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No other General Ledger provides as much easy- to-use
reporting power. Some systems have as many as three different report writers. But with our powerful Variable Report
Writer and simple English instructions, users can generate
almost any report, any time, in the format best suited to meet
their needs.
Even better, users can have access to current, on-line
information at virtually any time and at virtually any summary level.
The Software International General Ledger can be
installed quickly. Many users report that within a few short
months, they are closing their books faster, producing reports
in hours instead of days, and generating more relevant information for business decisions.
Because no business operates solely from a General
Ledger, our system interfaces with

Payable, Accounts Receivable, Fixed Asset , and Payroll/
Personnel packages to form a comprehensive financial
database.
Best of all, THE SOFTWARE gives you something extra:
Confidence. Confidence in first - class, thorough training and
documentation . Confidence in continual product enhancements and stringent quality control . And confidence in our
customer support because of the high caliber of our people.
As part of General Electric Information Services Company,
we are a member of a worldwide family of computer and business professionals_
More account - ability is the most important reason why
more than 4,000 users worldwide selected our General
Ledger over the competition.
Call or write today, You'll see that THE SOFTWARE
u can account on.
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Campbell Soup
Company

Pet, Incorporated
Revlon, Inc,

Our systems settle 80 07o of the payments it takes to run your
business —for T &E, field and remote location payables, all
kinds of marketing and promotion payments.

Clairol
Monsanto Company
Maybelline Company

Now we've invented the Control and Information Center.

The first total service. Takes complete operating and
control responsibility for payments, processing, validation,
reconciliation, reporting and analysis of any and
transaction -based information.

❑

❑

all

❑

❑

❑

❑

❑

Cl Anheuser- Busch, Inc.

These leading -edge companies opt for corporate payment
systems by Traveletter. So do 3000 more, including about
half the Fortune 500.

Lorillard
Colgate Palmolive
Company

1-1 ITT

Call Joe Dale, our president, 612/828 -2236, for your
no- obligation systems study and cost /benefit analysis.

Telecommunications

Lockheed Georgia
Company
P.O. Box 16069
Minneapolis, MN 55416
612/828 -2236
Reg. U.S. Pat. Off.

--------------------

i

r

Dear Joe Dale,
Tell me more about your free analysis offer. I need
better payment control, too.
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Developing a Cost System for Today's Decision Making

19

By Warren G. Wolf
Cost accounting has evolved from cost finding to cost control and finally to cost planning.
But a fourth stage is needed asserts this corporate controller who developed his own cost
accounting system to make use of multiple standard costs for each product made.
Certificate of Merit, 1981 -82

Product Costing in the MRP Environment

24

By Billy B. Bowers
Many management accountants have given scant attention to the development of automated production control systems. It's time for accountants to participate in MRP development in order to enhance the product costing, forecasting, and inventory valuation
functions.

Using LIFO to Measure Performance

28

By Lester E. Johnson
Shareholders measure corporate performance on a LIFO basis but division and brand
managers are measured on a FIFO basis. The problems caused by this inconsistency are
examined and a method proposed to make divisional management accountable for
changes in inventory due to price and quantity.

How Dutch Pantry Accounts for Standard Costs

32

By Dennis M. Boll
This large food chain produces more than 150 different items and must keep track of all
costs involved in product preparation. Here is how a system of standard costs for a food
chain functions.

The Labor Mystique

36

By John Clark
Does your company have a sufficient labor cost control plan that evaluates the events
generating a labor variance and provides management with the necessary data to employ
corrective action? Here's how to do it.

Small
Business

Making a Manual Cost System Work for You

Research

Do Members Read FASB Statements?

40

By John F. McDermott
In this age of computer technology, minimal attention is being directed to manual accounting systems, especially in the area of cost accounting. Smaller businesses, however, often
find that they need to get back to basics —to perfect a manual system before going on -line.
The Ralph B. Carter Co. designed a simple, effective manual cost accounting system that
kept it competitive in the marketplace.

44

By Suzanne G. Connors
How familiar are NAA members with FASB statements, exposure drafts, and discussion
memoranda? NAA's research staff conducted a survey to find out. Results vary according
to the topics covered by the FASB material, but more public accountants seem to keep up
with Board publications than do management accountants.
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Acquisitions are changing the map of U.S. businesses at a record pace. In the January
issue, we investigate two critical areas in the takeover process — valuation and audit review. We present various valuation methods for determining the optimal price in an acquisition deal and review what to look for when acquiring a company. Also featured is a special survey of controllers and financial analysts regarding FAS 33, the "inflation" standard.
In February, the question is posed: What are profits? Is return on equity the best measurement of financial performance? The discussion casts new light on the problem of defining
profits. In March, management accountants discuss the complexities of accounting in a
marketing environment.
Ell

The Association held a special press briefing in New York City on November 3 as it
released a new MAP statement, "Objectives of Management Accounting." The
briefing was designed as a vehicle for NAA officers and other leaders to discuss the
implications of this statement from the Committee on Management Accounting Practices. See page 31 for details and photographs.

Cover: Polyester yarn packages. Photo courtesy of Fiber Industries, Inc., Celanese Corp.
Views expressed herein are authors' and do not represent Association policy unless so stated. Quantity reprints of any articles in MANAGEMENT Acco uNT ING or back issues (subject to availability) may be
obtained from Special Order Department, N A A , 919 Third Ave., New York, N.Y. 10022.
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President Vlasho and Executive Director Robert L. Shultis
sign land purchase contract for NAA's new headquarters.

On November 3 we signed a formal agreement of sale to purchase
the land on Paragon Drive in Montvale, New Jersey, as the new site
for the NAA office. Our consultant, the architects, and the engineers —all have recommended thi s particular site and have prepared a basic site plan which the Location Implementation Committee reviewed and approved on Saturday, October 30.
We received from the sellers a signed copy of the formal agreement of sale referred to above. Although there are still several state
and local approvals which must be obtained, with both signatures
on the document we can now move ahead with the detailed building
design and specifications and with consideration of various financing proposals.
As of now, our timetable shows that we will break ground sometime between April 15 and June 15, 1983, with the completion date
scheduled for approximately one year later. Periodically, we will update you on the progress made.
As we approach the holiday season, let me be the first to wish
each and every one of you, and your families, a joyous holiday and a
prosperous new year.
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Where electronic banking brings you timely
information in virtually no time at all.
i

From cash management to information m anagement, the Citi of
Tom orro w b rings u np reced en ted speed
and accu racy to you r co mpan y's
operation s.
For ex amp le, in th e time it takes to
read this line, electro nic banking
can sp eed fu nds tran sfer instructio ns
from New Yo rk to Toky o. Or anywhere
else. At any tim e.
The secret? The largest fin an cial

telecomm unications network of any
bank anywhere. Including over 2,300
worldwide offices and our own
com munications satellite channels.
For a fact ,filled electronic banking
brochure, call your local Citibanker
or write to: Citibank, Electronic
Banking, 399 Park Avenue, New York,
NY 10043.

CITIBANCO"
GLOBAL ELECTRONIC BANKING

0 1982 Citibank, N A Member FDIC

The Cni of Tomorrow and Global Electronic Banking are service marks of Gf bank N A
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Opinion
Robert L. Shultis

The Test of Reasonableness
Has anyone besides me ever wondered why, of
two management accountants seemingly equal
in training skills, ambition and opportunity, one
rapidly climbs the organizational ladder and the
other remains firmly riveted to much lower levels? Each of us who has shared this experience— either as a spectator or as an actor —
could probably offer an explanation for such a
phenomenon. Let me throw one explanation
into the hopper.
One management accountant —the successful one —has learned to apply what I call "the
test of reasonableness" and the other has not.
I'm sure that the value of such a test is not limited to accountants but it's accountants that I've
worked with and accountants who (I hope) are
reading this, so it's accountants we'll talk
about.
Accountants have all sorts of tests, checks
and proofs on the accuracy and reliability of
their work proceeding from the tick mark under
the column of figures and the double check for
cross footing to the acid -test and current ratios
to complex formulas for calculating check digits. All useful. All valuable. But more useful and
more valuable than any of them is the often neglected test of reasonableness.
Defining the Test of Reasonableness
What, then, is this test whose virtues for the
management accountant I've been extolling
the last few paragraphs? Definition by illustration perhaps is best in this case. Not too long
ago I was reviewing an internal five -year revenue analysis which showed a strange blip in the
fourth year of one of the key figures. I asked for
an explanation which should have been forthcomin g im mediately up on m y as king but
wasn't. Eventually it reached me, and it turned
out that the numbers were correct both mathematically and accounting -wise, but they had
failed the test of reasonableness because of

timing differences and differences in content.
The accountants —and here I use the term
somewhat loosely —had failed to step back
from the numbers they had prepared to ask
themselves "what do they mean ?" "If I give my
boss these numbers, is he going to run with
th em an d b e mis led by th em? A re th ey
reasonable ?"
This is a simple example. Veteran laborers in
the management accounting vineyard can
probably cite dozens of cases from their own
experience. And that's a pity. Obviously, we are
failing to inculate our staffs with the importance
and value of applying this all important test. Are
the numbers reasonable? What do they mean?
What can we do?
Probably the best book ever written on management accounting was a little 85 -page, 5 "x
8 ", privately - printed volume by Carl Braun
called, if memory serves, Objective Accounting.
Mr. Braun, now deceased, was not an accountant. He headed his own engineering firm in
California which bore his name, but his little
book had more to teach the management accountant than a five -foot shelf of management
or cost accounting handbooks or textbooks will
ever teach them. (My copy of this little book
has disappeared — probably into the hands of
one of the numerous budding management accountants that I loaned it to. Nor does the NAA
library have one. If someone could donate a
copy to the NAA library, future generations of
management accountants would appreciate it).
While, as I recall, he didn't call it that, Mr. Braun
was advocating application of the test of reasonableness to any and all situations the management accountant encounters.
"Know your business" was a primary dictum.
Give your boss what he needs to know. To do
that, the accountant must know what few key
facts the boss must have to run the business.
Each business is unique, and each business
has a few key facts which can probably be
printed over a matchbook cover. The accountant must know these and highlight these in his
reports, perhaps to the exclusion of all others.
"Be prompt" was another one. Key elements
of current data are more important to the boss
than vast reams of historical information.
"Be accurate but not too accurate" was a
third important rule. When a business deals in
millions or billions, the last penny, or the last
dollar, or the last thousand is insignificant. Yet
accountants still swamp their managements
with myriads of useless digits. To hold up a key
report to find a $10.00 error was, to Mr. Braun,
unconscionable.
Finally, there was "be reasonable." What do
00-00-45
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The Number Crunchers. Four Texas Instruments Business Calculators built
handle the toughest, biggest numbers you can throw at them. Rugged and
eliable, TI Number Crunchers can stand your roughest workouts all day, every day.
Take our top of the line Number Cruncher, TI -5219. It has 4- function memory,
he most needed accounting functions, easy - to-read display and fast printer with
in/off switch that lets you save paper when permanent records aren't needed.
And there are three other Number Crunchers to choose from, all built to the
same exactingTexas Instruments standards. Get the
business calculator that's tough enough to handle the
Numbers.The Number Crunchers. From Texas Instruments.
Check out a Number Cnmcher at your local TI Commercial
Calculator Dealer and ask about our complete
service program. Anything you do with
numbers, TI can help you do better.

T
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0 1982 Texas Instruments incorporated

Management
Accounting
Practices
Louis Bisgay, Editor

NAA Welcomes Kirk and Thomas
NAA President Louis Vlasho, in his October
1982 column, "MAP's Pioneering Work," noted
that "our liaison with the FASB, SEC, and other
private and public organizations —both domestic and international —is strong and continuing."
To the point, the MAP Committee met jointly
with the Executive Committee in October, at
which time Financial Accounting Standards
Board Chairman Donald J. Kirk and
Securities & Exchange Commission Commissioner Barbara S. Thomas discussed the issues
confronting their organizations in order to
heighten the Executive Committee's awareness of the MAP Committee, and its activities.
The Committee is the voice of the Association
on technical issues.

Two FASB Statements Issued
Statement of Financial Accounting Standards
No. 64, " Extinguishments of Debt Made to Satisfy Sinking -Fund Requirements," amends
Statement No. 4 on reporting gains and losses
from extinguishments of debt. The Board decided that FAS No. 4's exemption from the general extraordinary item classification of gains or
losses due to cash purchases of debt for the
purpose of satisfying sinking -fund requirements
should apply only when the extinguishment is
made to satisfy sinking -fund requirements to be
met within one year of the extinguishment. Furthermore, such classification is to be determined without regard to whether the extinguishment is effect ed b y the use of c ash. The
Statement is effective for extinguishments of
debt after September 30, 1982.
In FAS No. 65, "Accounting for Certain Mortgage Banking Activities," the FASB established
accounting and reporting standards for mortgage banking activities such as costs of pro-

cessing mortgage loans, sales of mortgage
loans, and recognition of related fees. The
Statement requires that mortgage loans and
mortgage - backed securities held for sale be reported at the lower of cost or market value.
Other aspects of mortgage banking covered by
the Statement are loan origination fees, loan
commitment fees, and premiums paid for the
right to service purchased loans. Statement
No. 65 derives from the FASB project to extract
specialized accounting principles from pronouncements issued by the American Institute
of CPAs and is applicable after either December 15 or December 31, 1982, depending on
the specific provisions.
In other actions, the FASB added to its agenda a project to address the accounting for the
investment tax credit provisions of the Tax Equity and Fiscal Responsibility Act of 1982. The
Board tentatively decided that an asset basis
adjustment made under the provisions of the
Act should be accounted for, as it is a timing
difference in income tax expense for financial
reporting purposes.
Responding to requests to consider the accounting for acquisitions of troubled banking or
thrift institutions, the FASB issued a proposed
statement that would constitute an amendment
of APB Opinion No. 17, "Intangible Assets"
and, an interpretation of APB Opinion No.16,
"Business Combinations." The Board announced that on December 13 and 14 a public
hearing on the exposure draft will be held at the
Westchester Marriott Hotel, Tarrytown, N.Y.
The proposed statement says that, to the extent the fair value of liabilities assumed exceeds the fair value of identifiable assets acquired in the acquisition of a banking or thrift
institution, the unidentifiable intangible asset
recognized generally would be amortized to expense in the same manner and over the same
period as interest revenue on the interest -bearing assets acquired is to be recognized in income. With regard to acquisition of banking or
thrift institutions, the proposed statement thus
would amend APB Opinion No.17, which permits "goodwill" acquired in a purchase transaction to be amortized over a period no longer
than 40 years. Financial assistance granted to
an enterprise by a regulatory authority in connection with a business combination would be
accounted for as part of the combination if receipt of the assistance is probable and the
amount is reasonably determinable,

SEC Proxy Program
In October 1982 1 reported on a proposal for
00-10-45
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1. Will the computer limit my firm to one user at a time?
A system with only one terminal limits your access to the computer's capabilities. A system with more
than one terminal allows several people access at the
same time: for instance, one staff member might be
doing word processing while another is updating a
client's general ledger.
Digital Equipment Corporation, the world's leading manufacturer of interactive computers, has a family
of computers ideally suited for accounting firms —easyto-use systems that allow many people access to the
computer when and where they need it.
2. Can the system perform only one task at a time?
That's all some computers can do. And that increases the time it takes to do everything.
As part of our family of computers, Digital offers a
range of minicomputers that can perform a number of
accounting and business tasks simultaneously, to save
your business valuable time and effort —an especially
important advantage during those hectic tax seasons.
3. What happens if my firm grows?
A $5,000- $10,000 computer that may seem like a
bargain now could end up costing you a lot in the long
run. If it can't be expanded to keep up with your business growth, you may have to purchase an entirely
new system.
Since Digital's business computers are "compatible," you can upgrade your system easily, without
expensive software conversion or personnel retraining.

l

r

F1FIVE QUES IONS
EVERV ACCOU NTANT
SHOULDASK,
4. Does the computer supplier know my business?
A supplier who is unfamiliar with your business
may not understand your specific computer needs, particularly planning for your future growth.
Digital's network of independent computer suppliers includes industry specialists who understand the
business needs of accountants,:and they can tailor
Digital's high- performance products to meet those
needs.
Digital suppliers can provide the specialized applications software you need now, and as your needs
change, they can provide additional applications without costly software conversion.
5. Will I receive essential service support?
When your system is down, your business can
lose valuable time and access to stored information —a
situation that can result in missed deadlines and unhappy clients.
Digital suppliers offer a comprehensive service
package which includes installation, maintenance, and
documentation. And they have all of Digital's resources
behind them, including over 400 service locations
worldwide— staffed by more than 16,000 hardware,
software and educational specialists.
If your accounting firm is about to buy a computer
system, DIGITAL'S FREE FACT -PACK can help you
make the right choice by answering these and other
important questions in detail.
Send for your free FACT -PACK today. There's
no obligation.

BEFORE SLIMING
ABUSINESS
COMPUTERSYSTEM
DIGITAL'S FREE FACT -PACK j
YES! I'm con sid ering buying a business computer system
with in the next year. Please send my FREE FACT -PACK.
Name

Title

Company
Address
Cityl5tate/'Zip
1 Phone Number Area Code
MA 122 I
Mail today to:
Digital Equipment Corporation, BB27, 9d9T1tirti Avenue, New York, N.Y.10022

I
0 Digital Equi pment Corporation 1982
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In today's volatile world economy, strong financial software is far
more than an accounting tool. It's a key competitive weapon, the guardian
of a corporation's inner financial health and security. The information
that enables top management to respond quickly and make the right
judgments.
When you install one of our systems, you realize three benefits at
once. First, your non -data processing personnel gain on -line access to the
information. Second, you gain virtually unlimited reporting capabilities.
Third, your system operates with unparalleled flexibility and user friendliness. Backed by such complete field and training support that
you can permanently re- assign programmers out of the accounting area.
In these demanding financial times, demand is at an all -time high
for McCormack & Dodge. We serve over 1,500 companies in 21 countries, including more than 150 of theFortune500. With packages for
accounts payable, capital projects analysis, fixed assets, general ledger,
personnel /payroll or purchase order management. And when business
people sit down and talk to us, they usually do more than just talk. They
become customers. We'd like to show you why.

McCormack &Dodge
(800) 343 -0325'

' Telex: 710 - 325-0329

The best fimncial softwareThe best financial people.
McCormack & Dodge, Inc., 560 Hillside Avenue, Needham Heights, MA 02194. North American offices in Atlanta, Chicago, Dallas, Huntsville,
W1 Los
Angeles, New York, San Francisco, Washington D.C., Montreal, Toronto and Vancouver. International support in Argentina, Australia, Belgium, Brazil,
Colornb a, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Malaysia, Mexico, New Zealand, Netherlands, Norway, Peru, Portugal,
Singapore, South Africa, Spain, Switzerland, Sweden, United Kingdom and Venezuela.

Management
Information
Systems
Grover L. Porter, Editor

The MIS Mess in Government
The report of the "Federal Data Processing Reorganization Project" ( FDPRP) initiated by the
Carter administration states:
The federal government is, in general,
mismanaging its information technology
resources and has not developed a plan
for exploiting the opportunities of the future with respect to investment, service
delivery, protection of citizens or national
security. This condition is manifested by
such major symptoms as:
• Public complaints about delays and inaccu rac ies at many s ervice delivery
points.
• An inability to protect the rights and privacy of individuals from intrusive practices
of government agencies and others.
• Growing obsolescence of equipment,
systems and personnel.
• Increasing economic threats which have
been accelerated by the availability of
technical information and products flowing freely and uncontrolled from the United States into competitor nations.
• A military enterprise which is operationally vulnerable as a consequence of obsolescent equipment and systems and
underdeveloped personnel.
Some recent incidents dramatize the parlous
s t at e of d at a p roc es s in g in t h e fed eral
government:
• The National Weather Service (NWS) may
have to scrap a brand -new computer system
that cost the government $100 million and took
seven years to develop. The idea was to build a
system to exchange weather and forecasting
data among 200 field offices. But the equipment has such design deficiencies so basic—
12

inadequate memory capacity to store the information —that the GAO says the NWS should
"redesign the system."
• The Social Security Administration (SSA) has
fallen so far behind in processing data on employee earnings that some workers could lose
part of their retirement benefits. The SSA says
it has 120,000 computer hours of work that its
slow, 20- year -old systems have not had time to
process, but SSA officials say this backlog
could be cleared up in "short order" with up -todate computer systems.
9 The outdated and often malfunctioning computers now operated by the North American
Aerospace Defense Command ( NORAD) are of
even greater national importance. Jet fighters
have scrambled into the sky dozens of times
over the past three years, responding to false
alarms of enemy attacks from NORAD computers, which have sounded more than 3,000 false
alarms during that period. And, NORAD is only
part of the Worldwide Military Command and
Control System, which Congress contends is
"antiquated and dangerously inefficient."
While these published reports portray a bleak
picture of the information problems in federal
government, there may be light at the end of
the tunnel. The studies done by the FDPRP
and the U.S. Commission on Federal Paperwork laid the groundwork for the passage of
Public Law 96 -511, the Paperwork Reduction
Act of 1980, which was signed into law by the
President on December 11, 1980. This landmark piece of legislation addresses the twin issues of data processing management improvement and paperwork reduction.
The law first establishes an Office of Information and Regulatory Affairs under the Office
of Management and Budget with responsibility
for all information management activities including information collection, paperwork reduction, reports clearance, statistical activities,
records management, privacy of records, interagency sharing of information, automatic data
processing, and telecommunications. In turn,
each federal agency is required to designate a
senior officer, who reports directly to the agency head, to carry out the responsibilities of information resources management including
planning, budgeting, organizing, training, promoting, controlling, and other managerial activities involving the collection, use, and dissemination of information.
The real promise of the new concept of information management— Information Resources
Management —lies in bringing together functions that have previously been compartmentalNo- ► 49
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Operating a manufacturing plant is no
small task. You need a constant flow of timely
information. Not in bits and bytes. But in nuts
and bolts.

monitor inventory levels. Check your work
order status. Manage your entire manufacturing process ... while it's still in process.
And MAXCIM's integrated design conMAXCIM gives you precisely that.
tributes to its extensive audit trail capability.
On -line. In real time.
MAXCIM is human- engineered, too. So you
It's the ultimate planning tool... a comdon't have to be a data processor to process
prehensive management information system,
the data you need. There's even a graphics
designed specifically to maximize productivity. module available that puts the most complex
And minimize your operating costs. By intedata into easy -to- interpret bar and line graphs.
grating a series of manufacturing and financial
Call us today. Or write for our brochure.
software modules through one common data
You'll be surprised how quickly NCA can start
base on a *DEC PDP -11 or VAX minicomgiving you bottom line answers to your producputer, MAXCIM gives you constant updates
tion line problems.
on what's happening, as it's happening, anywhere in the plant... from the production line
Enn
NCA CORPORATION
M112
: ] Manufacturing/
to the bottom line.
Utilizing MRP H concepts, MAXCIM
388 Oakmead Parkway
provides immediate inquiry capability to manuSunnyvale,
CA 94086
facturing, marketing, finance and engineering,
(408) 245 -7990
giving you total resource control. Before it
gets out of control. With MAXCIM. you can
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When you call for a tempohigh, we even screen the people
rary accountant, we'll send
who do the screening.
someone who is slightly overWhen you're a specialist, that's
qualified for the job. An expert. the way you do business.
That's because we carefully
And because we're affiliated
screen our Accountemps
with the Robert Half organization,
employees. Find out who they
we attract more financial and acare, and what they do best.
counting people than any other
And that's not just true for
temporary personnel service.
our accountants. But also for
So we're able to find an expert
our bookkeepers. Our auditors. for your specific need. Whether
Our data processors, too.
it's a bookkeeper for a day or 25
In fact, to keep our standards accountants for a month.

Contact any of our 80 offices
across the United States,
Canada and Great Britain.
Ask a few questions. Check
our references.
We won't mind.
If you have to screen us
before you put us to work, we'd
be the first to understand.

accouneV

Rent an Expm.

SS,

Data Sheet
Robert F. Randall, Editor

Private Businesses Oppose
Separate Financial Reports
Privately owned businesses do not want separate financial reports for public and private businesses —even if it eases their reporting burden— because they fear it will make them
"second class citizens" in the business world.
Moreover, they generally don't consider the
cost of developing financial statements excessive. These findings are based upon an Ernst &
Whinney survey of 101 privately owned businesses in 35 cities. The solution to "financial
reporting overload," they say, is to reduce financial reporting burdens for everyone rather
than establish simpler requirements for privately owned companies, Survey results can be obtained from Herb Baum, Ernst & Whinney, 2000
National City Center, Cleveland, Ohio 44114.

FASB Names Task Force
For Guidance on Timely Reporting

SEC Aims at Social Activists

Business /Accounting Briefs

The Securities & Exchange Commission has
made a series of proposals designed to make it
easier for companies to exclude shareholder
proposals from proxy, or voting, materials. The
Commission is proposing the changes because
it believes that activists and gadflies have used
existing rules to turn corporate annual meetings
into platforms for their personal campaigns.
Such attempts in the past have involved moves
to stop napalm production and curtail business
with South Africa. One proposal would allow
companies to adopt their own restrictive voting
rules at shareholder meetings; another would
require, for the first time, minimum shareholdings for anyone putting forward a proposal for a
vote. The proposals, which are expected to
generate considerable controversy, were released in October for public comment.

Rholan E. Larson, managing partner, Larson,
Allen, Weishair & Co., Minneapolis, has been
elected chairman of the American Institute of
CPAs. Philip B. Chenok has been president of
the AICPA since July 1980. The AICPA is now
recommending that estimated current value be
used as the measurement basis for personal financial statements because current value represents more relevant measures than historical
cost of resources, obligations, and net worth
..... L. Glenn Perry, partner in the Newark,
N.J. office of Peat, Marwick, Mitchell & Co., has
joined the SEC staff as chief accountant of the
Division of Enforcement ..... Jeffrey L. Esser
has been named executive director of the Municipal Finance Officers Assn. of the U.S. and
Canada, a 9,000 - member association of public
finance officials ..... Nominations for the 1983
Outstanding Accounting Educator Award, presented by the American Accounting Assn., may
be sent to dean Robert L. Virgil, Chairperson of
the Outstanding Accounting Educator Award
Committee, School of Business, Washington
University, St. Louis, Mo. 63130.

Diversity, Size Can Hurt Profits
Large corporations with diverse product lines
may not necessarily be able to outperform
smaller companies, according to a five -year,
16

Wharton School study of 206 major U.S. corporations. Researchers Daniel A. Nathanson and
James S. Cassano found that for corporations
of all sizes there is a relatively consistent decline in returns as product diversity increases.
"The decline is so significant that an average
firm in the least diverse category produces returns which are around 30% higher than firms
in the most diverse category!" The effects were
not uniform, however, and the researchers
found that how the average firm handles its
size and diversification could add millions of
dollars to its profits. Highlights of their research
are published in the October issue of The
Wharton Magazine.

group_

A seven - member task force has been appointed by the Financial Accounting Standards
Board to advise the Board on development of a
plan to provide timely guidance for the implementation of accounting standards and on
emerging issues that have important financial
reporting implications. The chairman of the task
force is Robert C. Thompson, vice president —
finance, Shell Oil Co. Management Accounting
Practices (MAP) Committee member Dennis R.
Beresford, partner in charge of accounting
standards, Ernst & Whinney, is a member of
the special
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annoying to use, people tend not to
use it.
What's more, TOM has a worldwide network of licensed consultants to assist clients, in their own
language, in every phase of getting
their computers computing. And
keeping them computing.
We have programming tools
and integrated accounting and
word processing software for many
businesses, including distributors,
contractors, accountants, restaurant/
food service operators and not -forprofit organizations. And each pack9 e . ca able of meeting not only
e needs of the first -time user but
of the data processing professional
as well.

We only lose a prospective
client
To find out more about TOM
You could lose a real one.
Especially if the software you
software, send in the accompanying
recommend to your client can't do coupon today.
the job it was intended to do.
After building a career on the
TOM (The Office Manager, Inc.) strength of your good recommenhas software now running thoudations, don't blow it with a bad one.
sands of computers worldwide.
- - - - - - - - - - - - - - - - - - - -MA-1282
That's because our software is
accommodating enough to acSOFTWARE'
complish what clients want to
I'm interested in TOM's software package for
accomplish. Now, next month and
( industries or fields).
next year.
Please send meal pertinent information quickly:
TOM software is also easy to
Name
_
install, so clients can get their com- Title
Compam
puters operating quickly.
Address
And, TOM makes sure the soft- Cit%State
Zip
ware is easy for operators to under- Phone
Send to: TOM, Box 66596, SeattleXishington 98166.
stand and use. If the computer is
Or phone: (206) 246 -7022. 01982, The Office Manager. Inc.

Tin

See us at Computer Showcase Expo in your area.

LetterS

TO THE EDITOR
Wilmington (N.C.) Has Not Moved!
Please be advised that we are Wilmington, North Carolina. We told the NAA
staff at the Annual Conference in Washington, D.C., that we are North Carolina and not Delaware, but the story in
the September issue of MANAGEMENT
ACCOUNTING again id en ti fi ed us
erroneously.
Although we understand that these
things happen, we find it disappointing,
and somewhat insulting, that this type
of error is allowed to be repeated.
Jim Rouse, CMA
Partner
Lowrimore Warwick & Co.
(Wilmington Chapter president, 1981 -82)
Wilmington, N. C.
Chartered in 1976, the Wilmington
(N. C.) Chapter won the Nicholson

Award in the 1981 -82 chapter competition. Ed.

This Government Pays on Time
Notwithstanding the fact that all automated financial systems are subject to
"d o wn t i me" an d ot h er su n d ry ai l ment s , we (Arizo na Departmen t o f
Transportation) would like to take issue
with the consensus that all government
agencies tend to be slow in their payments to vendors. (See "Collecting Government Receivables —the NAA Experience," Aug. '82).
Generally, when our vendors have
complied with purchase order requirements and have completed and forwarded all necessary documents, we are able
to meet and /or anticipate the terms of
th e sale given t o us . Fo r payment s

which require special handling, such as
cash discount involvement or receipt on
delivery situations, we are able to "hand
write" warrants on a timely basis.
Several years ago we in sti tu ted a
"P u r c h a s e O rd e r Dr a f t " p ro gram
which enabled our many decentralized
operations statewide to purchase more
easily from local vendors. The drafts involved can be written for "on the spot"
receipts /deliveries of merchandise or
services rendered. A $500 limit has been
established for each purchase.
This program has been hailed by our
employees and vendors for its convenience and relief from "p ap er mi l l "
transactions. Our policy requires that
cash discounts are to be taken when the
vendor is paid.
Robert W. Molumby
Chief Accountant
Arizona Depart. of Transportation
Phoenix, Ariz.

We Are Problem Solvers
Peter A. Silhan's article, "Management
Accounting Is Research," (Sept. '82) affords a helpful view of the problem solving process. For, indeed, research
and management accounting are problem- solving oriented. Both employ use
of the scientific method, which is sometimes referred to as the problem - solving

M.A. Glance"Personal Planners
Don't run off to the show when you should be
at the office running the show.
Oversee your day, week or month At- A•Glance.
SHEAFFER EATON

•

Sheatter Eaton Division of Textron Inc
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process.
Management accounting should aid
in formulati ng plans that help solve
problems and should control the effective implementation of the resulting
decisions.
The management accountant —at the
cutting edge of the decision - making process— places the proper emphasis on her
or his role as an essential member of the
management team. This is the proper
and desired image.
Milton F. Usry
Regents Professor of Accounting
Oklahoma State University
Stillwater, Okla.
We welcome all letters and comments on
any accounting or related topic. Eds.
MANAGEMENT ACCOUNTING /DECEMBER 1982

Developing a Cost System
for Today's Decision Making
If your company already is separating variable and fixed costs,
it can easily adapt to a multiple standard cost system.

After working with most of the accepted cost accounting systems over the last 15 years, I have
come to realize that no single standard cost system can successfully handle all the problems existing in today's dynamic business environment. For
this reason I developed my own costing system
which makes use of multiple standard costs for
each product made. Because most manufacturing
operations offer many production alternatives, a
method that constantly monitors the product mix
to maximize profits is essential. All the conventional costing methods in use today have limited
applications in this area.
Cost accounting evolved in three basic stages.
First, the cost finding stage, which made use of
historical data. Next, the cost control stage, which
measured deviations from costs developed in the
first stage. Finally, the cost planning stage, which
attempts to project future costs from data collected during the first two stages.
At sometime during the second stage the idea of
budgets was in troduced. The budget concept
seemed to be a good financial tool until it was
used to try to measure what costs would be when
volume varied. Cost accountants now recognized
the difference between fixed and variable costs
0025 - 1690/82/6406 -0721

and quickly developed the flexible budget. Now
costs could be forecast at various production levels with greater accuracy and the third stage had
developed.
This area of cost accounting developed rapidly
but, unfortunately, the direct costing concept
seems to be the last significant contribution and a
fourth stage has yet to appear. The first to describe the direct costing method in print is believed to have been Jonathan Harris, then controller of Dewey and Almy Corp. His article, "What
Did We Earn Last Month ?" appeared in the January 1936 NAA Bulletin.There has been no development nearly as significant in almost 50 years.
Absorption costing, like direct costing, matches
costs and revenues to measure profit. However,
absorption costing overstates profits when production exceeds sales and understates profits
when sales exceed production. This discrepancy is
caused by the failure to recognize the difference
between fixed and variable costs in absorption
costing. Direct costing does not recognize profit
until profit is realized. That is, direct costing does
not defer profit to inventory but only recognizes
profit after the sale of the product.
Direct costing was a giant step in cost accounting but several smaller steps should have followed
to keep up with the changing economic conditions
Copyright
v

By Warren G. Wolf

1982 by The National Association of Accountants

Warren G. Wolf is the
corporate controller for
Drug Plastics & Glass
Co., Inc. He is
currently working
toward a MBA degree
from Saint Joseph's
University. This article
was submitted through
the Reading Chapter,
of which he is a
member.
Certificate of Merit,
198 142
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in the last 50 years. No one system currently in
use can answer all the questions posed by the average -sized manufacturer of today:

Direct cost
theory seems
to be the last
significant
contribution to
cost
accounting.

• What causes deviations from forecasted variable costs and who is responsible?
• What products should we make to maximize
profits when our projected sales exceed our current manufacturing capacity?
• What profit margins should we accept when
our sales projections are well below our manufacturing capacities?
• What is the best product mix to maximize plant
capacity?
These are only a few of the questions that cannot be answered by even the best direct costing
system. For this reason I extracted several qualities of existing systems, added a few new calculation methods, and called the concept a Fully Integrated Direct Costing System.
Major elements in the FIDC system are two
schedules: the Equipment Log and Direct Labor
Report, and the isolation and use of these variances: usage; efficiency; and rate for material, labor and variable overhead costs. When applicable,
I also use four other variances: yield, development, make vs. purchase, and spoiled production.
A Fully Integrated Direct Cost System
The two most important objectives of any cost
accounting system are variance analysis and pricing. In industries where the marketplace dictates
the sell ing pri ce, a cost syst em must cho ose
among product mixes for maximum profits. Variance analysis enables the measurement of standards and suggests methods to improve these
standards. These updated standards are then used
to determine selling prices and the product mix
that will maximize profits. Before we can price or
analyze variances, however, we must develop
standards.
For standards to be accurate and current they
must have been developed by a joint effort of both
accounting and manufacturing personnel. If a person is to be responsible for measurement against a
standard, he should have had input in the development of that standard. Failure to follow this
method will result in a variance analysis that will
be inaccurate and virtually useless.
VARIANCE ANALYSIS
Responsibility accounting is accomplished by
dividing expenses into variable and fixed elements;
then assigning the variable costs to proper, responsible areas. Measurement should be in units
of the commodity —not in dollars. My system
goes a step further by using several units of measurement for the same major expense areas: labor,
electricity, fuel, and direct materials. Because util-
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ity expense is becoming one of the most costly of
overhead expenses, I shall demonstrate my concept using electricity as the commodity.
I break the variance in electricity expense into
three areas using machine hours, kilowatt hours,
and rate per kwh as the units of measurement.
The difference between the standard machine
hours and the actual machine hours is the responsibility of the foreman of that equipment center.
He helped develop the standard equipment hours
and, therefore, should analyze the variance in
equipment usage. The difference between kwh ratings applied and the billing kwh is the responsibility of the maintenance engineers. They developed
the machine kwh ratings and, therefore, should
analyze the variance. This method assures accurate reporting by a system of checks and balances.
If the foremen understate the time a pi ece of
equipment is used in order to stay at or below a
standard number of equipment hours, the result
will be an understatement of kwh consumed. The
maintenance engineers will then monitor equipment for kwh rating and point out improper reporting practices.
The difference in the kwh billing rate and the
budgeted rate per kwh is calculated only for impact value and is only verified but cannot be analyzed without assistance from the utility company.
In other expense commodities the rate variance
would have an area of responsibility. I convert all
three of the variances to dollars in order to measure the amount each contribut es to the total
variance.
PRICING OBJECTIVES
I am not going to discuss pricing techniques using standards as this is dependent on the industry,
economic conditions, and corporate return on
sales policies. Using standards to develop the production mix that will maximize profit when given
selling prices is, to me, a much more important
application.
Plant capacity must be forecast as accurately as
possible before any product mix decision can be
made. A sales forecast is used to develop the plant
utility for the period to be scheduled. Once the
plant utilization is calculated, a fixed cost manufacturing budget can be developed. The actual
schedulin g now depends on how much of the
available plant capacity has been forecast to be
used. A change in capacity utilization requires a
change in the type of standard used in the calculation of production mix. This is why I use multiple
standards for each product. If sales forecasts are
near or above plant capacity, I use one standard.
If forecasts are significantly below capacity, I use
another. I use the fully absorbed costing method
only in calculating product costs prior to the budgeting of the plant capacity.
MANAGEMENT ACCOUNTING /DECEMBER 1982

Implementing the FIDC System
My first step in setting up this system was to
define equipment units and set up reporting procedures for both machine hours and direct labor
hours. I strongly advise keeping the method of reporting as simple as possible and requiring the reMANAGEMENT ACCOUNTINGIDECEMBER 1982

Table 1
Capacity Contribution Value (per unit)
Selling Price

$50

Prime costs:
Direct materials
Direct labor
Total prime cost
Prime gross profit
% prime gross profit
Variable overhead costs:
Benefits & ind labor
Utilities & ind mat'I

$1
3
$18
$32
64 110
$2.50
1.50

_

Sub total

$ 4

Direct variable cost
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Contributlon margin
%Contribution margin

$28
56 °•0

Units produced per day = 450

Capacity contribution value: 450

x

Sales Forecasts are Below Capacity. When plant
utilization is below capacity, products with lower
margins should be sold in order to take advantage
of the excess capacity available. For this calculation I use the direct variable cost for each product. All prime costs, variable indirect labor, benefits, and variable overhead are included in this
cost. If the product can be sold at any price above
the direct variable cost, the product should be
made. Sometimes this is a hard concept for management to follow. It must be understood that
once a plant capacity is budgeted, the fixed costs
cannot be significantly adjusted in the short run.
Therefore, these expenses will exist regardless of
what we manufacture for current forecasted sales,
and any selling price above direct costs can be applied to fixed cost expenses.
Sales Forecasts Exceed Plant Capacity. When
sales forecasts exceed plant capacity, what products should be made? What standard should be
used to calculate the most profitable production
mix? None of the standards I was familiar with
gave a satisfactory result. I finally combined a few
concepts and developed what I call the Capacity
Contribution Value.
The CCV is calculated by multiplying the contribution margin (net selling price less the direct
variable cost) times the units made per day (See
Table 1). If the cycle time is more than a day, I
would multiply the contribution margin times the
final production yield and divide that amount by
the number of days required to produce that batch
or lot. The capacity contribution values can then
be placed in descending order and compared to
the sales forecast. The products with the highest
CCVs are selected until plant capacity is reached.
All remaining forecasted products will Dot be
scheduled until capacity is available.
Use of the CCV is limited to a capacity situation when contract obligations and customer servicing is not a problem. Naturally, continued capacity situations should dictate plant expansion.
For this purpose the contribution values of the remaining products not yet scheduled should be
used for return on investment calculations. Remember, the contribution margin and the capacity
contribution value are two different calculations
that will not offer the same product mix decisions.
I believe that by using the capacity contribution
value I can find the production mix that yields
maximum profit when the forecast is at or above
plant capacity.

$28

$12,600

If another product sells for $60 /unit and has a direct variable cost of
S251unit, the contribution margin would be $35 /unit or 58% of the
selling price. However, it the units produced in a day were only 300,
the capacity contribution value would only be $10,500. At capacity, the
first product would generate more profit even though it has a lower
contribution margin.

ports to be filled out during or after each shift.
This practice will increase accuracy and consistency, two of the most important ingredients of
any reporting system.
I have used variations of the following job descriptions for reporting machine hours on an
Equipment Log.
Job Codes:
O1 Process: Normal machine performance for
manufacturing the product.
02 Set -up: Hours required to clean up, purge,
and set up a machine for conversion to another product.
03 Maintenance.• Time required to correct a
malfunction creating production downtime.
04 Forced -Idle: Production downtime due to
lack of labor, lack of materials, bottlenecks, —not the fault of the machine unit.
05 Samples: Running time for experimental or
other non - inventory production.
06 Not Scheduled.- Machine not being used due
to lack of sales, holiday or nonworking
weekends.
More or less detail in job codes may be devised
depending on the nature of the production department. I have used as many as ten job codes and as
few as three. Remember the well -known abbreviation K.I.S.S. (Keep it simple, stupid!).
These machine hours are used to apply the major cost of utilities and all other variable overhead
costs that are consumed by the usage of equipment. The rates used to apply these costs by the
21

Table 2
Calculation of a Yield Variance
Standard

Actual

Variances using yield

$

=

=

960 -8 80

$ 1 ,4 4 0 - 1 .5 6 0

80.00
120.00)

=

=

1,560

$7,440
7,5 00

10.000 Ibs.

Yie ld

880

=

=

(a.

260 hrs C(i $6.00

$7.400

(V ariab le o ve rhe ad )

-0-

(

11 0 hrs

960
1,4 40

=

$8.00

$ 5 ,0 0 0 - 5 ,0 0 0

lbs.

10,000

2,50 0

7.5 00
=

2 4 0 hrs [) $ 6 .0 0

$5 ,0 00

.10

$8.00

-

12 0 hrs

E q uip m e nt us ag e

Ibs 0

$

Direc t labo r

@

50,000

$5,000

=

A0

$

Ibs Ccb

=

50,000

$

Co st batch:
Dire c t m aterials

(1,6 50.00)
=

2,5 00 x $.74

$(1,890.00)
Variances without yield

$

.500

.667

.167 x 7,5 00

$(1 ,25 2.5 0)

$

.740 /lb

.064 x 7,50 0

(

.0 21 x 7,500

(

.208

=

.117

144

=

.096

$

Variable o verhead

$

Direc t labo r

$

=

$

Dire ct m ate rials

$

Cost /lb of yield:

157.50)

480.00)

$(1,890.00)

.992 11b

Favorablel(unfavorable)

important in making forecasts and applying fixed
costs in the operating budgets. Lead -time calculations and delivery dates are also made easier by
this reporting method. I call the amount of deviation from the standard the Equipment Efficiency
Variance.

Figure 1
Direct Labor Report
Date
Shift

_

Dept.

#

Clock

Mac h ine
no.

T im e
in

P ayro ll ho urs
E nt e r e d :_
EDP_

out

#

O p e rato r

Total
tim e

Job
co de

Pro duc t
de s c rip tio n

Pro d uc t
co de

EDP
o nly

Jo b c od es :
01- Proce ss

03- Cle an -up

02- Set -up

04 - G ene ral

Payroll_

machine hour are jointly calculated by engineers,
production personnel, and cost accounting. The
Equipment Log accounts for 24 hours a day but
the process hours, sample hours, and set -up hours
are used to apply the variable expense. The remaining job codes should give a detailed account
of machine downtime. Forced -idle usually requires elaboration but, for the most part, the
Equipment Log reporting system gives ample
analysis without enhancement.
Because the budgeted plant capacity was calculated using an estimated downtime rate per machine unit, this type of measurement is extremely
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Direct Labor Reporting
The Direct Labor Report (Figure 1) uses job
codes similar to the Equipment Log but also has a
"General" category. This job code is used to measure non manufacturin g h ou rs in th e form of
break -time, stand -by time, general area maintenance, and so on. This nonmanufacturing time
also has been estimated when creating the standards and budgets. Deviations from this estimated
percentage of direct labor that are not chargeable
to pro ducts mus t b e record ed. Th is varian ce
which I call the Direct Labor Efficiency Variance
is the responsibility of the production foremen.
The Direct Labor Usage Variance is the difference
between budgeted (standard) labor hours per production unit and the actual labor hours required.
This variance may be the responsibility of production, maintenance, or development personnel. The
Direct Labor Rate Variance is the difference between the budgeted rate per labor hour and the
actual rate paid. Because this is usually the result
of outside forces, this variance is seldom assigned
a specific area of responsibility.
If the product made is made by lot or batch, I
would recommend the calculation of a yield variance. Asignificant loss of yield will cause a distortion in the variance calculation if not adjusted. In
Table 2, I am assuming a 2,500 -pound yield loss
MANAGEMENT ACCOUNTING/ DECEMBER 1982

at the end of a normal batch cycle. For yield loss
variance calculations, standard batch costs are
compared to actual batch costs. The actual loss in
yield times the standard - cost -per -unit equals the
portion of the variance resulting from loss in
yield. Using standard -cost -per -unit compared to
actual -cost -per -unit and then multiplying this difference times the actual yield will result in the
same total variance but create a distortion in the
variance category. Time can be wasted looking for
reasons for unfavorable material usage when the
reason was a yield loss. I calculate three types of
standard cost in this system: Prime Standard
Cost, Direct Standard Cost, and Full Factory
Standard Cost.
Prime standard cost. Direct Raw Materials are
budgeted in the same way with both usage and
spending (rate paid versus standard) variances
calculated. Usage is the responsibility of manufacturi ng and develop men t perso nnel wh ile the
spending variance usually lies with the purchasing
department.
The combination of standard direct material
cost and standard direct labor cost is called the
Prime Standard Cost (PC). This figure is used
only to make a quick test of product profitability.
Perhaps a product with less than a 60% Prime
Gross Profit (net selling price less prime standard
cost) will not be considered for production. This
percentage will vary with the product, company
and industry.
Direct standard cost. All other variable operating costs are applied by either machine hour or as
a percentage of direct labor, depending on which
element they vary directly with. There are several
gray areas that require allocation but, in the end,
all variable costs will be applied by equipment or
direct labor. When these standards are developed
and added to the prime standard cost, the result is
the Direct Standard Cost (DC) also called the Direct Variable Standard Cost. This standard is
most important as it is used in determining product mix in below capacity situations (contribution
margin) and at or above capacity situations (ca-
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pacity contribution value) as explained earlier.
Full factory standard cost. The last standard
calculated is the Full Fact ory Stand ard Cost
(FFC). By analyzing period (fixed) costs and assigning them to direct cost elements (labor or machine hours) an allocation can be made and the
FFC calculated. There are many more gray areas
when attempting to allocate period costs. After
all, the only thing they vary with is the passage of
time. Since we are trying to make a nonvariable
cost vary with production, the problems are insurmountable. And because the only practical purpose of this cost is to value inventories for IRS
requirements, why should we attempt an intricate
allocation method? This standard cost really has
very little use in financial analysis. It does show
an effect of production cycle time, but this is measured much better by the use of the capacity contribution value.
Cost Systems Must Be Dynamic
I have outlined the basic concepts of my Fully
Integrated Direct Cost System. I use prime cost,
direct costs, full absorption costs and capacity
contribution values. The variances I used are usage; efficiency; and rate for material, labor and
variable overhead costs. The variable overhead
costs are divided into as many major categories as
is necessary (electricity, fuel, operating supplies,
maintenance, etc.) and all three variances are calculated for each of these major categories. Other
variances such as yield, development, make vs.
purchase, and spoiled production have been added
where applicable and beneficial.
I am constantly reading cost articles and reviewing new concepts in a never - ending effort to
keep my system as current and dynamic as possible. Remember, the most important policy in your
cost accounting philosophy should be a willingness to adapt to changes. I certainly do not consider my system a new concept, but merely an update of the direct costing concept— something to
use until we find our way into the fourth stage of
development.

The most
important
component of
your cost
accounting
philosophy
should be a
willingness to
adapt to
changes.
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Product Costing
in the MRP Environment
We need to add `cost explosion'
to the accountant's vocabulary.

By Billy B. Bowers
One of the major developments in manufacturing
and inventory management over the last two decades has been the evolution of Material Requirements Planning (MRP) systems. The primary reaso n s fo r t h ei r gro wi n g ap p l i cat i o n t o co s t
Billy B. Bowers is accounting is that the systems can provide more
visiting assistant accurate and accessible data while substantially
professor of
accounting at the R. reducing clerical costs. They also provide the best
O. Anderson School of means of automating the development of product
Management at the
University of New costs for complex product lines.
Mexico. He is a CPA
Because management accountants traditionally
and holds an MBA
degree from Southern have been slow to involve themselves in producMethodist University. tion control s ystems, package MRP software
He is a member of the
Albuquerque Chapter, which provides product costing capabilities too ofthrough which this ten fails to include all the features required by the
article was submitted.
cost accounting function. This is unfortunate because such systems can not only help accountants
do a better job of product costing, but also can
add to profits by upgrading production management and reducing investment in inventory.
The need for the accountant's participation in
the development of MRP software and the MRP
data base cannot be emphasized enough. In many
cases, only the accountant can provide the necessary expertise. Three reasons support this contention. First, the complexity of a firm's cost structu re u s u al l y go es beyo n d t h e s i mp l e cost
breakdown of material, labor and overhead. For
24

0025- 1690182/6406- 0612 /$01.00 /0

example, the analysis of purchased material costs
often requires three separate subelements: vendor
cost, subcontract cost, and freight. Second, the financial and and tax considerations may require
cost data based on full absorption concepts, while
management decision s may req uire cost data
based on variable costs for marginal contribution
analysis. Third, these systems are often difficult
and costly to modify after installation.
MRP Concepts
MRP systems are built on a data base that includes two principal files. These include an inventory item master and a product structure file.
The inventory item master is a file of all items
of inventory identified by product number. The
file contains "buckets" for information about each
product number. In addition to inventory data required for inventory management, such as purchase or manufacturing lead times, economic order quantities, quantity on hand, or quantity on
order, the file may contain the standard cost elements, such as material, labor and overhead costs.
Even selling prices for items sold as finished product or repair parts may be included.
The product structure is a file which provides
the part numbers of the component parts of each
manufactured item. The relationships of all parts
to each other is organized into a tier of inventory
items in a hierarchy rising from simple raw mateCopyright
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rials to manufactured component parts, then to
subassemblies and complex final assemblies. The
system is integrated by software called a "Bill of
Materials" processor. The product structure allows one to call out or retrieve a bill of material
for any item.
If the cost elements are provided, a detailed,
costed bill of material can be generated. (See Table 1.) By updating costs of the basic component
parts, such as raw materials and purchased and
manufactured parts, costs of all of the more complex upper -level assemblies can then be updated
through a process called a "cost explosion" defined as level -by -level cost retrievals of all bills of
material.

mum specifications should be established when
defining standard cost elements.
First, standard material costs should consist of
three elements: the unit costs of purchased material, the subcontract cost, and the incoming freight
cost. Although these costs are normally combined
when the material costs are provided for in a bill
of material, these subcontract elements should be
maintained separately for use in variance analysis.
This is necessary because the freight bill and invoice for vendor services performed on goods intransit may be received at different times. Also,
freight bills often include freight on several items
in a truckload, so freight is difficult to allocate to
each item.

Table 1
Product Cost Explosion
Costing for Part No. 3915, Pump 350, Series Model 912
Part
no.

Description

3915

P um p 3 5 0 s e r

4260

Mo tor 11 2 hp

1

9281

Shaf t

1

3114

Bar s to c k

3906

P um p s u b as s y.

1214

Base

2104
3618

C as ting

2906
7253

Nut
Bo lt

8254

Level

Code

UM

Quantity

2MU

EA

1.000

2BU

EA

1.000

9 MT

EA

1.000

.500

813P

FT

1.300

1.300

31VIC

EA

9 MM

EA

1.000
1.000

8MB

EA

1.000

7BY

LB

13.465

.770

2

9BX

EA

4.000

2

9BB

EA

Be aring

2

8BN

7112

Seal

2

8114

F lang e

2

9263

S he e t m e tal

913T

FT

1.250

1264
2664

Se t sc re w

1

9BP

EA

1.000

Paint

1

9BR

GA

B ulk

3109

Carto n

1

98 C

EA

1.000

3915

T o tal c um ulative c o s t

0

2
1
2
3

Aloy CI -102

4

3

Matl.

Var.
ovhd.

Var.
total

Labor

01H

Total

25.000

75.000

100.000
63.000

50.000

75.000

3.000

2.000

62.000

24.000

32.500

16.000

24.500

.065

1.3 65

.040

1.340

10.000

30.000

40.000

20.000

30.000

14.000

40.000

54.000

30.000

44.000

3.000

7.500

5.000

8.000

.035

10.500
.805

.022

.792

.400

.0 20

.420

.015

.415

4.000

.360

.018

.378

.012

.372

EA

1.000

1.250

.075

1.325

.0 50

1.300

7BX

EA

1.000

4.200

6 ML

EA

1.000

8.000

.750
2.500
.250
.750

.200

4.400

.1 50

4.350

1.800

2.550

1.200

1.950

.1 25

2.625

.085

2.585

.025

.275

.012

.262

.040

.790

.0 30

.780

C urre nt

72.280

60.750

181.903

314.933

124.616

257.646

S tand ard

69.414

62.814

178.104

310.332

127.912

260.140

With such sophisticated systems available, the
revision of product costs is a relatively simple
step -by -step process, usually performed annually.
Now new costs of purchased raw materials and
component parts can be developed. Labor and
overhead rates also can be updated for manufactured parts and assembled components; these
rates are calculated through the use of operations
routings, which define each step in the manufacture or assembly of a part or finished product.
When these basic costs are developed and the cost
files are updated, the cost explosion process is
used for updating the costs of the entire inventory
item master.
Defining Cost Elements
The most important step in the development of
automated product costing systems is the definition of the cost elements required. Certain miniMANAGEMENT ACCOUNTING /DECEMBER 1982

60.000

Another problem is that subcontract costs may
be random or optional, and not regularly performed. To overcome this problem, specific purchase cost variances could be maintained for each
purchased item; however, broader over /under absorption accounts normally work better for freight
and subcontract costs. The subcontract cost field
also may be used to record standard vendor operations performed on items principally manufactured in- house.
Purchasing and material handling costs may be
assigned as overhead to purchased material. These
costs are important in determining appropriate
selling prices of goods purchased for resale.
Next, labor and overhead fields should include
both incremental and cumulative costs. Incremental costs are the additional labor and overhead
costs added to a parent manufactured or assembled part. Incremental costs appear on the first
P5

line of a costed bill of material and —with the exception of subcontract costs applicable to final
manufacture or assembly -- consist of the total direct labor and overhead provided by the costed
operations routing for a manufactured part.
Cumulative costs include not only the labor and
overhead costs added to the parent part, but also
the labor and overhead costs of all the component
parts. The cumulative costs are the total cost
breakdown by major cost element (material, labor
and overhead) for any assembled or manufactured
part.

ing of standard cost elements, which are used for
daily inventory transactions, until the time for
their automatic, required update. The old and new
cost figures provide the means of accounting for
the financial effect of inventory revaluation which
is accomplished by extending inventory quantities
by both cost files.
Files constructed to provide all ofthese cost elements for each part in the item master are necessarily complex. Table 2 shows how applicable cost
elements are used for different types of inventory
items.
Revising Costs

Table 2
Standard Cost File
Current
Incremental
Cumulative
Purchase price
Subcontract
Freight
Total material
Direct labor
Full absorption 01H
Total cost
Far 011-1
Total variable cost

MO
Mo
MR
MR
MR
MR
MR

BR
BO
BO
BR,MR
MR
BR,MR
BR,MR
BR,MR
BR,MR

Standard
Incremental
Cumulative
MO
Mo
MR
MR
MR
MR
MR

BO
BO
BR,MR
MR
BR,MR
BR,MR
BR,MR
BR,MR

=

=

=

B = purchased part
M
manufactured part
0
optional
R
required

Cumulative costs are needed for resource and
financial planning. For example, planned production units can be "exploded" to determine the dollar value of material required for the planning periods, the direct labor cost to be incurred, and the
overhead to be absorbed in production.
As previously mentioned, both variable and
full - absorption overhead costs should be provided
for each manufactured part. This option is important, as management's needs often are different
from financial accounting and tax requirements.
Thus, the cost elements proliferate in order to satisfy the needs of every user.
The final file requirement is for both standard
and current cost files for every item. Standard
costs are those costs calculated for inventory valuation and performance measurement, and are usually effective for one year.
Current costs files are invaluable, as they provide the working files necessary for the revision of
standard costs. Before cost files are revised,
changes in the cost of purchased materials, hourly
labor wage rate changes, and other production
changes affecting product costs can be updated,
and through general or selective product cost retreivals, current standards can be developed and
maintained for manufactured items. The extra set
offiles is necessary in order to prevent the chang26

When systems for automated product costing
are in place and functioning properly, the manufacturer's cost revision process is one of preparing
the pieces which the system will use.
Material cost revision is normally the first step.
Purchasing systems usually provide a history of
each part, indicating the trend and changes in unit
cost. Typically, there are four to 10,000 individual
purchased parts in the item master of a sophisticated fabrication and assembly operation. Therefore, the purchasing department seldom provides
detailed standard costs for each part. A useful
technique is for accounting personnel to identify
the current cost of each purchased part, while the
purchasing department provides an inflator, a
multiplier applied by vendor number or commodity group to reflect anticipated increases before
the effective inventory revaluation date.
Direct labor rates can be revised easily from labor contracts or payroll rate tables. Overhead
rates preferably are determined from operating
budgets and forecasted units of production or direct labor hours. When direct labor and marginal
and full- absorption overhead rates are complete,
the standard labor and overhead costs are calculated by preparing "costed routings." Costed routings extend the time requirements from the operations routing by direct labor and overhead rates.
The total labor and overhead costs so calculated
become the incremental labor and overhead cost
of manufactured parts.
The Review Process
One of the keys to using automated costing systems is the accuracy of the data base. Responsibility for that accuracy rests in supporting organizations. The industrial engineering function must
maintain the operations routing file. Accuracy of
the product structure file may lie with either the
product engineering group or the material section
of the production and inventory control group.
However, no matter how diligently these functions are in the performance of their maintenance
and review duties, errors will appear when costs
are applied to engineering data. Product strucMANAGEMENT ACCOUNTING /DECEMBER 1982

tures for many items will have parts and subassemblies omitted or duplicated. Obviously, the
costed bill of material calculated from an erroneous product structure will be incorrect. The solution to the problem of inaccuracy of costed bills of
material is to make a level -by -level cost retrieval
or cost explosion review.
In describing the product structure concept, I
previously referred to the hierarchy of parts rising
from simple raw materials to complex final assemblies. In production control terminology, final assemblies are referred to as "high level" items.
More basic manufactured parts, such as a machined part manufactured from a single casting,
are called "low level" items. One function of the
bill of materials processor is to determine, for any
item in the product structure, the lowest level
where it resides in the most complex final assembly of which it is a part. For instance, a final assembly which is never a component of a higher
level assembly is a zero -level unit. A more simple
component may be low in the hierarchy. Many
complex units have eight -to -ten levels of component parts. One field in the item master for each
manufactured part should be the "low level" code
for that part. Thus, cost retrievals can be run level -by -level or "exploded" from the simple to
complex.
Efficiency is the obvious benefit from beginning
with the lowest level of review. The lower the level
of a part, the more high -level assemblies it is a
part of. If there is an error in a low -level product
structure, it contaminates every product structure
of which it is a part. If the error is corrected early
in the review process, that portion of all higher
structures will be correct.
Before the final costed bills of material are run
for the complete cost update, all levels should be
reviewed and corrected. This is an extensive process, often taking several weeks to complete. One
important tool in the review process is to compare
the new product costs with the current standard
costs for the same item. This check will normally
reveal any significant product structure errors oecuring since the prior year's standard costs were
calculated. This new cost /old cost comparison is
us u al l y p art o f t h e co s t ed b i l l of mat eri al
programming.
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Cost Update
When the preliminary costed bills of material
have been reviewed level by level and corrected as
required, preparations are complete for the annual
standard cost update. This update is accomplished
by the total product cost retrieval or cost explosion. This is done by running costed bills of material for every item in the product structure file.
Costs can be updated whenever costed operations
routings or costed bills of material are run, whether selectively or for all items. Costing systems
should have an update /no update option. The update option allows newly calculated costs to update automatically the item master cost fields of
the item being costed. The no- update option is
used when cost retrievals are for information only.
Once new standard costs have been calculated,
the current cost fields may be updated. Then one
technique to update the standard cost file is to
"flip" the current costs to standard, with the old
standard costs becoming current. This provides
the old cost and new cost for the revaluation of
on -hand inventory quantities. After inventory revaluation, the current cost file can be cleared or
overridden, and again used for current cost analysis until the next year's recosting process begins.

Management
accountants
give scant
attention to
automated
production
control
systems —even
though the
benefits ought
to be evident.

Participating in MRP Development
The accounting profession has given scant attention to the development of automated production control systems, although the financial implications and benefits ought to be evident. Cost
accounting textbooks continue to describe cost accounting techniques in terms of "cost cards" and
"bills of material." Such terms as "product structure" and "cost explosions" are missing from accounting's vocabulary. Too often, the accounting
function of manufacturing entities fails td appreciate the need for the development of sophisticated
production control techniques. Unfortunately,
many accountants often fail to support the development of such systems, which require the support and talent of every department concerned.
Accountants should develop talent for production and inventory control techniques to enhance
product costing, forecasting techniques, and inventory valuation and control.
❑
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Using LIFO
to Measure Performance
Basing interna l a nd external reporting methods on the sa me
valu ation system may make divisions more responsive.

By Lester E. Johnson
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Companies that have converted to LIFO, and
those that have seriously explored the possibility
of doing so, have run up against a common problem. How can internal results of various divisions
within a company be measured on a LIFO basis;
and, if that is possible, how can the measurement
be carried down to the product or brand level?
The technical method of determining a LIFO
inventory valuation, essentially a balance sheet
computation, obscures the profit effect by division
and product and has led some to believe it is difficult to measure profitability down to these lower
levels on a LIFO basis. Further, it is presumed
that the concept will not be understood by division and produ ct line managements who may
have little accounting background.
As a result of the perceived difficulty in determining LIFO results by division and product,
many companies continue to measure divisional
results on a FIFO basis. The LIFO adjustment is
treated as an unassigned corporate expense in internal financial reports. This practice is not a satisfactory arrangement because it is incongruous
for the shareholders to measure corporate performance on the LIFO basis (external reports) while
division and brand managers' performance are
measured on the FIFO basis (internal reports).
0025-1690/82/6406-0721/$01.00/0

The LIFO adjustment is the result of changes in
inventory due to price and quantity. Divisional
managements should be held accountable for the
pro fi t effect o f th ese fact ors. Th ey must act
promptly to reduce costs, if possible, and increase
selling prices in order to retain gross profit ratios.
In this respect, for measurement of gross profit
ratios, there is a subtle difference between LIFO
and FIFO results. Under the LIFO flow of costs
theory, gross profit to sales ratios go down immediately if costs rise without compensating increases in selling price because latest costs of production (or purchase) are used to price cost of
products sold.
Recognition of the erosion in gross profit margins is delayed under FIFO when selling prices
are not revised concurrent with cost increases because cost of sales reflects the costs of manufacture (or purchase) at the time the products were
acquired; that is, at an historical cost of an earlier
period. On the other hand, if selling prices are
raised immediately, use of FIFO creates so- called
"paper profits in inventory" as the ratio of cost to
sales takes a temporary dip.
This difference in timing between LIFO and
FIFO methods is a compelling reason for line
management to view changes in profits from operations from the same vantage point as shareholders. Internal and external reporting must be on
Copyright 0 1982 by the National Association of Accountants

the same basis in order for corporate management
to fix accountability at the level that controls the
ultimate profit result.
Measurement with LIFO
Having made the point that it is desirable to
measure line management on the basis of LIFO
results, we are left with the question of methodology. This requires an analysis of the fundamental differences between the two flow -of -cost theories. Assuming no change in inventory from one
year end to the next, the differences between
LIFO and FIFO can be summarized as follows:
LIFO: Since all of the production for the
year will have been sold (no more and no
less), the charge to earnings will equal the
year's total standard cost of goods produced
plus or minus actual variances from standard. Note that this is the flow of costs and
not physical movement. Physically, items
produced first are normally sold first. In
terms of dollars, the current year -end LIFO
value of inventory is exactly equal to that of
the prior year end.
FIFO:Costs charged against earnings follow
the presumed physical movement of goods.
Historical costs of prior year -end inventory
are charged to costs first, sequentially followed by actual costs of products in the order of their acquisition. The amount in the
year -end balance sheet is presumed to equal
the costs of the latest period when remaining

inventories were physically acquired. Thus,
the dollar value of inventories from one year
end to the next will change although the
physical units are equal. In inflationary periods, it is this factor which has led to the use
of the term "paper profits in inventory."
Table 1 provides an elementary example of the
timing difference between LIFO and FIFO recognition of costs.
From the foregoing commentary and the analysis of Table 1, it is apparent that, with no change
in inventories and with standard costs equal to actual costs, LIFO cost of goods sold is merely the
current year's standard cost of production.
Including Division and Product Levels
In carrying the LIFO result down to division
and product levels, nothing could be simpler than
stating costs at current year standards without
any type of adjustment whatsoever. This approach
may be sufficient for many companies whose
LIFO layers (inventory increments) will be priced
at actual costs approximating standards —and
which expect minimal inventory liquidations.
LIFO inventory values calculated on the basis of
full, double extension schedules will not vary significantly from book inventory values as determined above.
Two potential problems from this oversimplification do exist, however. These are:

Internal and
external
reporting must
be on the same
basis to place
accountability
at the level
where profit is
controlled.

1. One or more LIFO pools may have decrements

Table 1
Assume: Standard Costs Revised Annually; No Change
in Inventory Quantities at End of Successive Years
Description
Current year opening inventory

FIFO Treatment
• Stated at current year standards
• Less reserve for adjustment
from old to new standard costs
(repricing adjustment
• Plus (unfavorable), minus
(favorable) variances from
standards which were deferred
as at year end

Current year activity
1. Acquisitions at std.
2. Cost of sales at std.
3. Writeoff beginning of year
reserves
• Std. cost adjustment
• Deferred variances
4. Variances from std.

Current year closing inventory

LIFO Treatment
• Retained at prior yearend
LIFO value
• Not applicable
• Not applicable

• Add to inventory at standard
• Deduct from inventory at std

• Add to inventory at std.
• Deduct from inv. at std.

• Affects earnings
• Affects earnings
• Defer as incurred
• Relieve deferral as applicable
inventories are sold

• No entry to record
• No entry to record
• Charge P 8 L as incurred

• Stated at current year standard

• Retained at beginning of year
LIFO value

• Plus (unfavorable), minus
(favorable) variances deferred
as applicable to inventories on
hand
MANAGEMENT ACCOUNTING/ DECEMBER 1982

29

Projected 12131181

At 1981
standard
(1)

At 1981
estimated
actual cost
(Col.1x95 %)
(2)

At base
year
cost
(Coll +1.081)
(3)

LIFO
Index
(Col.2 + Col.3)
(4)

$26,540

$25,213

$24,551

1.0 27

LIFO
Index

LIFO
Inventory
value

1.0

$22,625

LIFO Calculation
At base
year cost
Base Inventory
Current y ear layer

$22,625
1,9 26
$24,551

1,978

1.0 27

$24,603

in quantities from one year to the next. Because inventories will have been relieved at
current year's standards, costs will have been
overstated (inventories understated) to the extent that current costs exceed the historical
LIFO values of liquidated inventory.
Standard costs for products in one or more
LIFO pools may not be representative of current year actual costs which will be used in the
determi nation of LIFO values at year end.
Again, under the simplified method, book inventory balances will reflect only changes in
value at current year standards.
Therefore, in view of requirements for interim
reporting under APB Opinion No. 28 and the potential for error, it is necessary to assess the LIFO
valuation of inventories that has been determined
under the simplified method. This assessment
should be made at least quarterly and appropriate
adjustments should be recorded as the need arises.
This adjustment requires forecasts of inventory
balances, by LIFO pool, stated at current year
standards and use of standard cost /variance information already included in book records.
Assessing the Method
Let us assume the following set of circumstances:
1. The year is 1981, and it is the year
of the LIFO election.
2. Opening LIFO inventory (base year
cost in this example) for one of the
pools is, as required by IRS regulations, the actual average cost of the
inventory on hand at the end of
1980. This is composed of the following (figures in thousands of dollars):
Inventory stated ® 1980 standard
costs
30

$22,350

275
$22,625

$24,450

1.081

$26,540

gresses.
I£ is now possible to prepare a pro forma LIFO
calculation for anticipated status at year -end 1981
(Table 2). The estimated amount of error, which
was created by use of the simplified method described earlier, can now be determined. The computation is as follows (figures in thousands):
Projected

12/31/81 inventory @
1981 standards
Actual
1/01/81 inventory
1981 standards
Projected Increment in inventory
1981 standards
Pro forma pricing of 1981 LIFO layer
per Schedule B
Correcting adjustment,
Debit cost of goods sold,
Credit LIFO reserve.

$26,540
24,450
$

Inventory balance

Add deferred variances from
standard costs
Opening LIFO inventory
3. As at the beginning of 1981 a standard cost (repricing) adjustment
was made so that opening inventory
stated at 1981 standard costs was
equal to:
Ratio of inventory valued at 1981
standard cost to inventory valued at
1980 actual cost
($24,450 - $22,625)
4. The updated inventory plan for the
LIFO pool forecasts December 31,
1981, inventory stated at 1981 standard cost
5. It is currently estimated that actual
costs to be used to price LIFO inventory increments (current year
layer) will be equal to 95% of 1981
standard cost. If the taxpayer has
elected the earliest cost method to
price inventory increments, this relationship can be determined early
in the year, and thus remove an element of uncertainty as the year pro-

®

Table 2
Proforma LIFO Calculation: Single Natural Business Unit
Pool; Double Extension, Dollar Value Method (in thousands)

2,090
1,978

$

112

In this example, an increment in inventory for
the year has been forecast. At each interim period,
year -to -date increments at standard should be reduced by 5.36% (112 divided by 2,090), except
that the adjustment should be limited to 112 thousand. Interim period, year -to -date decrements at
standard should be multiplied by 5.36% and the
result debited to inventory and credited to a payables account.
If the pro forma LIFO calculation, Table 2, had
shown an anticipated liquidation of inventory for
the full year, interim credits to costs of goods sold
MANAGEMENT ACCOUNTING /DECEMBER 1982

would be recorded. The amount, spread throughout the year, would be equal to the change in inventory stated at 1981 standards less the pro forma LIFO value decrement.
This corrective adjustment to the basic method
of recordin g all inventory acti vity at cu rrent
year's standards has not been identified by product. However, most companies will find that IRS
regulations covering formation of Natural Business Unit Pools have forced them to adopt pool
configurations that closely conform to divisional
(profit center) lines. Thus, the corrective adjustments can normally be assigned to proper divisions so that all LIFO adjustments are removed
from the unassigned corporate category.

If the standard cost system identifies variances
from standard cost by product, then gross profit is
equal to the difference between selling price and
current year standard cost, plus or minus variances from standard by product. It is only the
amount of the correctional adjustment that is not
carried down to the product level.
Companies that revolve their LIFO reporting
around their standard cost systems will find the
method useful in development of their annual
profit plan. Responsibility for achieving plans can
be fixed on an after -LIFO effect basis. To do otherwise requires the budgeting of an unassigned
corporate expense for which line management
takes little or no responsibility.
D

NAA Holds Press Briefing
The publication of Statement on Management Accounting No. lb— "Objectives of Management Accounting" —
provided the Association with an excellent opportunity to brief the financial
press on the importance of the Statement and its impact on the profession.
The briefing was held November 3 at
the Overseas Press Club in New York.

A panel of five members commented on
the Statement and responded to questions from the press. The panel included
NAA President Louis Vlasho; John F.
Chironna, chairman of the Management
Accounting Practices Committee; Robert B. Sweeney, chairman of the Subcommittee on MAP Statement Promulgati on ; Paul A P act er, ex ecu t i ve
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director of the Financial Accounting
Foundation; and Barbara S. Thomas,
Commissioner of the U.S. Securities &
Exchange Commission (who participated from her office in Washington via
speaker phone). ,NAA Executive Director Robert L. Shultis was the moderator. The scenes here capture the event.
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How Dutch Pantry
Accounts for Standard Costs
The system provides timely and accurate costs
in a format that is readily understandable.

By Dennis M. Boll
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Dutch Pantry, Inc. operates 53 full service family
restaurants in 12 eastern states. To assure consistent quality, many of the items served in the restaurants are prepared in a central commissary
called the Kemberling Foods plant. The commissary also produces many items which are sold to
hospitals and other institutions through the food
service division of Dutch Pantry.
Because the commissary produces more than
150 different items, it requires a cost accounting
system that allows the costs for the many products to flow through the various operations involved in product preparation. The Kemberling
Foods plant uses a standard cost system based on
the production of a batch of product. The plant
also functions as a profit center.
How Standard Costs Are Developed
The food processing system used by the Kemberling Food plant consists of operations called
channels as indicated in Table 1. As production
passes through each channel, the various elements
of cost are applied to the item. The six elements of
cost are: raw materials, ingredients, packaging, labor, overhead, and warehousing.
Raw Materials, Ingredients & Packaging. The
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standard costs of raw materials, ingredients and
packaging are calculated by the use of a Recipe
Sheet (see Figure 1), which is actually a bill of materials for a batch of the product. For costing purposes, the recipes are input to a computer program called the Recipe Master List. All costs are
calculated on a hundredweight (CWT) basis. Raw
materials (red meats and poultry) are not costed
on this system. A manual costing system, which
req ui res d et ail ed an al ysi s , i s u s ed fo r raw
materials.
The standard costs of the component items are
updated monthly on the Inventory Master Listing. At the same time, the updated costs are input
to the Recipe Master List. This permits a timely
revision of the costs of the finished products for
changes in the standards of any components.
The costs of ingredients and packaging also appear on another report, the Product Rate Master.
The ingredients are indicated by the 200 series of
expense codes and the packaging items by the 400
series. This report also contains labor and overhead costs, listed by channel code.
Direct Labor.Direct labor dollars are applied to
production at each channel the product passes
through. A labor grid is prepared for each product. This grid lists the various channels for the
product and the number of workers required to
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from the prior year is used for this calculation.
The direct labor cost per CWT is recorded on the
product rate master (report) by channel and is indicated by expense code 110. These costs become
the basis for the absorption of overhead costs.
The budgeted direct labor dollars for the warehouse are divided by the forecasted quantity of
production (cases). The result is the warehousing
cost per case, with the accompanying overhead
costs also allocated on a per case basis.
Overhead. The following overhead rates are developed for each of the 16 channels in the plant:

Table 1
How Standard Cos ts Are Developed
Code

Description

1. 110

Sp ic e ro o m

2.
3.
4.
5.
6.

120
130
140
150
160

Butcher shop
Pan /stuffing
Baketroast
Meat /broth
Cooking kettles

7.
8.
9.
10.
11.

170
180
190
510
520

Frying
Slicing
Trim
Weigh
Pop -out

12.
13.
14.
15.
16.

530
540
550
560
6410

Sure flow
Bulk pack
Salad dressing
Case packing
Warehouse

°

°
T
-\
r
o

1. Burden —labor (setup),
2. Burden —other (divisional costs),
I Fringe benefits,
4. General factory overhead (G.F.O.),
5. Depreciation, taxes & insurance (D.T.I.).
Calculating Overhead Rates

staff each channel. The various worker classifications and hourly rates are used to calculate a
weighted- average cost per hour for direct labor.
Next, a standard poundage of product processed per hour is developed for each channel. A
weighted average of the actual production runs

Each of these rates is developed based on costs
from the current year's budget. The overhead
rates are applied to direct labor dollars. The methods used in calculating each rate are:
Burden —labor (set -up labor). Set -up labor is allocated to each channel based upon the previous
year's actual costs. These costs are divided by the
budgeted direct labor dollars for each channel to
arrive at the burden -labor rate per direct labor
dollar.
Burden —other (divisional costs). The current
year's budgeted amounts for the following costs

Figure 1
Recipe Sheet
Pro duc t n

20023

Product name

No. of batches scheduled
No. of batches run

Meat loaf w /brown gravy

Run no .
Anticipated pouch or pan yield /batch cas es—
�—
Oz.�of�most�—

Peck

OZ

Gravy

-oz

p o uc he s

Vegetable
v

Each
Eac h
Stock no.

21009
21011
61275
61073
61072
21005
61375
61001
61093
61545
61445
31014
61090

unit
of
issue

tb
lb

cs
lb
Ib
lb
lb
lb
lb
lb
lb
lb
—
gal

unit
contains

—
—
6 /a10
—
-—
—
—
—
—
—
—

Description

Beef 85%
Beef 50%
Catsup
Jap. bread crumbs
Crouton crumbs
Meat loaf ends
Dry onions
MSG
Celery silk. & leaf
Salt
White pepper
Frozen eggs
Water for onions
Water
Caramel color
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Recipe
quantity
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The Cost Rate
Maintenance
Report is the
basis for
costing the
finished
production
each month.

are included in the overhead allocation to burden— other: indirect labor, cleaning labor, maintenance labor, fringe benefits (on above labor), natural gas, electricity, small equipment, and channel
supplies. The overhead rate for burden —other is
calculated by dividing these costs by the budgeted
direct labor dollars for each channel.
Fringe benefits. Vacation and holiday pay, payroll taxes, pension costs and health insurance
costs are included in fringe benefits. A rate of
fringe cost per hourly payroll dollar is used to determine the cost of fringes for direct labor and setup labor. The cost allocated by this method is
then used to develop an overhead rate based on
the direct labor dollars.
General factory overhead (G.F.D.). Costs of an
administrative nature are included in General
Factory Overhead (G.F.O.). At the Kemberling
Foods plant, the following items are involved:
Salaried labor and fringe benefits,
Laundry and gloves,
Paper, laboratory and cleaning supplies,
Fuel oil (for the office),
Water softener supplies,
Sewer and septic,
Garbage,
Outdated Stock,
Repairs and maintenance,
Telephone,
Postage and office supplies,
Computer supplies,
Travel expenses,
Employee services expenses,
Experimental expenses,
Dues and subscriptions,
Equipment rentals.

of raw material costs is used for this rate.
2. Ingredient rate. The ingredient costs are totaled for this rate.
3. Direct ME (manufacturing expense) rate. The
costs of direct labor, packaging, burden —labor, burden —other and fringe benefits are included in this rate.
4. G.F.O. (general factory overhead) rate. The
costs ofthe G.F.O. and D.T.I. are included in
this rate.
The Cost Rate Maintenance Report is the basis
for costing the finished production each month.
The quantities ofeach item produced during the
month are multiplied by the four cost rates and a
total standard cost ofeach is listed at the end of
the production report. This total is debited to finished stock inventory each month.
The cost rate maintenance totals for each product are extended by the quantities of each item
sold on a monthly basis. This total is debited to
cost ofgoods shipped each month.
Monthly P&L for the
Production Operation

A monthly profit and loss statement is developed for the commissary. The flow of costs involves three steps.
For example, in Journal Entry A, the inventory
accounts are credited for the actual monthly inventory usage, debiting the usage accounts. The
actual quantities requisitioned from inventory are
multiplied by the unit standard costs to arrive at
the amounts.
Then, in Entry B, finished stock inventory is
debited at standard cost for the monthly production. The credits are to contra - expense accounts.
The dollar amounts are generated by the monthly
The total of these costs is divided by the direct cost of goods produced report.
Finally, in Entry C, finished stock inventory is
labor dollars to determine the G.F.O. rate.
credited
at standard cost for products shipped
Depreciation, taxes & insurance (D. TL). The
depreciation expense of major pieces of equipment during the month. The debit is to cost of goods
is allocated to the channel where they are located. shipped.
All these items are input to the P &L by journal
The balance ofthe equipment depreciation and all
of the building depreciation are allocated to each entries. The other items are input automatically
channel based on the square footage each occu- from sales distributions and from payroll and acpies. Taxes and insurance are also allocated to the counts payable distributions. Table 2 shows how
channels on a square footage basis. The total of each of the various elements appears in the develthe D.T.I. costs for each channel is divided by the opment of the P &L statement.
budgeted direct labor dollars for that channel to
Calculations of Variances
develop the overhead rates.
The following variances are calculated and reHow We Summarize Costs
corded on a monthly basis:
The various elements of costs are summarized
and updated on a computer report called the Cost 1.Raw material and ingredient variances. The actual inventory requisitions (Entry A) are comRate Maintenance Report. This report summapared to the standard usage amounts (Entry B)
rizes the six cost elements as follows:
and the variance is calculated. The variance account is debited or credited, with the offsetting
Raw material rate. The total ofthe calculation
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Table 2
Development of P &L Statements
Hypothetical
amounts

Item
Sales
Less:
Usage (raw materials, ingredients, packaging)
Direct labor
Indirect labor
Salaried labor
Overhead co sts (fringes, utilities, etc.)
Contra acco unts (S tandard cost of monthly
production)
Cost o f goods shipped
Variances (favorable) unf avorable
Net prof it

entry to the contra - account.
2.Manufacturing expense variance. The actual
costs of direct labor, packaging, burden — labor,
burden —other and fringe benefits are totaled
and compared to the standard amount from the
cost of production report (Entry B). This variance is recorded the same way as the inventory
variances are recorded.
3. General factory overhead variance. The actual
costs categorized as G.F.O. and D.T.I. costs are
added and compared to the standard amount

MANAGEMENT ACCOUNTING /DECEMBER 1982

soulme

$120,000

(from sales distributio n)

50,000
10,000
2,000
4,000
30,000

(Journal entry A )
(from labor distributio n)
(from labor distributio n)
(from labo r distributio n)
(from accounts payable
distribution)
(Jo urnal entry B)

(100,000)
98,000
(4,000)

(Jo urnal entry C)
(See below)

30,000

Three variances
are calculated
and recorded
on a monthly
basis.

from the cost of production report (Entry B).
This variance is recorded in the same manner as
the previous variances.
In summary, the standard cost accounting system used by the Kemberling Foods plant is very
effective in the development of standard costs and
in the accounting for monthly transactions. The
system provides accurate and timely information
in a format that enables the users to easily understand and analyze the results.
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The Labor Mystique
Variance analysis provides management with
the essential weapon for improved labor performance.

By John Clark

ti
John Clark is
controller, Fiber
Industries, Inc., a
division of Celanese
Corp. He holds a B.S.
degree in accounting
from Tennessee
Polytechnic University.
He is a member of the
Charlotte Blue
Chapter,
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One of the more important elements for cost reduction and control is the improvement of labor
performance. Even though a good set of operational time standards may be included in a company's standards, this fact alone does not assure a
sufficient labor cost control plan. This can be particularly true for firms engaged in a process manufacturing operation and using a full - absorption
standard cost system.
Generally, manufacturing operations produce a
variance regardless of how precise the labor standard. This variance results from either the product not being manufactured according to specification or manpower time standards not being
applied as prescribed. Analysis of the situation
may simply find the "X" number of units were
produced over or under specification and actual
manhours used were below or above standard.
Such an approach, however, does not properly reflect the events generating the labor variance and
fails to provide management with the necessary
data to employ corrective action plans.
An effective system of variable manufacturing
labor variance analysis identifies the impact of at
least six elements, namely; instantaneous rate, utilization, conversion, efficiency, overtime, hourly
0025- 1690/82/6406- 1027/$01.00/0

rate, and manning. The first three measure the effectiveness of the manufacturing process to earn
standard against the product specification while
the last three analyze actual labor dollars spent
compared to the standard.
The first step necessary to establish this measurement system is to take the basic equipment
and production terminology used by the manufacturin g fu ncti on an d define them in a manner
readily adaptable to the cost system. When these
terms are properly defined, the cost accountant
has a method of mathematically calculating the
labor variance. Key terms requiring a definition
are occupation, instantaneous rate, utilization,
and conversion efficiency.
Occupation (0) is associated with the demand
for equipment. It is the percentage of total time
(T) a unit (or units) ofequipment is on -line or occupied. On -line time by definition excludes the
time that equipment is not required to be scheduled to produce the items necessary to meet sales
dematid, inventory targets, and major equipment
upgrades. The percentage of time for occupation
of equipment (by machine group or individual
machine) provides a measurement of gross equipment downtime and shows where the firm is running at or below capacity. In a major machine
group there are a number of units and the average
Copyright
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Table 1
Formulas for Labor Analysis
(Effect of Process Conditions)

(Impact of Spending)

Formula 1— Instantaneous rate (IR)

Formula 4— Manning

000 Actual IR
- 000 Standard IR

000 Actual standard earned
000 Calculated IR effect
000 Calculated U effect
000 Calculated CE effect

000 Pounds gained (lost)
x 000 Number of unit hours online

Total standard which would have been earned under
standard conditions
000 Average standard cost per head

000 Total pounds gained (lost)
x 000 Standard U
x 000 Standard CE

000 Standard manning for that product mix
-000 E quivalent heads

000 NGP gained (lost)
x 000 Labor rate per NGP
000 Standard earned $ gained (lost) due to IR
Key point
• The labor rate per NGP is that rate used in the
current period to determine standard earned.
Formula 2— Utilization (U)

000 Favorable or unfavorable manning under current
working conditions
x 000 Cost for standard man
000 Effect of equivalent manning being above or
below standard manning

117ere I s no
mystique about
labor —once
control points
are properly
identified.

Formula 5— Hourly rate

000 Actual U
- 0 0 0 Standard U

000 Actual hours worked
000 1/ 2 of actual overtime rate

000 Utilization percentage gained (lost)
x 000 Theoretical gross production

x 000 Difference between actual and standard labor

000 Total pounds gained (lost)
x_000 Standard CE

rate /hour
x 000 1 plus fringe rate

000 Total hours at straight time

000 Total dollars (lost) gained due to difference
in labor rates

000 NGP gained (lost)
x 000 Labor rate per NGP (same as IR formula)
000 Standard earned $ gained (lost) due to U

Formula 6— Overtime
000 Total actual direct labor
000 Total actual training & acting foremen

Formula 3— Conv ersion efficiency
000 Actual CE
- 000 Standard CE
000 CE percentage gained (lost)
x 000 Actual gross production

000 Total direct labor
x 000 .5 ( 1/2 times pay for O.T.)
x 000 1 plus fringe rate

000 NGP gained (lost)
x 000 Labor rate per NGP
000 Standard earned $ gained (lost) due to CE

000 Dollars (lost) gained due to working a different
O T. rate than standard
00_0 Ratio of actual labor rate /standard labor rate
000 Dollars (lost) gained at the standard labor rate

U - Utilization

CE - Conversion Efficiency
NGP - Net Good Pounds Produced and Costed

occupation (0) for the group is calculated fr om all
unit hour s involved. Computat ion of occupation
percent is show n below .

calculated from the speed settings on the machine
and changes only w hen th e un it s ar e ch an ge d
from one process or product to another. By keeping track

T
To

=
=

ToL =
T
0%

T otal e quipmen t time
Lost equipment

time associated w ith

of the actual times inv olv ed on each process for each unit w e get t, at IR,, t 2 at IR etc.
2
T hese times include all dow ntime except that, lost

occupation
Equipment time required on line to meet

for occupation. For each unit

production program

calculated from:

= To + T L
= ToL x 100
T

or

T - To x 100
T

. . . . The aver age

IR

= t,

IR, +

ToL

IR

t2

ToL = t , + t 2 + t y
fo r the pr oduct ion unit is

IR2

. . . (theoretical pounds)
(tota l on line time)

Insta ntan eous Rate (IR) is the p rodu ction per
hour per unit (or machine, position, etc.) T his is a

Utiliza tion (U) isthe percentage acheiv ement of
instantaneous rate w hen the equipment is on line,

bone dr y rat e at

i.e., committed for use in the production program.

100%

utilization. IR is u sually
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T he u t i l i z a t i o n

of e q u i p me nt p e r c e nt a ge p r o v i d e s
of h o w m u c h d o w n t i m e i s

a c o m b i n e d me a s u r e

o c c u r r i n g a n d w he t he r t h e e q u i p m e nt i s r u n ni n g

IR. Ut i l i z a t i o n

a t o t he r t ha n s p e c i f i e d
mi n e d

by t he

is d e t e r -

ut i l i za t i o n, a nd c o nv e rs i o n e f f i c ie nc y .
T a b l e 1 fo r mu l a s o nl y me a s u r e t he e f fe c t of p r o c e s s c o n d i t i o n s o n t he s t a nd a r d e a r ne d . T h e r e ma i ni ng t hr e e e l e m e n t s

of ma nn i ng ,

hou rly ra te ,

a nd ov e rt ime a l so ma y co nt ri b u t e t o t he lab or

f o l l o wi ng e q u a t i o n:

v a r i a n c e s . T he s e f a c t o r s c e nt e r a r o u nd ho w we l l

R

R = P
ToL

(Whe re

P

l a b o r wa s ma n a g e d i n r e l a t i o n s h i p t o b u d g e t e d

re p r e s e nt s o n l i ne r a t e )

Table 2
Manufacturing Data for Illustration

re p r e s e nt s a c t u a l gr o s s

p r o d u c t i o n)

by

d i v i d i n g t h e ne t g o o d

p o u n d s ( u ni t s ) p r o d u c e d a n d c o s t e d

(NGP)

by

gr o s s p o u nd s (P).T his fi gu r e . i s a n e ff e c t iv e me a s u r e of c o nv e r t i ng g r o s s ma t e r i a l s i n t o fi ni s he d
pr o d uc t s .
T he s e m a n u f a c t u r i n g e l e me nt s a r e u s e d t o d e -

is: NGP
H re p r e s e nt s
by m a c h i n e
IR x O x U x

v e l o p t h e s t a nd a r d c os t. T h e e q u a t i o n
e q u a l s IR x O x U x CE x H whe r e
the t o t a l ma c hi n e ho u rs available
gr o up , p r oc e s s , e t c . a nd

CE

whe re

NPT

N P T eq u a ls

r e p r e s e n t s t h e i n d i v i d u a l ne t

p r o d u c t t h r o u g hp u t .
The l ab o r co s t p er p o und

%

T h i s is d e t e r m i n e d

Actual

Standard
744
700
94.1
2,500
2,150
1,750
1,505
86.0
1,355
90.0
1,400
93.0

Total hours ava ila ble
On line hours
Occupation ( %)
Ins tanta neous ra te (pph)
On line ra te (pph)
The ore tic al gros s pounds
Ac tua l gros s pounds
Utilization
Firs t quality lbs . (000's)
First quality
NGP M
NGP
%

T he l a s t k e y i te m i s c o nve r s io n e f f ic i e nc y (CE).

%

Conversion
efficiency is an
effective
measure of
converting
gross materials
into finished
products.

U = R
IR

(Whe r e

744
700
94.1
2,400
2,000
1.680
1.400
83.3
1,246
89.0
1,288
92.0

Percentages are calculated Allother data measured and controlled by manufacturing personnel. Weights all in thousands
of pounds

of p r o d u c t i s d e t e r NPT.

mi ne d b y d i v i d i ng t he ho u r l y r a t e b y

Table 3
Labor Data for Illustration
Budget
No.

No.

Rate

heads
12
2

Direct labor
Training
Overtime

hours
174
174

4.00
4.00
10%

Fringe 30%

13,300
14

=

14

Total

8,352
1.392

.00597
.00099

487
3,069

.00035
.00219

13.300

.00950

$950)head

Ac tua l
No.

Direct labor
Training
Overtime
Fringe
Total

Now

38

heads

Rate

10
1

4.15
4.15
6%

11

Total
hrs. worked
1.392
348

Equiv.

Actual

heads
8.0
2.0

5

1,740

10.0

t ha t t h e r e l a t i o n s h i p b e t w e e n t h e l a b o r

Favl(unfav)
variance

5,777
1,444
217
2,231

Std.
earned
7,689
1,275
451
2,821

9,669

12,236

2,567

s p e nd i ng. T a b l e

1 also

1,912
(169)
234
590

e xhi b i t s t he f o r mu l a s t ha t

of the s e

ra t e a nd t he ma nu f a c t u r i ng p r o c e s s ha s b e e n i d e n-

c a n b e u s e d f o r c a l c u l a t i ng t he i mp a c t

ti f i e d , f or mu la s c a n b e d e v e l o p e d t o re l a te t he i m-

s p e n d i n g v a r i a nc e s . F o r t he s e e q u a t i o n s t o b e a n

p a c t o n t he l a b o r v a r i a n c e f o r e a c h e l e m e nt whe n
the p r o ce s s o p e ra t e s a t a c ond i ti o n o t he r t ha n

e ff e c t ive to ol of a na l y s i s , h o we v e r , t i m e s t a nd a r d s
mu s t b e we l l d e f i ne d f o r e a c h p r o c e s s i n t he ma n-

s t a nd a r d . T a b l e 1 s ho ws t he c a l c u l a t i o ns t o me a s u r e t h e v a r i a nc e c r e a t e d b y i ns t a n t a ne o u s r a t e ,

c o u nt , ho u r l y r a t e , ho u r s t o w o r k , o v e r t i m e p e r -

u f a c t u r i ng s t r e a m . E s s e nt i a l i ngr e d i e nt s a r e he a d -
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Table 4
Explanation of Labor Variances
for Illustration
Manufacturing impact
Instantaneous
rate
2,400
— 2,500
(100)
700

70,000
x
.86

(55,986)
x .00950

(.027)
x 1,680,000

(.01)
x 1,400,000

x

(45,360)
.93

(14,000)
.00950

x

(42,185)
.00950

x
$

.92
.93

(133)

(400)

$

(60,200)
x
.93

—

is

x

Conversion
efficiency

Utilization
.833
—
.860

$

(531)

Spending impact
Overtime

180

13.300
950

$

$

12,236
531
400
133

(349)

-

7,221
.04
.50
1.30
1.0375

Hourly
rate
1.740
x
1.03
x
.15
x
1.30

Manning

5,777
1,444
x
x
x

results in the actual standard earned ($.00597 x
1,288M). Equivalent heads are determined by dividing the actual total hours worked by the budgeted number of hours per man (1,392 - 174).
Using Table 1 formulas and applying the appropriate data from Table 2 and Table 3, the favorable labor variance of $2,567 can be analyzed. Table 4 shows the calculations. Because production
operations for the period were below standard, the
manufacturing impact of instantaneous rate, utilization, and conversion efficiency was negative. It
should be noted that although the example results
in unfavorable variances, in actuality each element could be either positive or negative. This is
evident when we review the spending impact.
Overtime and manning are favorable but hourly
rate unfavorable.
Now that the variance has been properly analyzed, management has sufficient data to take appropriate corrective action. The action plan may
include these steps:

—

14.00
10.00

X

4.00
950

S

3,800

Variance explanation recap
Instantaneous rate
Utilization
Conversion
Overtime
Manning
Rate
Total

5 (531)
(400)
(133)
180
3,800
(349)
$2,567

tentage, and the fringe benefit rate.
Calculating Labor Variance
An illustration will demonstrate the effectiveness ofthe labor analysis system. Table 2 outlines
the manufacturing specification data used for the
development of the standard cost and shows the
actual reported production data for the period.
Budget and actual labor cost assumptions appear in Table 3. Budget dollars are determined by
multiplying heads time rate times hours (12 x $4 x
174). Dividing these dollars by the standard net
good pounds from Table 2 gives the budgeted or
standard rate per pound ($8,352= 1,400M). This
rate times the actual net good pounds produced
MANAGEMENT ACCOUNTING /DECEMBER 1982

The production
reporting
system should
be well defined
to provide for
collection of
critical data.

1. Check the speed setting on the equipment to
determine which machine positions are functioning at improper instantaneous rates.
2. Review the position or machine downtime records. Indications ofequipment or process problems may be detected.
3. Examine the data supporting the loss of production to waste. An unusual number ofproduct changes may reveal interesting answers
about production planning.
4. Investigate the manpower scheduling system.
Using overly skilled personnel is expensive.
5. Review the labor time standards. In the example fewer heads were required than budgeted.
Improving Labor Perfomance
Manufacturing labor is a major cost element.
Proper cost control of this expense must be a
primary concern of management. The method
described here will provide an effective cost
tool for analysis and control of labor performance. However, this analysis method is not
adaptable to every firm. It is excellent for a
company producing commodity products with
a maximum of three to four process stages of
production.
It is important that the production reporting
system be well defined to provide for collection
of critical data and be issued weekly or monthly. The standard cost system must be flexible.
Both process and accounting computer systems
are extremely beneficial, particularly if there
are many different products manufactured.
There is no mystique about labor. By properly identifying the control points, variance analysis provides management with the essential
weapon for improved labor performance. ❑
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Making a Manual Cost
System Work for You
The first step is to put in place a formal
structure for monitoring costs

By John F. McDermott

John F. McDermott is
a cost manager and
export sales manager
for Ralph B. Carter Co.
He holds a B.S.
degree from FairleighDickinson University
and has attended
Seton Hall Business
Graduate School. He
is a member of the
East Bergen - Rockland
Chapter, through which
this article was
submitted.
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Twelve years ago, the Ralph B. Carter Co. relied
exclusively on estimates to provide cost data for
our quarterly P &L statement. As in many other
small companies, we had no formal system of cost
control. All we had were periodic product cost ings for pricing purposes but no formal system to
monitor product costs and measure performance.
In fact, the only cost records available were
those maintained by the purchasing department
for material procurement and tedious year -end inventory valuing. Some labor costs were available,
but these were sketchy, and no one had monitored
them for authenticity and productivity.
Management was becoming concerned by this
lack of ongoing cost information, especially as spiraling inflation forced the company to change its
product prices almost constantly and to make
knowledgeable pricing decisions. We needed a
costing structure!
Because of our lack of data and because we
were a small company, we decided to institute a
manual cost system rather than a computerized
cost system. Later we could move to the computer
stage if the work load demanded it or if we wanted to expand. It too k a year to co mp let e t he
0025 - 1690/82/6406- 0886 /$01.00 /0

groundwork and get the system in proper working
order, but it was worth it. Perhaps other small
businesses can profit from our experience and in-.
stitute a similar system.
Initiating the System
Ralph B. Carter Co. is composed of two separate endeavors. One area consists of a standard
manufactured product (contractor pumps), while
the other area deals with high -value specialized
equipment (waste treatment processing equipment). Initially we decided to concentrate on
tracking our contractor pumps because their uniform parts makeup was conducive to standard
costings and control.
In preparing the groundwork for our cost program, we were fortunate to have an established
parts numbering system. To initiate the system,
we chose a six -month period and used our suppliers' invoices as source documents. We prepared
cost cards showing in -house part numbers and descriptions. Purchases made with no in -house part
numbers were posted alphabetically by item description using the manufacturer's numbers as
keys. We posted these cards for the original purchase only, plus any additional purchases that reflected a change in costs. See Figure 1.
Copyright 0 1982 by the National Association of Accountants

Figure 1
Cost Card
Description: Part A

Part no. 15 -72
Prod. ref. BOM 1218

Purch condition: Raw

Wgt. 2#

Material: Cast Iron

Supplier
1. Able Castings
2. XYZ Foundry

Po

10 /1/80
5/8/81
8/8/81

Job

supp.

Oty.

M0168

1

210

M0257

1
2

153
286

#

Date

3.
4.

2478
2671
2790

We initiated control in the manufacturing area
also. Labor job tickets recorded employee machine operational times on a time clock, and the
department assigned a control number to identify
each parts run. When a job run was completed, its
results were summarized on job sheets that identified quantity finished, total, and unit times per operation. By using the employee labor rate, we also
could report total dollar costs and unit dollar
costs. See Figure 2.

Mat 'I
cost

Labor
cost

Total
cost

4.05
4.55
4.40

1.80

5.85
6.48

1.93

Haste and lack
of experience
affected the
quality of our
initial review.

creating formal Bills of Material (BOM), we itemized, by quantity and description, all items that
made up the product. Then we summarized these
costs on a Product Costing Sheet (Figure 3) and
added any other applicable costs such as assembly, testing and shipping. Then we submitted the
product costings to the various operating and
sales departments for review and standard settings. Haste and lack of experience at this juncture
affected the quality of this initial review, but the

Part no.

&

Figure 2
Unit Labor Analysis
description 15-72

Part A

Quantity open 161
Less scrap
8
Quantity finish 153

Mo #257
Date open: 5/10/81
Date finish: 5/17/81

(Hours written decimally to hundredths)
Std. hours

Mach.

no.

Oper.

1

Set -up
Run
Set -up
Run
Set -up
Run

2
3
Totals

Act. hours

Dollar costs
Unit
Total

Unit

Total

Unit

Total

020
.160

3.1
24.5

.026
.168

25.7

.20
1.30

30.60
198.90

.010
.040
.230

115
6.1
35.2

.010
.043
.247

2.0
6.3
38.0

.10
.33
1.93

15.30
50.49
295.29

Then we wrote these unit dollar costs on the labor section of the cost cards. As in the above example, we assigned control numbers to other direct labor functions of assembly, test, paint, and
ship operations. Later we wrote a separate report
to measure actual against predetermined standards on key part runs.
Using the Cost Data
After the initial development period, we had
sufficient data to set up our product costings. By
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developing cost system itself prompted ongoing
questions and review. Now we had a system in
place for costing, pricing, measurement and variance accountability.
Our company functions on the prime margin
concept of net sales less prime costs of direct material and labor, which provides margin dollars to
absorb overhead and general expenses. Based on
an estimated sales volume by product mix, and
overhead and general expenses, we were able to
establish our desired profit dollars. This figure
41

would produce a net income for the company, yet
we wo u l d n 't price o u rs el ves ou t of th e
marketplace.
Accounting for Cost of Goods Sold
The next step in our system was to determine
the cost of the product. As the company bills customers for products, it costs the various models at
standard by using the formal BOM on a monthly

Our problem:
How to
maintain
periodic
inventory
values without
increasing costs
of a perpetual
inventory
system.

Figure 3(a)
Product Components
X8
611181

Sheet: 1 of 2
BOM N: 1218

Pr o d u c t : Mo d e l
Da t e :
Part
no.

0e5criptloo

15 -72
15.74
15.75
15.82

Part A
Part B
Pert C

Pan D

-

Misc.

M1t'1
Cott

Labor
teal

Total
mat

4.55
8.46
9.12
25.60

1.93
7.50
6.57

6.48
15.96
14.69
25.80
6.55
69.50

8.55
54.60

G/T

15.00

Figure 3(b)
Product Summary Sheet
Pr o d u c t : Mo d e l

Sh e e t:

Da t e :

ISOM1i: 1218

XB
611181

Daaoription
Pro duc t compo nen ts
Wheel kit

2 of 2

Gal.1
coal

Labor
cost

Total
cost

54.50

15.00

69.50
9.75
7.50
2.10
1.75
90.60

9.75

Assembly l abor
T est 8 po int labor
Pack 8 ship labor
G!T

7.50
2.10
1.75
26.35

64.25

Figure 4
Manufactured Product Division
Qu a r t er l y re c a p

3rd qu a r t e r

as o f

19 81

9130181 (cum.)
Prime
margin
%

Equip- M
Net ae lling price
Less pri me c osts
Direct mat 1
Direct labor

8,614.00
4.142.57
631.00

4,973.57
3.640.43

Prime margin S

42.3

and quarterly basis throughout the fiscal year. Periodically, it makes adjustments for value changes
in the inventory makeup and variances. One adjustment, for example, would be recognizing up-

coming cost increases until actual costs are incurred. We maintain our monthly costings in a
subledger, then place them in total on cumulative
quarterly reports which also list prime margin results. (See Figure 4.) We give these reports to
management, who will then be aware of the product costs.
One note: Companies must adhere to and constantly check accounting records, such as sales,
purchasing and labor ledgers. The sales ledger
must be checked carefully to see that all goods
sold have been fully costed. The purchasing and
labor ledgers must be accurate as they directly affect the costs of inventory.
Another important note: To complement and
measure the correctness of the above costings
throughout the fiscal year, a company must periodically value and pinpoint the inventory in its
constant flow from raw material to finished product. Historically, our company valued inventory
only at the end of the the fiscal year. We had to
figure out how to maintain periodic inventory values without incurring the high expense of keeping
a perpetual inventory system. A compromise was
in order because the solution was in the makeup
of the inventory itself. The major parts of the
pumps are purchased drive units and castings
(material and labor), which comprise an average
of 72% of total product costs. For these two major items we keep a product inventory (Figure 5)
with quantities reported monthly and castings
identified as either raw or in percentage of labor
completion.
We also keep the finished product inventory by
month. The finished product cost value is deducted from our book inventory value, and this net
book inventory value consists then of the drive
unit, the casting value, and an "all other" value.
This "all other" category consists of miscellaneous product items such as hardware, fasteners,
seals, bearings, frames, and packaging. We measure the values of the "all other" inventory and
major items from month to month so we can analyze any unusual deviations for errors in costing,
major inventory counts and procurement problems. This report also is valuable in providing

Figure 5
Product Inventory ($000) (Excludes finished products)
Year: 1981

Avg,
Jan
Feb
Mar
Apr
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Lab.

,q:O /H
2.50

Drive
units

56.7
57.5
57.9
54.2
58.2

14.1
14.9
12.4
11.5
12.4

35.3
37.3
31.0
28.8
31.0

31.5
33.4
31.6
29.5
31.7

72.6
72.8
72.1
71.6
72.5

All
othe r

52.0
53.6
51.3
49.1
50.6

%

Castings
Mat'I.

%

Mo.
end.

Date: 5/10/81

27.4
27.2
27.9
28.4
27.5

G/T
189.6
196.7
184.2
173.1
183.9
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Summary

Equipment
Model H658C42
Job name 8 no. XYZ ChemicalCo
Date estimated 9180
Date booked
11180
Bo ok *d
e e l l ma l e

Direct material
Direct labor
01H ar2.50
Shop cost
Escalation 8%
Menulacturing cost
Multiplier
Booked base price
Commission
Freight
Unit selling price
X quantity sold
Total selling price

10,011
2,480
6,200
18,691
1.495
20,186
1.300
26,242
2.624
475
29,341
2
58,682

Date shipped 7110/81
H092161

posting and accumulating costs. A supervisor
spends eight to 12 hours coordinating and monitoring the system.
Our Other Product

A c tu al
w st.

Ca11a1Mnt

11,420'
2.540
6.350
20,310

'required apedlall
type valves $105 over
standard

—

Fi gur e 6
Job Cost

20.310
1.290
26,200
2,624
519
29,343
2
58,686

I' M 0
51.6

'- d . d i n g f — g h l

data for "inventory turnover" and noting inventory value changes throughout the fiscal year.
Our System is Successful
This system has worked exceptionally well
since we initiated it in 1973. It had provided management with timely monthly and quarterly statistics as to how effectively prime margin dollars are
being generated in relation to the varied product

As I mentioned earlier, our other area of costing concerns our high -value specialty processing
machines. While the quantity of units sold is relatively low compared to that of our standard product division, these processing machines sell for up
to $100,000, and their parts make -up can include
900 items. The basic cost tools are the same as for
our product division. We use BOMB for every machine cost workup, and we summarize each machine on an equipment sheet. (See Figure 6.) The
"Job Cost Summary" provides for an estimated
quoted cost with time - period escalation and the
actual cost results with corresponding multipliers
and job prime margin percentage. We give this information to department managers for quick analysis and provide space for a comment area to
highlight important variances from estimate to actual and /or explain specific data results. These
jobs are summarized by quarter on our "Job /Cost
Profitability Report" (Figure 7) for analysis and

We have a
success rate of
98% or more
in the the yearend book
inventory when
compared to
physical
inventory
value.

Figure 7
J o b Cost Profitability Summary - 1 9 8 1
2nd Quarter

Multiplier
Act.

1.300
1.380

1.290

_

Eat.

1.402
1.415
1.409
'excluding freight

Qty.
2
1
3

Model
H658C42
15132
4905410

Selling
price'
5,7648
11,3510
19,2062

mix. We have enjoyed a success rate of 98% or
more in the year -end book inventory when compared with the final physical inventory value.
Other advantages are: (1) a monthly inventory
check on key items that affords information necessary to maintain minimum operating levels for
sales requirements, and (2) monthly variance reports that direct attention to problem areas in
purchasing and labor costs.
In comparing the system's results with its cost
to operate, we have found it relatively inexpensive. We hire a part -time college business student
for approximately 12 to 16 hours a week. The student spends one quarter of the time in the accounts payable area and the balance of the time in
MANAGEMENT ACCOUNTING /DECEMBER 1982

Total
mfg.
cost
4,0372
7,6400
12,1150
Prime
cost
2,7920
6,4210
11,4982

Booked
base
price

Total
mfg,
cost
4,0620
7,5121
12.2050

5,2464
10,5342
17,1400

Prime

Booked
base
price
5,2400
10,5310
17,2010
Prime
%

Job
XYZ Chemical
Jay Indust.
Berlin, Wise

Actual

$

Ship
date
7110
8/4
8/18

Estimate

2,9724
4,9300
7,7280

51.6
43.4
40.1

profit margin directions. The estimates are present ed in a "M aster P rodu ct Esti mat e" b ook
which is available to the sales department for
quoting jobs. The master book is updated with the
quarterly information.
Our manual cost system is an integral and ongoing part of our company's profit structure. We
intend to maintain our standard product manual
system even though we recognize the system's
limitation in large machine workups. A small
company's expertise in a manual cost system provides a vital link to profitability and will ensure
success when an expanding business and cost
work load requires computerization. In the meantime, go manual.
❑
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NAA
Research
Do Members Read FASB Statements?

By Suzanne G. Connors
NAA's Research Department has just
completed a survey designed to determine how familiar members are
with recent ly releas ed FASB
Statements.
Questionnaires were mailed to
1,589 NAA members of which 151
were public accountants employed by
CPA firms and 1,438 were management accountants and employed in
industry. The total response rate was
35 %. The response rate among public accountants was slightly higher:
50%.
The questionnaire was specifically
designed to determine members' familiarity with FASB Statements 58
through 63. The questionnaire consisted of nine short answer questions,
and dealt with FASB statements,
FASB exposure drafts (ED), and
FASB discussion memoranda (DM).
The majority of the respondents
(65 %) stated that as part of their professional activities they kept abreast
of recently released F ASB statements. A greater percentage of the
public ac coun tant s (88 %) kept
abreast of the FASB statements than
did the management accountants
(61%).
When the respondents were asked
how frequently they read the FASB
statements, the results were:
Frequency
Always
Often
Sometimes
Never
No Response

44

Percentage
8%
21%
49%
20%
2%

It is interesting to note that 65% of
the public accountants read FASB
statements always or often, while
74% of the management accountants
read them sometimes or never.
Those who reported that they did
not read each FASB statement in detail were asked how they kept informed on the content of the statemen ts. The majority of these
respondents kept informed by reading
trade publications and newsletters.
Some of the most frequently mentioned publications were: Journal of
Accountancy, MANAGEMENT ACCOUNTING, AICPA summaries, and various
publications issued by the Big 8 accounting firms. Some of the other
ways m embers kept inform ed on
FASB pronouncements were:
1. Obtained this information from auditors or CPA firms.
2. Obtained this information internally
through discussions, staff meetings, or summary presentations on
FASB pronouncements.
3. Read specific statements on an
"as needed" basis.
4. Attended professional meetings,
training programs, CEP courses,
and read reference manuals.
When asked if they kept current
with FASB discussion memoranda or
exposure drafts, they responded:
Frequency
Always
Often
Sometimes
Never
No Response

Percentage
5%
12%
46%
35%
2%

As you can see from the responses, 81% of t hose ans wering t his
question only read the DMs and /or
EDs sometimes or never. Management accountants and public accountants answered this question in a similar fas h ion : 64% of t h e public
accountants and 83% of the management accountants did not read DMs
or EDs very often.
Sixty -eight percent of the respondents did not comment to the FASB
on discussion memoranda and exposure drafts. The 9% who did comment to the FASB did so through their
firms, and the remaining 23% did not
respond to the question, possibly because of their unfamiliarity with DMs
and/or EDs.
The questionnaire then listed FASB
Statements 58 through 63 and asked
the respondents to put an "X" by the
statement(s) they were familiar with.
FASB No. 58, Capitalization of Interest Cost in Financial Statements
that Include Investments Accounted
for by the Equity Method —April 1982
Familiarity rate: 42%
FASB No. 59, Deferral of the Effective Date of Certain Accounting Requirements for Pension Plan of State
and Local Governmental Units —April
1982
Familiarity rate. 14 %
FASB No. 60, Accounting and Reporting by Insurance Enterprises —
June 1982
Familiarity rate: 9%
FASB No. 61, Accounting for Title
Plant —June 1982
Familiarity rate: 10%
FASB No. 62, Capitalization of Interest Cost in Situations Involving
Certain Gifts and Grants —June 1982
Familiarity rate: 17%
FASB No. 63, Financial Reporting
by Broadcasters —June 1982
Familiarity rate: 8%
It is apparent from the table above
that FASB No. 58, "Capitalization of
Interest Cost in Financial Statements
that Include Investments Accounted
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for by the Equity Method," is most familiar to our members. However, 49%
of our members responded that they
were unfamiliar with all of the FASB
statements mentioned. Of the 49%
who were unfamiliar with these particular statements, 16% were public accountants and 54% were management accountants. The reason given
most frequently by our members as to
why they were unfamiliar with FASB
Statements 58 through 63 was because the statements mentioned are
very specific in nature and are limited
to defined industries; therefore, some
of the respondents commented that
the statements are not pertinent to
their particular businesses.
What Member s Reco mmend
In an open -ended question, we
asked for members' input and suggestions as to the content, method of
presentation, and dissemination of
FASB pronouncements. Some of the
most frequently mentioned comments
on this subject were:
1. FASB statements should have
broader applicability relating to industry practices and procedures.
2. The language used in the FASB
statements should be more direct
and informative.
3. A newsletter, or some sort of a
summary, should be published by
the Financial Accounting Standards Board explaining the highligh ts of each n ewly released
statement.
4. Each statement should provide
specific examples of the important
aspects in each statement.
5. There should be wider dissemination of all the statements.
In other comments regarding accounting standards, the most common opinion was related to small
businesses. Members suggested that
sophisticated accounting principles
and disclosure requirements should
not be imposed on small business enterprises and that separate GAAPs
should be established for small business organizations. Other comments
were:
1. There are too many FASB state-

ments. A lot of time and money all the stuff they think we need.
would be saved if the FASB cross We excoriate members of our ac...
referenced
some
of
their counting department when we pick up a
statements.
ten dollar or ten cent error, with pre2. FASB approval should be on two - dictable results. (You can be sure it
thirds vote instead of the majority won't happen again, but at what cost ?)
We concentrate too much on techvote.
3. Accounting standards are not ...
nique and too little on meaning and we
standards: "If our units of mea- don't act as mentors to our staff.
sure were as changeable as the
In other words, let's apply the test of
accounting standards our busi- reasonableness to our accounting probnesses would be in utter chaos."
lems and let's spend the time and effort to
4. Accounting standards are falling encourage and train our associates to do
behind the technical advances of the same. It'll pay us all rich dividends.
finance — proper reporting for
gains and (losses) from futures
hedging is still not resolved, and
Management
foreign exchange transactions
gains (losses) are not brought up Accounting
to the 20th century as far as ac- Practices
counting treatment is concerned.
84-4
disclosure of management transactions
In response to the first question, and relationships. That proposal consti65% stated that as part of their pro- tutes one part of the Commission's comfessional activities they kept abreast prehensive proxy program, which has
of FASB statements. But when mem- been undertaken to improve the readbers were asked to identify specific ability of proxy statements and to reFASB statement(s) that they were fa- duce costs of disclosure. Other projects
miliar with, just under 50% of the re- the SEC is or will be working on:
spondents were unfamiliar with statements 58 through 63. The results of • Simplification of rules for disclosure
this survey indicate that either our
of management remuneration.
members are not keeping abreast of • Reexamination of Exchange Act
FASB statements, as stated in the
Rule 14a -8 regarding shareholder
first question, or that FASB stateproposals.
ments 58 through 63 are very narrow- • Simplification of the merger proxy
ly confined to specific industries and,
statement (Form S -14).
therefore, are not widely used by • Review of rules governing proxy
most organizations.
contests.
• Review of rules concerning communication by issuers with beneficial
Opinion
owners of their securities.
6-4-4
the numbers mean? Were they what was SEC Staff on Oil, Gas,
expected? If not, why not? Do they con- and Assets
form to business realities?
All of this is not new, nor is it partic- SEC Staff Accounting Bulletin No. 47
ularly profound. Yet applications of the expresses the staffs views on various oil
test of reasonableness, of which Mr. and gas accounting disclosure matters.
Braun's dictums are integral parts, are Some of the issues covered by the guide
still all too rare. Why? The managers are accounting for oil and gas exchange
among us are frequently to blame offers, consistency in use of accounting
because
methods, financial statements of certain
...
We fail to do more than superficial- oil and gas royalty trusts, and disclosure
...
ly orient our new accountants to our of future net revenues when rate -regubusiness.
lated properties or natural gas reserves
We passively accept the reports giv- subject to control are involved.
...
en to us by subordinates and then fail to
The valuation of assets acquired from
110, 110- 49
tell the preparers we really don't need
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AGE ENT

Digest Service

The Management Accounting Digest
Service makes available for members

copies of manuscripts originally submitted to MANAGEMENT ACCOUNTING
but not published. These .summaries are
drawn from an extensive file of chapter
competition manuscripts. The manuscripts are for reference only, they have
not been edited, researched or verified by
NAA staff. The views expressed in each

system inputs, computation of requirements, contribution to profitability, capital requirements, MRP budget,
and inventory reduction resulting from
MRP. Successful implementation is
considered dependent on top management commitment, a realistic
master schedule, accurate inventory
records, capable people, and adequate support systems. The importance of system design, education
and training and task force project
management are also emphasized.
No. 283, 13 pp.

manuscript are those of the author(s)
and do not necessarily represent Association policy. Subsequent developments,
rulings, and legislation may supersede
the manuscript contents. NAA holds
copyright to the material. Reproduction
or use without permission is prohibited. A Practical Approach to the
Copies of the full articles may be ob- Uncertainty Decision Making by
tained by completing the order coupon Management Accountants
and .submitting payment in advance for By John Y. Lee
A formal decision process under unduplication and mailing.

This introduction to the functions of
decision trees focuses on their greater practicality for management accounting thanks to the development
of computerized financial planning
models. An example charts the application of decision trees to a basic financial planning problem. The model
is expanded with computerized techniques. Both classic and automated
methods are explained in detailed exhibits.
No. 160, 14 pp.

certainty for use by management accountants is discussed. In addition, a
practic al met hod of handling the
problem of limited quantitative background is presented using an illustrated example. Possible areas for application suggested include: estimating
future cash inflows and outflows in
capital budgeting decisions, estimating future demand characteristics to
determine safety stock level, forecasting return on investment, and predicting variable /fixed costs and production /sales volumes. The author
suggests that in order to apply the formal decision process to management
accounting it is necessary to express
beliefs in terms of probability distributions, as illustrated in his models.
No. 240, 10 pp.

Materials Requirement Planning

Performance Measurement,
Reporting, and Control

Planning, Budgeting,
and Forecasting
Decision Trees: A Structured Approach
to Cost Benefit Analysis
By Charles R. Wright

By Raymond B. Jordan

Mat erials Requirement Planning
(MRP) is examined and its benefits to
manufacturing operations and corporate performance are explored. Traditional materials organization is discussed in light of advances leading to
the necessity for sophisticated control
systems. Aspects of MRP implementation considered include: installation,
46

jor external factors included are: variance of tax rates among foreign countries, tariffs levied on the import value
of products, country in which funds
are accumulated, government regulations on calculation of transfer prices,
exchange rate fluctuations, monitoring of transfer policy by creditors, investors or labor unions, and the nature of competition in host countries.
Standard practices of major foreign
countries are det ailed and a flow
chart of the transfer price decision is
provided.
No. 270, 25 pp.

Considerations for a Responsibility
Reporting System of an Investment
Center with Worldwide Operations
By Sid Baxendale and Roy D. Stern

Procedures are outlined for the upgrading of financial reporting systems
into responsibility reporting systems.
Such systems provide required information for managemen t decision
making as well as meeting external
reporting requirements. Management
systems projects needed to achieve
these goals consist of the integration
of forecasting, planning, and reporting. For a worldwide, multiplant investment center, segments of the
system include: coding for organizational responsibility; marketing territory application and product segregation; standardization of accounting
definitions and usage; performance
measures and management reports;
development of a cost change tracking system; and timeliness of management reports.
No. 187, 18 pp.

Multinationals and Transfer Prices: An
Overview of External Factors with
Emphasis on Taxes

Statistical Safety Stock: Reducing
Exposure to Imbalance

By Robert C. Rice, Jr.

An updated approach to application
of statistical techniques to calculation
of safety stock is presented. The purpose of the modifications to the process is to reduce exposure to inventory imbalance. In addition, a program

The role of transfer pricing in multinational operations is examined, with
particular emphasis on the additional
environmental considerations that the
international firm must consider. Ma-

By James A. G. Krupp
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is proposed to optimize service factors to ensure maximum return on inventory investment. The model express es st at ist ical varian ce of
demand in units of time increments
rather than quantity, and the resulting
entity is identified as the Time Increment Contingency Factor (TICF).
TICF and Mean Absolute Deviation
(MAD) methods are compared and
TICF is shown to continue to adjust
safety stock levels downward proportionate to the decrease in demand.
This avoids inventory excess and
eliminates "dead" inventory at the
end of product life cycle.
No. 207, 13 pp.

Corporate Finance
Determining EOQ in a Production
Environment
By James A. G. Krupp

Modifications to the classic Economic
Order Quantity (EOQ) concept are
presented. The approach is applicable in environments where delivery of
an order quantity to stock occurs over
a period of time with concurrent demand occurring as the item becomes
available. Classic EOQ applications
are recapitulated and the basic principles carried forward into more advanced deterministic models. Results
showed proportionately larger EOQ's
for advanced models while the balance between reordering costs and
holding costs was maintained. Substantial material is demonstrated in
formulary tables,
No. 177, 9 pp.

FCPA for domestic and foreign operations also are discussed. Standards
are encouraged for management attitudes and internal organizational controls. He concludes that the accounting profess ion must assume a
leadership position in determining appropriate corporate behavior in presentation of financial statements.
No. 156, 16 pp.

both new and tentative legislative
changes occurring in this area. Relevant regulations such as FAS No. 13,
ASR No. 190, and FAS Nos. 33 and
34 are examined to highlight typical
reporting essentials. In addition, basic
criteria for vendor and system evaluation are surveyed. Checklists and a
flow chart illustrate the findings.
No. 166, 16 pp.

Management Information
Systems

Service Industries

The Challenge of Systems Management

Human Resource Accounting: Its
Implications for Banking

By John D. Keane

By Randolph 0. Day

A systems management approach is
outlined for large on -line computer
operations engaged in interactive processing. Essential elements in the
model presented include: installation
planning, capacity planning, availability management, problem management, change management, problem
management, performance management, and disaster planning. Roles
and responsibilities of managers directing these functions also are examined. Proposals are illustrated by
figures and tables.
No 330, 19 pp.

Although this manuscript relates specifically to the banking industry, the
concepts for putting a dollar value on
people are applicable to all businesses. The author defines human resource accounting, discusses historical and replacement cost approaches
to HRA, and suggests potential problems inherent in cost accounting for
individuals.
No. 717, 12 pp.

Accounting Systems for Nonprofit
Organizations
By Peter M. Reding and Mary H. Beamer

Evaluation Criteria for Fixed Assets
Software Systems
By Paul R. O'Brien

Procedures and techniques for the
evaluation of packaged fixed assets
software are discussed. Attention
centers on the importance of inflationary accounting and the necessity for
systems to assist in compliance with

Compliance Reporting
and Taxation
The Foreign Corrupt Practices Act of
1977 —A Behavioral Approach to
Compliance
By David Walsh

The author traces historical tendencies toward conservatism in accounting practice that he concludes have
made the function a reactionary discipline. Developments leading to the
passage of The Foreign Corrupt Practices Act (FCPA) of 1977 are discussed and differences in reporting
procedures before and after the act
are examined. Implications of the
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Accounting methods appropriate for
nonprofit operations are examined
and compared based on experiences
at the Portland Junior Symphony Association. Also included are extensive
charts illustrating the methods. Guidelines are given to compile an accounting and administration manual that
will be of value to firms organizing
control systems.

MANAGEMENT ACCOUNTING DIGEST SERVICE
Please send manuscript No.s listed on the right:
I enclose payment rrl $5.00 each, or five for $20.00.
Member Account No:
SHIP TO:

Please allow 68 weeks
for delivery

MAIL TO: Carl Andrew s, Accounting Department
National Association of Acco untants
919 Third Ave, New York, N.Y. 10022
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In the Library
The books listed in this section are available from the NAA library. Members
may borrow books for a two -week loan
period by mail, telephone, or in person
visit. Ad dress Ms. Miriam Red rick,
Manager, Library Services, NAA, 919
Third Ave., New York, N. Y. 10022—
(212) 754 -9736 or 37.
Miller's Comprehensive GAAS Guide
1982
Martin A. Miller and Larry P. Bailey,
Harcourt Brace Jovanovich, Inc., 757
Third Ave., New York, N. Y. 10018,
1982, 1, 0 00 - pp.— Martin A. Miller,
who also wrote Miller's Comprehensive
GAAP Guide, Preferable Accounting
Principles and Miller's Comprehensive
CPA Review, recently retired as president of Miller Accounting Publications,
a subsidiary of Harcourt Brace. Larry
P. Bailey, professor of accounting at
Temple University in Philadelphia, has
written Contemporary Auditing, published by Harper & Row. L. Harold Levinson, who wrote the chapter on legal lability, is a law professor at Vanderbilt
University.
The Comprehensive GAAS Guide contains all the promulgated and many of
the nonpromulgated auditing standards,
practices, and procedures in use today.
They include GRAS, SAS and Interpretations, SSARS and Interpretations,
SEC Auditing Releases, Specialized Industry Audit Guid es, Statements on
Qual ity Co ntrol Standards , and the
Code of Professional Ethics.
Chapters in this guide are classified
as to the type of auditing or accounting
service an independent auditor or accountant may render to a client. Illustrations of specific auditing topics and
opinions are used generously to help the
reader understand a subject. All auditing and accountin g pronouncements
covering the same topic have been compiled and integrated in the same place,
regardless of their date of origin. The
appendices contain a 36 -page internal
control questionnaire, a 28 -page model
audit program, and a 21 -page disclosure
check list.
In addition to chapters on auditing
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Miriam J. Redrick and Stan F. Stec, Editors

and accounting, the GARS Guide in- revision of the third edition published in
cludes sections on tax services, manage- 1973. Much has happened in the field of
ment advisory services, and the accoun- internal auditing in the nine years betant's legal liability. Paragraphs titled tween editions, and most of it is covered
"Observation" stress important infor- in this large, almost 900 -page volume.
Among the new developments covmation and possible conflicts. Although
the authors make no attempt to resolve ered are:
apparent errors and conflicts in the pro• "Standards for the Professional
Practice of Internal Auditing" ismulgated pronouncements, they bring
sued by the Institute of Internal
these items to the reader's attention objectively. The authors wanted to provide
Auditors in 1978.
a complete reference book in auditing
• Information relating to the acand its related subjects, and, in this
counting control provisions of the
Foreign Corrupt Practices Act of
writer's opinion, they have succeeded.
R. W.M.
1977.
• Expanded coverage of business ethDuties and Lia bi li ti es of P ub l i c
ics and social responsibilities.
• A new chapter on internal auditing
Accountants
Revised edition, Denzil Y. Causey, Jr.,
in government and nonprofit
Dow Jones - Irwin, Homewood, 111. 60430,
organizations.
1979 and 1982, 255 pp. —Suits against
• A new chapter on fraud and investigative audit.
accounting firms and individual accountants have increased dramatically in the
• Expanded materials about serving
the audit committee of the board of
past few years. No one likes to be sued,
directors.
of course, and there are ways to guard
• Expanded coverage of the internal
against this unpleasant experience. Duauditor's relationship with other
ties and Liabilities of Public Accountants
people.
is designed to show accountants how to
devel op proced ures an d po licies to
• Expanded materials on computer
operations and international opavoid legal entanglements.
erations.
In this new edition, all information
One new significant chapter deals
has been updated. New material includes chapters on defenses against mal- with the coordination of audit activities
practice suits and on malpractice insur- between the internal auditors and the
an ce. An ap p en d i x co n t ai n i n g a external auditors (CPAs). Much that
summary of court decisions on account- has been written on this topic has been
ing practices by selected states also is in- one - sided, and this volume puts this recluded as are reprints of leading court lationship in its proper perspective. I
think it can be summarized by a quote
decisions.
This book provides a wealth of infor- from th e book: "The Int ernal Au di t
mation and belongs in the library of any group does not function primarily to asaccountant, attorney or student who is sist the external auditor achieve his auinterested in the current state of accoun- dit objective, and that group's resources
must be protected so that the services to
tants' liability.
R. W M. management for achieving operational
objectives can be properly provided."
J.M. W.
Modern Internal Auditing — Appraising
Operations and Controls
4th Ed ., Victor Z. Brink and Herbert Business Week Almanac
Witt, John Wiley & Sons, 605 Third Edited by J. Robert Connor and the staff'
Ave., New York, NY 10016, 882 pp. of Business Week — McGraw Hill Inc.,
1982—This edition is a long overdue 1221 Ave. of the Americas, New York,
publication of the major work on inter- N. Y. 10020, 1982, 875 pp.— For those
nal auditing. It is a necessary and major firms without a business library and a
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librarian familiar with sources of information, this volume might be very helpful. (Any publication which prominently lis ts th e Nat ional Asso ciati on of
Accountants in a list of leading business
associations obviously shows good judgment.) Unfortunately, some of the material is approximately a year old, for
example, the listing of association officers and government officials.
If you want a quick reference to price
indexes, a list of research or management consulting organizations, a directory of investment brokers or a geographical listing of business libraries,
use this volume. The material is well organized and easily referenced.
A.M.K.
Cash Flow Forecasting
William Loscalzo, McGraw -Hill Book
Co., 1221 Ave. of the Americas, New
York, N. Y. 10020, 1982, 183 pp. —Dayto-day decisions and long -term planning
are based on accurate forecasts of cash
flow projections under varying assumptions. Loscalzo has written Cash Flow
Forecasting for controllers, management
accou ntant s and other practiti oners
who want a practical rather than theoretical grasp of cash flow forecasting.
His "h ere's what you need to know"
and "this is how to do it" approach is
most helpful to the reader who needs to
get the job done. The format of the book
is quite straightforward and reflects an
attempt on the part of the writer to lay
out the information in the clearest manner possible. An appendix of compound
financial tables and methods of computing money values also is included.
The Accountant's Guide to Computer
Systems
William E. Perry, John Wiley & Sons,
Inc., 605 Third Ave., New York, N. Y.
10022, 1982, 286 pp. —The accounting
profession simply is not what it used to
be. The green eyeshade has been replaced by the green hue of a CRT. Perry has written this guide for those profess io nals not yet co n vers an t in
automation. Beginning with the challenge of automation to accountants, the
author covers the effects of automation
(on the organization as well as the profession), the control of computer risks
and computer operations and security.
Thorough and expert in presentation

and scope, The Accountant's Guide to
Computer Systems is quite useful to
those approaching automation for the
first time.
Improving Productivity and Profits in
Wholesale Distribution
Robert L. Grottke and James W. Norris,
Distribution Research and Ed ucation
Foundation, 1725 K Street, N. W., Washington, D. C. 20006, 1981, 137 ilp. —Arth u r An d ers en & C o . an d t h e Di s tri b u t i o n R es earch an d E du cat i o n
Foundation agreed in 1978 to a joint effort to provide wholesale distributors
with an approach to improve productivity and increase profitability on a sustained basis. They produced the "Magnifyi ng Gl a s s " t ech n i q u e. Th i s
tech niq ue requ ires th e ex ecu tive to
place the entire company under a magnifying glass and examine each facet
very closely for profit improvement opportunities. Company experiences are
cited throughout, giving practical meaning to the theoretical sections.
Money: The Banks of the '80s
Demetris N. Chorafas, Petrocelli Books,
Inc., 641 Lexington Ave., New York,
N.Y. 10021, 1982, 239 pp.—Broad overview of the banking industry. Gives description of the industry now and then
forecasts trends and changes in the next
decade. The author provides information on those aspects of the industry
that are in st ru ments o f ch an ge and
those that will change most.

Management
Information
Systems
12-4-4

ized in most agencies: data processing
and telecommunications, and paperwo rk an d reco rds man agemen t . Of
course, how well this "shotgun marriage" will work out remains to be seen.
It took the bureaucrats a long time to
create the present "MIS mess" in the
federal government. So, considering the
present size of the federal bureaucracy,
don't expect the IRM approach to solve
all the federal government's data processing problems overnight. In fact,
don't even expect all the ADP problems
to be solved by 1984.
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Management
Accounting
Practices
45-44

promoters and shareholders is the subject of Staff Accounting Bulletin No. 48.
which states: "transfers of nonmonetary
assets to a company ... in exchange for
stock prior to or at the time of the company's initial public offering normally
should be recorded at the transferor's
historical cost basis determined under
GAAP. "

Taxes
50-4-4

Thus, based on the unitary business
principle, the U.S. Supreme Court, in
both the ASARCO and Woolworth cases
concluded that the states in question
had not established even a "minimal
connection" between the corporate taxpayer's general business activities and
its foreign passive investment income.
The states therefore were denied the
right to levy their corporate income taxes on this type of income.
It should be noted that these two decisions were among the factors cited in a
recent General Accounting Office report, which recommended that Congress enact specific legislation for resolving the broad issues of uniform state
taxation of multistate and multinational
corporations. It was co ntended t hat
such issues should be legislated by Congress and not determined by the judiciary. In fact, Chief Justice Burger, who
co n cu r red with th e maj o ri t y in
ASARCO, conditioned his concurrence
on the fact that "the Court's holdings
do not preclude future Congressional
action in this area."
Just ice Sandra Day O'C onn or, in
wri t i n g t h e d i s s en t i n g o p i n i o n in
ASARCO, stated that "while this Court
has the authority to invalidate a specific
state tax, only Congress has both the
ability to canvass the myriad facts and
factors relevant to interstate taxation
and the power to shape a nationwide
system that would guarantee the state's
fair revenues ...." Congressional legislation addressing these tax issues may
therefore be expected.
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Taxes
Jerold M. W eiss and
Israel Blumenfrucht, Editors

State Taxation of Corporations
During its 1982 term, the U.S. Supreme Court
issued a number of significant decisions relating to state taxation of corporations. The following is a discussion of two such cases, simultaneously decided, and decided in favor of the
taxpayers but which may ultimately give rise to
Congressional legislation intended to reverse
the effect of the rulings.
To the extent allowable, most states attempt
to tax income earned by corporations doing
business in their particular states, including income earned outside the state. The U.S. Supreme Court, however, recently issued two decisions which limit th e ability of states to
impose state income tax on passive investment
income, such as dividend and interest income,
received from a foreign corporation by a corporation conducting business in one state but domiciled in another state.
One case (ASARCO Inc. v Idaho State Tax
Co mmiss ion , June 29, 1982) in volved
ASARCO, Inc., whose primary business operations include mining, smelting and refining various nonferrous metals. ASARCO maintains its
headquarters in New York and also conducts
some of its business operations in Idaho. During the years in question, ASARCO received
dividend and investment income from foreign
corporations and also realized capital gains
from the sale of stock of foreign corporations
which it owned.
For state income tax purposes, Idaho included in ASARCO's taxable income a pro rata
share of these items of income, based on
ASARCO's percentage of business activity
conducted in Idaho. In essence, ASARCO argued that Idaho could not impose its state income tax on passive investment income which
is earned in a manner that has no connection
with income actually earned in the state.
In formulating its decision, the Court relied on
the guidelines it established in a 1980 case involving Mobil Oil Corp. and the state of Vermont. In that case, the Court noted that while,
50

as a general rule, a state may not tax income
earned outside its borders, a state tax could be
levied if there were "a 'minimal connection' between the interstate activities and the taxing
state, and a rational relationship between the
income attributed to the state and the interstate
values of the enterprise." The Court in Mobil
stated that:
"The linchpin of apportionability in the field of
state income taxation is the unitary business
principle. In accord with this principle, what
[Mobil] most show ... is that the income was
earned in the course of activities unrelated to
sale of petroleum products in that State ...
Where the business activities of the dividend
payor have nothing to do with the activities of
the recipient in the taxing State, due process
considerations might well preclude apportionability, because there would be no underlying
unitary business."
Based on these guidelines, the Court determined that while all of the income items in
question received by ASARCO "add to the riches" of ASARCO, it is undeniably clear that
these items, "in any business or economic
sense, have nothing to do with activities of
ASARCO in Idaho." Thus, the Court concluded
that Idaho could not levy its state income tax
on the passive investment income received
and earned by ASARCO from the foreign
corporations.
The second case (Woolworth Co. v. Taxation
and Revenue Department of the State of New
Mexico, June 29, 1982) involved the F.W.
Woolworth Co., which maintains its headquarters in New York and operates a nationwide
chain of retail stores. Woolworth also has a
number of foreign subsidiaries that operate retail stores under the W oolworth name and
Woolworth receives dividend income from
these subsidiaries. The State of New Mexico
levied its state income tax on a pro rata share
of the dividend income Woolworth received
from its foreign subsidiaries, based on the percentage of business activity Woolworth conducted in New Mexico.
Relying once again on the "unitary business
principle" established in the Mobil case, the
Court stated that:
"None of the factors relevant to a State's
right to tax dividends from foreign subsidiaries
exists in this case. The record shows that
[Woolworth] and its subsidiaries' operations —
such as store site selection, advertising, accounting, purchasing, warehousing, and personnel training —were not functionally integrated.... Thus, the subsidiaries were not part of
a 'unitary business'."
► ► 49
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N THE 1983 season, as always, the gold in the
1120 will go to the tax manager who protects
the biggest slice of corporate profits.
That means staying a step ahead in compli-

documented up -to- the - minute at the beginning
of each tax year —and all year long.
3. W inning comes down to "form." Here's
a sample: Single 1120 returns with all applicable
schedules and forms, fully cross- referenced
... ADR and non -ADR depreciation, complete ... company or divisional consoli dations, including easy -to- handle
support schedules, forms 1122 and 851
... capital loss, NOL, tax liability, tax
credits, and SKY at the consolidated
level ... foreign tax credit compu tations, with 1118, 861 -8, 1120F, 2952,
and 3646 ... printed work - papers for
back -up ... check -out returns .. .
4. You get speed ... You
run your own race, with FAST-TAX-

ance, keeping up with number crunching,
3nd having the staying power to plan for
tomorrow,
At FAST -TAX, we understand your

strategy. So we offer —not a gaggle of
software "products" —but a comprehensive, responsive process for

-

winning the 1120.
FAST -TAX is an integrated com-

plement of tax processing services
thatyou will use to master com-

pliance with an ease, assurance,
and accuracy undreamed -of just

a few seasons ago.

1120 results in days, overnight, or
instantaneously on your Marathon
terminal. Down -to- the -wire, you

And for 1983, FAST -TAX is

picking up the pace for the leading corporations of America:
Marathon On -Line Service, with
the Video -Plan tax planning
capability.
Here's how "Class A" firms
will be running ahead with
FAST -TAX in '83:
A Ouick Start. The
FAST-TAX system is fully
compatible with your

can rely upon the same accuracy
on the 15th of September that
you are guaranteed all year long.
5. ... And training. Your
own local FAST -TAX representative
will beofwith
through
potential
youryou
company's
the day -to -day problems and

A l

corporate tax processing.
The payoff: Final
returns —exact duplicates
of federal and state
forms —ready to sign
and send.
In 1983, the starting line,
the route, and the rules for
the 1120 race will keep

own established
controls, standards, and
routines. It harmonizes
with the methods of
outside professionals who
serve you.
FAST-TAX Proformas are

automatically pre - printed
withthis
last year's
year's repetitive
data
and

p '•

right on changing,

•

T h e

numbers. For a strategic
head start, Trial Balance Input
O
automates book -to -tax conversion.
2. Endurance for the long run.
Full compliance with federal and state
regulations is a given. The FAST -TAX programs are

P & G I R

be painful to
go It
it can
alone.

So run with the
leader. Run ahead —
•
with FAST -TAX.
On your m ark . ..
Get set ...
1- 214 - 934 -7000 ... (Ask for Pete Roberts.)

F M T TM*_
*

Computerized corporate tax processing ...

Running ahead.

member of the Mason -Dixon Chapter.

Institute of
Management
Accounting
James Bulloch, Editor

Beyer Medal Winners —June 1982
Terri D. Zinkiewicz, senior financial analyst at
TRW Electronics & Defense, Los Angeles,
Calif., achieved the highest scores on the June
1982 Certificate in Management Accounting
examination. She will be presented the Robert
Beyer Gold Medal.

Zinkiewicz

Hamlen

Susan S. Hamlen, associate professor of accounting and operations analysis, School of
Management, State University of New York at
Buffalo, won the Beyer Silver Medal for the
second highest scores on the examination.
Carol Sword, who just completed a masters
of accountancy degree at Virginia Polytechnic
and State University in Blacksburg, won the
Bronze Medal for her scores in the
examination.

I 9,
I

.

1

Sword

1

Siponell

Shana K, Siponen, who graduated in June,
1982, and is now a staff accountant at Tristate
Electrical Supply Co., Hagerstown, Md., won
the Student Performance Award. She is a
52

Certificates of Distinguished Performance
The winners of the Beyer Medals were announced by the Institute of Management Accounting. Six other CMA candidates also will be
honored with Certificates of Distinguished Performance. They are:
Thomas M. Barton, graduate research assistant, Georgia State University, Atlanta, Ga.
Gary H. Garbrecht, student at Northern Illinois University, DeKalb, III.
Linda E. McEwen, rate analyst, Public Service Co. of New Mexico, Albuquerque, N.M.
Norman H. Moore, vice president— finance,
Resource Associates of Alaska, Inc., Fairbanks
Alaska.
Alice D. Schuman, business analyst, Mountain Association for Community Economic Development, Berea, Ky.
William J. Stodola, accounting supervisor,
American Hoist and Derrick, Elk River, Minn.
Ms, Zinkiewicz was graduated with highest
honors from the University of Illinois, majoring
in music education. Subsequently, she earned
a M.S- degree in music education from the University of Illinois. Then she continued on at the
university, earning a MBA degree in finance.
Elected to both music and business honorary
societies, she has played violin as a professional with several orchestras.
Ms. Hamlen has a Ph.D. in industrial administration (accounting) from Krannert Graduate
School of Industrial Administration, Purdue University, She is the author of several articles
published in accounting and business journals
and has conducted a cash management workshop for NAA. She is a member of Phi Beta
Kappa and the Buffalo chapter of NAA.
Ms. Sword breeds and shows purebred Alaskan Malamute dogs and owns the champion
currently ranked No. 10 in the national ratings.
Ms. Siponen graduated from Shippensburg
State College, Shippensburg, Pa -, in May 1982,
with a bachelor of science degree in business
administration. Her education was financed almost entirely through her employer, Tristate
Electrical Co. She says, "My superior, Larry
Martin (a past president of Mason -Dixon Chapter) was most understanding in allowing me to
work the most unorthodox schedule so that I
could take as many courses as my schedule
(and stamina!) would allow. In addition, it was
his suggestion that I sit for the CMA exam as
soon as possible, rather than the CPA."
The Gold, Silver, and Bronze Medals are
sponsored by Touche Ross & Co., to honor
Robert Beyer, a past president of the Association and former managing partner of the firm. Cl
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People in the News
Persbacker Named
Victor L. Persbacker, New York, has
been elected president of American Appraisal Associates, Inc., which is based
in Milwaukee, Wis. Mr. Persbacker retains the additional positions of chairman and chief executive.

Robert J. Zwartz, Chicago past president, has been promoted to director —
state property taxes for Union Tank Car
Co.
Ronald D. Hill, Columbia, was promoted to assistant vice president with the
First National Bank of South Carolina.

Promotions and New Positions
Frederick J. Shellard, Albany president,
has rejoined Stiefel Laboratories, Inc.,
as corporate controller.
Darrell I. Hardy, Anderson Area, has
opened his own accounting firm: Darrell Hardy, CPA, PA.
Marilyn S. Lowell, Ann Arbor, is now
accounting supervisor with ADP Network Services in Ann Arbor.
Steve J enki ns, Atlanta Central, has
started his own business in East Point:
Steve Jenkins, CPA.

rt

Persbacker
New York

DiMascio
Princeton

At Du Pont de Nemours & Co., June
R. Cohen, Delaware, was named control
superintendent at the Edgemoor plant,
and Eleanor O'Brien has been named
cost supervisor in the Photo Products
Department, Glasgow plant .... Philip

Linda S. Hammock , Atlanta North, has
been promoted to accounting manager
at In s u r an ce S ys t ems o f Ame ri ca
... David G. Adler has assumed the position of insurance administrator of Rollins, Inc.

Raymond A. Dedo, Detroit, is now vice
president of finance for Melody Distributing Co. (Melody Farms) ... Donald
W. McCully, has joined Harris Bank,
Chicago, as assistant vice president in
the accounting division.
Val Price, Eastern Carolina, is now the
cont rol ler of World Wood Co rp. in
Cove City, N.C... Wanda S. Cox has
been promoted to general accounting
supervisor with Empire Brushes.
Kenneth L. Diehl, East Tennessee, was
named general manager of the Kingsport Press Credit Union.
Marvin J. Wright, Evansville, has been
named a partner of Sanders and Co. Accountancy Corp.... Daniel L. Brassard

Accountants: Start
your own practice'.
We'll send you The Book
on how and why. Free!

Do n al d W. M acLean , Member -atLarge, USA, has been appointed staff
controller of the Distribution Systems
Grou p of Leaseway Tran sp ortati on
Corp.

Programmed for Success is the name — and it has all
the f acts, figures and backgro und data compiled by
COMPREHENSI VE ,'

the nation's largest franchisor of
monthly bookkeeping, accounting and tax services for
small and medium -sized businesses of all kinds. If you
want to work for yourself, be your own boss, and have
the security of being backed by experienced professionals, c ontac t COMPREHENSIVE today .

Betty R. Pitts , Boca Raton, is now the
business manager of the Fairfield Financial Corp.
Linda R. Duke, Boston, has joined Analog Devices as accounting standards analyst .... Mark B. Goldstein has been
appointed controller of 311 Computers,
responsible for all accounting and treasury activities.

L. Magley was elected vice president
and general auditor of Columbia Gas
System Service Corp... Thomas F. Petro was named plant controller at ICI's
Atlas Point plant.

Call S . A. K ucera
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois. call collect (312) 696 -6868

C O MP R E HE N S IV E '

Please send Programmed for Success, Including complete data on earnings and profits of a N
I current COMPREHENSIVE accountants.

I

Name

I

' I Address

Jerome L. McCarter, Central Minnesota past president, has been made a partner i n th e fi rm o f McMaho n, Hartmann, Amundson & Co.
David Love, Charlotte Gold, was recently promoted to vice president and controller for Camelot Industries, Inc.
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has been named controller of Central
Industries.
Richard C. Gallop, Fort Wayne, was
named executive vice president of Columbia Pictures Industries Inc.
Philip E. Sage, Fresno Area, has been
promoted to corporate treasurer at Valley Engineer ... Murray E. Shamp has
been promoted to director of management information systems at Selzee,
Inc.
Th omas J . Nob el J r. , Grand Rapids
past president, was recently admitted
in t o th e p art n ers h i p o f E r n s t &
Whinney.
Gene Wargo, Greater Youngstown Area,
is now controller for Salem China Co.
Thomas A. Anderson , Hampton Roads,
has been elected to the board of directors of Citizens Trust Bank ... Edwin
G. Johnson was named senior financial
officer for the Shell New Zealand Holding Co. Ltd. of the Dutch Shell Group.
At Midwestern Food Division of Lucky
Stores, Robert L. VanDeVoorde, Illowa,
recently was promoted to controller,
and Michael L. Ketner, to accounting
supervisor
Carlton L. Milby, Kansas City, has been
promoted to controller of Union Wire
Rop e . .. Don ald L. Crews has b een
promoted to partner of Price Waterhouse & Co., Kansas City office.

Saundra L. Nelson, CMA, Louisville,
has been named senior vice president -finance and chief financial officer for
Chi - Chi's, Inc., a chain of family -style
Mexican restaurants.

countant in domestic consolidations
... Stephen A. Karnas was promoted to
partner, Coopers & Lybrand. . . Robert
W. Carlson has joined Merrill Lynch
Inc. as account executive.

Edward L. Thomas, Lynchburg, has recently been promoted at Craddock Terry Shoe Corp. to controller and treasurer . . . . Geo rg e T . M al l i s h as b e en
promoted to controller of Industrial
Products.

Robert J. Walters, Richmond - Jackson,
has joined Infilco - Degremont, Inc. as
tax administrator.

John Olsen, Madison, has joined Edward Kraemer and Sons, Inc. construction company as vice president of finance and administration.
Rita B. Smith, Mobile, was recently
promoted to assistant treasurer of Title
Insurance Co.
Samuel N . Setticase, Mohawk Valley,
has been promoted to manager of metal
accounting and analysis at Revere Copper Products.
Henry Eschwege, Montgomery- Prince
Georges, has become the assistant comptroller general for planning and reporting for the U.S. General Accounting
Office.
Robert G. deMahey, New Orleans, has
been el ect ed vice presi den t o f Gulf
South Bottlers, Inc.
Millard Walk, Niagara, has been named
plant controller at Airco.

Camryn C. O'Connor, Richmond -Lee,
has joined United Virginia Bank as assistant to the controller ... William W.
Goodman has been promoted to assistant controller— operations analysis
.... Stuart W. Schluckebier is now assistant vice president and comptroller
for Virginia First Savings & Loan in
Petersburg.
Alvin D. Harri s, Roanoke, has been
promoted to partner of Deloitte Haskins & Sells ... David L. Harder is now
the director of accounting services for
the Roanoke Memorial Hospital ... H.
Earnest Wade has been elected chairman o f th e Bank o f Christi ansb urg,
Blacksburg Advisory Board ... Robert
K. Flynn, Richard C. Crabbs and Victor
F. Foti have announced the opening of
their CPA practice.
Alan R. Crouse, Rochester, has been
promoted to senior accountant at Bona dio, Insero & Co.... Christine H. Kerwin has joined Curtice -Burns as an internal auditor.

Kurt B. Larson, Saginaw Valley, has
George W. Fulk, Piedmont Winston -Sabeen named chairman of the DepartAlan R . Wernecke, La Crosse- Winona lem, was elected treasurer and assistant
ment of Computer Science Management
Area, has been named an account execu- secret ary o f Wash in gt o n Mi ll s Co . at Northwood Institute in Midland.
... George Z. Corbin Jr. has become a
tive with E.F. Hutton & Co.
partner in the accounting firm of Ernst Luther I. Boyd Jr., San Antonio, has
Richard A. Flading, Lansing- Jackson
been elected a director of H.B. Zachry
& Whinny.
past president, has been named controlCo.... James Abel s was promot ed to
Salvatore T. DiMascio, Princeton, has
ler at Cubic Data Systems.
treasurer and chief financial officer at
been promoted to senior vice president
Hammond Co.... Milton Emmanuelli
for Conair Corp., Edison, N.J .... Alan
has joined the Prudential Group, Inc. as
J. Rubinfeld, has been named senior
corporate controller.
vice president o f Actio n Tu ngsram,
k-W
Inc., East Brunswick, N.J., manufactur- Barbara A. Roll, Southeast Louisiana, is
now staff accountant at Pelican Homeers of lighting products.
stead in Metairie.
Sara K. Gosnell, Raleigh Area, was promoted to assistant manager of opera- Doyle L. Parkins, Southern West Virtions in the accounting department at ginia past president, recently started his
own accounting practice.
Durham Life.

� 1l>

"l finally figured how he balances his
accounts —he hides them in
Accounts Deceivable. "
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At Johnson & Johnson, Lyn D. Guarin,
Raritan Valley, was promoted to manager, domestic consolidations and Philip A. Savas was promoted to senior ac-

Mark Allen, Spartanburg Area, was
named accounts receivable supervisor at
M i l l i k en C o . . . . Do n al d H. B o i t er
joined Brown Packing Co. as controller
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... Marcus M. Collier is now a production supervisor at Milliken's Abbeville
mill ... Terrence D. McKune has been
named controller at Southern Wood
Piedmont.
Donna J. Ramsey, Tippecanoe, was promoted to assistant vice president and
trust tax officer at Lafayette National
Bank.
Marshall J. Anderson, Tulsa, has been
named managing partn er for Sharp,
Bausch & Co.'s Tulsa office.
Earl C. Brewer Jr., Virginia Peninsula,
has been elected assistant secretary of
Noland Co., a wholesale distributor of
mechanical equipment.
Randall A. Brandt, Virginia Skyline, is
controller at David C. Wilson Hospital
in Charlottesville.
John M. Seeberger, Western Montana
past president, is now chief commercial
loan officer at First Interstate Bank,
Great Falls.
Ronald W. Hill, Worcester Area, has
been elected assistant vice president, individual customer service, at State Mutual of America.

F ran k J . M cF ad d en , East Bergen Rockland.
Harvey T. Moynihan, Phoenix.
Frank K. Okazaki, New York.
Christian L. Patrick, Trenton.
Robert J. Ponisi, South Jersey Shore.
N. Rei n h o l d t , Member -at- Large,
Norway.
Robert C. Smith, Shreveport.
Ri chard W. S t ep h en s , Member -atLarge, Brazil.
John H. Tillman, Palm Beach Area.

William J. Madison, 84, Providence,
1929. ELA.
W.H. Mers, 85, Cincinnati, 1928. ELA.
R.P. Nehila, 41, Morristown, 1965.
Walter W. Newman, 64, Westchester,
1969.
T.E. Purkins, Jr., 46, Baltimore, 1966.
Ivan W. Robertson, 64, Owensboro past
president, 1962; past national director,
1970 -72. St u art C amero n McLeod
Society.
A.W. Wehr, 63, Evansville, 1959. ELA.

In Memoriam
J ames G. Alexander, 37, Cleveland,
1980.
Robert J. Beatty, 71, Trenton past president, 1962.
Emeritus Life Associate.
Robert C. Hinueber, 66, Rockford ,
1962.
Warren R. Hugo, 58, New Orleans,
1952.
Kenneth L. Klein, 40, Phoenix, 1966.
Joseph Loutit, 75, Tampa Bay, 1945.
ELA.

Corporate Ac counting
a major new journal
on financial affairs
For prospectus, call
(800) 22 &2363 Tbll-Free
or (617) 423 -2020
inside Massachusetts
t+

Organization Service

I I PREPARATIONHASBEEN...

n

HISTORICALLYI

Lo u i s G. C amb ra, Fall River -New
Bedford.
John H. Clark, Scottsdale Area.
Mabel E. Cooper, Providence.
Otna I. Crawley, Salem Area,
John L. Doran, Michiana.
Marion M. Fedora, Los Angeles
C.J. Fox, Member -at- Large, USA.
Herbert A. Fraenkel, France.
Bernard R. Glennon, Los Angeles.
Robert E. Graef, Canton.
E. Grayson Henderson, Pittsburgh past
pres iden t, Stuart Cameron McLeod
Society.
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The preparation of K -1s each year is complex, costly and time - consuming (and that's
about the nicest thing you can say about
K -1 s).
Now, Radnor Information Services' K -1
Preparation System makes that annual
ordeal unbelievably simple and cost effective. This system has been used for
years to prepare thousands of K -1s along
with required supporting documents, easily
meeting all deadlines.
Using this system, one Oil & Gas Partnership Manager, within a four -day period, was

esnMOs

Emeritus Life Associates

able to prepare and mail 16,000 K -1s,
averaging 30 pages for each investor. Also
included were a complete set for his own
records and the complete package required
for f iling the Partnership returns with the
I.R.S. —ALL ERROR FREEI
The K-1 Preparation System is primarily
applicable to Oil & Gas and Real Estate
Partnerships.
For more information, phone or write:
Dick Garver
Marketing Vice President
Radnor Information Services
Dept. E. P.O. Box 369
Wayne, PA 19087
(215) 687.4256

o

Gene Wos, Toledo, a partner in the Toledo office of Arthur Young & Co., is
now president of the Ohio Society of
CPAs.

Costly
Time Consuming
Cumbersome
Complicated
All of the Above
---------------------------------------------The answer could be...
None of the Above
-----------------------------------------

a

Paul C. Bumgarner, Charlotte Blue, was
elected president of the North Carolina
Society of Accountants.

Fast... accurate... cost-effective K -1 preparation.
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New Products/ Services

Madeline Krakowsky, Editor

pie charts, bar charts or X -Y plots. EIS
Plus also can be used analytically: users
can create statistical forecasts, analyze
budgets, detect variances, and compensate for inflation or cost of living. Phone
(617) 449 -4012.

Monroe Magnetic Ledger Card System.
Monroe Systems for Business has unveiled an accounting system for small
businesses featuring magnetic ledger
card accounting. The Monroe Model
7860 Magnetic Ledger Accounting System offers error -free posting routines
that can increase productivity by making record keeping simpler and more accurate. An affordable replacement system fo r bu si ness es current ly u si ng
manual, "one- write," or mechanical accounting systems, the automated system
requires virtually no change in the familiar "hard copy" posting procedures
used by many small businesses. Phone
William J. O'Neill, (201) 540 -7636.
Hinderliter Management Systems, Inc.
has introduced AIM /3000, a financial
accounting software package for the
Hewlett Packard 3000 computers. The
new package consists of three subsystems which can be purchased independently or as one integrated unit. The accounts receivable module allows for a
variety of cash application methods,
automatic commissions, and automated
discounts and due date. The accounts
payable module allows for multibank
processing, check reconciliation and detailed analysis reporting. The general
ledger module includes budgets, as well
as history in reports and online inquiry.
56

Phone Sheri Collier, (918) 494 -0992.
SOLVEware Systems, Inc. is offering
the Supercomp- Twenty financial modeling software package to those involved
with financial planning, operational
budgeting and business planning. This
decision support tool promises significant time savings for annual budgeting
and long -term strategic planning tasks.
Oriented to both first -time users and
nonfinancial personnel, SupercompTwent y offers a l arge 1000 X 1000
automated spread sheet capability, analyzes "what if" scenarios, and performs
complex computations such as net present value and internal rate of return. It
also can recalculate an entire model or
consolidate many different models on
command. Phone (614) 481 -8381.
Fro m McCormack & Dodge Corp.
comes EIS Plus, the Executive Information System, a color information graphics display system which interfaces with
McCormack & Dodge's financial software. EIS Plus enables top management
to access and analyze detailed data, and
display this information for review and
decision making in an easy-to- understand graphic format. Information can
be displayed in a variety of formats such
as time series graphs, statistical graphs,

HELP, the application industry's first
tutorial facility to provide accountants
with instant on -line access to instructions for using on -line systems, has been
introduced by Management Science
America. Available to users of all MSA
systems, HELP provides individuals
with easy -to- understand instructions for
operating each on -line screen with the
MSA application being used. HELP
also informs accountants about each
screen's purpose, how it should be used,
and how to correct errors. It has been
designed to provide accountants with
the level of assistance required, from
general overviews to more detailed instruct ions. Ph on e Ch uck Swen so n,
(404) 239 -2000.
Mini Data Systems has introduced a
new low -cost, high - performance computer system, called miniTOPIC. Based
upon the powerful TI 990 minicomputer, the system has been designed for the
growth - minded manufacturer or distributor who needs the full processing power and expandability of a minicomputer,
but can o nl y affo rd micro co mp ut er
prices. There is a choice of three application modules: distribution management, accounting management, and materi al s management . Ph on e Geo rge
Haddad, (213) 640 -0404.
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"Five years ago, I got fed up with slaving for a
salary.Now I'maComprehensive"accountant,andI've
more than tripled myincome!"—Joe Donahue, Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with

How do I do it? With our
exclusive system, it's really not
too difficult. And here's what I
give each and every client
every month:
• Operating statement for both
the current month and
year -to -date, with
percentages for both
• Complete bank
reconciliations
• All tax returns
• Itemized employee payroll
records
• Detailed supporting ledgers
by account for each item on
the operating statement
• Balance sheets as necessary

COMPREHENSIVE'A'
I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
practice, but working for
someone else meant I didn't
have that core group of clients
to get me started.
Then I read about
COMPREHENSIVE-S nationwide
network of independent local
accountants. Local to let me
keep in touch with myself and
my market, and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.

What about money?
Before I became a

You might sayCOMPREHENSIVE

What Is COMPREHENSIVE?
COMPREHENSIVE is the nation's
largest franchisor of bookkeeping, accounting and tax
services, with more than 22,000
small business clients of all kinds
handled every month with a
system developed through 32
years of successful experience.
Over 300 independent
accountants utilize

COMPREHENSIVE'S centralized
computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
WithCOMPREHENSIVE,I'm
backed by a team skilled in
accounting systems, practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre-sell
new clients.

How many clients?
By now, you've probably

found the average COMPREHENSIVE accountant has about
90 clients. That's right -90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants in the
system have even more. In fact,
my own personal client list now
tops 190!

What happened?
I quit. And moved my family
to Colorado, where I hardly
knew a soul.
Most importantly, though, I

becameaCOMPREHENSIVE
affiliate and invested in my
future.

COMPREHENSIVE trained meto
use complete systems, from
marketing and sales through
production. The system is so
sound, it's almost incredible!
All the tools are there. You
don't have to be an inventor.
And I certainly don't consider
myself a super salesman. I'm
still nervous whenever I make a
new presentation.

Back to money
In my first year, I attained 59
monthly small business clients
and was billing at an annualized
rate of over $5,500' a month.
By June, 1981, my client list
was up to 196 accounts, with
annualized billings of $34,900' a
month.
That means an annualized
gross of over $419,000• after
only five years.
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.

Joe Donahue. a
in Denver, Colorado

Now what?
Obviously, you're not going to
rush out and invest in becoming

a COMPREHENSIVE accountant
just on my say so.
So get the facts. Ask for
complete information on
earnings and profits of all
currentCOMPREHENSIVE
accountants, including me, Joe
Donahue. There's no obligation
—and it could be the most
important move you'll
ever makel

Legalese
Can you do as well as I did?
There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

CallR. J. Thomas
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868

r I dm
m m m m m m
like to know more about my
' opportunities as a COMPREHENSIVE accountant!
Name
Address
City
Phone

COMPREHENSIVEatfillate

'These sales, profits or
earnings are of a specific
franchise and sho uld not be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any other franchise. T he
franchisor does not represent
that any franchisee can expect
to attain these sales, profits or
earnings. There are currently
274 acco untants in the
franchisor's Associate and
Affiliate Programs. Mr.
Donahue is in the Affiliate
Program, which began in 1976.
Of all Affiliates in the program
who had completed at least
one f ull calendar year in
practice as of January 1, 1981,
9 of 58 individuals (or 16 %)
achieved annualized billings
in excess of $5,500 per month
during their first calendar year
in practice. Of the five
Affiliates in practice for at
least five years as of July,
1981, gross annualized
billings ranged from a low of
$153,092 to a high of Mr_
Donahue's $419,437 with a
median of $178,703.

'

helps you be in business for
yourself without being in
business by yourself.

COMPREHENSIVEaccountant, my
salary was $20,000. That was
five years ago, when I was 31. So
you know I'm not a remarkable
genius.
I'm not one of those Harvard
B- School types either. My
degree is from Mankato State
College in Minnesota. And
believe me, there were times I
thought I'd never get through. I
finally did, though, in 1967, and
went to work as an internal
auditor with Control Data.
Almost ten years and two
jobs later, I'd had it. I was tired
of slaving for a salary and going
nowhere. The time had come to

make a major decision —both
about my career and my life.

state

Zip

_ (Best time to call) _.

Mail to: Comprehensive Accounting Corporation
2111 Comprehensive Drive
Aurora, Illinois 60507 -1288

C O M P R E H E NSIVE"I'-bLisinesses.V'-.

The right arm of Americas small

How to lire
11xe.
someone you
Some people need a drink to
do it.
Others toy with the idea for
months before they get up the
courage.
But you can take a lot of pain
out of the experience.
With the techniques Robert
Half reveals in his new 16 -page
booklet,How To Hire Smart.
It tells you how to interview.
How to hire.
How to fire.
It's condensed from Robert
Half's 34 years of specialized experience in financial, accounting and
edp recruiting.
And it's yours free as soon as
you call anyone of the 80
Robert Half independently
owned and operated
offices (look in the white
pages for our number,
or simply fill in the coupon
below).
Meanwhile, here are a few
hints from the booklet.
Don't drag it out.
When you have to let somebody go, don't hem and haw The
longer you wait to spring the news,
the tougher it gets.
Be super tactful. Do your
best to give an explanation that the

person can live with. But by all
means be truthful.

The speciaW for 34 years.
Robert Half pioneered the concept of specialized recruiting. Because a specialist does a better job.
His annual survey booklet has
become the standard guide of government and business —since 1950.
In fact, when a Senate Committee needed expert testimony on
recruiting practices in the accountingprofession, they called him.
With 80 offices in 3 countries,
the Robert Half organization is the
largest specialized recruiter —
which means we can give you the
best choice of first -rate
candidates.
So when you hire
somebody recommended by a Robert
Half office,you may
save yourself the
agony of firing.
Please send Die your booklet How To Hire Smart.
(Mall this coupon to Robert Half International, Inc.,
P.O. Box 4151, NewYork, NY 10163)
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Title

Company.

Zip

Telephone (

)

g yaccounting,
R O Ofinancial
M TandedpHpersonnel
A L specialists
FSM

t
C

©1982 Roben 1{alf Intemaoonal Inc.

