Old Wine in New Bottles" will be probed
from three points of view.
A respected economist, educator, and former
government official, Solomon Fabricant, looks at
inflation from the viewpoint of productivity. His
address is titled "Productivity and Inflation: How
Are They Related."
Robert T. Sprouse, vice chairman and member
of the Financial Accounting Standards Board, is
another speaker on the panel. His presentation,
"Financial Reporting and Changing Prices" is
based upon the Board's exposure draft ofa statement of a financial accounting standard with the
same title. He will offer insights into the board
members' thinking as to how inflation can best be
reflected in financial statements.
U.S. Rep. John B. Anderson ofIllinois, a candidate for the Republican presidential nomination,
will give his unique viewpoint on "What We
Should Be Doing About Inflation."
There are 13 concurrent sessions on the
Wednesday technical program. Topics and speakers are:
Wage and Price Guidelines: Frank Mastromano, vice president— management information systems, and Albert Roznicki, controller, Clinical
Products Div., Technicon Corp., Tarrytown,
N.Y.; and Donald C. Wiese, partner, Touche Ross
& Co., Washington, D.C.
Inventory Management —MRP: Charles D.
Mecimore, professor ofaccounting, University of
Cincinnati, Cincinnati, Ohio, and Joseph Ferro,
director of materials, Technicon Corp., Tarrytown, N.Y.
Cash Management in a Volatile Economy: John
T. Ahern, associate dean of the School of Commerce, DePaul University, Chicago, and Patrick
L. Romano, project manager, NAA.
How to Make Speed Reading Work for You:
Joyce Turley, president, Dimensional Reading,
Inc., State College, Pa.
CASB Update: Gordon Shillinglaw, professor,
Columbia University, and CASB board member,
New York, N.Y.
Measuring Productivity — Principles and Pitfalls: Ronald Seger, manager, Chesebrough
Ponds, Inc., Greenwich, Conn.
Accounting Standards for Nonbusiness Entities: Carl Orne, associate dean ofSchool of Business and Economics, California State University,
Hayward, Calif.; Robert N. Anthony, Ross Graham Walker Professor of Management Control,
MANAGEMENT ACCOUNTING /MAY 1979

Harvard University, Boston.
Certificate in Management Accounting: James
Bulloch, director, Institute of Management Accounting, Ann Arbor, Mich.
Complying with the Internal Control Aspects
of the Foreign Corrupt Practices Act: Dennis Beresford and Michael Grobstein, partners, Ernst &
Ernst, Cleveland, Ohio.
The New Accounting for Leases: William Ferrara, Mark W. Dinsmith, and James B. Thies,
professors, Pennsylvania State University, University Park, Pa., and Anthony Dolanski, partner,
Peat, Marwick, Mitchell & Co., Philadelphia.
ERISA Revisited: Susan Velleman, vice president, William M. Mercer, Inc., Boston.
Capital Budgeting: Michael Maher, assistant
professor of accounting, University of Michigan,
Ann Arbor, Mich.; and Arthur V. Corr, professor
of business management, University of Wisconsin—Parkside, Kenosha, Wis.
Planning and Control of Service Activities:
Norman E. Hadad and John E. Drury, project
managers, NAA.
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the new world. Spouses will see that site, as well
as Plimoth Plantation, on Monday. Plimoth Plantation is an authentic reconstruction of the early
settlement in Massachusetts. Spouses also will go
aboard Mayflower II, a replica of the original sailing ship, and visit the Adams Mansion in nearby
Quincy. Luncheon will be served in the town of
Plymouth.
On Tuesday, a guided tour of almost every historic site in Boston and Charlestown is planned.
Highlights include the Boston Public Gardens,
Harvard, the Boston Tea Party site, Ship and Museum, and "Old Ironsides "— U.S.S. Constitution.
Also on Tuesday, in a two -part program, two
speakers will offer some provocative insights
about our lives in a program, "A Word About
You /Through Your Looking Glass." Terry Curry, fashion consultant, Bloomington, Ind., and
Mary Lannon Ryan, Consultant, Salter Secretarial School, Worcester, Mass., are the speakers.
Luncheon at Anthony's Pier 4 and a stop at
Faneuil Hall Marketplace are on the itinerary
Wednesday. This complex of restored buildings
will delight tourists and shoppers with its variety
of exotic foods and its many small craft shops.
House of Seven Gables

NAA in Tune with the Boston Pops
Arthur Fiedler's Boston Pops stars in the family event scheduled on Tuesday evening, one of the
major attractions planned for NAA families attending this Conference. This world- famous orchestra has appeared many times on television. Its
lively rendition of marches, semi- classical and
classical arrangements, as well as sing - alongs, will
delight everyone,
Many of the historic and modern points of interest are concentrated in a small compact area in
Boston, just like in San Francisco. The narrow,
winding cobblestoned streets make walking in the
downtown area a constant scenic pleasure. NAA
spouses will enjoy the attractions that have been
planned for them in the nontechnical program.
Plymouth Rock is, of course, a symbol of the
American Colonists' difficult struggle to settle in
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Nathaniel Hawthorne's House of Seven Gables
is one of the attractions for teenagers on their
Monday program. The tour also features the Peabody Museum and an inspection of the India Star,
an old -time sailing ship.
On Tuesday, the teenagers will be guided to the
New England Aquarium on the waterfront, with
its more than 2,000 fish. The tour concludes with
a walk through the Faneuil Hall Market.
A journey back through time to the stirring
events of the American Revolution is featured in
the Wednesday program. A guided bus tour will
help the young men and women retrace Paul Revere's famous ride. It also stops at Lexington
Green, Concord Bridge, and other historic Revolutionary sites.
The younger members of the family will be
treated to the same historic tour on Monday. On
Tuesday, the pre -teens will be guided through the
Museum of Science, which houses exhibits on
space, environment, technology, man, and health.
On Wednesday, the young people will visit Plimoth Plantation and experience vicariously the
rigors of colonial life. It was survival of these
hardships now celebrated annually on Thanksgiving.
From the nucleus of Boston, a revolution burst
into flames, resulting in the birth of one of the
greatest nations the world has ever seen. The reverberations of those dramatic events are still
echoing in the hearts and minds of people
throughout the world. Boston is American history; if you haven't seen it, here is an opportunity.
MANAGEMENT ACCOUNTING /MAY 1979

People in the News
Promotions and New Positions
ROBERT R. HIETPAS, and GARY L,
DESTREE, Appleton, Wis., were promoted to assistant controller and general accounting manager, respectively, at
Appleton Papers, Inc. They are members of Northern Wisconsin.

THOMAS L. MITCHELL, Evansville, has
been named controller at the Regina Pacis Home.... JOSEPH P, PAYNE is now
accounting manager at St. Mary's Medical Center. ... JAMES F. SONNEMAKER was named controller at Warrick
Hospital.

JOHN H. GIMBEL, Baltimore., has been
promoted to executive vice president
and treasurer of John Hampshire, Inc.
He is a past president of the chapter.

ANDREW E. SOLTIS, Exton, Pa., has
been named treasurer with Avellino
Tire Co. He is a member of North Penn
Chapter.

JACK R. BELL. and DAVID L. DORR,
Bangor, Me,, have been promoted to assistant vice president and vice president,
respectively, of Merrill Bank.... Louts
A. VIOLETTE, JR., has been appointed
assistant treasurer of Coles Express of
Bangor. They all are member of Bangor- Waterville Chapter.

J. P, CROISIER, Holyoke, Mass., has
been appointed vice president and controller of Worthington Compressors.
FRANK S. RUTKOWSKI, Kansas City,
has been promoted to vice president,
corporate accounting, American Multi Cinema, Inc.

HOWARD J. DUNN, JR., Bethpage,
N.Y., was elected vice president, audit,
of Grumman Corp.

KRANTZ

Central Penn

GAGLIANO

Colo Springs-Pueblo

ROBERT C. MORRIS, Charleston,
W.Va., is now director of finance and
administration with Jop Corp. He is a
member of Southern West Virginia.

R. DOUGLAS COWAN, and JAMES H.
POHL, Kent, Ohio, were named vice
president of finance and executive vice
president, respectively, at Davey Tree
Expert Co. They are members of Cuyahoga Valley Chapter.

GILBERT L. BIEGER, Decatur, Ill., has
been elected executive vice president of
A.E. Staley Mfg. Co. He is also chief
financial officer. Mr. Bieger is a member
of Sangamon Valley Chapter.

C. A.
JR., Kingsport, Tenn., has
retired as vice president in charge of financial and office administration at
Tennessee Eastman Co. He is a past national director from East Tennessee.

ROMAN T. KULICH, Detroit, has been
named assistant controller at Sinai Hospital of Detroit.... HAROLD A. POLING has been elected executive vice
president of Ford Motor Co.... GREG
R. ROSIN recently was appointed controller of the State Bank of Fraser,
Mich.

WILLIAM E. KRANTZ, Lancaster, Pa.,
was elected treasurer in addition to his
position of senior vice president —finance of Penn Dairies, Inc. He is past
president of Central Pennsylvania
Chapter.

MELVIN E. LURKER and JACK N.
KROEGER, Evansville, Ind., recently
were elected partners at George S. Olive
& Co. They are members of Tippecanoe
Chapter.
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JOHN F. BROWN, Louisville, has been
promoted to assistant comptroller at
Liberty National Bank & Trust Co.
RICHARD C. SPARKS, New Philadelphia, Ohio, was promoted to vice president of finance and administration, Snyder Laboratories, Inc. He is a member
of Ohio Mid- Eastern Chapter,
CHARLES L. NOEL, Oakes, N.D., has
been named controller at Oakes Manufacturing. He is president of Red River
Valley Chapter.
MARK E. MAZAK, Orlando, Fla., was
elected vice president— finance and
comptroller of George Stuart, Inc. He is
a member of Mid - Florida Chapter.
MICHAEL J. BRADLEY, Philadelphia,
was appointed vice president of finance,
Thomas Jefferson University. He is a
member of North Penn.

DONALD M. FAVREAU, Brunswick,
Me., is now controller at the Penobscot
Bay Medical Center. He is a member of
Southern Maine Chapter.
RICHARD E. KIENZLE, Butler, Pa., has
been promoted to assistant credit manager at Marmon /Keystone Corp. He is
a member of Butler Area Chapter.

respectively, at First Security Bank &
Trust Co. They are members of Blue
Grass Area Chapter.

Ross,

RAY A. ST. PIERRE•, Lewiston, Me.,
was elected vice president of Bates Fabrics, Inc. He is a member of Southern
Maine Chapter.
LLOYD HILLARD and ROGER D.
REYNOLDS, Lexington, Ky., were promoted to vice president and controller,

PETER M. FEIBLEMAN, Portland, Ore.,
recently was promoted to product manager for the Great Northwest region of
Armour Foods Co. He is a member of
Portland- Columbja Chapter.... GARY
L. LoVEN is now the controller of Cascade Steel.... FRED. C. MEIKLE, JR., is
now president of Rich Mfg. Co. of Oregon. They are members of Portland Willamette Chapter.
J. W. GAGLIANO, Pueblo, Colo., recently was promoted to vice president and
controller of CF &I Steel Corp. He is a
past president of Colorado Springs Pueblo Chapter.
MAURO A, SARDI, San Francisco, was
named vice president, finance, for United Artists Corp., a subsidiary of Transamerica Corp.
RALPH W. GUDMUNDSEN, JR., Southfield, Mich., was appointed controller of
Giffels Associates, Inc. He is a Member at- Large, USA.
B. CHARLES BONO, St. Louis, has
joined the St. Louis office of Elmer Fox,
Westheimer & Co., as audit manager.
. . . WILLIAM F. HABERBERGER, was
promoted to manager of the Internal
Audit Dept., Petrolite Corp.... JOEL
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R. KAM1L was promoted to assistant

secretary, treasurer, of General Steel Industries.... BARBARA J. WILLIAMS
was promoted to assistant controller of

Alex. Farquharson, Former ICMA
Head, Retires

Gene ral Stee l I n d u s trie s.. .. J AMES M.
ZEMENICK was p ro m oted to co n tro ller
of Petro lite Co rp o ratio n ,

Alex. I. G. Farquharson, a long -time
NAA member and past president of the
Institute of Cost and Management Accountants, England, 1975 -76, has been
named an Emeritus Life Associate. Mr.
Farquharson, who joined NAA in June
1956, was associated with Storey Brothers & Co., Ltd.

JAMES P. RUSSELL, Springfield, Mass.,

recently was promoted to vice president
of the Third National Bank.
Three Wabash Valley members at Terre
Haute, Ind., were promoted at Weston
Paper & Mfg. Co. JAMES A. WOODARD

is vice president — finance, GARY W.
SCHOMER, controller, and DONALD L.
MILLER, treasurer.
RICHARD L. Ross and ALBERT J.
MORACK, JR., Washington, Pa., have

been elected treasurer and controller,
respectively, of Jessop Steel Co., a subisidiary of Athlone Industries. Both are
member of Wheeling Chapter.
THOMAS E. LINNEN, Wau sau, Wisc., is
now co rp o rate co ntroller, Marath o n
Elect ric Co . H e is a m e m b er of North-

ern Wisconsin Chapter.
RODGERS B. DORR, JR., Woodland

Hills, Calif., has been appointed executive vice president, finance and administration, Micro Peripherals, Inc.
Emeritus Life Associates
VALERIE S. ADAMS, Jackson.
WALTER H. BARINOFF, Los Angeles;

Long Beach past president. Stuart Cameron McLeod Society.
GEORGE M. BRAY, Fort Wayne.
PAUL E. BRODRICK, Orange County,
past national director, 1967 -69. SCMS.
LEE E. CALONGNE, New Orleans, past
president.
JOHN R. CARTER, Tulsa; Oklahoma

City past president, SCMS.
W. C. CHILDRESS, Richmond past president.
C. FRANKLIN CUSHING, New Haven.
RICHARD C. DECKER, Elmira Area.
GLENN A. DOLL, Tulsa past president.
MELVIN E. DJERF, Fox River Valley.
EDNA P, FLINN, Peoria.
EDWARD JANECZKO, Chicago.
THOMAS J. JOHNSTON, Florida West
Central.
JOHN F. KASPER, Corpus Christi, past
national director, 1967 -69. SCMS.
MARGUERITE E. LANE, St. Paul past
president.
MERLE E. LAUT, Columbus.
CHARLES W. LENT, Charlotte Gold,
past national vice president, 1966 -67.
SCMS past president, 1977 -78.
KENT W. MYERS, Member -at- Large.

In Memoriam
JOHN C. ADAMS, 58, New Hampshire,

1973.
EDWARD J. BASSE, 60, Seattle, 1955.
ANDREW T. DEHANES, 63, Essex

County, 1961.
ROBERT E. GARNER, 54, Pennsylvania

.

Northwest, 1963.
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BART K. HARRIS, 61, Reno Area, 1971.
HARRY N. KAMPH, 74, Los Angeles

past president, 1922. Stuart Cameron
McLeod Society.
HENRY L. KOCH, 80, Milwaukee, 1952.
Emeritus Life Associate.
HENRY J. LACKNER, JR., 54, Rockford,
1968.
WILLIAM LAFERRERA, 58, Morristown,
1956.
BERNARD L. LINDER, 52, Hampton
Roads, 1970.

EDWARD G. PIEKOS, Providence.
WILLIAM S. PIERSON, Milwaukee past
president. SCMS.
GENE POMERORY, St. Louis.
WILLIAM S. POVTAK, Greater Youngs-

town Area.
JAMES V. REED, Long Island- Nassau.
C. A. Ross, JR., East Tennessee, past

national director, 1965 -67. SCMS.
WINSTON H. SUMNER, Peoria past
president.
RAYMOND J. SICARD, Providence.
GEORGE J. TASSO, New York.
FRED H. TSCHIRGI, Austin Area.
J. R. VAN DYKE, Houston.
E. LEE WADE. Piedmont- Greensboro.
HAROLD E. WEAVER, Evansville.
CHARLES WEISSINGER, JR., Philadelphia.
D. W. WHEELER, Mohawk Valley.

W. C. LOVETT, 50, South Central Tennessee, 1976.
LLOYD A. MARETT, 52, New Hampshire, 1972.
EDWIN C. MUSIKER, 28, Suisse Romande, 1977.
MAx L. NELSON, 55, San Gabriel Valley, 1958.
WARREN S. PREBLUDA, 57, New York,
1952.
RALPH B. REESE, 69, Indianapolis,
1947. ELA.
ROBERT ROTH,

55,

Pennsylvania

Northeast, 1968.
LLOYD R. SMITH, 67, Des Moines,

1968,
LAMBERT STEFFENS, 50, St. Louis,

1968.
ADOLPH F. WIMMEL, 74, Essex Coun-

ty, 1940. ELA.
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In the

L i b r a r y B R I E F REVIEWS OF NEW PUBLICATIONS

Handbook of Accounts Receivable
Financing: A Dynamic Approach to
Cash Flow and Profits
Byran E Milling, Institute for Business
Planning, Inc., IBP Plaza, Englewood
Cliffs, NJ 07632, 1978, 340 pp. —Receivable financing is a growth industry
with an annual volume of financial receivables totaling over $35 billion a
year. This book is designed to help you
understand and use receivable financing
because used properly, it may be immensely profitable.
History of Public Accounting in the
United States
James Don Edwards, The University of
Alabama Press, University, AL 35486,
1978, 370 pp. —A readable, reasonably
concise history of the accounting profession from its beginnings to the present
day. The result is a series of dramatic
highlights, illustrative of the multifarious problems besetting a young profession which has been catapulted into
prominence by the economic and social
forces of the 20th Century.
The Evaluation Interview
2nd. ed., Richard A. Fear, McGraw Hill Book Co., 1221 A ve. of the Americas, New York, NY 101020, 1978, 334
pp. —This update is still an essentially
practical how- to -do -it one that spells
out detailed procedures for handling the
applicant from the time he walks into
the room until the interview is over.
Costs: Accounting, Analysis and
Control
A. Wayne Corcoran, John Wiley &
Sons, 605 Third Ave., New York, NY
10016, 1978, 786 pp.—The book treats
all the popular areas of cost accounting
and cost analysis. Among the topics
covered are direct costing, cost- volumeprofit relationships, standard costs and
variance analysis, joint product costing,
transfer pricing and responsibility accounting. Other areas that are not yet in
the "popular" category, such as queuing
theory, inventory theory, linear and
MANAGEMENT ACCOUNTING/MAY 1979

Any book reviewed here is available from the
NAA Library. Members may borrow books for a
two -week loan period by mail, telephone or personal visit. Address Ms, Ellen Shappe, Manager, Library Services, NAA, 919 Third Avenue,
New York, N. Y 10022 —(212) 754.9736.

nonlinear programming also are discussed.
Executive Compensation: Money,
Motivation and Imagination
Graff S. Crystal, AMA COM, 135 West
50th St., New York, NY 10020, 1978,
206 pp.— Directed to senior corporate
managers who must decide what forms
of compensation to employ, and more
important, must defend their decisions
in front of increasingly demanding
boards of directors. The book covers
both the tax and accounting aspects of
executive compensation.

lyze current economic conditions and to
forecast future levels of activity. They
also provide the background needed by
business people to understand the factors which contribute to economic
growth and stability.

Corporate Divestment
Gordon Bung, Gulf Publishing Co.,
3301 Allen Parkway, Houston, TX
77001, 1978, 167pp.—This book is primarily a handbook for owners, directors
and managers who are considering the
divesture of a subsidiary division or
product line. It does not dwell on the
wisdom of the decision to divest, but
rather on how to make most of it.
Practical Accounting Systems and
Procedures

Martin F. Towles, Prentice -Hall, Inc.,
Englewood Cliffs, NJ 07632, 1978, 251
pp. —This reference work provides exLegal Handbook for Small Business
plicit techniques for the practical soluMarc J. Lane, AMAC OM, 135 West tion of newly developed accounting
50th St., New York, NY 10020, 1978, problems that confront professionals. It
180 pp.— Explores the principal legal is particularly useful to those who seek
opportunities and pitfalls one is apt to procedures, systems and tools for copencounter as the head of a small busi- ing with new requirements.
ness. This is a game plan —it traces legal
decision making from the earliest stages
Pharmacy Business Management
through all the operational challenges
Bruce H. Wooley, Arthur W. Gatenlikely to be met.
berg and Edward S. Brady, Symposia
Specialists, 1460 NE 129 St., Miami, FL
Modern Accounting and Auditing
33161, 1977, 210 pp. —Designed as a
Forms
basic overview of major concepts in
Paul J. Wendell, Warren, Gorham and business management as applied to the
Lamont, Inc., 210 South St., Boston, practicing pharmacist. Among subjects
MA 02111, 1978, 760 pp. —A compre- covered are sound financial managehensive collection of tested accounting ment concepts, selection, understanding
and auditing forms and procedures for and evaluation of financial records, and
professionals who wish to start, expand personnel management.
or improve any accounting or auditing
function.
Handbook of Mathematical and
Statistical Techniques for Accountants
Business Cycles and Forecasting
Donald H. Taylor, Prentice -Hall, Inc.,
Carl A. Darsten and Lloyd M. Valen- Englewood Cliffs, NJ 07632, 1977 204
tine, South- Western Publishing Co., pp. —The concepts described here may
5101 Madison Rd., Cincinnati, OH be applied in all phases of business by
45227, 1978, 475 pp.—The authors sur- operations people who use quantitative
vey techniques that may be used to ana- techniques in their organizations.
gg

NOTICE OF ANNUAL MEETING
Notice is hereby given to all members of the Association that
the Annual Meeting of the National Association of Accountants will be held at the Sheraton- Boston Hotel in Boston,
Mass., on Monday, June 25, at approximately 10:15 a.m., or
immediately following the conclusion of the opening session, to receive the report of the Nominating Committee and
to transact such other business as may properly come before the meeting.
W. M. Young, Jr.
Executive Director

New York
May 1, 1979

Nominating Committee Report
To Members of the National Association of Accountants:
Under the Constitution and Bylaws,
members each year elect the President, Treasurer, and 12 Vice Presidents to serve a one -year term.
Members also elect for two -year
terms one -half of the membership of
the Board of Directors . Under the revised Bylaw s (See April iss ue of MANAGEMENTACCOUNTING), the Board of Directors will be comprised of one director for each 2.5 domestic chapters,
rounded to the next higher m ultiple of
ten, but in no c ase les s than 100. The
Executive Director determines the
number of chapters exis ting on July 1,
and one -half of the number of directors required under the formula are
elected each year. Their terms overlap
with the term s of those elected a year
earlier.
Accordingly, we are presenting nominees for the offices of President, Vice
President, Treasurer and National Director (65). They are presented for
election at the Annual Meeting of the
Association to be held in Boston,
Mass., June 25, 1979.
The Executive Committee and National Board recently voted to create a
new office of the Association — Chair-

man of the Association. This position
will be held by the immediate past NAA
president, w ho, by virtue of his prior
election, is a duly elected officer. No
nomination is pesented for this position because, under the revised By
laws, the immediate past president automatically succeeds to this position.
This report also includes nominees
for the Nominating Com m ittee to report in 1980.
Every member recommended for
higher office has served at the chapter
level, as well as at regional and national posts. The nominees w ere selected
in accordance w ith the objectives of
the National Service Development Program, which provides every NAA member an opportunity to participate in
leadership positions at the national
level.
Their meritorious service heretofore
leads us to believe that they will continue to offer outstanding leadership in
the posts for which they are nom inated.
Respectfully submitted,
Nominating Committee, 1978 -79

Nominating Committee
Chairman —R. LESLIE ELLIS, Lancaster
JOHN S. BILLINGS, Peninsula -Palo Alto
DAVID L. BODENHAMER, Piedmont Winston -Salem
ROBERT J. BORGMANN, Phoenix
LESTER M. BREWER, Houston
GERALD W. DEVLIN, New York
LAFE P. FOX, Cleveland
GEORGE D. GEE, Kansas City
66

DORA R. HERRING, Northeast Mississippi
ROBERT R. MEYER, Philadelphia
ROBERT L. ROSENBLATT, Boston
ROBERT E. STOCKMEYER, Evansville
CALVIN A. VOBROUCEK, Peoria
W. WARSHAUER, JR., Montgomery- Prince Georges
GLEN E. WOODSON, Canton
MANAGEMENT ACCOUNTING /MAY 1979

Nominee for President
R. LEE BRUMMET
Raleigh- Durham Area; Ann Arbor (1952).
During his term as National Director,
1960 -61, he served on the Committee for
the Study of Direc t Cos ting and on the
Annual Conference Program Com mittee.
For several years , he was a m em ber of
the Comm ittee on Researc h, serving as
its Chairman, 1967 -70. Elected a National
Vice President, 1970 -71, he was appointed to the Management Accounting Practices Committee the following year. In
1972, he became a member of the firs t

Board of Regents of the Institute of Managem ent Accounting and served on the
Com mittee on Accounting for Corporate
Social Performance. A member of the Executive Committee since 1967, he served
two terms as Chairman of the Committee
on Finance, 1977 -79. Member of the Stuart Cameron McLeod Society, he is W illard J. Graham Professor of Business Administration, Graduate School of Busines s Adm inistration, University of North
Carolina, Chapel Hill, N.C.

Nominees for Vice Presidents
NORTON M. BEDFORD

PAUL R. JOHNSTON

Sangamon Valley; St. Louis; Columbus,
(1950). A mem ber of the Board of Directors, 1958 -59, and 1962 -63, he served on
the Comm ittee on Accounting Development, 1965 -66, and on the MAP Committee, 1972 -77. He is Arthur Young Distinguished Profess or of Ac countancy, Department of Accountancy, University of Illinois, Urbana, III.

Central Pennsylvania (1968). A National
Director, 1973 -75, he was Principal, Key stone- Mountain States Council, 1977 -78,
and a m em ber of the Com mittee on Socio- Economic Programs, 1977 -79. He is
University Auditor, The Pennsylvania
State University, University Park, Pa.

ROBERT V. DODD
Boston (1947). He served on the Committee on Public Relations, 1970 -73, the Committee on Education, 1973 -74, and Committee on Chapter Operations, 1977 -79.
He was a National Director, 1974 -76. He is
Associate Comptroller, Massachusetts Institute of Technology, Lexington, Mass.

RAY F. LEUTZ
.r-

Id

1

JERRY L. DODSON
Tulsa; Joplin -Tri State (1966). He served
on the Committee on Chapter Operations,
1972 -73, and the Committee on Public Relations, 1975 -76. He was a National Director, 1973 -75. He is President, Heartland
Enterprises, Inc., Tulsa, Okla.

MICHAEL HROMISH
Cincinnati; Canton; Akron (1956). He
served on the Committee on Publications,
1975 -77, and was a National Director,
1977 -79. He is Supervisor, Cost and Financial Analysis, Transmission and Chassis, Ford Motor Co.- Sharonville Plant, Cincinnati, Ohio.
MANAGEMENT ACCOUNTING /MAY 1979

Lansing- Jackson; Detroit (1960). A National Director, 1976 -78, he served on the
Committee on Chapter Development,
1974 -76. He is Vice President- Finance,
Teer, W ickwire & Co., Jackson, Mich.

WILLIAM J. McHUGH
A

'

W estchester (1964). A National Director,
1971 -73, he served four terms on the
Committee on Education, 1973 -74, and
1976 -79. He was Principal, Downstate
New York Council, 1978 -79. He is a Partner, Coopers & Lybrand, New York, N.Y.

I

LEO C. OLSEN
Peninsula -Palo Alto (1965). He served on
the Committee on Public Relations, 197274, and the Committee on Chapter Development, 1974 -75, and was elected a National Director, 1975 -77. He is Manager,
Property Taxes and Investment Tax Credit, Hewlett- Packard Co., Palo Alto, Calif.
B7

DAVID F. STRAWN

GUY B. WILSON

Birmingham; Miami (1958). He served two
terms as National Director, 1964 -65, and
1977 -79. He also was Chairman of the
Conference Operations Committee for
the 1965 Annual Conference and a member of the Comm ittee on Chapter Operations, 1976 -77. He is a Division Manager in
the Comptrollers Department, South Central Bell Telephone Co., Birmingham, Ala.

Orange County (1963). He served on the
Committee on Public Relations, 1970 -72,
and on the Committee on Chapter Operations, 1974 -76, and was a National Director, 1972 -74. He is a Partner of Ernst &
Ernst, Los Angeles, Calif.

JOHN A. YANNACONE

WILLIAM R. TAYLOR
Chattanooga
1973 -74, he served
(1957).asA National
memberDirector,
of the
Committee on Socio- Economic Programs,

r
,.��

1975 -77. He is Assistant Treas urer and
Controller,
Ross- Meehan
Foundries,
Chattanooga, Tenn.

o

t

Delaware County Pennsylvania; Philadelphia (1963). A National Director, 1974 -76,
he served four term s on the Com mittee
on Public Relations, 1973 -74, and 1976 -79.
He is Managing Partner, John A. Yannacone & Co., Media, Pa.

t

Nominee for Treasurer
GERALD W. DEVLIN
ark

New York (1962). He served on the Committee on Education, 1971 75, and participated as a member of the Continuing Education Program faculty, 1972 -77. He was elected National Director, 1975 -77,
National Vice President, 1977 -78, and was appointed Chairman of
the Committee on Education, 1978 -79. He is Manager of Professional Services for the Northeast Region of Burroughs Corp., New
York, N.Y. and is liaison between his firm and the headquarters of
most accounting and management consulting firms.

Nominees for Directors
C. J. ADKINS

GEORGE L. BOYD

Houston (1949). He is Manager, Administrative Services, Mission Manufacturing Co., Houston, Tex.

Denver;
Albuquerque;
Cleveland
(1949). He served on the Committee
on Chapter Development, 1977 -79. He
is Estate and Trust Manager, Bin stock & Tobin, Inc., Denver, Colo.

JAMES H. ANDREWS
Western Wayne; Detroit (1965). He
served on the Committee on Chapter
Operations. He is a Manager, Ernst &
Ernst, Detroit, Mich.

A. DONALD BRINTON
ADKINS

ANDREWS

AUSDERAU

HERBERT M. AUSDERAU
Niagara (1968). He is Owner, Rainbow
Ford, Inc., Niagara Falls, N.Y.
CHARLES W . BANKS
Charlotte Blue; Charlotte (1966). He
served on the Committee on Chapter
Development, 1976 -77. He is Financial
Vice President, Direction Management, Charlotte, N.C.

JAMES L. BENISH

_
r*
4
BANKS

BENISH

BOYD

r
-J

BILLY W. BRYANT
Chattanooga (1963). He served on the
Comm ittee of Chapter Development,
1974 -75, and was a Principal of the
Tennessee Valley Council, 1977 -78.
He is Controller, Davison Chemical
Division, W . R. Grace & Co., Chattanooga, Tenn.

PERRY L. CALK

North Texas; Cedar Rapids (1949). He
served on the Comm ittee on Education, Rockwell
1977 -79.International,
He is a Systems
Ana-lyst,
Richard

,

Corpus Christi (1974). He served on
A the Com mittee on Public Relations,
1976 -78. He is Manager -in- Charge,
Ernst & Ernst, Corpus Christi, Tex.

�

son, Tex.
BRINTON
B8

Catawba Valley; Buffalo (1971). He
served on the Com mittee on SocioEconomic Programs, 1978 -79. He is
Secretary- Treasurer, Old -North Manufacturing Co., Lenoir, N.C.

BRYANT

CALK
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Nominees for Directors

- CHARLES R. CANAN

MICHAEL H. FRANCISCO
I

York Council, 1975 -76. He is First
Rochester (1964). He served on the
Committee on Public Relations, 197879, and as a Princ ipal, Upstate New

t

is a Senior Manager, Price Water West Los Angeles; Southwest Los
Angeles (1969). He served on the
Committee on Education, 1976 -78. He

w

Deputy Direc tor of Finance, County
of Monroe, Rochester, N.Y.

house & Co., Los Angeles, Calif.

MELVIN CHERRY
Suburban Northeast Philadelphia;
Philadelphia (1971). He served on the
Committee on Chapter Development,
1978 -79. He is a Public Ac countant,
Philadelphia, Pa.

ALEX J. GAAL
CANAN

CHERRY

COLLlS0N

�

Columbus (1952). He served on the
Committee on Membership, 1976 -78.
He is Financial Placement Specialist,
Robert Half Personnel, Columbus,
Ohio.

DWIGHT E. COLLISON
Illowa (1963). He served on the Com-

HARRY A. GILBERT

mittee on Chapter Operations, 197779.
is Financial
Analyst, Deere & a w
Co.,He
Moline,
III.

Los Angeles; Essex County (1967). He
served
on the
on Member
ship, 1977
-79.Committee
He is President,
Robert-

THOMAS C. CROUCH

CROUCH

DANSER

DAVIS

Fort W orth (1971). He served on the
Committee on Chapter Operations,
1978 -79. He is Vice President -Finance, Pressure Vessels, Inc., Fort
Worth, Tex.

Angeles, Calif.
W . R. GRAFTON
Washington (1966). He served two

GORDON O. DANSER

1

terms on the Committee on Member^

Princeton (1986). He served on the
Committee on Chapter Operations,
1975 -78. He is a Partner, Parsons,
Danser & Balaam, Dayton, N.J.

Half Personnel of Los Angeles, Los

'

DENNIS

ship, 1976 -77, and 1978 -79. He is a
Partner, Arthur Andersen & Co.,
Washington, D.C.

!*
r
DRESSLER

DUVA

CLAY S. DAVIS

JACK D. GRAY

Pensacola; Mobile (1956). He served
on the Committee on Public Rela-

Dallas; Orange County (1970). He
served on the Committee on Member ship,
1976 -77,
and on 1977
the Committee
on Chapter
Operations,
-79. He is

lions, 1975 -77. He is Vice President,
Fountainhead Center, Inc., and Executive Director, Sand Crab Dinner The-

a Partner, Tannery, Perkins, Gray &
a P Arlington, Tex.

atre, Pensacola, Fla.

DONALD A. DENNIS
Providence (1963). He served on the
Committee on Publications, 1976 -78.
He is a Partner, Harris & Gifford,
CPAs, Providence, R.I.

`
ECK

FRANCISCO

GAAL

ALYCE R. DRESSLER
I
1^

3

San Juan (1967). He served on the

GILBERT

GRAFTON

GRAY

He served on the Committee on
Chapter Operations, 1977 -79. He is a
Manager, Ernst & Ernst, Newark, N.J.

Committee on Socio- Economic Pro grams, 1977 -79, and was Chairman of
the Regional Conference in San Juan,
1971. He is President, Synectics, Hato
Rey, Puerto Rico.

.,�

Daytona Beach Area; Charlotte
(1949). He served on the Committee
on Research, 1975 -79. He is a Manager and Director of Continuing Professional Education, May Zima & Co.,
CPAs, Daytona Beach, Fla.
HENNINGER HIRSBRUNNER
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Minn.
JACK E. HIRSBRUNNER

GEORGE J. DUVA

J. BERNARD ECK

Minneapolis Northstar; Minneapolis
(1968). He served on the Committee
on Chapter Operations, 1977 -79. He is
Director - Administration and Con -

trol, General Mills, Inc., Minneapolis,

Indianapolis; Wabash Valley (1972).
She served on the Committee on
Membership, 1976 -78. She is Payroll
Supervisor, Public Service of Indiana
Co., Plainfield, Ind.

West Bergen- Passaic County (1969).

JAMES P. HENNINGER

t�

HUBAND

EARNEST A. HUBAND
Richmond (1965). He served on the
Committee on Chapter Operations,
1978 -79, and as Principal, Virginia
Council, 1978 -79. He is Vice President, Audit /Credit Examinations,
Bank of Virginia Co., Richmond, Va.
69

Nominees for Directors
CHARLES R. HUBER

DEAN F. LaVELLE

Delaware (1962). He served on the
Committee on Education, 1976 -78. He
is Senior Consultant, Finance Department, E. I. duPont de Nemours & Co.,
Wilmington, Del.

! e

ROBERT W. LIPTAK

JAMES G. HUMMEL
Evansville (1965). He served on the
Committee on Publications, 1976 -78.
He is Supervis or -Cos t Ac c ounting,
Whirlpool Corp., Evansville, Ind.

HUBER

HUMMEL

HUNTER

Joplin Tri -State (1968). He served on
the Committee on Publications, 197779. He is Director of Finance and Regulatory Accounting Service, Empire
District Electric Co., Joplin, Mo.

FRED E. LORD
Bridgeport;
Peninsula -Palo Alto
(1959). He served on the Committee
JACKSON

KAISER

KEEN

San Franc isc o (1969). He s erved on
the Committee on Membership, 197779. He is Vice President and Controller, Redwood Bank, San Francisco,
Calif.

E. PAUL KAISER
Sangamon Valley; Peoria (1962). He
served on the Committee on Publications, 1978 -79. He is a Manager, Caterpillar Tractor Co., Decatur, III.

Piedmont Winston - Salem; Piedmont
(1962). He served on the Committee
on Membership, 1975 -77. He is Vice
President, Bimco Corp., W inston -Salem, N.C.

� 1
KEISTER

KNESEL

KULESZA

ROY L. MCCRACKEN
Eugene - Springfield; Orange County
(1971). He served on the Committee
o n P ub li c Re lat i o ns , 1977 -79. He is a

Director, Gregor, Hogan, McCracken
& Early, Eugene, Ore.
�►

JAMES P. McLANEY

ORVILLE R. KEISTER
Akron Summit; Akron; Williamsport
(1970). He served on the Committee
on Publications, 1976 -77, and 197879. He is Professor of Accounting,
The University of Akron, Akron, Ohio.

LaVELLE

LIPTAK

LORD

Racine - Kenosha (1965). He served on
the Committee on Chapter Operations, 1974 -77. He is a Teacher, Gateway Technical Institute, Kenosha,
Wis.

MAY

McCRACKEN

McLANEY

70

THOMAS P. MONTGOMERY
Syracuse (1967). He served on the
Committee on Research, 1977 -79. He
is a Manager, Ernst & Ernst, Syracuse, N.Y.

CHESTER S. KULESZA, JR.
Virginia Skyline; Brunswick Area
(1970). He served on the Committee
on Chapter Operations, 1978 -79, and
as Principal, Virginia Regional Council, 1976 -77. He is Comptroller, Morton Frozen Foods Division of ITT,
Crozet, Va.

Merrimack Valley; East Tennessee
(1966). He served on the Committee
on Chapter Operations, 1976 -79. He is
Division Accounting Manager, Ray theon Co., Bedford, Mass.

ROBERT A. MECH
_

MARJ ORIE E. KNESEL
Scottsdale Area; Phoenix (1967). She
served on the Comm ittee on Public
Relations, 1975 -78, and was Chairman
of a Subcommittee on Student Activities. She is Business Manager, Clinic
of Physicians and Surgeons, Mesa,
Ariz.

on Socio- Economic Programs, 197779. He is Manager - Disbursements,
General Electric Co., Bridgeport,
Conn.

ALLAN C. MAY

PAULA G. KEEN
Chattanooga (1967). She served on
the Committee on Chapter Operations, 1977 -79. She is Corporate Tax
Manager, 3rd National Corp., Nashville, Tenn.

New York (1966). He served on the
Committee on Research, 1977 -79,
and is on the Ad Hoc Comm ittee on
NAA /IMA Relationship. He also was
Principal, Downstate New York Regional Council, 1977 -78. He is Director, Financial Controls, Babcock &
Wilcox Co., New York, N.Y.

GARY C. HUNTER

JOHN A. JACKSON

Minneapolis Viking (1956). He served
on the Committee on Socio- Econom1 is Programs, 1977 -79. He is Corporate
Controller, H. B. Fuller Co., St. Paul,
Minn.

JAMES D. MURRAY

MECH

MONTGOMERY

MURRAY

Upper Finger Lakes; Rochester
(1966). He served on the Committee
on Chapter Development, 1977 -79. He
is a Partner, Ernst & Ernst, Rochester,
N.Y.
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Nominees for Directors
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JEROME(1962).
C. NEELY
He served on the

f

a l l

j

Bloomington Indiana; Cedar Rapids
(1968). He served on the Committee
on Membership, 1977 -79. He is Treasurer, Ralph Rogers & Co., Bloomington, Ind.

LOUIS J. OLIVERIO
Com mittee on Public Relations and
was Principal, Ohio Council, 1977 -78.
He is Assistant Controller, Hobart
Corp., Troy, Ohio.

on Membership,
f Committee
Jackson (1964).
He served1975
on -77,
the
and on the Committee on Publications, 1978 -79. He was Principal, Mid Atlantic Council, 1976 -77. He is Con troller, Teledyne W irz Corp., Chester,
Pa.

GEORGE W. SIMMONS, JR.
NEELY

OLIVERIO

PERRY

Committee on Education, 1976 -78. He
is Chief, Finance Accounting Branch,
U.S. Army Corps of Engineers,
Vicksburg, Miss.

LARRY L. PERRY

LEROY E. SIMPSON

Colorado Springs - Pueblo (1972). He
served on the Com mittee on Soc ioEconomic Programs, 1977 -79. He is
Educational Consultant and President
of CPE Institute, Inc., Littleton, Colo.

Central Minnesota; Albany (1956). He
served on the Committee on Publications, 1977 -79. He is Vice President Finance and Administration, Secretary and Treasurer, Brown, Boveri,
Turbomach, St. Cloud, Minn.

CHARLES E. PHIPPS

I�
POSEY

PHIPPS

PROODIAN

Baltimore; Philadelphia (1963). He

FRED N. SPARKS, JR.

served on the Committee on Membership, 1977 -79. He is District Manager,
American Appraisal Co., Towson, Md.

Tucson (1973). He served on the
Committee on Chapter Operations,
1977 -79. He is Audit Supervisor, Ernst
& Ernst, Tucson, Ariz.

KENNETH E. POSEY

Reading (1957). He served on the
Committee on Public Relations, 197678, and was a National Director, 1978 79. He is a Cost Analyst, Carpenter
Technical Co., Reading, Pa.

J.;� r

BRIAN H. STROM
f..

PYLIPOW

REDA

Sacramento (1973). He served on the
Committee on Education, 1976 -78,
and on the Committee on Chapter
SCHARNOTT Operations, 1978 -79. He was Principal

FRED M. PROODIAN

of the Golden West Regional Council,
1977 -78. He is Principal, Arthur Young
& Co., Sacramento, Calif.

� :

Massachusetts North Shore (1966).

He served on the Committee on Edu-

ARNOLD G. SWENSON

cation, 1976 -78. He is Supervis or Forecasting, Emhart Corp., U.S.M.
Corp., Beverly, Mass.

�

STANLEY R. PYLIPOW

St. Louis; Raritan Valley (1963). He
i !
served on the Committee on Chapter
Operations, 1973 -78. He is Vice Presi- SHILLINGFORD
dent, Finance and Administration,
Fisher Controls Corp. of Delaware, St.
Louis, Mo.
DONALD J. REDA
Chicago (1957). He served on the
Committee on Membership, 1975 -77,
and was Vice Chairman of the Annual
Conference, 1977. He is Plant Manager, Victor Division, Dana Corp., Chicago, III.
ROBERT J. SCHARNOTT
Cuyahoga Valley; Lake Superior
(1957). He served on the Committee
on Socio- Economic Programs, 197879. He is Divisional Auditor, Terex Division, General Motors Corp., Hudson, Ohio.
GARY F. SHILLINGFORD
Philadelphia (1959). He served on the
MANAGEMENT ACCOUNTING /MAY 1979

/`

SIMMONS

SIMPSON
E. JOYCE TIMMERMAN
Orange County; San Gabriel Valley
(1965). She served on the Committee
on Public Relations, 1976 -78, and is a
National Director, 1978 -79. She is
Controller, Eagle Manufacturing Div.,
Brown Jordan Co., subsidiary of
Scott Paper Co., Industry, Calif.

(
At
SPARKS

t
STROM

SWENSON

`
..
s
:�
TIMMERMAN

Rockford (1964). He served on the
Committee on Chapter Operations,
1976 -78, and was Pr incip
pal, Mid America Council, 1978 -79. He is Gen eral Manager, M. C. Chemical Co.,
Rockford, III.

/�
TOLER

WARD

LOOMIS H. TOLER
Northeast Mississippi (1963). He
served on the Com mittee on Education, 1975 -78. He is Head, Accounting
Department, Mississippi State University, Mississippi State, Miss.
JERRY M. W ARD
El Paso (1969). He served on the
Committee on Chapter Operations,
1976 -78. He is Accounting Manager,
Richard M. Kaufman & Co., El Paso,
Tex.
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Nominees for Directors
J. ROY WHITE

KEITH E. WILLIS, JR.

-

Atlanta North; Atlanta (1966). He
served on the Comm ittee on Public
Relations, 1977 -79. He is Vice President, Ingle, W hite & Co., Decatur, Ga.
i

WHITE

WILLIS

Washington Tri- Cities (1971). He
served on the Committee on Research, 1975 -77, and the Committee
on Chapter Operations, 1977 -78. He
was Principal, Pacific Northwest
Council, 1978 -79. He is Manager, Contract Accounting — Corporate Services, Exxon Nuclear Co., Richland,
Wash.

NOMINATING COMMITTEE NOMINEES TO REPORT IN 1980
Chairman — CLEMENS A. ERDAHL, New York
ELROY A. BERGQU1ST, Portland - Willamette
ROBERT H. CARNEIRO, San Antonio
R. LESLIE ELLIS, Lancaster
KIRTLAND FLYNN, JR., Charlotte Blue
GEORGE D. GEE, Kansas City
JAMES 0. INGLE, Atlanta North
CLARK H. JOHNSON, Raritan Valley
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JOHN C. KUDZMA, Mass. North Shore
BETTY J. OLDHAM, Cincinnati
THOMAS M. O'TOOLE, Macomb County Michigan
EDWARD M. PALUGA, Chicago
ANTHONY P. SPAGNOL, Pittsburgh
EARL E. SPULLER, Niagara
BURNIEL 0. SWARTZMILLER, Los Angeles
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GET A REALISTIC PICTURE
WITH OUR
COMPUTERIZED GENERAL LEDGER
AND FINANCIAL REPORTING.

WHOLERATECA111[ERA

L J Dag u erm

183� )

Probably no invention in history
has become so popular so fast as the
"Daguerrotype' —the process by
which light could be used to create
permanent pictures.
It started in France. A month later
it was introduced into England. And
very soon after that, it reached
America. At last there was a way to
obtain likenesses that were accurate
and realistic!
In order to manage your cash
situation profitably, you must be
equally realistic about financial
controls.

That's where The Service Bureau
Company comes in.
With our automated General Ledger
and Financial Reporting service, we can
take your existing financial data and
provide information that will enable
you to make more informed and better
business decisions.
We provide historical data, trend
analysis, and budget comparison that
allow you to act on problem situations
and opportunities quickly. And with
our Accounts Payable service, which
automatically feeds information into
our General Ledger and Financial

Reporting service, you can have better
control over cash disbursements.
All our systems are designed to help
make you and your people more
productive, by reducing tedious,
error -prone clerical work. As you grow
and change, our systems can too,
without costly and time- consuming
reprogramming.
Good reasons to call the company
that gave its name to the entire
industry.
For more information write to us,
Attn: Communications Dept., or look,
for us in the Yellow Pages.

THE SERVICE BUREAU COMPANY
2
s
a data services divisio n of
� 7�V�CONTROL�DATA�CORPORATION
t IW9 Control Data Corporation

5110 West Putnam Avenue, Greenwich. Connecticut 06830

The revolving door
vs111111
employment stability.
Turnover is not only costly, but it makes it difficult
for a firm to attract competent personnel.
Robert Half has assisted thousands of organizations in bringing employment stability to their financial and data processing departments.
Here's why:
We're specialists. And specialists have to do a
better job.
We're large. 60 offices in the United States, Canada and Great Britain. And our size benefits you. We

select people who match your most specific requirements from the maximum number of skilled accounting, financial and edp professionals.
We've been around a long time. Thirty years of
know -how gives us an insight into our concentrated
fields that is unmatched anywhere. Robert Half has
stability. Isn't that the right kind of organization to
help slow down the revolving door?
Look us up in the White Pages in key centers
throughout most of the English - speaking world.

® ROBERT

LF

0 accounting, financial and edp personnel specialists

ALBUQUERQUE • ALLENTOW N • ATLANTA • BA LTIMORE • BI RMINGHAM • BO STON • BUFFA LO • CHICAGO • CINCINNATI
CITY OF COMMERCE (CA) • CLAYTON • CLEVELAND • CLIFTON, N.J. • COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER
DES MOINES • DETROIT • FRESNO • GRAND RAPIDS • GREENSBORO • HARTFORD • HOUSTON • INDIANAPOLIS • KANSAS CITY
LANCASTER • LONG ISLAND • LOS ANGELES • LOUISVILLE • MEMPHIS • MIAMI • MILW AUKEE • MINNEAPOLIS • NEW ORLEANS
NEW YORK • OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND • PROVIDENCE
SACRAMENTO • ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SEATTLE • STAMFORD CT.
TAMPA • W ASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRIT AIN: BIRMINGHAM • LONDON

