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13 Courses in Chicago,
November 13 -17.

The Courses to good fortuneChicago / Nov. 13 -17 / Sheraton - Blackstone
Developing and Using Standard Costs (Mon. /Tue.)
Flexible Budgeting & Performance Reporting (Wed./Thu. /Fri.)
Economic Evaluation of Capital Expenditures (Thu. /Fri.)
Effective Cash Management (Mon. /Tue.)
Management Science for Budgeting and Profit Planning (Mon. /Tue.)
Linear Programming: Accounting Applications (Thu. /Fri.)
Accounting Information for Pricing — Policies and Decisions (Mon. /Tue.)
Computers and Internal Control (Thu. /Fri.)
Data Processing— Concepts & Techniques for Managers (Mon. /Tue. /Wed.)
Management Accounting for Banks (Thu. /Fri.)
Management Accounting for Hospitals (Mon. /Tue.)
Concepts & Uses of Accounting for Executives & Managers (Mon. /Tue.)
Marketing Fundamentals for the Management Accountant (Thu. /Fri.)

Register now'.
FAL'72 CEP
■

Continuing Education Program

Call or write: NAA Registrar

919 Third Avenue, New York, N. Y. 10022 (212) 759 -3444

PRESIDENT'S PERSPECTIVE

Our Potential
One of my objectives as President is to set in motion policies
and strategies that will lead to a significant broadening of our
membership base. I believe we are just scratching the surface as
far as membership potential for the Association is concerned.
There are more than two million people in the United States
alone who have an interest in accounting. This is our "market"
potential at home and right now we have only a small slice of
this market. A goal of 250,000 is not unrealistic.
Some will say we are playing the "numbers" game. But
numbers doesn't necessarily exclude quality. By quality, we
mean increased resources for more and better programs and
increased membership contacts for current members.
Given the "market" why don't we have at least twice as many
members in the Association? One reason is that many potential
members do not know of our existence. Others who know we
exist are vague about what we do and what services we offer.
What's more they do not have any incentive to find out.
However, there are a number of new factors which are
tending to give us increased recognition value in the business
community and, therefore, make the job easier. Programs like
the Socio- Economic effort, the work of the Management
Accounting Practices Committee, the Continuing Education
Program and the Institute of Management Accounting have
helped us to emerge from anonymity and become visible —often
for the first time —to businessmen.
All of these programs have brought, and are bringing,
attention to the Association and its services. But we have to
follow up on this initial impact in the business community. The
services NAA offers are unique and important. As the
Association grows they are going to become more valuable to
the accounting profession. But the rate of growth in services
will also depend to a large extent on the rate of growth of the
membership base.

ROBERT BEYER
President, 1972 -73
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An award - winning article: Certificate of Merit
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CAPITAL BUDGETING AND THE EVALUATION PROCESS
By Thomas H. Vernon

The process of capital budgeting involves the use of various methods of analyses. In
this article several methods are discussed and summaries of project rankings are
illustrated.
An award - winning article: Certificate of Merit
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RETAIL TRADE ROI
By Robert B. Oakleaf
An an al ys i s of th e var iab les t hat c on tr ol a f ir m' s r et u rn on inves t men t.
An awar d - win nin g ar tic le: Cer tif ic at e of R ec og nit ion
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UNMEASURED DIRECT -LABOR PAYMENT PLAN
By Edward T. Shea

By shifting from a low- margin business to short -run jobs with a better mark -up, and
by instituting a "work contract" method of paying its employees, this company
became one of the profit leaders in its industry.
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DEPRECIATION UNDER THE TAX REFORM ACT OF 1969
By W ayne W hi t e

The Tax Reform Act of 1969 severely curtailed the use of accelerated depreciation as
a form of tax shelter. This article focuses on some of the new rules concerning
depreciation and recapture.
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USING THE COMPUTER IN AUDIT W ORK
By Clarence O. Smith and
Geraldine F. Jasper

This article identifies and describes some computer -aided techniques used in
performing a financial audit. The techniques are combined with regular audit
procedures to obtain greater confidence and other benefits during the work.
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ESTIMATING PROPERTY TAXES
By Peter J. Patchin

While property tax expense certainly cannot be eliminated, there is no point in
paying more than one's just share. This article describes how property taxes can be
checked for fairness and how unfair taxes may be appealed.
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PURCHASING A COMPUTER
By Thomas A. Sabol

The author stresses that the computer purchase decisions should be based on more
than the obvious cost figures. Thus, the accountant would be more fully aware of the
computer's potential.
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DEVELOPING WAREHOUSE COSTS
By Gust M. Aretos

This article develops an approach to distributing warehouse costs on the basis of
space and activity. This method of distributing costs brings home rather sharply the
need for more sensitivity in the use of the warehouse.
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ANNUAL REPORT
The Association's financial report for 1971 -72.

67

W HAT COST EDUCATION?
By Robert F. Randall

A small college in Missouri may be one of the first educational institutions to make
a major effort to analyze its costs and relate them to its objectives.
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International Meeting 'Down Under'

Published monthly, for members only, by the

This month, starting on Monday the 16th and concluding on Friday
the 20th, the Tenth International Congress of Accountants will be
convened "Down Under," in Sydney, Australia. The program, based
on the broad objectives of such international congresses, will e m p h a s i ze professional development.
Th e t hem e of t h e t ec hn i c a l sessions is "Financial Measurem ent
an d Co m m un ic at io ns ," wit h specific topics (The Ascertainm ent of

Periodic Financial Results /Bases of Accounting other than Historical
Cost /Principles and Problems in Consolidation /The Audit Report /Information for Proprietors and Others /Information for Management)
assigned to each area of interest.
One internati onal paper a nd one inter national com m entary have

been prepared on each topic. In addition, there are between six and
eight national papers on each topic sponsored by sp e cifi c participating bodies in various countries. Obviously, the combined papers
will focus a wide range of expert opinions on the topics to be considered, enabling them to be exam ined in depth.
As a permanent record of the Congress, two different publications

will become available next Spring. The Book of Proceedings will
contain all the international papers and commentaries and resumes
of the important points arising from study group discussions and
plenary sessions. A companion volume will be the Book of National
Papers, providing a detailed background to many of the issues developed at the Congress. Needless to say, both will be in the NAA library
,

af t er pub lic at ion.

As international businesses continue to proliferate, the need for
harmonization of all countries' accounting principles and reporting
will grow. That is why such international conferences are so important
to�accountants�—and�will�progressively�increase�in�importance.�In�light
of this fact, it is gratifying to note that som e 20 NAA m em bers and

their wives have seen fit to make the long journey to Sydney this
month.
❑
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The NCR 399for

Another important addition
to the versatile 399!
The NCR 349 Line Printer
To dramat ically i n cr ea se the 399 ' s
printed output, this uniquely designed
pedestal type line printer operates at
speeds to 200 lines per minute. Added
to your modular 399 system, this highly
reliable stand -alone unit absorbs high volume printing jobs, allowing the
standard - equipment serial printer to effectively handle smaller applications.
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yourbusi'ness
A versatile, modular general - purpose Accounting Computer!
Now more powerful than ever with newly released peripherals!
Now, more than ever, NCR can help businesses,
large and small, solve their growing data processing
problems. The NCR 399 lets your initial system expand as your data processing requirements expand.
Never before at the price has such a combination
of capacity and versatility been available to those who
need a small general - purpose accounting computer.
And that's just the beginning of the NCR 399 story.
From its snap -in magnetic tape program cassettes
and its powerful software to its ability to communicate
with larger systems, the NCR 399 offers a new dimension in productivity. Its upward expandability enables the "399" to grow — simply and easily —as
your requirements grow.
For example, two great new peripheral units are now
available to further increase the processing capabil-

ities of the NCR 399 even more!
The NCR 349 Line Printer is a stand -alone unit
that delivers 200 lines per minute for your volume
printing operations. It provides the output you need
when the demands of your system exceed the output
capacity of the "399" serial printer.
The NCR 368 Card Reader can read 300 cards
per minute. It provides the necessary input capability
to make the NCR 399 compatible with existing card
systems. It also extends the capabilities of the "399"
by providing greater flexibility in designing a system
tailored to your business' individual needs.
The versatile, modular NCR 399! Your local NCR
representative will be glad to show you how this
general - purpose accounting computer can solve your
business' data processing problems.

Computers &Terminals

To make the 399
even more versatile!
The NCR 368 Card Reader
The NCR 368 Card Reader allows the
use of universally accepted punch
cards, to further increase the capabilities of your 399 system. This important
new peripheral unit provides efficient
entry of data, including programs and
corrections, at a rate of 300 cards per
minute for standard 80 column punch
cards.
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Letters

T O T HE EDI TO R

Annual Reports
Having just participated in our company's efforts to get the
annual report to the shareholders within the required time, it was
somewhat comforting to read in "Look Wha t's Happened To
Annual Reports" (April 1972 issue Of MANAGEMENT ACCOUNTING)
that our problems are not unusual.
The article points out that investors and analysts look principally
to the financial statements, and that the SEC and APB continue
to encourage and even insist upon fuller disclosure and less glossy
material. It would be interesting to know how many companies,
if any, merely put hard covers on copies of form 10 -K and mail
them to the shareholders with the proxy material. Certainly the
SEC would approve.
It is difficult to understand the economics of a publication that
is so expensive —in out -of- pocket costs as well as considerable administrative time —that is then admittedly merely scanned by most
readers.

encountered at meetings. A suggestion to consider, in addition to
the fine points covered, would be to supply the audience with
copies of the visual aids for their use. Current reproduction
methods, available at printing departments within most organizations, can duplicate and reduce charts at very nominal costs.
Thanks are in order for a timely report. A follow -up would bg
appreciated on "How to be a good audience at budget meetings"
and "How to organize a meeting."
Sig Dembowski
Cost Supervisor
Disneyland
Anaheim, Calif.

Con t i n u i n g E d u ca t i on Progr am

MANAGEMENT ACCOUNTING serves an important function in
keeping the Association's members abreast of the latest thinking
John C. Frieden
in their chosen profession. I wonder, however, how many of the
Michiana Chapter
Association's members and friends also realize the value of the
Elkhart, Ind.
Continuing Education Program, both in their personal career
development and to the management development programs
within their companies. We all receive the CEP literature but
Would Disclosure be Misleading?
how many are aware of the quality of the instruction provided?
I recently attended the course in flexible budgeting and performIn response to the article, "Financial Reporting by Diversified
Companies," in the January 1972 issue Of MANAGEMENT ance reporting. I found the course interesting and stimulating.
ACCOUNTING, I take exception with the degree to which disclosure The instructors are both knowledgeable and professional. The
is being encouraged at this time. My concern is that a degree liberal use of the case studies ties the theoretical to the practical
of ambiguity would be added to the financial report. Defining very effectively. In addition, the instructional materials are valuaa reporting division or an activity can lead to a nebulous result ble for future reference.
I would recommend the program to those interested in improvas would the arbitrary allocation of overhead and common exing or updating their skills or interested in acquiring new skills.
penses. In fact, it could be misleading.
Moreover, the focus on profits as the measure of management It is easy to exercise only tfie tools needed to accomplish one's
performance without considering the assets and /or capital em- job and to let the other related skills fall behind. The Continuing
Education Program can keep our knowledge sharp and up -to -date.
ployed to achieve these results would also be misleading.
This is not to say, however, that I am against advances being
made toward fuller disclosure. I think it is important for the
H. K. McNulty
stockholder and others concerned with the company to know the
Budget Manager
Th e Paul Revere Life Insurance Company
areas of growth (or non - growth) in which the company is engaged
as well as its success therein in terms of the effort and commitments Worcester, Mass.
made.
However, I caution against disclosure for the sake of disclosure,
which may be insufficient, ill- defined or inconsistent and, therefore,
T h e Con t r ol l e r s h i p F u n ct i on
be more misleading than relevant.
John J. Rogers
Certified Public Accountant
Watertown, Mass,

A Form of Con t i n u i n g E d u ca t i on
Continuing education takes many forms for accountants. A step
in that direction is reading "How to Make a Successful Financial
Presentation" In MANAGEMENT ACCOUNTING, February 1972.
The article is a reminder to all accountants of the need for
vivid visual presentations, rather than dull numeric data so often

In his article, "The Controllership Function," in the March 1972
issue Of MANAGEMENT ACCOUNTING, Mr. E. A. Johnson discusses
some very meaningful areas which the profit- minded controller
should carefully consider. The article is very informative and well
worth a second and third review.
However, I feel a very important area was not exposed for
consideration. Cost control and improvement are certainly very
pertinent considerations for any controller to carefully investigate
for their immediate impact on profits. The current status of the
economy should establish ample reason for reviewing the cost
control and improvement responsibilities of the controller. The
following four points warrant inspection:
Continued on page 24
MANAGEMENT ACCOUNTING/ OCTOBER 1972

How to get out of
the bookkeeping business
and back to
the business you're in.

We'll process your payroll,
accounts payable, accounts receivable,
general ledger /financial reporting
anyor all of them.
We'll do these jobs faster, more efficiently,
more accurately and usually more economically.
And we' ll be ha ppy to m ai l you a FREE booklet t ha t t ell s you just h ow we do i t —a n d h ave
been for 23 years. It spells out how we operate
and the benefits you'll receive. Such as fr ee
pr epa r a ti on of l ocal , st a te an d federa l t a x r eport s. Ca sh flow a nd worki ng ca pi t al repor ts.
M e a n i n g f u l m a n a g e m e n t i n fo r m a t i on t h a t
helps you run your busin ess better.
You need not buy or ren t a ny equipmen t—

we h ave our own. And wit h ADP you' re n ever
asked t o si gn a con t r a ct . Per h a ps t h i s i s wh y
we' ve gr own t o ser ve 15, 000 custom er fi rm s,
have offices in 20 major cities and are listed on
the New York Stock Exchange.
To receive a copy of our booklet, which could
lead to lifting troublesome bookkeeping chores
from your shoulders, just drop us a line. There's
no obl igat ion. Wri te Aut om at ic Dat a Pr ocessing, Inc., Dept . M, 405 Rout e 3, Cl ift on , New
Jersey 07015. Or si mply cal l (201) 472 -2222.

Automatic Data Processing
MANAGEMENT ACCOUNTING/ OCTOBER 1972

Start your clients

on automated accounting,

The f rst step is free.

%
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Mort gag e L oan Acc oun t i n g O

Automated�Client�Accounting��
Automated�Cycle�/Route�Billing��
Automated�Airline�Ticket�Writing��
Automated Newspaper Accounting
Wholesaler's�Automated�Accounting��
Automated�Insurance�Policy�Accounting��
Automated Wholesale Florist Accounting
Automated�Accounting�for�Container�Mfgrs.��
Automated�Accounting�for�Public�Warehouses��
Automated�Receivables�for�Industrial�Suppliers��
Automated�Accounting�for�Supplies�Distributors��
I'd also like to know about any automated accounting
system you have for the following:
S IN G E R C o n s u m e r P r o d u c t s , In d u s t r i a l P r o d u c t s ,
Ae ro s p a c e & Ma ri n e Sy s te m s , B us i ne s s Ma c h i ne s , Ed uc a ti on & Tr a in in g Pr o du c ts .

The first step is a free booklet
that takes the mystery out of automated
accounting practices.
Each booklet features a separate
industry. So each booklet is specific as
well as easy to understand.
We'll take you step by step through
the basic procedures of the 5800 data
processing system and how it can simplify
paperwork�for�any�—or�all�—of�your�clients.
For instance, the booklet on
wholesaler's automated accounting
I N & M shows the preparation of
order /invoices,

commission reports, cash receipts journals,'
accounts receivable ageing, and daily and
monthly reports. Complete with pictures
and diagrams of what the forms look like.
Each report is that detailed, that
specific. An honest "how -to"
approach to automated accounting
practices.
Best of all, each report is tree.
And if we don't show a report for
an industry you are interested in, just
tell us, and we'll try to work up a special
report for you.
Automated accounting. You can
finally show your clients all the cost - saving
benefits from it, simply, easily.

RBr ess Machines that
helpYu get cb� vnio business.

SINGER

i
Singer Business Machines
San Leandro, Calif. 94577

.,

Gentlemen:
Rush me the automated
accounting booklets I have indicated.

]
` !

NAME
TITLE._
COMPANY
ADDRESS
CITY

ATE

ZIP.

Bu s i ne s s Ma ch i ne s D iv is i on — p ro du c er s of c al cu la to rs , m a i l i n g e qu i p m e n t ,
c o m p u t e r system s, d a t a tra ns act io n s ys tem s, bi di n g / a cc o un t i n g sys t em s , g r a p h i c ar t s e q u i p m e n t .
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Economic Forecasters See Big G.N.P. Rise in 1973
Forecasting the gross national product (G.N.P.) is the favorite vocation of economists, and it
seems for once they all agree that the G.N.P. will rise to more than $1,260 billion in 1973 —up
from a predicted $1,152 billion this year. This was the conclusion The New York Times drew
from a sampling of some of the nation's leading economists. Business investment should show
a major advance next year, with one economist predicting a 15% increase in plant and equipment
investment in both 1972 and 1973.

Largest Manufacturers Increase Capital Appropriations
Supporting the optimism of the economists is The Conference Board's latest survey of the capital
appropriations of the 1,000 largest manufacturers. According to this survey, manufacturers have
earmarked $6.8 billion for new plant and equipment in the s econd quarter, advancing 4.4%
over the January -March period. John W. Kendrick, vice president for economic research at The
Conference Board, notes that four quarters of con tinued increases in capital appropriations
point to further strength in capital spending by large manufacturing companies. "Capital expenditures appear to have reached a trough in the first quarter of this year, and the past relationship
between appropriations and expenditures strongly suggests a continuing rise in investment in
manufacturing plant and equipment in the future."

Accounting Graduates Find Most Job Openings, Says College Placement Council
In its latest survey of beginning offers to college graduates, the College Placement Council
reports that for the first time accounting graduates attracted the most offers, moving ahead
of electrical and mechanical engineering. At the master's level, MBA's attracted the most offers,
as well as the highest average starting salaries. In a parallel survey of offers to women graduates,
the Council said that most job openings for women were in engineering and accounting. These
two areas were also found to be offering, respectively, the highest beginning salaries for women
graduates. The period covered by the survey is September 1 through July 5, 1972.

Government Expenditures May Reach a Trillion Dollars by 1982
Calling for more efficiency in government services and the acceleration of economic growth,
Jack S. Parker, vice chairman of the board and executive officer of General Electric Co., says
that G -E's business environment forecasting service forecasts "that by 1982, total government
expenditures will rise to $912 billion largely on the basis of presently built -in obligations -37
percent of a gross national product of $2 trillion, 500 billion." This forecast was based on the
assumption that government spending would grow at a rate of 9.4% a year compounded. Mr.
Parker, writing in the Tax Foundation's Tax Review, stressed "This is considered a relatively
conservative forecast."

Government Spurs Growing Demand for More and Better Accountants
In a lead article in The Wall Street Journal, a staff reporter described a bull market shaping
up for accountants. The major reasons, according to the article: growing government regulations,
ranging from additional forms required by regulatory agencies to new tax laws and the effects
of wage and price controls. Quoted in the article was a statement by an NAA staff member
that "The accountant is much more involved with preventive medicine. He's a d oct or wi th
his finger on the financial pulse." Despite rising enrollments in accounting, however, the supply
of graduates is not keeping up with the demand by industry, public accounting firms and
government for more and better educated accountants.

Metric Bill Passed by the Senate
A bill which would create an 11- member National Metric Conversion Board to develop a plan
to make the metric system the predominant but not the exclusive system of weights and measures
within ten years has been passed by the Senate. Action by the House, however, is not expected
until next year.
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SIMULATOR
MODEL
APPLICATIONS
An Organization Venturing Into Computerized Simulation
Applications Must First Evaluate Its Financial Environment And
Determine Its Specific Needs And Objectives

By Michael R. Tyran
When discussions about simulation models arise, an
understanding of what is being discussed often becomes obscure. The definition of simulation can carry
many connotations, the extent and sophistication
being dependent upon the individual organization's
needs. The simulation, or gaming, model technique
can be described simply as a computerized application
of assumed facts used to project and view the results
of alternate decision actions taken. This concept, although not new, has yet to gain any wide acceptance
as a tool for management's utilization; particularly
from the standpoint of computerization. Actually, data
simulation processes are used constantly in business;
particularly in the operational/ financial planning
cycle, although the process may not be computerized.
Critical time limitations, however, can only allow for
broad or summary changes to be made with minimal
consideration of the details involved. The manual
approach generally represents an unfinished plan due
to the need for post - finalization of the detail update.
Further, time limitations preclude the capability to
test many other alternatives which would provide the
basis for more thorough and effective planning.
Simulation model applications are not a panacea.
They are not the solution of an organization's overall
problems but rather a dynamic technique to provide
greater visibility and the best intelligence into the
future planning and projection processes of objectives
and operations.

Model Requirement Assessment
An organization venturing into computerized simulation applications must first evaluate its financial
environment and determine its specific needs and
objectives. Management must personally participate
actively in this endeavor in order to insure that the
final decision, positive or negative, is the result of an
intelligent and sound assessment of the organization's
particular situation, and that it is based on definite
MANAGEMENT ACCOUNTING /OCTOBER 1972

and logical fact - finding. To proceed otherwise into a
simulation model venture without a keen appraisal
of the consequences (such as development, implementation and recurring labor and computer cost) could
only lead to profit dissipation, deterioration of employee morale, and management's disenchantment
relative to future involvement in this type of effort.
Competent and knowledgable personnel familiar
with the detailed financial operation requirements
should be assigned to study the situation and provide
management with the definite pros and cons of such
an undertaking. This study should clearly address itself
to the cold realities of cost vs. savings and other
overriding benefits that could materialize in increased
profits, efficiency, planning, controlling and decision making.

Specific Considerations in Model Development
Simulation changes can be made at a detail level
and be reflected to any hierarchy level of summation.
Conversely, data manipulations can be made at the
various summary levels and be reflected down to the
detailed data. Therefore, considerable planning time
and research must be expended in determining an
organization's specific objectives, resources and requirements that should be incorporated within its
simulation model. Some of the major criteria for consideration and resolution in the pre - design phase of
model development are as follows:
1. What data will be manipulated?
2. What are the critical applications required?
3. What will be the level of specific data changes —
detailed, intermediary and /or summary?
4. What are the end result information objectives?
5. What data influences decision - making in the planning and projecting processes?
6. What is the extent of model sophistication?
7. What emphasis is to be accorded to the effort in
terms of resources, priorities and establishing
task responsibility?

M. R. T YRAN
Pomona Valley
Chapter (Los Angeles
1955), is Assistant to
the Controller,
Pomona Operation
of General Dynamics
Corporation. He holds
a B.S. degree from
Rider College and an
M.B.A. degree from
U.S.C. Mr. Tyran was
awarded a Certificate
of Merit for this
article (1971 -72), and
has twice been
awarded the Lybrand
Gold Medal for
outstanding article of
the year,- he has also
earned a number of
Certificates of Merit
and of Recognition.
This article was
submitted through the
San Fernando Valley
Chapter.
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Actuals Environment
Exhibit I illustrates the actual accounting data flow
in the General Dynamics, Pomona Operation, mechanical system. This exhibit indicates the sequential
flow of information from the source document transactions to data collection files which is then converted
into journal vouchers. From this point, the data is
mechanically summarized to the general ledger, to a
working trial balance and to the financial schedules.
History and budget files are then used to provide
comparative data to past performance and the projected budget plan. This process provides management
with variances for analysis and a basis for decision making actions to correct deficiencies for subsequent
periods' operations. Changes can be rapidly achieved
in this system with immediate results. Further, this
system can be used for simulations as to "What would
have happened if the actual data had been different ?"
The results of the simulation would provide planning
guides for future periods.

Data Linkage
Exhibit 2
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In order to provide the means for sequential flow
of data within a mechanical program, actual or projected, data linkage is a must. Codes must be established which will definitize data identities and field
locations. Exhibit 2 shows how this is accomplished.
As noted in this exhibit, the general ledger file contains
the prime account summary and sub - account detail
with descriptions and amounts. The account number
is prefaced by a "T" to indicate that the data destination is to the working trial balance file. Through a
table look -up file in the program, the appropriate
information flows to the trial balance file where its
location is prescribed by a code identifier. In the case
of the payroll account, for example, the location for
reporting on the trial balance is coded "TO- 01 -13 -4"
as shown in the exhibit. The "4" designation indicates
that only the prime account amount would be shown
on the trial balance. If the detailed sub - account

amount was required, the column code would be "3 ".
When adjustment input is required, column code "5"
would be used. The computer automatically calculates
Exhibit 3
MANPOWER AND PRICING APPLICATION
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the ending balance column.
In the second illustration in this exhibit, the trial
balance file is the source of the data flowing to the
appropriate financial schedule files. The sales account
number enters the profit and loss file (designated by
"S100 "). The "S" indicates "standard financial report"
and the "100" identifies the schedule number. The
line code further designates that the sales value is to
be located on line "13 column 1" of the schedule.
The "0" is used for online retrieval when one complete
line of data is required for display. The balance of
the data in columns "2 -4" is obtained from the budget
and history files which specifically contain the appropriate columnar location identifiers for the reporting
process. Data code identifiers must also be developed
and used in the simulation model in order to achieve
the necessary "linkage" required for the mechanical
data flow process.

Manpower and Pricing Application
T h e m ost b a si c in i t i a l p r o je c t i on p o in t i n t h e p l a n -
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ning cycle involves manpower and its costs. Exhibit
3 provides an insight into the simulation possibilities.
Given the direct manpower needs, projections, work
hours /period, overtime percentages and wage rates,
the straight time and overtime hours and dollars can
be readily calculated by time frame and level of data
requirement (i.e., product, organization, contract, etc.).
Changes can be made to the manpower and /or other
factors and the results simulated with the effect reflected in the overhead, work in process and cost of
sales totals.
Conversely, starting with a given direct dollar base
and other pertinent factors, the manpower needs can
be mechanically computed. As in the case of direct
labor dollar development, a change in the data would
simulate and reflect results in overhead, work in process, cost of sales and eventually into the profit and
loss statement, cash flow, balance sheet, etc. A similar
type of simulation approach is designed for the other
elements of cost — overhead by account and rate development, material, other direct costs, general and administrative, and selling expenses.

Income Statement Manipulations
Having developed the acceptable and detailed cost
projections, or starting with sales and profit margin
or fees, the data is mechanically processed in the profit
and loss applications shown in Exhibit 4. The element
of cost files are merged by period to obtain the total
product costs which are added to the general and
administrative expenses to derive total costs. These
costs then represent accrued salaries /wages and accounts payable values in the balance sheet and, when
"lagged," become a projected cash disbursement. A
"lag" represents the time period (based on experience)
between cost incurrence /expenditure and actual or
projected cash payment.

The sum of the product costs and fee dollars or
gross margin equals the sales value. When a delivery
of the product is made, service performed or partial/
progress collections are allowed, the values are
"lagged ", become a projected cash disbursement. A
cash receipt. Other income or deductions are an increase or decrease to profit or loss from operations
resulting in a profit or loss before taxes. A tax rate
is applied and a net income value is derived which
is used in the source and application of funds statement and the investment account in the balance sheet.
As shown on Exhibit 4, the simulation model provides the capability to change the sales value and gross
margin or fees and obtain new cost figures. If this
change is made, then a decision is necessary as to where
specifically the difference should be reflected. Will
it be in overhead, labor, material or profit, or should
the difference be apportioned equally to each cost
element?
A change to overhead or direct labor dollars or hours
will also result in a different overhead rate and affect
manpower and payroll dollars. Further, the effect of
the change would have to be reflected in cash receipts,
disbursements, payables, receivables, net income, etc.
The flexibility of the simulation model provides the
capability to make all of the changes simultaneously.

"... starting
with a given
direct dollar
base and other
pertinent
factors, the
manpower
needs can be
mechanically
computed."

Undelivered Sales Commitment
On e of t h e major elements of an organization's
"health" and its future growth is its backlog status.
Undelivered commitments govern the amount of contraction or expansion of facilities needed, manpower
load, inventory levels, income realization, etc.
Exhibit 5 illustrates the application processes involved in the simulation model. Projected increases
or decreases in customer commitments will change the
backlog balance and will effect sales as well as the

Exhibit 4
INCOME STATEMENT MANIPULATIONS
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Exhibit 5
UNDELIVERED SALES COMMITMENT
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Exhibit 6
CASH RECEIPTS AND DISBURSEMENTS
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profit or loss position on the balance sheet. What
happens if we obtain or lose new business is thus an
influencing factor in the organization's overall planning and operations. Any effect on backlog or sales
is also reflected in the detailed source data as well
as the final financial schedules through the simulation
model manipulations.
As noted in this exhibit, the projected period new
business is added to the prior period balances to obtain
the total backlog. As sales deliveries are made, the
backlog balances are reduced by the sales values. This
application provides the capability to add, delete or
change contracts, customers, products and product
lines.

An organization's cash position is a highly important
element in operating its business effectively. As indicated previously, product and expense costs flow
from the profit and loss file to the payable account
and, when "lagged," become a projected cash disbursement. Purchase of property and equipment as
well as other ptiyables also flow to the projected cash
disbursement file as shown in Exhibit 6.
As shown in this exhibit, cash receipts result from
"lagged" receivables based on sales projections, interest
income and other miscellaneous sources such as royalties, disposal of fixed assets, borrowings, stock issuance,
etc. When money is borrowed, the offset to the cash
receipt can be a notes payable while stock issuance
will have an effect also on the investment account.
The net difference between projected cash receipts
and disbursements is mechanically computed by period
to derive the net cash increase or decrease. The result
indicates "what happened" in the cash flow as a result
of the projected period's operations. The next step
in the cash processing is to determine the cash balance
status. The balance is calculated by adding the period's
beginning cash balance to the cash receipts and reducing this total by the cash disbursement amount.
In order to assure a compatible cash balance with
operational requirements, a minimal cash balance is
established and maintained. The amount could vary
by period because of anticipated circumstances other
than those resulting from operational requirements.
Examples of this type of situation could be repayment
of a loan in a given month, an extraordinary purchase,
payment on a building, contemplated stock issue, etc.
When the projected cash balance is developed, it
is compared to the established cash requirement and
the difference, plus or minus, then necessitates a decision- making action. If there is a projected minus cash
position, it may be necessary to borrow, delay payments, decrease purchases, etc. In the case of a plus
cash position, then a decision is required as to whether
the amount should be transferred to the dividend
account, contingency fund, decrease on outstanding
debt, make an investment, etc. The action taken is
dependent upon the magnitude of the difference.
This simulation application offers management the
capability to vary its premises on projected cash receipts and disbursements and rapidly ascertain the
results from their decisions. The effect would also have
to be reflected in the detailed files as well as in the
summary reporting such as the balance sheet.
MANAGEMENT ACCOUNTING/ OCTOBER 1972

"This

As shown on Exhibit 7, the effect of simulation

in order to provide the information required. Any
changes to the profit and loss file would affect both
the source of funds and their application. Other than

decisions at the lower levels of data development will
create changes to the source and application of funds
file and reporting. Data from various files are used

income before taxes and taxes on income, changes
could affect the investment value, dividends paid,
advances, etc. An increase in cash resulting from all
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Exhibit 8
BALANCE SHEET APPLICATION
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"...simulations
can be
performed at
the summary
or detailed
level with
resulting
changes being
reflected in
the data
affected."

tional interest income would affect income before
taxes, taxes, net income, working capital, dividends,
etc. Property acquisition could affect cash, depreciation and overhead rate, the profit and loss statement,
payables, total assets, etc. The simulation model provides the capability to make these changes rapidly and
more effectively than through the manual operation.

Balance Sheet Application
As discussed earlier, simulations can be performed
at the summary or detailed level with resulting changes
being reflected in the data affected. Any of the information contained in the files shown at the top and
center of Exhibit 8 can be changed by using line code
identifier inputs into the file or through manipulation
at the projected cost incurrence or originating transaction level.
In this application, the balance sheet accounts can
be readily changed in order to simulate results to
financial statistics and ratios such as return on investment, capital turnover, working capital, etc. Rules or
logic must be incorporated within the application
program to provide the capability that if changes are
made to on e or more balance sheet accounts then
offset changes must be made to other accounts. For
example, if the cash balance was decreased, the offset
could be to an increase in the property amount or
inventories or possibly a decrease in payables or accrued taxes. On the other hand, if a liability is increased such as accrued salaries /wages, then the offset
decrease could be an increase to the sales/ receivable
account or possibly a decrease to the earnings or surplus account. This problem does not arise however
if the changes are at the detailed level.
Another capability in this application is the matching of the total assets to the total liabilities and capital.
If the difference is within tolerable limits, the program
automatically changes the accounts payable to reflect
this difference.

Financial Statistics and Ratios
In order to operate a successful and efficient organization and achieve effective planning, controls and
decisions, management must utilize a wide variety of
pertinent ratios as guidelines for establishing and evaluating its objectives and monitoring the progress of
its operations. These statistics represent judgment
criteria for management actions. The data are generated as the final by- products from the projected and
detailed information development. Exhibit 9 illus-
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trates some of the more common ratios that are developed in this simulation application and their utilization.
Data from both the profit and loss and balance sheet
files are extracted to a "work area," tape or disc, and
the calculations are performed to obtain the required
rates, percents or ratios. After management's review
in terms of their projected objectives and /or past
performance, alternate simulations may be required
at the detailed or summary levels in order to achieve
the desired and /or planned results.
These statistics provide an understandable insight
or visibility for measuring actual results against the
projected operational plan. Management efficiency
can be measured by the capital turnover ratio, asset
profitability, and return on investment. An organization's performance can be gauged through the return
on sales, days of sales in backlog, inventory utilization,
and receivable collections.
No changes can be made to the financial statistic
results directly. The changes must occur at the lower
levels of data development. For simulation purposes,
however, changes can be made directly to the profit
and loss, and balance sheet files. However, if this is
done, revisions must eventually be made to the basic
data files to maintain compatibility.

Conclusion
The challenge and answer to business planning and
decision - making in the foreseeable future lies in the
usage of various computerized simulation model applications. The techniques will provide the capability
of testing alternative courses of action and of obtaining
the results instantly from online operations or through
very rapid turnaround time in the batch mode processing. The computerized applications for a decision simulator model, therefore, definitely represent a
"state of the art" advancement in the accounting /finance profession. As time goes on, more and
more organizations will turn toward the use of this
technique as a means for better planning, controlling
and decision- making. This management tool may
mean the difference between an organization's survival in this highly competitive business world, retrenchment, or much worse —a progressive decline in
operations to the ultimate end. Although a computerized decision - simulator model and its applications
is not a must in all organizations, this fact can only
be determined by a thorough study of the advantages
and disadvantages which will result.
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CAPITAL BUDGETING
AND THE
EVALUATION PROCESS
By Summarizing The Relevant Parameters Of The Problem,
Profitability Rankings Can Assist Management In Its Tasks Of
Forecasting And Exercising Judgments

By Thomas H. Vernon

Primary Considerations

41
The magnitude of a capital budget has both theoretical and practical facets. In theory, the optimum
budget size should be derived from a comparison of
the incremental (additional) cost of obtaining funds
with the increased profitability of the proposed budget. As a practical matter, however, the capital budget
is often established by asking several questions: (1) T. H. VERNON
How much money do we need for capital spending
next year? (2) What funds will be available from such Miami Chapter (New
1 %7), is Manager
sources as depreciation, retained earnings and outside York
of Long Range Profit
financing? (3) How should the funds be distributed
Planning at Eastern Air
Lines, Inc., Miami, Fla.
among candidate projects?
A good capital budget requires a surplus of opportu- He holds a B.S. degree
nities in which to invest funds internally at good rates in Marketing from
Lehigh University and
of return. One basic criterion for identifying a good an M.B.A. degree in
investment item is the flexibility of the commitment Accounting from
involved, or the rate of its turnover into cash. Another Temple University. Mr.
basic criterion is profitability, and. a good capital bud- Vernon was awarded
a Certificate of Merit
geting system requires a ranking of projects according for this article
to profitability. In order to do this, one must recognize (1971 -72).
the actual source of profitability of the asset (e.g.,
cost savings), estimate earnings on the basis of individ- This article was
ual units of added investment and related profits, submitted through the
FO R E CA S TIN G . Estimating such things as sales volMiami Chapter.
umes, prices, costs, investment requirements, eco- consider future cash flows as opposed to past cash
nomic climate, obsolescence, government re- flows, and compare the productivity (earning power)
striction and other factors affecting profitability of the investment with the appropriate alternative.
One must keep in mind, however, the idea that
must be accomplished.
profitability
rankings can only assist management in
S U M M A R I Z A T I O N . To compare alternative projects
in a valid fashion, estimates of cost, income and its tasks of forecasting and exercising judgments. They
cannot perform management's tasks, but they can
investment must be made.
certainly help by summarizing in a useful fashion the
MA N A G E R I A L DE CI SI ON S. The problem here is to
determine whether or not the expected profitabil- relevant parameters of the problem.
ity justifies taking a risk. Is the investment opporProject Categories
tunity attractive in view of company goals, alternaIn any kind of business, capital expenditure projects
tive opportunities, stockholder interest, and public
can
be grouped into certain broad categories. A system
interest? Is the time appropriate?
of
measuring
project profitability is very important
POST APP RAISAL. After completion, the project must
be evaluated to determine the validity of prior for some of these categories but for others it has
projections and to determine the effect of cost and virtually no meaning. A typical group of project
categories might involve the following:
market developments.

A capital investment may be considered to be an
outlay of valuable resources with the expectation of
future gain, and the framework for making the capital
investment decision is provided by the capital budget.
Effectiveness of the capital budget will be enhanced
by having procedures for generating investment opportunities, for project evaluation, and for coordination of and formal presentation of projects. The best
way to coordinate the capital budget is by way of a
long -range or strategic facilities plan, the first year of
which consists of the capital budget for the year ahead.
The primary purpose of the plan is to give direction
to the business enterprise. By establishing strategic
goals, plans can be made for achieving specific objectives. Having established objectives, the business enterprise is better equipped to direct its investment
into those channels which are proper for meeting its
objectives.
In channeling its investment funds, the business
enterprise must engage in the four steps involved in
the capital budgeting decision. These are:
1.

2.

3.

4.
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"By performing

1.

profitability
analyses, we

2.

obtain an
objective basis
for ranking

3.

projects . . . "

4.

5.

O BL I G A TO R Y. Investments in projects within this
category would be required for reasons of safety,
morale, labor requirements, public relations, and
social responsibility.
R E P L A C E M E N T. This category would include projects
considered necessary in order to keep the company
in business. Such projects would include the replacement of worn -out or damaged machinery.
C O S T R E D UC TI O N . This category would include those
projects needed to reduce operating costs.
EXP AN SIO N. This category would include company
investments necessary to expand into new markets
or to make major changes in manufacturing technology.
O T H E R , All projects not included in the preceding
categories.

Projects in categories 1 and 2 may not require a
measure of profitability for acceptance while projects
in the other categories would be expected to have such
a measurement. Nonetheless, a profitability analysis
might prove to be valuable in categories 1 and 2 when
alternative projects for accomplishing a given goal or
objective are being compared. By performing profitability analyses, we obtain an objective basis for ranking projects in order of their overall benefit to the
company.
Since the objective basis for discriminating among
projects in the matter of profitability is the company
goal, consideration must be given to the following
evaluation criteria:
1.
2.
3.
4.

Cash flow for entire life of project
Time pattern of investments and receipts
Alternative uses of funds
Risk

The more common ways of obtaining profitability
summarizations may be identified as non -time value
approaches or time value approaches. These two
methods of profitability summarization are as follows:

Non -time value approaches
L Payout period
2. Maximum cash impairment position
3. Financial statement (accounting) rates of return
a. Net income to net assets
b. First year earnings to initial investment
c. Average net income to initial investment
d. Average net income to average investment
Time value approaches
I. Present worth
a. Net present value
b. Present value profile
c. Benefit /cost ratio (discounted)
2. Discounted cash flow rate of return
3. Average rate of return

Non -time Value Approach
Before discussing the attributes of each of these
methods, it would be well to see how a given set of
projects is ranked using each method. Exhibit 1
presents the cash flows and rankings for each of six
projects costing $10,000 each. It is assumed that each
project has a life of three years. From the data presented, it is apparent that various profitability measures create various rankings. However, in most instances no one single measure will suffice. The author's
experience has been that a combination of the present
worth profile, DCF rate of return, and benefit /cost
ratio provides sufficient information in most instances. Also, with today's computing techniques and
aids, there is good justification for using every one
of the methods on significant projects.
Project A in Exhibit 1 is used to demonstrate the
non -time value approaches to profitability sumniarizations in Exhibits 2 and 3. Since it is the easiest to
comprehend, the payout period may be considered
first. Although the payout period is not a strong tool
with which to measure risk, it is nonetheless an approach to risk inasmuch as it provides management
with the precise amount of time over which the com-

Exhibit 1
CAPITAL PROJECTS PROFITABILITY RANKINGS
Annual cash flows

Rank according to:

Year
2

3

4,450
10,000
10,000
5,000
8,000
2,000

$2,092
3,000
0
5,000
8,000
4,000

3,768
2,000
0
5,000
2,000
12,000

6
1,2
1,2
5
3
4

(
(
(

$

1

($10,000)
10,000)
10,000)
10,000)
( 10,000)
10,000)

$

0

A
B
C
D
E
F

(

Project

Payback
period

Financial
statement
rate of
return*

Present
value
at 10%

DCF
rate of
return

Average
rate of
return

Benefit/
cost
ratio

3
4,5
6
4,5
1,2
1,2

6
3
5
4
1
2

5
2
6
3
1
4

6
3
5
4
1
2

6
3
5
4
1
2

+

*Net Income
Average Investment
Note:
Without considering the calculation methodologies, we can make some preliminary judgements:
1. Project B is preferable to Project C because it obtains additional cash flows of $3,000 and $2,000, respectively, in
years 2 and 3.
2. Project E is preferable to Project F inasmuch as we have received the bulk of the cash inflows in
earlier parts of the life cycle.
3. The Payback Period method does not discriminate between Projects B and C.
4. The Financial Statement method does not discriminate between Projects B and D and between Projects E and F.
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pany's funds will be at risk. Of course, the payout
period suffers from many deficiencies including the
fact that it does not take into account the time value
of money. Moreover, it does not consider earnings
subsequent to the payout period.
An additional measure, "Maximum Cash Impairment Position," has also been included in Exhibit 2.
This measure can be combined with the payout period
and put into a graphic representation showing the
amount of money outstanding in a project at any point
in time. It is often a useful device for the company's
treasury department, especially if project cash outflows
occur over several years.
The next profitability summarization method to be
considered is the Financial Statement (Accounting)
Rate of Return. (See Exhibit 3.) As indicated above,
there are at least four different approaches to this
method. In all approaches, however, some net income
figure is divided by some investment base. Perhaps
the most common situation is to relate average net
income over the project to average investment in the
project. Exhibit 3 presents the results of four different
financial statement methods using data obtained from
Exhibit 2. Note that the smallest percentage return
is obtained by relating average project net income to
initial investment.
The objective of the financial statement method
is to obtain a pleasure of efficiency of the use of
capital. The primary shortcoming of such a method
is that it fails to consider the time value of money.
A project with low income in its early years and high
income in later years would be ranked the same as
a project with high income in its early years and low
income in its later years. It is apparent that such a
method is of limited usefulness.

Time Value Approach
Let us turn now to those profitability summarization
methods which are based upon time value approaches.
We shall consider the following methods:
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With this very brief description of present value,
we are reasonably prepared to proceed with the explanation and evaluation of those capital budgeting evaluation techniques which recognize the time value of
money. The first of these techniques may be called
the net present value method. It presumes that the
particular company involved has established a percentage which it feels any project should earn in order
for it to be considered.
A project's net present value may be determined
by subtracting the present value of its investment or
cost from the present value of its cash receipts (flow).
Discounting would be accomplished by way of the
present value factors associated with the rate of return
available from alternative investments, the marginal
discounted cash flow (DCF) rate of return, or the
company's cost of capital. Each individual cash receipt
(if the receipts are unequal) would be multiplied by
the appropriate present value factor. If the net present
value of the project is greater than zero, the implication is that the rate of return is greater than the
discount rate. Usually, if the project has a positive
net present value, it should be accepted. This presumes
that availability of funds is not limited. (Exhibit 4.)
In and by itself, the total net present value does
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Perhaps present value can best be understood by
beginning with the concept of compound interest. If
we lend a dollar today at six percent interest, we would
obtain $1.06 one year from now. Thus, $1.00 today
is worth $1.06 one year hence. Two years hence it
must be worth more than $1.12 because of compounding. Basically then, present value is the compound
interest principle in reverse. If we already know what
the dollar value of F. is, we can calculate P by algebraic
manipulation:
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Exhibit 2
NON -TIME VALUE APPROACH: PAYOUT PERIOD AND
MAXIMUM CASH IMPAIRMENT POSITION FOR PROJECT A
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value of each future amount and add the results to-

(1 + r)"
The process of determining present values is often
referred to as discounting and the "r" is referred to
as the discount rate. When there is a series of different
future amounts (F values), one must find the present
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Payout completed in 2.917 years
V.

Maximum cash Impairment position
$10,000 at time (year) zero
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company's
cost of
capital."

not always provide sufficient information to rank projects correctly. Rankings will vary somewhat depending
on the particular discount rate selected. This technique may be enhanced, however, by applying a range
of alternative percentages. One would have, then, a
present value profile showing the range of alternative
percentages over which a project would be acceptable.
The net present value concept is useful in the solution
of capital budgeting problems where a choice must
be made between mutually exclusive projects. Net
present value would provide an indication of whether
the incremental investment gives a favorable return.
The next profitability yardstick may be called the
"discounted benefit /cost ratio." At some specified
discount rate, this method relates the present value
of future benefits to the present value of the cost
or investment required by the asset. In terms of present
value, the algebraic representation of the discounted

Exhibit 3
NON -TIME VALUE APPROACH:
FINANCIAL STATEMENT RATES OF
RETURN FOR PROJECT A
1. Net income to net assets:
Per cent return - $ 1'117
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This method does consider the time value of money,
and often the discount rate chosen will be the company's cost of capital. Its primary advantage is that
it provides the company with a yardstick of the profitability of an investment dollar independent of the
size of the project. By doing this, it avoids one of
the primary shortfalls of the net present value method
of evaluating capital projects, viz., projects involving
large numbers of present value dollars are favored over
those with small dollar amounts - irrespective of the
relative benefits involved. Moreover, the method gives
the wherewithal to rank projects which have about
the same net present value but very different costs.
For example:
Project Project
A
B
Net present value
$16,000 $16,000
Present value of project benefits
26,000
21,000
Present value of project costs
10,000
5,000
Discounted benefit /cost ratio
2.6
4.2
Although the net present value is the same for both
projects, Project B is clearly the better deal for the
company as shown by its superior 4.2 benefit /cost
ratio.
The primary advantage of the benefit /cost ratio
method, then, is that it provides the wherewithal to
rank projects according to profitability but without
direct reference to the number of dollars involved in
each one. Projects having unequal investment amounts
are placed on similar bases. Under an unlimited availability of funds situation, all projects with ratios of
better than 1.0 are acceptable.
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Exhibit 4
TIME VALUE APPROACH: NET PRESENT VALUE AND BENEFIT /COST RATIO
SUMMARIES
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Annual cash flows
Year 1
Year 2
$2,092
4,450
4,045
1,729
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" . . . the

return calculations for all the projects included in
Exhibit 1.
What about the ranking decision under average rate
of return? Remember that this particular parameter
considers the actual opportunities for investment
available to the company. It compares project profitability with an acceptable minimum rate of return;
it may be used as the criterion for an accept- reject
decision. The problem is that it can only be used to
rank projects if the projects have equal lives.

analyst
attempts to
find the rate
which will
equate the
cash flows."

Con cl usi on
Perhaps one of the most interesting aspects of the
evaluation process is the one concerned with the extent
of funds available for investment. Presuming that
profit maximization is our goal in any given situation,
we are with the accept- reject decision. We would
are available. If the pool of funds is unlimited, we
are not so much concerned with ranking projects as
we are with the accept- reject decision. We would
continue investing in projects until reaching the point
at which the marginal DCF rate of return was equal
to our company's actual cost of capital. In terms of

Exhibit 5
TIME VALUE APPROACH: DISCOUNTED CASH FLOW RATE
OF RETURN FOR PROJECT E
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Exhibit 6
TIME VALUE ,APPROACH: DISCOUNTED CASH FLOW
RATE OF RETURN SUMMARIES
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Exhibit 7
TIME VALUE APPROACH: AVERAGE RATE OF
RETURN FOR PROJECT E
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Exhibit 4 presents benefit /cost ratios for each of
the projects listed in Exhibit 1. It also shows the results
of the net present value calculations. Note that, in
these circumstances, the two methods provide identical
rankings. Generally, however, rankings for the benefit /cost ratio will be different than those achieved
under net present value.
In most instances, relative ranking of projects is
more to the point than present value dollars. Rankings
will vary with changes in the discount rate in both
net present value and the benefit /cost ratio. By using
a range of discount rates, one may obtain a profile
of benefit /cost ratios as well as a profile of net present
values.
Another profitability summarization method based
upon the time value approach is the Discounted Cash
Flow Rate of Return. This method is sometimes referred to as the "internal rate of return," "marginal
efficiency of capital," or "rate of return over cost."
It is similar to the concept of calculating a yield on
a bond. For any given project, the DCF rate of return
is that discount rate which equates net benefits with
net cost at some common point in time, usually time
zero or the present. An example of this method is
provided by Project E, Exhibit 1. The cash flows
associated with this project are presented in Exhibit
5. By trial and error, the analyst attempts to find the
rate which will equate the cash flows. As you can see,
our $10,000 outlay at time zero is closely approximated
by discounting the cash inflows at a 45 percent discount rate. If we wanted to obtain more accuracy,
we could interpolate between 40 percent and 45 percent. In this case, we would find the actual discount
rate to be about 44.79 percent. The primary advantage
of the DCF rate of return is that it provides for project
ranking independent of assumptions regarding the cost
of capital. (See Exhibit 6.)
The last profitability measure to be considered is
the Average Rate of Return method. This method
recognizes the time value of money, and the result
of its application is an interest rate on the initial
investment. Applied to the initial investment, this rate
would yield a dollar amount equivalent to that
achieved by reinvesting a particular project's interim
receipts at the company's return on investment (ROI)
from alternative investments.
To illustrate this method, let us take the cash flows
from Project E and assume a ten percent return from
alternative investments. (See Exhibit 7.) Under the
three year row in a table of compound interest factors,
find the factor 2.048 or its approximation. The rate
of interest corresponding to this factor is the average
rate of return. Actually, you are asking the following
question. "At what rate of interest (compounded)
must $10,000 be invested in order to yield $20,480
in three years ?" In this case, the answer is about 27
percent. Note that the first year's cash receipts, received at the end of the first year, would be invested
for two years until the end of year three. The second
year's receipts would remain invested for only one year.
Our project's return of 27 percent is greater than
the assumed ten percent return from alternative investments and, hence, it is acceptable. This technique
is useful when a decision must be made to accept or
reject a project. Exhibit 8 presents average rate of
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Exhibit 8
TIME VALUE APPROACH: AVERAGE RATE OF RETURN SUMMARIES
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tablished in the other methods.
In the real world, however, one finds constraints
imposed on the availability of capital funds. Thus,
as a practical matter, profits must be maximized under
certain given constraint parameters. The problem,
then, is to rank all projects according to prospective
profitability based on the methods already
discussed.
❑

$

must be

the benefit /cost ratio, we would continue investing
as long as we had project proposals with ratios in excess
of 1.0. This is roughly similar to the condition that
the DCF rate of return be at least equal to the cost
of capital. In terms of net present value, we would
continue to invest until we had no more projects with
positive net present values. Cutoff points established
in any one of the methods may vary from those es-
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LETTERS to the editor
Continued from page 8
1. The interest and concern of stockholders and management for
the efficient operation of the business
2. The very interesting high correlation between business failures
and the lack of sufficient and adequate information on the
cost of operations
3. Acute competition within industry demands intelligent, well informed cost management for the economic health of the
business
4. And finally- Government regulations, primarily the Robin son- Patman Act, require businesses to support and prove price
differences between customers with cost differences.

6. Review the costs of distribution and the generation of research
and development costs
This is no small job and it requires constant probing for facts
and consistent details which support the costs of the operation.
Its immediate worth and impact wi l l be quickly recognized and
well appreciated by its effect on the "bottom line."
William f. Evans
Louisville Chapter
Louisville, Ky.

Will the Real Controller Please Stand Up?
Once the controller has recognized the need, and as Mr. Johnson
aptly puts it, the "onerous task," I'm sure lie will want to establish
a program that will:
1. Review the cost components and classifications
2. Observe and improve the cost recording and basic document
mechanism
3. Inspect materials control and inventory programs
4. Define costs of idle manpower and review personnel costs
5. Consider the treatment and composition of factory overhead
24

In his article, "The Controller: A Mythical Executive ?" March
1972, Mr. Moseley's humorous approach in presenting the problems encountered in determining if "Controllers" are real and do
in fact exist was a very amusing piece of penmanship. And to
other non - accountants, I'm sure the title is equally confusing.
Rest assured, Mr. Moseley, every profitable business enterprise
has a financial executive (heretofore sometimes referred to as
"controller or ... ") who participates in and is deeply involved
Continued on page 48
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RETAIL TRADE RO
The Most Important Variable For The Retailer Is Inventory,
Both In Level And Number Of Turns

By Robert B. Oakleaf
The concept of return on investment (ROI) was introduced to the business community by the DuPont
Company in the twentieth century. It is based on a
formula for measuring the utilization of the capital
assets of a business and the net return from the sales
function. Although other formulas have been developed over the years, the basic DuPont formula is one
of the easiest to understand. It establishes the return
on assets, and a simple related calculation provides
the ROI percentage figure. Because of the ease with
which it can be applied, the corporate, industrial world
was quick to take advantage of this concept as a tool
to use in measuring management performance. Small
business, on the other hand, especially the retail trade,
has tended to concentrate on the operating statement
as the measure of the effectiveness of management.
Net profit from sales has been the retailer's criterion
of success, and by and large he has neglected to observe
how large an investment was needed to produce that
net return.

Measures of Management Effectiveness
The most important reason for using net profit as
a criterion for measuring effective management is that
it is the "take home pay" of the retail trade. If the
net for 1970 was above that of 1969, it is assumed
that management was doing an effective job. Sometimes the net will be stated as a percentage instead
of as an absolute. If the net of a small business went
up from $10,000 to $14,000, it is much more impressive
to state, "We had a 40 percent increase in net return,"
than it is to say, "Our net return increased $4,000."
Percentages fluctuate, however, and management may
find itself whipsawed by this type of reporting.
Gross sales ranks directly behind net profit as a
measure of management effectiveness. "Our sales were
up to $50,000" is a statement that indicates growth,
if nothing else. Changes in gross sales may also be
stated as a percentage; and if so stated, they are subject
to the same fluctuations as net profit. Also, a percentage may not be a valid indicator of good management.
For instance, management may indicate a 30 percent
increase in gross sales, when their segment of the trade
may have produced a 40 percent increase. This is akin
to the group that had 30 percent fewer cavities but
they also had 40 percent fewer teeth.
Industrial firms and the very large retail operations
like to judge the success of their operations by the
MANAGEMENT ACCOUNTING /OCTOBER 1972

depth of their market penetration. For example, one
of our large business forms companies is said to own
in excess of 40 percent of its market. One of the
survivors in the automotive field has six percent. If
market penetration indicates that a firm is the dominant one in its field, it can show an operating loss
and still claim the distinction of being ahead of its
competitors. By contrast, the small retailer can do no
more than guess what his share of the market is.
Another criterion is somewhat more subjective than
objective in that it is akin to market penetration but
is based on what is referred to as "corporate image."
Some companies apparently adopt the policy of seeking the number one spot in a field. If such a goal
is adopted by a company, they have succeeded when
they feel they have achieved such an image. The small
retailer may not know the exact image that he projects
but it has to be good merely to survive.

ROI and ROA Ratios

R. B. OAKLEAF
Olean- Bradford
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President of F. H.
Oakleaf Co., Olean,
N.Y. Mr. Oakleaf, who
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Certificate of
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Even if gross sales are up 15 percent over the average
for the trade, the firm may not be as effective as it
appears to be, if it has not taken into account what This article was
it had to pay to achieve that increase. By the same submitted through the
token, if net profit is off ten percent, the ROI percent- Olean- Bradford
age should be examined before pushing the panic Chapter.
button. It is possible to have such a reduction in net
return and still be ahead of the competition through
more effective asset management.
Exhibit 1 indicates how well the firm's assets have
been managed and, the ROI percentage figure tells
exactly how much the firm has earned on its total
investment. This is the key figure. If it is not better
than the return on a certificate of deposit at the bank,
and forecasts do not show the possibility of improvement, the small retailer should have an auction and
go back to work for someone else.
Illustrated in Exhibit 1 are all the variables that
must be known to develop the return on assets (ROA)
ratio. In addition, when we deduct liabilities from
assets to establish net worth and divide this figure
into net profit we arrive at the ROI percentage figure.
In this case the ROI is 10.5 percent and the ROA
is 9.59 percent.

Analyzing the Variables
Now that we have established the current ROI for
this business, let us examine some of the variables
involved. The most important variable for the retailer
is inventory, both in level and number of turns. If
25

the turnover increases, the ROA will also increase
because the firm is selling more with what it has in
hand. If sales increase and /or the inventory level drops,
the job is being done with a smaller investment and
the ROI will increase.
Pricing at the retail level demands very careful study
because of its direct effect on volume and, therefore,
on ROI. Some retailers who operate at a low margin
show a poor ROI when the turnover they seek fails

Exhibit 1
BASIC R0A /R01 CHART
Mdse. cost

Other incom e
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Exhibit 2
REVISED ROA /R01 CHART
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to materialize. It may be wiser to hold a top markup.
This will probably restrict volume, but a higher margin
will result.
It is very possible that borrowed money could improve the ROI equation. Money borrowed at seven
percent that can be introduced into the sales picture
to provide a 12 percent return is obviously a big help.
The money market sometimes fluctuates so widely
that a "leverage operator" could find himself on the
wrong side of the equation if he is not very careful.
By the same token, the retailer must be careful not
to let reverse leverage upset the equation. If a business
is not collecting the standard 1.5 percent per month
on past -due balances, it is, in effect, allowing its customers to use its money interest free.
In an inflationary period, expenses are a very real
headache and it takes a determined effort to hold them
in line. Enforcing rigorous economy, better training
and increased efficiency are avenues of attack on this
problem.
All of the variables in Exhibit 1 must be considered
separately by the individual firm. For instance, other
assets, a somewhat nebulous term, will not usually
affect a small retailer. However, for the large operator,
who may be holding excess warehouse space anticipating future volume, it will depress his ROI because
these assets are not producing sales volume. The fixed
assets factor should not include real estate because
managing real estate is a talent separate from merchandising a retail store. To a large operator, such
as a national chain, it could be important, and it may
have a department devoted solely to fixed asset management. In this case, depreciation is the main consideration. The firm can use straight line or declining
balance, as fits its situation, but it must be certain
that depreciation is taken to the fullest extent available.
Emile Cou6, that famous Frenchman said, "Every
day in every way I am getting better and better." This
is positive thinking at its very best, but thinking alone
will not improve an ROI percentage. The retailer must
take a long hard look at his operation. What is his
position in the market place? What are the liabilities
set against his assets? What are the physical facilities?
How do the employees stack up with others up and
down Main Street? Who are the customers and just
how many are there? Is the operation basically conservative or is it on the wheeling and dealing side? The
small retailer can profit from a careful study of each
of these questions.
After self - evaluation, can the desired ROI percentage be reached with the assets available? If the answer
is no, there are two courses of action open:
1. Have an auction and sell out.
2. Decide what kind of increased investment it will
take to reach the desired percentage, over what
period of time, and lay out a plan to do it.
If the latter course is the one selected, it is a good
idea to avoid immediate, drastic change. The retailer
should plan carefully for an orderly transition and
should not deviate from the plan. Contingency factors
should be built into the plan, but if the parameters
Continued on page 28
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UNMEASURED
DIRECT -LABOR
PAYMENT PLAN
Offering The Employee A "Work Contract" For The Job
Cuts Costs By Way Of Reduced Burden

By Edward T. Shea
The Drop Forging Industry is traditionally a low -margin business with only a handful of large companies,
a scattering of medium size ones, and a host of small
companies. As a direct result, the industry has always
been dominated by its major customers, notably the
automotive, construction equipment, and farm equipment manufacturers. With price being the only decisive factor in the bulk of the business, only a few
companies have a decent profit margin.
Several years ago, our company decided that a low
price should not be the only factor in a sale. We felt
that we could offer our customers some pluses in
engineering skills, geographic location, and in nimble
customer service, but we wanted to be properly compensated for these extras. Once the decision was made,
it meant that the large volume market was closed to
us since we could not be competitive in that market.
We found —after some struggling —that we could get
a much better markup by concentrating on short -run
jobs. Certain companies emerged as our best prospects —the common denominator being that they all
required a variety of parts in small quantities. Within
a few years, we found that most of our work was in
such items as aircraft engine parts, nuclear valves,
specialized medical and dental instruments, experimental quality control instruments, etc. We had not
completely escaped price competition but at least we
were now in an area where price was only one of the
factors considered by the customer. It was progress.
However, despite the progress we had made, we
found that productivity in the plant had dropped by
approximately 15 percent. For many years, we had
used a popular and workable piecework incentive system but it was not suited to the type of business we
were now in. A few abortive attempts with other
piecework systems were made, with no success. It was
the unanimous opinion of our Engineering Department, Plant Supervision, and Union Representatives,
that a job could not be properly time studied and
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a fair rate set unless it ran for at least four hours in
a forging hammer. Since unanimous agreement among
this group was rare, we were properly impressed; and
since most of our short -run work did require less than
four hours' forging time, we accepted the idea that
a timed and conventional method could not be used.

An Effective Payment Method
We eventually adopted a childishly simple but very
effective payment method. The key to this method
was a provision which had been in our labor agreement
for many years. It was a crude incentive device wherein
we agreed to pay each hammerman a predetermined
number of hours for setting up his forging hammer —
the exact number of hours varying with various forging
hammer sizes. Setting up a forging hammer is a boring
and laborious job, traditionally paying day rate. We
made an incentive job out of it by guaranteeing a
fixed rate of pay regardless of how long a man took
to complete the task. It had worked out well, for our
hammermen were setting up their equipment in approximately half the time they were being paid for.
ESTIM ATING

We decided to expand on this simple method to
include the entire forging operation as well as the
hammer setup. As an illustration, we have taken an
actual job run recently, with the following data coming
from our Engineering Department and Production
Control routing sheets:

E. T. SHEA
Springfield Chapter
1955, is Assistant
Treasurer and
Controller, Storms
Drop Forging Co.,
Division of Litton
Industries, Springfield,
Mass. Mr. Shea, who
is a Past President of
the Springfield
Chapter, holds B.B.A.
and M.B.A. degrees
from American
International College.
This article was
submitted through the
Springfield Chapter.

Number of pieces on order -50
Equipment used -2500# forging hammer
Estimated production per hour -20
Scheduled production time-2V2 hours
Contractual agreement on payment for setup of
2500# hammer -4.3 hours at base rate
Estimated setup time required-2 1/4 hours (based on
historical data)
Base rate of 2500# hammerman —$2.97 per hour
Forging rate of 2500# hammerman —$4.53 per hour
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"

The key to

this method .. .

The estimated cost of the forging operation on this
job was as follows:

was a crude

Direct
labor

incentive

Setup hammer
4.3 hours at base rate
$12.77
Absorbed burden on setup
2'/, hours at $22.40 per hour
Forge
N hours at forging rate
11.33
Absorbed burden on forge
2h hours at $22.40 per hour

$ 50.40

$24.10

$106.40

dev i ce

.

„

pay him either his regular rate or $24.00, whichever
was higher. Actual results were as follows:
Direct
labor

Burden
Setup hammer
1 hour, 55 minutes
Absorbed burden
Forge
2 hours, 5 minutes
Absorbed burden
Direct labor

56.00

Estimated total cost: $130.50
THE "WORK CONTRACT"
Our plant superintendent accumulates the work
orders for these short run jobs, records the information
shown above and if he thinks it appropriate, he authorizes the foreman of the Forge Shop to offer the
hammerman a "work contract' on this job. In the
example shown, the foreman approached the worker
just before the job was started and told him we would

Actual total cost: $113.61
Savings = $130.50 — $113.61

Burden

$42.94

46.67
$24.00
$24.00

$89.61

$16.89

Conclusion
This method works particularly well for us when
the employees know we have a large backlog of small
orders. The advantage is in better forging hammer
utilization and better burden absorption. We feel this
simple method, together with our policy of selective
selling, is largely responsible for our current position
as one of the profit leaders in the industry.
F

RETAIL TRADE ROI
Continued from page 26
are exceeded continually, the plan and possibly the
target should be revised.
Follow -up of the plan is of utmost importance.
Progress should be checked at regular, specified intervals. •In the retail business monthly figures can be
misleading. Progress may certainly be observed on a
monthly basis but a decision for change in the plan
should probably be based on quarterly figures. Change
in the market place is continuous and varies for each
type of trade. Each manager will have to test the wind
regularly and trim his sails accordingly.
Im pr ovi ng t he ROI
The manager who drew Exhibit 1 decided that he
wanted to improve his ROI. To do this he decided
on what goals he wanted to reach , plotted them on
the chart, and revised his operation to reach them.
He was a reasonable man and felt that with the
current rate of inflation plus some harder selling by
his people he could expect a ten percent increase in
sales. He decided to attack the cost of goods sold and
inventory level to improve gross margin by approximately one percent. He was realistic enough to know
that expenses would surely increase but with a determined effort could be held to $39,000. He estimated
that his cost of merchandise purchased would be
$104,000 and his taxes would be near $1,000. (Some
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managers feel that an after tax picture is not as fair
as one before taxes but either approach used consistently is satisfactory.) He understood what inventory
turnover could do to his ROI and because the average
turnover for his type of business was six times, he
decided to set six turns as his goal. His inventory was
therefore set at $24,500.
Collections has always been a problem with this firm
but the manager felt that by adding 1.5 percent per
month on past-due balances and by increasing collection efforts, receivables could be reduced to $18,000.
He anticipated no change in other assets or income
figures. Exhibit 2 illustrates his new position.
Since his liabilities remained at $6,000, his net worth
was established to be $48,500, and of course, his net
profit rose to $8,500. When we divide net worth into
pr o fi t we c o me u p wi t h a 17.5 p e r c e n t R O I . W e a l so

find that his asset turnover increased from 2.04 to 2.80
and the percentage of profit expressed as a ratio of
sales increased from 4.7 percent to 5.6 percent.
Conclusion
Any retailer can place his numbers in an ROA /ROI
chart to ascertain his profitability. His trade association or his bank can supply him with the average ROI
for his type of business so he can compare his return
with that of the trade. A realistic plan for progress
can be laid out on these charts, and a multi -year plan
can be plotted on separate charts.
r]
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DEPRECIATION
UNDER THE

TAX REFORM ACTOF 1969
The Use Of The 200 Percent Declining Balance Method Of
Depreciation On New Real Estate Has Been Limited

By Wayne White
In the past, depreciable real property could serve as
a potential tax shelter for the taxpayer. He was allowed
to deduct accelerated depreciation on real property
(other than land) which was used in a trade or business,
or which was held for the production of income. Accelerated methods of depreciation which were available
for new real property included the 200 percent declining balance method and the sum -of- the - years- digits
method. For used real property, the fastest method
of depreciation available was the 150 percent declining
balance method. By claiming accelerated depreciation,
taxpayers often reduced their income taxes by offsetting other income with excess depreciation deductions
generated during the early life of the property. Also,
where real property was held for ten years or more,
any income on a sale of the property which was attributable to these excess deductions would be taxed
as a capital gain.
The Tax Reform Act of 1969 substantially changed
these conditions. Under the Act, the availability of
the 200 percent declining balance and sum- of -theyears- digits methods for depreciable real property has
been limited. With but few exceptions, these methods
are not now available for real estate acquired after
July 24, 1969. (See Exhibit 1.) In general, the fastest
method of depreciation now available for new real
estate is the 150 percent declining balance method,
or any method which does not give a larger allowance
during the first two thirds of the property's life than
the 150 percent declining balance method.' However,
for all practical purposes, depreciation on new real
estate has been limited to the 150 percent declining
balance method.
Accelerated depreciation methods for "used" real
property were also limited. Under prior law the 150
percent declining balance method was available for
used property. This method is no longer available
where the used real property was acquired after July
24, 1969.= With but few exceptions, the only depreciaMANAGEMENT ACCOUNTING /OCTOBER 1972

tion methods that can be utilized for used real property acquired after July 24, 1969, are the straight line
method or any other method determined by the Secretary or his delegate as providing a "reasonable allowance."
Residential Rental Property
These new rules do not apply to residential rental
property. New residential rental property can be depreciated under the 200 percent declining balance
method or the sum -of- the - years - digits method as under
prior law. To qualify as new residential property, the
original use of such property must begin with the
original taxpayer and no one else. Used residential
rental property acquired after July 24, 1969, which has
a life of more than 20 years can be depreciated under
the 125 percent declining balance method. There are
no accelerated methods available for used residential
rental property with a life of less than 20 years.
For property to qualify as residential- rental property
for any year, 80 percent or more of the gross rental
income for the year must be from "dwelling units."
For example, a house or apartment used to provide
living accommodations would be a dwelling unit. A unit
in a hotel, motel, etc., does not qualify when more
than one -half of the units are used on a transient basis.
If any portion of rental property is occupied by a
taxpayer, he must include the rental value of the
portion he occupies in determining whether he meets
the 80 percent income test. These definitions apply
to both new and used residential rental property. The
80 percent gross income test must be met each year
in order for the taxpayer to be entitled to use the
accelerated depreciation methods. Thus, if a taxpayer

W . W HIT E
South Birmingham
Chapter (Chattanooga
1 961), is a Partner,
Arthur Andersen &
Co., Birmingham, Ala.
Mr. W hite holds a B.S.
degree in Accounting
from Memphis State
University, and an
L.L.B. degree from the
University of
Tennessee.
ThIs article was
submitted through the
Chattanooga Chapter.
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Formethods
real property
acquired
taxpayers
can continue
to use
already
m usebefore
even ifJmy
they25,
are1969,
accelerated
methods.
Accelerated
methods are also available if the construction of the property began before July
25, 1969, or if a binding contract for any part of the construction or for permanent
financing of the project was entered into before July 25, 1969.
' Taxpayers can continue to use an accelerated method where used real property
was acquired before July 25, 1969. Accelerated methods are also available if used
real property was amired after July 24, 1969, pursuant to a written contract
for the acquisition of such property or for the permanent financing which was,
on July 24, 1969, and all times thereafter, binding on the taxpayer.
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"Accelerated
methods

. . .

can still be
used for new
machinery,
equipment,
and other
personal
property."

failed to meet the 80 percent test in one year, the
fastest available method for that year would be the
150 percent declining balance method for new property and the straight -line method for used property.

Sections 1245 and 1250
Section 1250 of the Internal Revenue Code covers
all depreciable real property other than that covered
by Section 1245.' This latter Section covers elevators
and escalators, and possibly certain types of real property, other than buildings, where the property is used
as an integral part of manufacturing, production, or
certain other limited activities. Thus, real property
covered by Section 1245 will still qualify for accelerated depreciation. However, property covered by Section 1245 is subject to 100 percent recapture of depreciation whereas there will be cases under Section 1250
when recapture of depreciation can be completely
avoided (for example, where an FHA housing project
is held for more than ten years).

Rehabilitation Expenditures
The Tax Reform Act also favors taxpayers making
capital expenditures to rehabilitate low- income rental
housing. Low - income housing is defined as any building in which the dwelling units are rented to families
of low or moderate income. A dwelling unit does not
include a unit in a motel or hotel which is used on
a transient basis. IRS Regulations issued on March
10, 1972, discuss what is considered to be low or
moderate income. Under prior law these expenditures
' See John Heath, Jr., "Optimizing Cash Flow and Tax Benefits in New Plant
Construction," Management Accounting, March 1971.

Exhibit 1
ACCELERATED DEPRECIATION METHODS AVAILABLE FOR
REAL PROPERTY ACQUIRED AFTER 1969
Type of property
(1) Rehabilitation expenditures on low
or moderate Income rental housing

(2) New residential rental property

(3) Used residential rental property
with a life of 20 years or longer

(4) New elevators, escalators and other
real property covered by Section 1245
(5) Used elevators, escalators and
other real property covered by Section
1245
(6) All other new real estate

(7) AN other used real estate
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Accelerated depreciation methods
permitted under the new law
(1) Amortize over a period of 60 months
using the straight line method or
use regular - accelerated- methods
otherwise available
(2) 200% declining balance, sum- of -thsyears- digits, or any other method
allowed under the prior law
(3) 125% declining balance method or
any method determined by the
Treasury as providing a "reasonable
allowance"
(4) 200% declining balance, sum- of -theyears- digits method, or any other
method allowed under the prior law
(5) 150% declining balance method

(6) 150% declining balance method or
any other accelerated method which
does not give a larger allowance
in the first % life than the 150%
declining balance method
(7) Straight line or any other method
approved by the Secretary or his
delegate as providing a "reasonable
allowance"

had to be depreciated over the remaining life of the
building. Under the new law, capital expenditures to
rehabilitate low - income housing made after July 24,
1969, and before January 1, 1975, can be amortized
over a period of 60 months on a straight line basis.
In computing this depreciation, taxpayers do not have
to use salvage values.
Both a floor and a ceiling are placed on capital
rehabilitation expenditures subject to rapid write -off.
Expenditures must exceed $3,000 per unit over a
period of two consecutive tax years in order to qualify
for the rapid write -off but cannot exceed $15,000 per
dwelling unit. The current tax year must be one of
the two consecutive years.

Example 1
Assume that several expenditures are made by a
taxpayer to rehabilitate a dwelling unit rented to a
low- income family. These expenditures are made on
one unit. They are as follows: $500 in 1971, $2,000
in 1972, $7,000 in 1973 and $11,000 in 1974. The $500
in 1971 does not qualify for rapid write -off because
the total expenditures for 1971 and 1972 (two consecutive years) do not exceed $3,000. The expenditures
in both 1972 and 1973 ($9,000) qualify because they
meet the $3,000 test. The expenditure in 1974 qualifies
up to $6,000 ($15,000— $9,000). The $15,000 is the
ceiling for total expenditures on one unit. The total
expenditures which have qualified up to 1974
($2,000 + $7,000 = $9,000) are subtracted from the
upper limit to determine the amount which can qualify. Since this amount ($15,000 — $9,000 = $6,000)
is less than the 1974 expenditures, only $6,000 of the
$11,000 spent in 1974 qualifies. The first year expenditures of $500 was not counted because it did not
qualify for rapid write -off. The first year expenditures
and the amount of the expenditures in 1974 which
do not qualify ($5,000) should be depreciated over
the remaining life of the property.

Machinery and Equipment
Accelerated methods, such as the 200 percent declining balance method, can still be used for new
machinery, equipment, and other personal property;
and the 150 percent declining balance method can
be used for used machinery, equipment, etc. In general, prior law still applies to this type property.

Amortization Pollution Control Facilities
The Tax Reform Act contained favorable new
amortization rules which were expected to encourage
construction of pollution control facilities. These favorable rules allow pollution control facilities to be
amortized over a period of 60 months. The taxpayer
must elect this form of rapid amortization by filing
a statement with his return in the form prescribed
by regulations adopted on May 17, 1971.
In order to qualify for the election, the facility must
be a "certified pollution control facility." The facility
must be certified both (1) by a State certifying authority as being in conformity with the State program for
control or abatement of pollution and, (2) by a Federal
certifying authority as being in compliance with Federal regulations. The facility must be utilized to abate
or control either atmospheric or water pollution. The
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facility must be used in connection with a plant or
other property that was in existence prior to 1969,
and the facility itself must have been placed in service
after 1968 and before January 1, 1975, to qualify. Used
facilities added after 1968 do not qualify. Additionally,
any facility that will pay for itself over its useful life
through profits derived through the recovery of wastes
or otherwise cannot qualify for the election.
If the useful life of the facility is over 15 years,
the part which can be amortized over 60 months is
that portion of the facility which bears the same
proportion to the entire facility as 15 years does to
the total life of the facility. For example, if the facility
has an estimated life of 20 years then three - fourths
of the facility can be amortized over 60 months, and
the remaining one - fourth must be amortized over 20
years.
There may be cases when it is more advantageous
to elect a regular depreciation method than to elect
rapid amortization over a 60 -month period. For example, it might be noted that this rapid amortization
is subject to the depreciation recapture rules applicable
to personal property. That is, any gain realized on
the disposition of the property will be taxed as ordinary income to the extent of amounts claimed as
amortization deductions in previous years. If the facility is real property subject to Section 1250, then any
recapture on a subsequent disposition of the property
will be limited to the excess of accelerated over straight
line depreciation. Thus, to the extent that a portion
of the gain is attributable to straight line depreciation,
capital gain might be realized on Section 1250 property
whereas ordinary income would have been realized if
the property were amortized. Also, investment credit
is forfeited to the extent that property is covered by
this election.

Other Depreciation Changes
RAILROADS

Railroads can elect under the new law to amortize
"qualified railroad rolling stock" over a period of 60
months on a straight line basis. This election applies
to new rolling stock placed in service after December
31, 1968, but prior to January 1, 1975. The rolling
stock referred to is that type used by common carriers
other than that which is not in short supply. Proposed
regulations issued on August 26, 1971, failed to designate which stock is not in short supply. Also, for years
after 1969, railroads can deduct capital rehabilitation
expenditures on rolling stock currently as long as the
cost for one year does not exceed 20 percent of the
rolling stock's unadjusted basis (original cost to the
taxpayer) .
Previously, railroads were unable to depreciate expenditures for gradings and tunnel bores because of
uncertainty as to their useful life. Railroads are now
allowed to depreciate these expenditures over a 50 -year
period on a straight line basis. This deduction is for
property placed in service after 1968 and can be
claimed for years after 1969.
COAL MINES

The cost of coal mine safety equipment can be
amortized over a 60 -month period, similar to the provision concerning pollution control equipment. In
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order to qualify for the election, the equipment must
be "certified coal mine safety equipment." This is
equipment certified by the Secretary of the Interior
as being required by the Federal Coal Mine Health
and Safety Act. It must be placed in service prior to
January 1, 1975.
PUBLIC UT ILIT IES

One unique provision contained in the new law
imposed special limitations on depreciation methods
used by regulated industries such as public utilities.
In effect, the new law substantially "freezes" current
depreciation practices for public utilities as of August
1, 1969. For example, if a utility has been using an
accelerated method and also has been on a "normalization" method of accounting, it can continue to
utilize accelerated depreciation. On the other hand,
if a utility has been using an accelerated method and
also has been on a "flow through" method of accounting, it too can continue to utilize accelerated depreciation. However, if a utility has been using straight line
depreciation, it can begin to use an accelerated method
of accounting now only if it uses a "normalization"
method of accounting. Briefly, a utility is using the
normalization method of accounting, rather than a
flow through method, if it includes any deferred taxes
in current expense for both accounting and rate making purposes, and records any accumulated deferred
taxes in a reserve.

" ... 90per
cent of the
gain would be
subject to
the recapture
rules ..."

Real Estate—

Recapture of Depreciation
The new rules governing recapture of accelerated
depreciation on real property covered by Section 1250
of the Internal Revenue Code are much tougher than
in the past. Under prior recapture rules, if Section
1250 property were sold within one year, any gain on
the sale was taxed as ordinary income to the extent
of any depreciation claimed for that year. For property
held more than one year but less than ten years, some
or all of any gain on the disposition of the property
might be taxed as ordinary income. The amount categorized as ordinary income was the lower of (1) the
gain on disposition, or (2) the additional depreciation
claimed multiplied by an applicable percentage to
determine the amount taxed as ordinary income. In
general, "additional depreciation" was the excess of
accelerated depreciation over straight line. The "applicable percentage" for depreciable real property was
100 percent less one percent for each month the property was held over 20 months. Thus, if real property
was sold at a gain after being held for 30 months,
90 percent of the gain would be subject to the recapture rules (100 percent minus 10 percent —one percentage point for each month held in excess of 20 months).
If the gain was $6,000 and the additional depreciation
(excess of accelerated over straight line) was $5,000,
then $4,500 would have been reported as ordinary
income (lower of gain realized, $6,000, or additional
depreciation claimed, $5,000, multiplied by 90 percent). Where Section 1250 property had been held
for more than ten years, the 100 percent was reduced
to zero and there was no recapture.
As under prior law, the new rules provide that any
gain realized on a disposition of property held for less
31
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new rules
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Exhibit 2
CALCULATION OF ADDITIONAL
DEPRECIATION
SUBJECT TO RECAPTURE

depending on
the type of
property
involved. "

Year

Accelerated
depreciation
deducted

Straight line
depreciation

Additional
depreciation

1969
1969

$20,000
16,000

$10,000
1 0,000

$10,000
6,000

Total
pre -1970

$36,000

$20,000

$16,000

1970
1971

$12,600
10,240

$10,000
10,000

$ 2,800
240

Total
post -1969

$23,040

$20,000

$ 3,040

Note:
The depreciated value of the property at the time of sale is
equal to the original cost of $100,000 minus the total
accelerated depreciation to date of $59,040, or $40,960.

than one year will, be treated as ordinary income to
the extent of any depreciation claimed for that year.
Where real property is held over one year, several new
rules might apply depending upon the type of property
involved. In general, all depreciation claimed after
1969 on property held longer than one year will be
recaptured 100 percent to the extent it exceeds straight
line depreciation. Depreciation taken before January
1, 1970, is subject to the old recapture rules. Thus,
recapture of depreciation may have to be computed
separately for depreciation taken before 1970 and for
depreciation taken after 1969.
The computation is performed as follows: (1) Figure
the post -1969 additional depreciation. If this is more
than the gain on the sale, the recapture will be limited
to the gain. (2) If the gain is more than the post -1969
additional depreciation, determine the pre -1970 additional depreciation and multiply the lower of (a) the
gain minus the post -1969 additional depreciation or
(b) the pre -1970 additional depreciation, by the "applicable percentage" as defined in the prior law. The
total of the amount figures in (1) and (2) above will
be the amount taxable as ordinary income.

Exhibit 3
SUMMARY OF RULES APPLICABLE TO RECAPTURE OF
DEPRECIATION TAKEN AFTER 1969 ON REAL PROPERTY
Type of property
(1) Rehabilitation expenditures
on low or moderate income
rental housing

Recapture rules
Holding period
Potential recapture
(1) Less than 12 months
Depreciation taken in
the first 12 months
13 to 100 months
Depreciation claimed in
excess of straight line
Over 100 months

(2) Residential rental property

(2) Same recapture
rules as in (1)
above

(3) Government assisted projects
such as FHA, etc.

(3) Less than 12 months

Depreciation claimed in
excess of straight line

Over 20 months

Depreciation claimed in
excess of straight line
times 100% minus 1% for
each full month held
over 20 months

(4) Any real property disposed of
under a contract that was
binding on the taxpayers as
of July 24, 1969, and
thereafter

(4) Same recapture
rules as in (3)
above

(5) All real property covered by
Section 1250 other than that
described in (1) —(4) above

(5) Less than 12 months

(6) Real property covered by
Section 1245

Depreciation taken in
the first 12 months

13 to 20 months

Over 12 months
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Depreciation claimed in
excess of straight line
times 100% minus 1% for
each full month held
over 100 months

(6) Not applicable

Depreciation taken in
first 12 months
Depreciation claimed in
excess of straight line
All depreciation
claimed
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Example 2
Assume a taxpayer acquired depreciable real property on January 1, 1968, at the cost of $100,000. The
property had an estimated useful life of ten years and
200 percent declining balance method was utilized.
On January 1, 1972, he sells the property for $75,000
realizing a gain of $34,040. The gain is equal to $75,000
minus $40,960, the depreciated value of the property
prior to the sale.
Since the post -1969 additional depreciation of
$3,040 (see Exhibit 2) is less than the gain realized
($34,040), it is multiplied by the "applicable percentage" (which is 100 percent in this case) to give a
recapture of $3,040 of post -1969 additional depreciation. The gain minus the post -1969 additional depreciation is $31,000 ($34,040 — $3,040). Since the pre 1970 additional depreciation of $16,000 (see Exhibit
2) is less than this figure, it is multiplied by the "applicable percentage," which is 72 percent. The applicable
percentage is 100 minus one percent for each month
the property was held over 20 months. The pre -1970
recapture would then be $11,520 (72% x $16,000). The
total amount recaptured and taxed as ordinary income
is $14,560 (post -1969 recapture of $3,040 plus the
pre -1970 recapture of $11,520).

Residential Rental Property—
Recapture of Depreciation
The rules for the recapture of depreciation on residential rental property under the Tax Reform Act of
1969 are different from those for other real estate.
Of course, if the property is held for less than one
year, all depreciation taken during that year is subject
to recapture. On property held between 12 months
and one hundred months, only the excess of accelerated depreciation over straight line is subject to recapture. For residential rental property held over one
hundred but less than 200 months, the recapture is calculated as follows: (1) the lower of the
additional depreciation taken after 1969 or the gain
realized is multiplied by the applicable percentage.
In this case, the applicable percentage is 100 percent
minus one percent for each month held over 100
months. If the additional depreciation is more than
the gain on the disposition, the recapture is limited
to the gain. (2) If the gain is greater than the additional
depreciation claimed after 1969, then any additional
depreciation claimed before 1970 must be considered.
The lower of the excess of the gain minus the post -1969
additional depreciation or the pre -1970 excess depreciation is multiplied by 100 percent minus one percent
for each full month held over 20 months. The
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amounts calculated in (1) and (2) above are added
and the total is the amount taxed as ordinary income.
If the property is held over 200 months, there is no
recapture, and the entire gain is taxed at capital gain
rates. The primary difference between these rules and
the rules for other real property is the "applicable
percentage" used for post -1969 excess depreciation.
Excess depreciation for most other real property is
recaptured 100 percent whereas residential property
can have the 100 percent reduced one percent for each
month held over 100 months.
Capitalized rehabilitation expenditures made on low
or moderate income housing are subject to the same
recapture rules that residential rental housing is subject
to. If the property is sold within 12 months of
the time the improvement was placed in service, all
depreciation taken in the first year is subject to recapture if the improvement is being depreciated under
the 60 -month write -off rule. If the property is held
for more than 12 months, the rules for recapture of
excess depreciation on residential rental housing apply.

these new
rules apply only
to depreciation
claimed after
1969."
"...

Government Assisted Projects
The recapture rules applicable before 1970 will
continue to apply for the sale of certain government
assisted projects such as FHA programs constructed
or acquired prior to 1975. Thus, if such a property
is sold within 12 months, all the depreciation taken
in that year is subject to recapture. If the property
is sold after being held for more than 12 months,
then the lower of the additional depreciation or the
gain realized is multiplied by 100 percent minus one
percent for each full month held over 20 months. This
will be the amount taxed as ordinary income.
Exhibit 3 summarizes the new rules for recapture
of depreciation on the different types of real property.
Again, these new rules apply only to depreciation
claimed after 1969. The rules under prior law must
be used for recapture of depreciation claimed prior
to 1969.
Con c l u s i on
The depreciation changes contained in the Tax
Reform Act of 1969 are very complex. There are many
special rules with respect to the changes which should
be closely reviewed. While regulations have been issued which will satisfactorily resolve many of the initial
problems raised by the Act, there are still a number
of unresolved problem areas. In addition, a consideration of these changes should be supplemented by
a thorough review of the regulations covering the Asset
Depreciation Range System which became effective
on January 1, 1971.
0
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USING THE COMPUTER
IN AUDIT WORK
With This Approach, The Auditor Now Examines Fewer Transactions
But Audits Each Transaction More Thoroughly Than Before

By Clarence O. Smith and Geraldine F. Jasper

quired the staff to audit around the computer rather
than through it. When an audit is performed in this
Today, computers are being used for an ever increasing manner the auditor assumes that the computer does
variety of business applications. As each generation not exist and that audit procedures can be conducted
of computers becomes larger and faster than the pre- substantially in accordance with those used in connecceding one, very complex and technical programs are tion with his examination in past years. In addition,
needed to operate the huge devices. These compli- when auditing around the computer, the auditor cancated programs represent a substantial change in the not always readily obtain the data he wants to audit
nature of the normal paper trail and present a for- nor can he accurately determine the level of reliability
midable challenge to the auditor with limited experi- that may be placed on the data he does audit. Finally,
ence in data processing operations. However, recent auditing around the computer assumes that the comdisclosures of the misuse of the computer by employ- puter cannot be used to misappropriate assets. As
ees reveal a dramatic but practical case for the serious recent disclosures have shown, such assumptions are
involvement of auditors in the development of new no longer valid. For these reasons, we decided to assist
techniques and procedures for the analysis of auto- the audit staff in obtaining greater confidence in their
mated data processing systems. The auditor must work by using the computer's capabilities to their
develop new procedures that will help him determine advantage and by minimizing the amount of clerical
whether the computer - oriented internal controls are checking and verification work that had been preeffective and efficient.
viously performed.'
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The Audit

Audit Objectives and Responsibilities

During a recent financial audit, we decided to use
old techniques along with new procedures to achieve
greater confidence in the audit. Accordingly, we developed an audit method that could be used to assist
the audit staff in establishing the reliability of the
financial records while reducing the man -hours required to perform the work. In addition, we developed
procedures that would have broad application and not
be limited solely to financial audits.
The organization we selected had the typical assets
and liabilities and operated in the manner of most
commercial operations. During past years, the annual
audit of this organization had primarily relied on the
effectiveness of manual procedures and controls,
whereas the financial records and accounts were processed and summarized by computer equipment. A
recent consideration of the audit program indicated
that it had become out of date and required the staff
to make a large number of on -site revisions to make
it usable.
Specifically, much of the prior audit program re-

The objective of the audit was the ordinary examination of the financial statements and the expression
of an opinion on the fairness with which they presented the financial position and results of operations
at the end of the calendar year.
To perform this work we assumed that company
management had the responsibility for: adopting
sound accounting policies, maintaining an adequate
and effective system of accounts, the safeguarding of
assets, and devising a system of internal control that
would, among other things, help assure the production
of proper financial statements. We also assumed that
the transactions reflected in the accounts and in the
financial statements were matters within the direct
knowledge and control of management. Thus, the
auditor's knowledge of such transactions would be
limited to that acquired through the audit examination.
The problem became, therefore, how to devise an
'See Edward M. Mdko, "Auditing: Through the Computer or Mound." Management Accounting, August 1970.
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audit plan or program that would allow the auditor
to establish the reliability of the financial records while
at the same time substantially limiting the number
of transactions to be examined.

The Audit Plan
To establish the reliability of the financial records
and to take advantage of the computer in this audit,
we first divided the work into three phases: a review
of the internal controls, an audit of transactions, and
the verification of the existence of assets and liabilities.
The division into three phases was considered to be
important because it assisted in the planning and
direction of the work and allowed each staff member
to readily understand how his assigned work was related to the entire audit. In addition, this division
told us whether the bookkeeping function was performed accurately, whether the recorded assets and
liabilities existed, and helped to serve as a basis for
organizing the work so that no important aspect of
it would be overlooked.
Although the review of internal control was not
much different in theory from regular audit procedure,
in practice it was considerably different since we had
to consider not only the usual manual internal controls
but also those built into the data processing system
by the manufacturer and those included in the computer programs.
The real difference in our program came in the
phase involving the audit of transactions. Here we
departed from the traditional audit -by- account
method. Instead, we decided to have the staff audit
a random selection of all the transactions processed
during the year, a procedure which we called the
audit -by- transaction method.
The design of the accounting system made it particularly suitable for the use of computer -aided techniques to help audit the transactions. In this instance,
the accounting system 'treated each debit and each
credit in every financial transaction as if it were a
separate and independent transaction. In addition, the
accounting system established predetermined control
totals over the number of transactions processed each
accounting period. With these conditions in mind, we
wanted to develop computer -aided techniques that
would take advantage of them.
The final phase of our audit was not very different
from what had been done previously. Even if the
auditor knows that the bookkeeping operation was
performed accurately, he still has to establish the
physical existence of the assets and liabilities, that is,
the real accounts — accounts whose balances stand for
real entities such as cash, accounts receivable, inventories, and accounts payable. Therefore, in this phase,
we used traditional verification procedures and we
were only able to make such special use of the computer as would save the audit staff time in clerical
functions as in preparing lists of assets or liabilities.

Evaluation of the System of Internal Control
Where automated data processing systems are involved, the need for internal control is even greater
than where the work is performed manually. Recent
disclosures of the misuse of the computer by employees and the capability of the computer to quickly
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produce numerous errors amply illustrate ineffective
and inefficient systems of internal control.
Recognizing the need for good internal control, we
organized the company's accounting operations into
the following five functions: management control, data
collection and recording, data conversion, information
and /or check distribution, and operation monitoring.
This technique allowed the audit staff to easily associate every procedure in the entire automated accounting system with one of these five functions and
subsequently to identify the internal controls necessary
to assure the accurate and timely handling of financial
transactions. For example, when recording transactions
on the financial records, the information was first
punched on paper tape. Next, the paper tape was
converted to punched cards so that the information
would be in machine- readable form. Such procedures
were easily associated with the data conversion function. The internal controls normally associated with
such procedures include among others, paper tape
verification and the use of predetermined control
totals.
While evaluating the internal controls we noted that
these five functions were descriptive of any data processing system. Thus, they could be used as a method
for organizing audit work involving nonfinancial data.
During the audit each function was analyzed to the
extent necessary to ascertain whether the internal
controls were effective for their intended purpose.
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The Management Control Function
The management control function is the most important single function in any system. It includes all
the manual and computer control procedures necessary
to assure management that the system performs in
the desired manner and achieves the desired and necessary level of reliability.
To effectively evaluate this function we first identified the flow of financial data through the company's
automated accounting system. This was accomplished
by reviewing and updating system flowcharts. The
updated charts identified all the sources of financial
data, the procedures used to transmit the data to the
main office, the manual procedures used to prepare
the data for computer processing, the procedures used
to convert the data into machine - readable form, the
methods used to process the data using the computer,
and the nature and disposition of all computer produced documents, records, or reports. Thus, the
updated, charts gave us an overview of the entire
accounting system and its operations and served as
a basis for our evaluation of the system of internal
control. This technique can also be used for evaluating
internal control in other types of business systems.
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The Data Collection and Recording Function
This function included the initial collections of
financial data, the recording of the data on a source
document, the procedures and devices used to transmit
the data from its point of origin to the Accounting
Division, and the procedures used to convert the data
into machine - readable form.
Generally, source data represents the weakest link
in the chain of computer processing events. The reliability of computer equipment is very high and a
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reports
showed that
they were
quite reliable
for their
intended
purpose..."

computer program can usually be successfully debugged over a short interval of time, but the problem
of the source data is a continuing one.
Source data may be in error for one of four general
reasons: it may be incorrectly recorded at the point
of origin, it may be incorrectly converted to machine readable form, it may be lost in handling, or it may
be incorrectly processed when read by the computer
equipment. Therefore, to ascertain the reliability of
this function, we tested the effectiveness of internal
controls at three different points in the system: the
point where the data originated, the points where the
data were manually handled within the organization
and converted into machine - readable form, and the
point where the data entered the computer. These
data collection and recording points can be identified
in any system being audited and be similarly tested
for effectiveness.

The Data Conversion Function
This function included the receipt of data to be
processed from the Accounting Division and the computer processing of the data, including the preparation
of various reports to be distributed to management.
During the conversion function a record may be
lost. For example, an error could be made in reading
the data by the input device, an error could be made
in transmitting the electronic signal from one computer device to another, an error could be made because data was not processed, or errors could be made
in wholesale quantities by using the wrong computer
programs or the wrong master file. We tested the
accounting system to determine whether these types
of errors occurred in their system. Such tests were
necessary to help identify the degree of reliance that
could be placed on the processing of financial transactions.

The Operation Monitoring Function
This function included a wide variety of reports
directed to various operating and managerial levels
of responsibility within the corporation. These reports
were designed to tell them the accuracy of the data
recording and data conversion functions. Thus, the
monitoring function represented a surveillance -type
function intended to alert operating and managerial
officials to any data processing problems or errors
occurring in the system so that they could initiate the
appropriate corrective action.
Our tests of selected reports showed that they were
quite reliable for their intended purpose and that
operating level officials generally initiated quick and
appropriate corrective action when these reports
brought errors in processing to their attention. Such
tests could also reveal the effectiveness of the operation monitoring function in other types of business
systems.

The Information and /or Check
Distribution Function
The information distribution function is responsible
for all reports, documents, and records resulting from
the conversion function. Such information may be in
the form of printed reports or listings, or may be in
machine - readable form such as magnetic tape or disc.
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Since tests of the data recording and data conversion
functions indicated that generally these functions were
reliable, it was our view that a similar degree of reliability could be placed on the distribution function.
These tests served to confirm our conclusion that
management controls over the data recording, data
conversion, and operation monitoring functions were
sufficient to provide a high level of reliability on the
distribution function. Generally, a similar conclusion
can be drawn in other business systems when tests
indicate that data recording, data conversion, and
operation monitoring are adequately controlled.

Auditing Financial Transactions
Following our evaluation of the system of internal
control we began the preparation of a plan for the
selection of the financial transactions to be audited
in detail.
The prior year's financial statements served as our
starting point. The audit staff had rendered an unqualified opinion on those statements. Thus, if the transactions processed subsequent to the prior year's audited balances were processed accurately, it seemed
reasonable that the ending balances this year would
also be accurate.
In addition, this audit -by- transaction method permitted more efficient use of statistical sampling than
would have been possible under the traditional audit by- account concept. In prior audits of the financial
statements, the auditors selected from certain accounts
"judgment samples" of transactions to be audited. The
samples were based on such factors as the dollar balance in the account and the account activity. Hence,
the proportion of transactions audited varied from
account to account. Under the audit -by- transaction
technique, the probability (or likelihood) that a transaction
be audited does not depend upon the
account(s) affected.
The use of statistical sampling instead of "judgment
sampling" to select the transactions to be audited
provides the auditor with a more independent and
objective basis for his opinion. He is able to estimate
the percentage of transactions in error and the dollar
amount of errors for all transactions processed during
the year. Furthermore, the reliability of the estimate
can be measured in numerical terms. In this regard,
reliability has two components: the precision of the
estimate, or the amount by which an audit of all
transactions could differ from the estimate obtained
from the sample; and the confidence level of the
estimate, or the chance (expressed as a percentage)
that the results of an audit of all transactions would
not differ from the sample estimate by more than
the stated precision.
Another advantage of statistical sampling is the
possibility of obtaining better results from examining
fewer financial transactions. When "judgment sampling" was used it was impossible to determine objectively how many transactions to examine. The number
of transactions examined varied depending upon the
auditor rather than upon the characteristics of the
data. However, statistical sampling enables the auditor
to calculate the number of transactions that must be
examined in order to obtain the precision required
to meet the audit objective. With this approach, the
will

"Our tests of
selected
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auditor now examines fewer transactions but audits
each transaction more thoroughly than before.
We used the information obtained from prior audits
to decide upon the reliability (confidence and precision) required for the computer -aided audit of the
transactions. The audit staff wanted to be 95 percent
confident that the true error rate did not exceed five
percent of the transactions and that the average error
did not exceed $25. Thus, the staff was willing to take
one chance in twenty that the information obtained
from the sample audit would not disclose a true error
rate exceeding five percent or a true average dollar
error exceeding $25. The tolerable error rate and
average dollar amount of errors were the maximums
acceptable to the audit staff. It was their view that
if the audit of the sample transactions disclosed conditions greatly exceeding these tolerances, the audit work
must be extended and possibly it would be necessary
to qualify the opinion on the financial statements.
Conversely, if the results of the sample were within
the specified tolerances, the audit staff would have
an objective, scientific basis for their opinion which
had not been available in prior audits.

Statistical Sampling with the Computer
With the assistance of our statisticians, a plan for
selecting the sample transactions was developed. To
do this we needed estimates of the following:
1. The number of financial transactions processed
during a one -year period
2. The range (difference) between the dollar amounts
of the largest and the smallest transactions
3. The distribution of transactions between these two
extremes (e.g., proportion of transactions that
could be classified as small, medium, and large)
This information was obtained from data for calendar year 1969. After analysis of the 1969 data, we
decided to group the transactions for 1970 into seven
non - overlapping groups, or "strata." Thus, transactions
of approximately similar dollar amounts would be
grouped into the same stratum. Independent random
samples of transactions were selected from the entire
group of transactions in each stratum. Exhibit 1 illustrates the strata used, the number of transactions in
each stratum, and the number of transactions audited.
Since the transactions were recorded on magnetic
tape, systematic selection with a random start was the
most efficient method of selecting the sample transactions. Under this procedure, a sampling interval is
calculated by dividing the number of transactions in
each stratum by the number of transactions to be
selected from that stratum. A random starting point
is determined by selecting from a table of random
digits a random number between 1 and the sampling
interval.
Since the number of transactions will vary from year
to year, new sampling intervals for each audit must
be calculated and new random starting points determined, using the procedures described above. To ensure control over the selection process, the sampling
intervals and the starting points are not given to computer personnel until just prior to processing of the
computer programs to select the sample.
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After the sampling plan was prepared there was one
additional problem that had to be solved. How do
we prepare the computer programs necessary to implement it? Although we could prepare programs in four
different computer languages (BASIC, COBOL,
FORTRAN, and APL /360), we did not have the
capability to write them in the assembly language used
to process the -financial records we were to audit.
During our evaluation of the system of internal
control we noted that the automated accounting system provided an excellent basis for selecting statistical
samples by using the computer. We discussed this
possibility with company personnel who agreed to
write the necessary computer programs for us. However, it was necessary to take special precautions so
that their preparation of the computer programs would
not violate the principles of good internal control. We
wanted to be certain that any improper or unauthorized financial transactions had an equal opportunity to be selected in the sample and that the company
personnel could not write the special programs in such
a way as to prevent us from detecting such transactions
if they existed. Accordingly, we included the following
procedures in the programs so that the audit staff
would always retain control over the processing of the
programs and the files of financial transactions.
First, we examined the program documentation to
ascertain its compliance with the sampling plan and
also to be certain that no computer instructions had
been added or deleted which would tend to minimize
the statistical reliability of the results.
Next, we obtained a source program listing showing
the actual computer instructions stored in the computer's memory and the sequence in which these instructions are executed by the computer. This listing
was compared with the system documentation to make
certain that there were no differences between the
two. We have retained copies of the system documentation and source listings to serve as a basis for similar
comparisons in the future.
The processing of these special computer programs
provided the audit staff three different printouts:

"First, we
examined the
program
documentation
to ascertain its
compliance
with the
sampling
plan . . . "

A statistical summary which includes the total
number of transactions that were processed during
the calendar year and dollar amounts for each
stratum —This summary also includes comparable
data for the sample and is used to make certain
that all transactions processed during the year were
subject to selection in the sample. This is accomplished by comparing these statistics with similar

Exhibit 1
TRANSACTIONS SAMPLING STRATA
Stratum
$50,000.00 or more
10,000.00 to $49,999.99
1,000.00 to
9,999.99
100.00 to
999.99
10.00 to
99.99
1.00 to
9.99
Less than $1.00
Totals

Number of transactions
in stratum
537
1,538
24,755
89,806
175,697
94,937
34,770

Number of transactions
audited
537
149
241
88
20
2
0

422,040

1,037
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statistics developed as control totals by company
personnel during the year when the transactions
were first processed
A detailed listing of sample transactions by stratum —This listing also includes appropriate control
totals by stratum
A detailed listing of sample transactions sorted first
by accounting period, then by book of original
entry, and finally by voucher number —This listing
facilitates the audit work because it places the
sample transactions in the same sequence as they
were filed.
Following the selection of the sample it was necessary to develop only four sets of audit procedures,
one set of procedures for each book of original entry,
instead of separate procedures for each major financial
statement account classification. This was possible
because the four books of original entry (cash, inventory, vouchers payable, and general journal) served as
the primary connecting link between last year's financial statements and the current year's statements.
Thus, all transactions affecting the account balances
were recorded in one of these four books.
When performing the work for the period ending
December 31, 1970, the staff audited 1,037 transactions with a monetary value of $104,332,738.12
($56,003,259.33 in debits and $48,329,478.79 in credits).
The number of transactions audited represented only
0.25 percent of those processed during the calendar
year. However, their monetary value represented 46
percent of the value of all the transactions.
The statistical evaluation of the audit of the transactions was quite encouraging. As would be expected
the audit staff did detect some errors in the recording
of transactions on the financial records. The statistical
evaluation of these errors disclosed the following information:
1. The staff could be 95 percent confident that the
net error could range from an overstatement of
net worth amounting to $30,792 to an understatement of net worth amounting to $24,476.
2. The staff could be 95 percent confident that the
corporation's net worth at December 31, 1970, was
between $4,682,893 and $4,738,161 (net worth per
balance sheet at December 31, 1970, was reported
by the company to be $4,713,685). Thus, there was
only one chance in twenty that the results of a
complete audit of all transactions would be outside
the interval shown.
3. The probability was 97.5 percent that the rate of
occurrence of all types of errors affecting net worth
did not exceed 0.8 percent.
4. The probability was 97.5 percent that the average
dollar value of all types of errors did not exceed
two cents.
Thus, the results of the audit were well within the
tolerances specified by the audit staff. However, although our audit of the financial transactions disclosed
that we could place a high level of reliance on them,
we still had to assure ourselves of the existence of
the indicated assets and liabilities as recorded in the
accounts.
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Ascertaining the Existence of Assets
and Liabilities
In addition to ascertaining the reliability of the
financial transactions, the audit staff needed to obtain
sufficient competent evidential matter through inspection, observation, inquiries, and confirmations to
afford a reasonable basis for rendering an opinion as
to the existence of the recorded assets and liabilities.
It was their view that where these inspections, observations, inquiries, and confirmations could not be performed this fact would have to be disclosed in the
audit report and, if the amounts involved are material,
the audit report would be appropriately qualified. For
these reasons the staff performed the following work
for each of the major asset and liability accounts listed
in the general ledger.
For cash and related assets, the audit staff obtained
confirmations of account balances and cutoff statements for the bank accounts. For each bank account
they performed appropriate reconciliations with the
general ledger. Further, they conducted surprise cash
counts at several operating units and confirmed the
petty cash funds of all operating units.
For accounts receivable, they mailed confirmations
to selected debtors and performed appropriate reconciliations for the confirmations returned. They verified
various investments either by confirmation or physical
inspection; for example, they confirmed savings and
loan shares by direct communication with the savings
and loan institutions; they confirmed U.S. Treasury
bills by either physical inspection and coun t or by
direct communication with the trustee holding the
certificate; and they counted the U.S. Treasury bonds.
In order to verify the existence of inventories, the
audit staff observed year -end inventory taking, performed a physical inventory of selected items at
various operating units, and obtained confirmations
for all the merchandise stored in public warehouses.
To assist them in this work, we obtained special
computer prepared lists of assets by operating unit
and special lists of inventory items by inventory classification. This information served as a checklist so
that we could be certain that all items recorded in
the general ledger were still in existence and that all
items in existence were recorded in the general ledger.
Our examination of liabilities included a verification
of selected payables through direct confirmation with
vendors.
When this work was completed, it was our view
that the procedures used, including inspection, observation, inquiries, and confirmations, were sufficient
to assure us of the existence of the assets and liabilities
recorded in the general ledger.

Program Refinement
Following the completion of this work a new audit
program was prepared which provided the audit staff
an improved basis to obtain substantially greater confidence in the financial audit work. The new audit
program was based on dividing the work into three
segments —an evaluation of th e system of internal
control, the detailed audit of financial transactions,
and the verification of corporate assets and liabilities.
Continued on page 42
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ESTIMATING
PROPERTY TAXES
In Many Instances Companies Have Been Paying Two Or Even Three
Times The Amount Of Property Tax Justified Under The Circumstances

By Peter J. Patchin
Property taxes are high and going higher, with collections in the U.S. increasing over 100 percent in the
1960 to 1970 decade. Quite typically urban business
property is being taxed at the rate of about three to
five percent of its market value each year, with a high
of eight percent being noted in one area. It has been
the experience of the writer that in many instances
companies have been paying two or even three times
the amount of property tax justified under the circumstances.
Since property taxes, like income taxes, are about
as permanent as anything can be, the obvious thing
to do is to set up a program Of planning and management for property taxes in much the same manner
as you would for income taxes. The major difficulty
in managing a property tax program is that, unlike
income taxes, there is a different set of rules and
regulations for each locality. Information concerning
these local rules and regulations is not as well disseminated as income tax regulations, and the burden of
keeping informed falls on the taxpayer. Thus, a firm
owning property in multiple locations has its problems
compounded. Without a definite property tax management program this expense has the possibility of
gradually becoming a crippling burden to any business
enterprise.

Valuation Principles and Terminology
Property tax rules and regulations vary from one
locality to another, but there are many basic principles
and terms which apply in almost all instances.
MARKET VALUE

The fundamental principle of property taxation is
that the tax is based upon an estimate of the fair
market value of the property in question. The term
"market value" is based upon the standard willing buyer willing - seller concept, that is, what would the
property actually sell for if offered in the open market.
In practice most assessors and appraisers use the
standard three approaches to value in the process of
estimating market value: cost less accrued depreciaMANAGEMENT ACCOUNTING/ OCTOBER 1972

tion, comparable sales, and capitalisation of a net
income that is attributable to the property. Quite
often in the case of business property, only one or
two of these three approaches is appropriate or has
sufficient information available for an accurate value
computation. Thus, the assessor will often only employ
a single approach to value for many properties.
This method
estimates market value by computing the reproduction
cost of a facility, as if new and then subtracting depreciation. It is perhaps the one most frequently employed by assessors on business properties. The reason
for this practice is that cost data is usually available
from a variety of national cost information sources,
whereas comparable market data for a particular type
of business property might be non- existent or very
scattered. While there are many pitfalls in the accurate
estimation of the reproductive cost of a property, the
most difficult part of the cost approach usually arises
in the measurement of accrued depreciation.
Depreciation, as measured by appraisal techniques,
can be broken down into three standard categories:
physical deterioration, functional obsolescence, and
economic obsolescence. The term physical deterioration is self- explanatory; functional obsolescence is
a loss of value arising from a cause within the property
itself, either from an excess cost of the property as
presently improved, or from a failure of the property
to perform with maximum efficiency; and economic
obsolescence is a loss in value resulting from causes
which arise from outside of the property such as location, heavy competition, decline of demand, etc.

T H E COST LESS D E P R E C I A TI O N APP RO AC H.
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This method makes
use of comparable sales of like type property. The
usual technique is to refine comparable sales into a
sale price per measurable unit that is appropriate for
the property sold. The results are then applied to the
property being assessed on a per unit basis. In the
case of business properties, these comparable sales can
be hard to come by and usually require much adjustment if they are to be meaningful indicators of value
for assessing property.
TH E C O MP A R A BL E S A L E S APP RO AC H.
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O F N E T I N C O M E AP PR OA CH . This
method requires a documented estimate of the net
income per year that is attributable to the property.
This net income estimate is then capitalized at a rate
which is commensurate with returns on competing
forms of investments. This approach is frequently not
used because the necessary data is often missing. Application of the income approach is usually quite
difficult and often requires a great deal of creativity
by the appraiser. In the case of special purpose propTH E CA P I TA L IZA TI O N

Exhibit 1
COMPUTING ASSESSOR'S ESTIMATE OF MARKET VALUE
FROM THE TAX BILL
'Property tax bill — $40,000.00 per year
"Assessment ratio — 50% of estimated market value
Mill rate - 80
(A mill can be expressed as 1 /1000 or .001, therefore 80 mills — .080)
To find the assessor's estimate of market value, do the following
Annual tax -

Assessed value

MITI rate
Assessed value
Assessment ratio

= Assessor's estimate of market value

Therefore, in the example:
Assessed value — $40,000

-

$500,000

.08
Assessor's estimate of market value =

$500.0
.50

_ $1,000,000

'Be sure this figure represents general tax only, without special or annual assessments.
"Some states, such as Minnesota, have a two step assessment ratio. The two ratios
would be multiplied and used as a divisor at this point.

Exhibit 2
ASSESSOR'S METHOD OF ESTIMATING MARKET VALUE
FOR BUSINESS PROPERTY
Improvements:
Reproductive cost estimate
80,000 sq. ft. Cla $14.00 per sq. ft. _
(usually from a cost manual)
Less depreciation:*
Age — 10 years
Estimated total economic life = 40 years,
thus 10/40 — 25 %, or
Depreciated cost of improvements

$1,120,000

($ 280,000 )_
$ 840,000

Land Value:
10 acres @a $16,000 per acre (by
comparative sales)

$ 160,000

Assessor's estimate of market value

$1,000,000

`Depreciation is frequently taken from a table published by the State Department of
Taxation, which may, or may not, be applicable to your property.
Frequently, the only valuation method employed by an assessor on a business property
is one similar to that shown in this illustration.
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erty, this extra effort is often rewarded by the most
meaningful value indication of any of the approaches.
HIGHEST AND BEST USE

The principle of "highest and best use," as a principle of valuation, is perhaps the most important, but
the least understood by the layman. "Highest and best
use" is defined as "the particular legal use that will
support the highest market value of the land, provided
the land is suitable for that use, and there is a likely
demand for that use within a reasonable future."
In the vast majority of cases the assessor is assuming
that the highest and best use of your property is the
use to which you are putting it. This is not always
the case, however, particularly where the property was
designed or built for another function. Older properties or special purpose properties often have valuation
problems related to highest and best use. In these cases
the local assessor should be contacted, and his analysis
of highest and best use for the property in question
should be sought out. Dramatic differences in valuation between the assessor and the taxpayer are frequently attributable to someone's misinterpretation
of the principle of highest and best use.
A valuation conflict involving the principle of
"highest and best use" was recently being appealed
in district court. A grain elevator, about 50 years old,
was located in a prosperous suburb of an urban area
at the intersection of two major highways. in recent
years the land surrounding this property had increased
in value tremendously and by comparable sales of
neighboring land sites, industrial zoned land in the
neighborhood was worth about $30,000 to $35,000 per
acre. It was quite clear that this property, in order
to perform its function, did not have to be located
on such a prime piece of land with so much public
exposure, as competing grain elevators located on the
fringes of this urban area were functioning just as well,
or better, on $5,000 per acre land. For these reasons,
this structure represented an underimprovement to its
land site. The local assessor valued the five acre site
at $165,000, by considering only surrounding neighborhood land sales.
The property owner claimed that the improvements
justified a land value of only $25,000, with the difference of $140,000 attributable to a misplaced improvement on the land, caused by a violation of the
principle of highest and best use. The remaining value
of the improvements, plus the cost of demolition of
these improvements, was greater than the $140,000
difference in value conclusions, with the result that
it was not economically feasible to free the land site
of its existing improvements and make it available
for a higher and better use.

Checking the Fairness of Property Taxes
The first step in checking the fairness of your property tax would be to determine the assessor's estimate
of the property's market value. In many states this
estimate of market value must be divulged by the
assessor either upon request, or it is printed directly
upon the tax statement. If this information is not
available to the taxpayer, he may make a reasonably
accurate estimate of the assessor's market value as long
as he knows his general property tax bill for the year,
MANAGEMENT ACCOUNTING/ OCTOBER 1972

the mill rate for the locality and the assessor's ratio.
Care must be taken that the tax represents general
taxes only without any special or annual assessments.'

Example 1
An example of how to compute the assessor's estimate of market value would be as shown, Exhibit 1.
After the assessor's estimate of market value has
been obtained, honestly ask yourselves whether the
property is actually worth the amount indicated. A
good way to check this value is to allocate a reasonable
portion of your business enterprise income attributable
to the property and capitalize this income into an
Indication of value.

Example 2
If the assessor's estimate of market value does not
seem to be justified, approach the assessor and obtain
from him as much data as possible concerning his
assessment of your property. In most states you may
at least view this data in his office upon request? This
information ought to indicate the basis upon which
the assessor's estimate of market value was arrived at
and give you a point of beginning from which to base
your appeal. A simplified example of what would
probably appear on the assessor's valuation card is
shown in Exhibit 2.
You now know what information the assessor has
used as a basis of his market value estimate. With
this information you can proceed to make your own
estimate of value, or have an appraiser make one for
you.

Making a Property Tax Appeal
The first step of appeal is usually the assessor himself, then the local equalization board, and finally the
district courts. The majority of business property taxpayers appear to make only cursory preparation for
their appeals to the assessor and the board of equalization. Quite frequently professionals are not called in
until the case is nearing the district court level. This
type of handling of a property tax appeal is a mistake.
A careful preparation of the appeal should be carried
out well in advance of your first appeal to the assessor.
A complete disclosure of facts leading to the taxpayer's value conclusion is usually advisable at both
the assessor and board of equalization level. Such
complete disclosures will often lead to settlements and
avoid unnecessary and expensive litigation at the district court level. In some states, such as California,
any valuation evidence that is not brought before an
appeal to the board of equalization, is not admissible
evidence in any subsequent district court trial.
In the case of unusual properties, whose valuation
is unique or difficult, rules of evidence at the district
court level may hamper or even prohibit the submission of key valuation data as evidence, severely damag' Special assessments would be annual payments, with interest, on improvements
benefiting the property such as sewer, water, street improvements, etc. Annual
assessments are for services performed which directly benefit the property, but
which are non- retireable and recur annually. Examples would be power for street
lighting, street oiling, tree trimming, etc.
r When examining the assessor's records, keep in mind that most assessing offices
are generally understaffed and overworked. As a result the temptation to take
valuation short cuts is always Present. Not infrequently the assessor's records
concerning a property will be sketchy or incomplete and the exact method of
computations used in the valuation of your property will not be apparent. Most
states require assessors to update their values every biennium, but some understaffed assessing offices don't have time to do this except on a nominal basis.
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ing the taxpayer's case. Quite often, the best way to
get a fair hearing in this kind of situation is to have
a well prepared case for presentation to the board of
equilization where admissibility of evidence is not such
a problem.

Example 3
An example of the type of valuation that might
be submitted at an appeal is shown in Exhibit 3. This
example is simplified and encompasses only one approach to value. An actual valuation for an appeal
may encompass all three basic approaches along with
a wealth of substantiating data, resulting in a valuation
document that is several hundred pages long in extreme circumstances.
When submitting a valuation based upon the market approach to value, care should be exercised in the
selection of comparable sales. The submission of a
comparable sale resulting in a low value indication
that is due to curcumstances, such as bankruptcies or
lack of intended use of a property, w i l l give the impression that you are trying to use liquidation sales
in order to "low ball" your-appraisal. Unless these

"With this
information
you can
proceed to
make your
own estimate
of value . . . "

Exhibit 3
PREPARING PROPERTY VALUATION FOR AN APPEAL
Assumptions:
1. Same basic data as used in Exhibits 1 and 2.
2. Land value of $160,000 Is agreed upon between assessor and taxpayer in this
particular case.
3. T axpayer has obtained engineer's or appraiser's estimate that property could be
replaced in function for about $880,000.
4. Taxpayer has submitted data supporting contention that property is being utilized
at 60 percent of design capacity, due to economic conditions and with little hope
of Improvement.
Reproductive cost estimate
Less depreciation:
Reproductive cost is in excess of actual
cost of replacement in function
($1,120,000 — $880,000)
Remaining depreciated cost*
Less: Physical depreciation by
age -life method (10 yrs. age, 40 yrs. total
life) 10/40 — 25% x $880,000.00 remaining
depreciated cost
Remaining depreciated cost'
Less: Economic depreciation from 60% utilized,
or 40% non - useful - 40% economic depreciation x $660,000.00 remaining depreciated
cost.

$1,120,000

($ 240,000)
$ 880,000

($ 220,0001
$ 660,000

($ 264,000)

Depreciated cost of Improvements
Land value (same as assessor's)

$ 396,000
$ 160,000

Estimated market value (total property)

$ 556,000

*If more than one depreciation computation Is used the results should be subtracted
from a remaining depreciated cost to avoid a double depreciation entry.

NOTE:
The general tax for this market value under the same set of circumstances as set
forth in Exhibit 1, (80 mills, 50% assessed value ratio) would be $22,240. T he tax
under Exhibit 1 was $40,000. This appeal would then be asking for an annual reduction
of $17,760. In the event of a district court trial, many states allow for a tax rebate
of up to three years before the current year, which creates the possibility of considerable
savings, thus making the risks of litigation more feasible. The taxpayer In Exhibit 3
would then have about $70,000 at stake under such circumstances.
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sales of properties within the industry are qualified
for just what they are, the reviewing authority will
likely discredit the valid portions of your appraisal
as well as these particular sales.

1. Industry data and statistics, showing trends and
influences on the property, should be presented.
If possible this industry data should have its source
cited as to publication in order to give it maximum
credibility.
Best results on an appeal seem to come from the
2.
Age, size, capacity and other physical and funcuse of a third party, even at the assessor level, for
tional
data of the property should be given.
the following reasons:
3. A profit and loss statement for the business associated with the property may also be helpful.
1. Most property owners, if they have come to this
It is often quite helpful to submit a five year record
stage of appealing their tax assessment, have gone
of profit and loss statements to establish a trend.
through a period of extended aggravation, and
4. You should also make a statement of physical and
approach the situation in an emotional state.
functional deficiencies that are present in the
2. A tax appeal from the lowest level ought to be
property along with the estimate of the cost to
handled on a calm and professional basis. The use
cure such deficiencies, if they are curable.
of a third party such as an attorney, an accountant, 5. A statement of the economic factors which create
an appraiser or a combination of the above, usually
losses in value of the property should be made.
results in such a professional approach.
It is usually a good idea to keep such statements
on a quantitive rather than subjective basis, in
3. The third party frequently presents facts and figother words, full of facts and figures.
ures pertaining to valuations with far more authority than can the individual taxpayer.
Conclusion
Something to remember in making a tax appeal is
that there is hardly an assessor alive who wishes to
be accused of discouraging business through high taxation. Most assessors I have met are willing to grant
reductions in assessed values so long as they are shown
strong evidence for doing so. Some of these facts would
possibly be as follows:

The review of the property taxes by any business
enterprise should be done on a regular basis. Some
larger corporations are now employing a property tax
specialist for that purpose as part of their tax departments. The small business can't afford to overlook
the control of this expense either. A casual approach
towards property taxes is a thing of the past.
❑

USING THE COMPUTER IN AUDI T W ORK
Continued from page 38
Recognizing the need for good internal control, the
program further divides the automated accounting
system into five distinct functions. This concept allows
the audit staff to easily associate every procedure in
the entire automated accounting system with one of
those five functions. In addition, each function is then
analyzed to the extent considered necessary. The division of the accounting system into five functions
greatly assists the planning, direction, and on -site supervision of the work by providing a framework for
the subdivision of an extremely complex system into
smaller work segments that can be easily administered
and controlled by the supervisor. The subdivision into
smaller work segments also allows the work to be more
easily distributed among the audit staff and, thus, each
staff member performs a more thorough analysis in
a smaller and more clearly defined audit area than
was previously possible.
During the detailed audit of financial transactions
it was possible to eliminate much of the checking and
verification procedures previously performed manually. Instead, where possible, special computer programs were written to perform this work. We quickly
learned that the computer can perform checking and
verification routines much quicker and more reliably
than they can be performed manually and we used
it to the maximum extent possible. Although special
programs had to be prepared for use during the audit,
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the procedures used in their development could be
tailored to any data processing system. As a matter
of interest, the sample evaluation disclosed that there
was practically no relationship between the size of the
transaction and the dollar amount of the errors. Thus,
for next year's audit the number of strata could be
reduced to three ($100,000 or more; $1 to $99,999.99;
and less than $1) and the number of transactions to
be audited could be reduced by about half.
In regard to the procedures used to verify the existence of the corporate assets and liabilities, we were
not able to snake significant improvements in them
by the use of the computer. Generally, these procedures include the reconciliation of bank account, surprise cash counts, confirmation of receivables, physical
observation of inventories, and the confirmation of
liabilities. As a matter of necessity, this work must
be performed primarily without the aid of the computer.
Conclusion
Overall, this work allowed the audit staff to place
much greater confidence on the accuracy of the financial statements than was previously possible. Greater
reliance was accomplished by auditing fewer transactions but auditing each transaction much more
thoroughly than was done previously. Further, this
work provided much broader coverage of all financial
transactions because each transaction had a statistical
chance of being selected for audit.
❑
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PURCHASING
A COMPUTER
It Would Seem Logical, That If The Accountant Studies The
Intangible Problems Associated With The Computer, Its
Introduction Into The Accounting System Will Be Facilitated

By Thomas A. Sabol
The purchase of a computer system is a major consideration for any company, but it is often approached
and investigated in a superficial way. Computer salesmen are called in, but in many cases the company
does not get maximum usage from a computer purchased from a high pressure salesman. Disillusionment
spreads among the users, and it is quite often based
on preconceived notions of the purchased computer.
It is considered a "save all and do all" type deal; i.e.,
you can save all this money because the computer
will do all the tedious work. They fail to realize that
even though a computer pumps out technical material
24 hours a day, it does not mean the computer is alive.
Rather, the computer is dead simply because management is dead to the possibilities.
Because the accountant finds himself sitting in on
or leading many management teams, he should be
completely aware of the computer's potential. The
need for this awareness is not based on the obvious
situations that affect the decision to purchase a computer. Rather, the accountant should be fully aware
of the intangible problems that may cause the computer to become economically unfeasible, or which
may creep in later if the computer is implemented.
Both the accountant in a managerial position and the
independent accountant should be aware of the variable factors affecting management's future ability to
decide just how successful the computer has been.

computer system. A system lacking in this area is
extremely vulnerable to financial destruction. In a
recent case "a dissatisfied employee used magnets
to destroy nearly every data file and program. The
auditors were doubtful whether they could retrieve
sufficient data to enable the company to stay in business."' If this company should happen to get another
fresh start in the business world, management will pay
more attention to the protection of its assets from
employees or outside sabotage. The costs for the security program may be substantial, but they are necessary
and should be considered by the accountant prior to
the purchase of a new computer system.
The system must also be protected against environmental disaster and mechanical failure. A small failure
that escapes detection could result in the faulty processing of hundreds of reels of tape which might not
be discovered until later when the cost to reconstruct
the lost information is extremely prohibitive. Both the
operator and programmer play an important part in
the operation of a computer system, and the accountant investigating the potentials of the computer system should consider the potential employees available
to efficiently operate such a system.

UNWARRANT E D FAILURES

All too often, the discussion of security is not an
integral part of the decision process in selecting a

' Committee on Management Services, "Computer Vulnerability—A New Business
Risk," The New Yo rk Certified Pub lic Accoun tan t, March 1970, p . 238.

The decision to buy a computer in the past has
too often been based on the obvious cost figures.
There are a growing number of instances where side
effects attributable to the computer can cost enough
to offset any gain on computer operations. By failing
to view the overall picture before installing these new
systems a company can suffer unnecessary financial
attacks.
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IMPLEME NT AT ION SHOCK

The accountant should also be aware of the attitude
among employees, and just what change will occur
in these attitudes after a computer system is introduced. It could be costly if the employees' attitudes
become hostile to the new asset.
Recently an opinion poll was conducted among the
employees of an organization who anticipated the
introduction of a computer system. Of the 47 persons
interviewed 30 were female and 17 were male. The
results showed that women, on the whole, believed
that work would become less interesting. Their comments were not very encouraging. One female said,
"We will all become like factory workers watching
machines and feeding them." But men, on the other
hand, felt computers would make their work more
interesting. One said, "The computer will take a lot

Intangible Problems to Consider

T. A. SABOL
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"When those
within the
organization
direct activities
there is a
greater chance
that they will
utilize the
equipment
more
efficiently

. . ."

of monotonous work away" and another felt "Routine
work will be eliminated. "' It is obvious that the anticipated technical change could possibly cause panic and
confusion among the employees. However, if the accountant anticipates this in advance, he can take the
proper precautions to cushion the shock among the
employees.
The shock to the employees is compounded by a
shock to the accounting system. If the accountant is
really smart, he might make his conversion process
less complicated by utilizing a system that will allow
him to carefully slide new gear into open spots in the
system at different times. This will eliminate the "reset
to zero" approach in which a company scraps every
existing program and procedure and starts over with
a new computer system. The economic costs in this
procedure are staggering. However, a piece by piece
attempt to build a system will offset the high initial
cost expenditure and also offset the shock to the
accounting system by enabling the employees and
management to gradually become accustomed to the
operations and potentialities of a computer.
OBSOLESCENCE
When a new computer is developed, even if it has
only a few internal changes, the older computer becomes less desirable. This results in the discarding of
computer equipment or failing to purchase an older
computer because the tag "last generation" is attached
to it. Such equipment probably is still sound in terms
of quality and performance, but due to insufficient
knowledge of computer operations the company will
be sold on the newer and more expensive machine.
There are two types of obsolescence that the accountant and management should be aware of. Functional obsolescence occurs when the computer becomes too costly to operate. This point does not occur
as early as most people think. "A major insurance
company in the Midwest is still using a first generation
vacuum tube computer (1954) although they must
inventory their own spare parts." ' One need not expect
all computers to last nearly that long, but we do know
that the computer's frame is sturdy enough to maintain the computer for years of service. The other factor
is technological obsolescence, which results when better machines are developed. But a slight change may
increase the speed of the computer's computations and
cause the term technological obsolescence to become
unclear. One must consider that the computer is capable of calculations at a much greater speed than
present peripheral equipment is capable of printing
out, and until this discrepency is corrected there is
no need to immediately replace equipment or to
purchase the latest or fastest machine on the market.
Therefore, until functional obsolescence catches technological obsolescence there is open to the company
a wide range of computers capable of performing the
functions required by the business firm.

Procedures to Consider
A company installing a new system might consider
Enid Mumford and Olive Banks, The Comput er an d Th e Clerk, Routledge
and Kegan Paul, London, 1967, p. 74.
' Irving 1. Solomon and Laurence O. Weingart, Management Uses of the Com,
puter, Harper and Row, New York, 1966, p. 187.
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that an outside firm be brought in to initiate the
change rather than having the change directed by its
accountants. But the user who is totally dependent
on the vendor is apt to get hurt more frequently than
when the accountants within an organization direct
the activities. When those within the organization
direct activities there is a greater chance that they
will utilize the equipment more efficiently by developing an objective plan for the computer operations,
while having the plan developed by the computer
manufacturer or sales firm can create problems. These
outsiders are interested parties and to have them make
investigations or rulings can completely disregard impartiality and lead to the purchase and installation
of a system that might fail to recapture the amount
of the investment as fast as it could be recaptured.
Moreover, there is often a tendency to consider only
one manufacturer seriously. This manufacturer may
just be offering something to the company rather than
showing what types of computer systems his company
has to offer.
The best computer to handle the store of accounting
information may not be a company owned computer.
The accountant in cooperation with the management
should also consider the possibility of time sharing
plans. These plans have been developed because computers exist that are too large for a single subscriber's
needs. By sharing the computer with other small companies one gains the advantage of the large computer,
but the expense is within the ability of the company
to pay. Accountants looking into this possibility should
realize that these time sharing plans enable their companies to maintain a sophisticated information system
equal to their large competitors.
But it is often the case that the accountant does
not possess the expertness needed to install a computer
system. This can be a problem, especially if we consider
that small firms, more often than larger firms, fall
into the pitfalls of faulty procedures when preparing
to start a computer system. A survey was conducted
of 100 small businesses who had employees of 55 or
less in number' Fifty -one of the firms surveyed performed no feasibility study prior to the systems installation. Of the 49 firms performing a study, there
were seven who had feasibility studies conducted by
the controller and 13 who had outside accounting firms
do their study in conjunction with a corporate official.
Thirty -seven percent of the firms surveyed were completely satisfied with their system, but 63 percent
admitted to some disillusionment. These results indicate that many firms and their leading managers
are not fully aware of the potential of the computer.

Participation by the Public Accountant
The CPA or private accountant is in a position that
enables him to more readily understand the functional
uses of the computer. His knowledge of overall operations within a company allows him to see more clearly
the value of an integrated system of accounting functions. The computer is here to stay; therefore, all
accountants should learn what it is and what can be
done with it even if they have no place to utilize it
in their own company. But should they decide to
4

Donald Sanders, Introducing Computers to Small Business, Data Man agement
Association, Park Ridge, 111., 1966.

MANAGEMENT ACCOUNTING/ OCTOBER 1972

install a system, then they will find that the most
effective way is to operate the system by themselves
and not by having third parties operate it for them.
"Even where the total service could be rendered capably without personal supervision of the computer
operation, the practical knowledge obtained through
the solving of operational problems develops an expertness which cannot otherwise be achieved and is
invaluable in executing the other phases of the business."
Recently we have seen the entrance of the CPA
and public accounting firm into the field of computers.
This can be both beneficial to the small client and
the practitioner, but some degree of caution and restraint must be exercised on the CPA's part. The
degree of participation in the arrangement and type
of services performed are crucial variables that must
be weighed with caution prior to any contractual
arrangement. Therefore, it would be beneficial to the
CPA and any accountant to study these danger areas.
POSSIBLE INVOLVEMENT BY T HE CPA

The CPA firm may become involved in a firm by
performing a feasibility study or it may extend its
services and act as an overseer for the client's computer
operation. Furthermore, the CPA firm might decide
to create its own computer based system and rent out
these services to the client. By doing so the accountant
may become an asset to the client, but the client may
become a liability to the accountant. A feasibility
survey is not likely to cause any trouble, and as a
matter of fact it is an area where the CPA firm can
render invaluable services to its client. As stated before, the survey taken of 100 small firms showed 51
percent not conducting a feasibility study prior to the
purchase and installation of a computer system. The
CPA by providing this service will reduce the possibility of his client falling victim to some fast talking
computer salesman. A compact and efficient feasibility
study conducted by knowledgeable CPA's would help
eliminate this problem.
KEEP ING T HE CPA OB JECT IVE

When the accounting firm goes into the company
and takes charge of directing the computer operations,
there exists the possibility that the drain of energies
flowing from the CPA firm might affect its objective
approach to audit reports and other services performed. Even if the CPA creates his own computer
service based in his office, he risks the possibility of
losing his objective outlook. Also, he must find competent personnel to operate the computers.
The solution to the problem might be the creation
of a separate company independent of the CPA firm.
This company, working under a CPA, could concentrate only in the field of computer sciences. The
possible conflict of interest situation would be eliminated, and the operation could be very productive to
the accounting firm and its clients. "As to the operation of the computer by the accounting firm itself,
there are no more than a handful of firms pioneering
in this field, with many more watching and waiting
to see how the field develops. A few have already

abandoned their projects; others have satisfactorily
persevered."

Computer Control and the Accountant
Computers are meant to be controlled, and when
this control is lacking the possibility of financial attack
always exists. One case will illustrate the problem.
Soon after the United States launched a space probe,
"the launch vehicle began to veer from its programmed
trajectory and was destroyed by the range safety officer. Subsequent analysis
discovered that a dash
...the computer program
(—) had been omitted from
responsible for the missile's trajectory control. This
dash cost the taxpayers approximately 16 million dollars— undoubtedly the most expensive dash in history. "' Here we have a computer operating out of
control. The responsibility for this error cannot be
assumed by the computer, but only by those who
supervised and controlled it. Likewise, in a small business where the accountant directs the computer activities, this responsibility rests in his hands. If the company does the operating, programming, and controlling
of the computer, it may suffer deep financial losses
if these functions are not properly performed. Outside
firms and computer firms can perform this work for
a small company. The accountant can enter into a
contractual agreement with these firms to provide the
hardware and software components he considers necessary. He should be wary however, for those companies that promise the buyers the world and back out
later are now being sued at an ever increasing rate.
The accountant and company should get the computer
they want and can control in the future. If there is
any fault on the part of the supplier, resulting losses
can be recouped by suit.
All the goods and services to be received should
be stated clearly in the contract with methods of
inspection and certain acceptance standards clearly
spelled out. Accountants should be aware that standard computer purchase forms do not provide a basic
protection for their company against many faulty and
underpar deliveries. A proper sales or lease contract
can be drawn to prevent this and also give some
security. The possibility of a financial fiasco is reduced
and the total amount of control increased by demanding that the software items meet a certain measure
of competence.

"The CPA firm
may...
extend its
services and
act as an
overseer for
the client's
computer
operations."

Conclusion
Not all the problems associated with a computer
can be classified as being objective. There exists a great
quantity of subjective matter involved when a company contemplates the use of a computer. Up to the
present, many companies claim they are disillusioned
by the results they have attained with the use of the
computer. This may in part be a result of their failure
to take into account the multitude of variables that
exist within a company and are affected by the introduction of the computer. It would seem logical that
the accountant within and without the company will
play an increasing role in the direction and control
of the computer.
s Ibid., p. 63.

s Richard K. Puder, - Computer Service for Clients," Accounting and The Computer, ATC.P.A., New York, 1966, p. 65.
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Phillip T. May. "System Control: Computers The Weak Link? The Accounting
Review, January— October 1969, p. 583.
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Costs Should Not Only Be Charged On The Basis Of Space
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Finished Goods Warehousing Costs
Allocation of warehouse expenses can be handled
on a square foot allotment of space to a product line.
Factors that should be considered are total square feet
assigned to a product line (whether completely used
or not), square feet used by product lines not assigned
a specific area, and square feet used by overflow stock.
Aisle space should not be allotted unless it can be
identified to one product line.
Care should be taken to segregate warehousing costs
from order picking and shipping costs. Warehousing
costs might include depreciation of building, rent,
maintenance and, repairs, warehouse salaries or wages,
and all expenses of the warehouse distribution office.
The formula to derive the product line cost would
be as follows, and it would be used monthly:
W.C.A.

W 'E'

x P.S.F.

T.S.F.A.
where

=
=

W. E.
T.S.F.A.
P.S.F. (Product C)

$4,000
10,000 sq. ft.
1,000 sq. ft.

Then:
W.C.A. (Product C)

$4,000 x 1,000
10,000
= $400

Order Picking Costs
Because order picking expenses do not depend on
space occupied, but on activity, they are not warehousing costs and should be considered as a separate item
for costing purposes.
DE VEL O PM E NT OF OR D ER PI C KI N G
UNIT VAL UES

In order to develop a standard basis of allocating
order picking expenses, an order picking unit value
must be derived and assigned to every item warehoused. This will require a time and motion study
to measure activity. Activity units to be considered
are time to pick a unit, time to stencil items, time
to make special markings as on promotional items,
time to check orders picked, and sundry items such
as procuring pallets and traveling between items which
may or may not be measurable or allocable.
The unit value should be computed on the basis
of "eaches" and not on multi -unit cartons. This order
picking unit value should be developed annually and
up -dated as the need arises.

=
—
=

W.E.
T.S.F.A.
P.S.F.

=

US E OF O RD ER P IC KI NG UNI T VALUES

W.C.A.
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Assume:

=

Warehouse expenses generally include not only the
cost of warehousing, but also order picking and shipping costs. In general, warehouse expenses are space
oriented costs, but order picking or shipping costs are
activity oriented. This approach requires that periodic
industrial engineering time studies be made in the
warehouse. The information can be used to allocate
costs to product lines and to bring home the need
for more sensitivity in the use of the warehouse. In
this article we describe one approach toward developing warehouse standard costs per square foot used and
applicable to order picking and shipping time units.

=

G. M. ARETO S

EXAMPLE

Warehouse cost allocated
(to each product line)
Warehouse expenses
Total square feet assigned
Product square feet (assigned)

The orders picked should be accumulated by size
within product line and extended by the standard unit
value in order to obtain the total number of unit values
for all items picked during the month. These totals
then become the basis for distributing order picking
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expenses such as those incurred in connection with
order pickers' labor and machinery used only by the
order pickers, and office expenses involved with order
picking.
The formula to derive the product line cost of order
picking would be as follows and would be used
monthly:
P.C.A. =

M.P.E.

x P.L.P.U.

T.M.P.U.V.
where

Then:
P.C.A. (Product C) = $40,000 x 25,000
600,000
= $1,650

Distribution Shipping Costs
Allocation of distribution shipping costs will be on
a basis of units shipped. They will not be allocated
on the basis of space since distribution shipping costs
cannot be considered to be warehouse costs.
DEVELOP MENT O F DIST R IBUT IO N UNIT VALUES

P.C.A.

= Picking costs allocated
(each product line)
M.P.E. = Monthly picking expenses
T.M.P.U.V. = Total monthly picking
unit values
P. L. P. U. = Product line picking units
(each product)
To develop the units picked per product line, (a)
accumulate the number of each size or type of container picked, (b) extend each by a predetermined
standard unit value, and (c) add the extensions.
EXAMPLE

Assume:
M.P.E. = $ 40,000
T.M.P.U.V. = 600,000
P.L.P.U.(Product C) =
25,000
Photo courtesy of Barrett Electronics Corp.

To develop a standard basis of allocating distribution (shipping) expenses, a distribution unit value
should be assigned to every item shipped. These unit
values should be based upon time and require a study
of the following activities: loading of units, checking
of quantities, and preparation of bills of lading and
papers involved with shipment.
This unit value might be determined on a basis of
one unit value equals one minute of distribution time,
and should be computed on the basis of "eaches ",
not on multi -unit cartons. For example, if it requires
an average of 12 minutes to complete the distribution
process for a two -item carton, the unit value would
be 12 per two -item carton, or six unit values per each
item. If it requires an average of 12 minutes to complete the distribution process for two, six -pack cases,
the unit value would be six per case, or one unit value
per each item. This distribution unit value should be
developed annually and up -dated as the need arises.
USE OF D IST R IBUT ION UNIT VAL UES

The orders shipped should be accumulated by size
within product line and extended by the standard unit
value in order to obtain the total number of unit values
for all items shipped during the month. These totals
then become the basis for allocating distribution expenses such as depreciation on dock or shipping area,
depreciation of office space and equipment used in
preparation of shipping papers, labor hours involved
with dockmen and office personnel, supplies used on
dock or in shipping office, incidental costs such as
repair and maintenance, and other costs directly involved with distribution.
The formula to allocate distribution expenses to the
product lines will be:
S.C.A. =

M.D.E.
x P.L.S.U.
T.M.S.U.V.

S.C.A. = Shipping costs allocated
(each product line)
M.D.E. = Monthly distribution expenses
T.M.S.U.V. = Total monthly shipping
unit values
P.L.S.U. = Product line shipping units
(each product)
To obtain the units shipped per product line, (a)
accumulate the total number of each size or type of
container, (b) extend each by a predetermined standard unit value, and (c) add the extensions.
M A N A G E M E N T A C C O U N TIN G / O C TO B E R 1972

47

EXAMPLE

Conclusion

Assume:
M.D.E. = $100,000
T.M.S.U.V. = 250,000
P.L.S.U. (Product C) =
42,000
Then:

$100,000 x 42,000
S.C.A. _
— 250,000
= $16,800

For the program described above to succeed, it
would be necessary to schedule the industrial engineering people, not only to the manufacturing operation, but also to the warehousing operation on an
annual basis. This would also result in a greater sensitivity by the product line managers and warehouse
personnel in the necessity of storing as much product
vertically as possible, in order to save space. This
should mean better utilization of the warehouse. ❑

LETTERS to the editor
Continued from page 24
in assuring the current and future success of the company. Controllers' responsibilities are diversified, vary from company to
company and are an essential part of every management team.
To paraphrase a famous quotation: "Yes, Mr. Moseley, there
is a controller."
Richard A. Meyer
Miehiana Chapter
Stevensville, Mich.

the controller's. However, if the controller is an integral part
of the management team, the responsibility of decision making
should be shaied with this management team. The controller
should, and must, supply usable input and proper influence in
the areas where he is particularly knowledgeable. I cannot emphasize too strongly the importance of the controller being an integral.
part of the management team in any successful company.
Richard A. Duro
Canton Chapter
Alliance, Ohio

Controller: An Integral Part of
Management Team

Small Business Has Three Choices

I read with interest the article written by Roger Moseley on "The
Controller: A Mythical Executive ?" published in the March 1972
issue of MANAGEMENT ACCOUNTING. The article is well written,
and suggests that the subject was well researched.
The controller functions, as defined by the Financial Executives
Institute, were quite comprehensive, and I could not help wondering why it would be difficult to find a controller in any medium -sized
or large corporation. Certainly corporations of any size would have
the functions of planning for control, reporting and interpreting,
evaluating and consulting, tax administration, government reporting, protection of assets, economic appraisal, etc., which is to
describe a controller.
In some corporations the financial administration comes under
the heading of vice president of finance. With the financial
responsibili ties properly subdivided, there should still be a controller and a treasurer reporting to the vice president of finance.
What may happen is that the vice president of finance tries
to handle the entire operation by delegating various functions to
senior or junior accountants, thus eliminating the controller as
a central coordinating function.
In some corporations which have grown very rapidly, the controller functions fall under the Treasurer's domain and remain
there indefinitely.
It is my personal feeling that the controller function is a "for
real" job, and though lie may have many assistant controllers
and division controllers reporting to hint, his function is a "total
coordination job" of all the controller functions as defined in
the article written by Mr. Moseley.
Regarding controllership decisions, it is my feeling that in the
area of financial and government reporting, decisions are mainly

The article titled "Small Businesses Can Be Computerized," by
W . W . McKee In the April 1972 issue Of MANAGEMENT
ACCOUNTING, provides a good outline of basic computerized accounting functions but does not explore the alternatives available
to the small businessman. The accounting functions described are
available in computerized packages from dozens of computer
hardware and software companies. Although the type of computer
system selected is important, it is not the key issue. The most
important consideration is access to these systems.
The small business has three distinct choices when deciding on
obtaining computer support for its accounting and management
information functions. They are (1) installing an in -house computer, (2) utilizing an outside service bureau, or (3) utilizing an
in -house terminal which is tied into a central computer system.
Since the installation of a computer system within a company
usually requires considerable time, effort, and money, serious
consideration must be given to the alternatives in view of the
over -all company plans for computer support.
One additional consideration for the small businessman when
selecting computer systems is that an in -house computer is generally not cost justified for basic accounting functions only. The
emphasis has to be placed on the management information that
can be generated from a computer system.
In conclusion, I believe that the selection of computer support
(in -house or outside of the business) is just as important as deciding
on the particular output requirements necessary to run the smaller
business.
Keith E. Grant
Providence Chapter
North Attleboro, Mass.
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J. G. UNDERWOOD

THE PRESIDENT'S MESSAGE
It has been a busy and rewarding 12 months. After
the Annual Conference in Honolulu, I started off
in July with a catfish fry in Austin, Texas, and went
on from there to attend committee meetings,
charter meetings, 50th anniversary meetings,
chapter operations workshops, trophy presentation
meetings, a summit meeting with my counterparts
in other accounting associations and a testimonial
dinner honoring former Secretary of Commerce
Maurice H. Stans. My trips ranged from San Diego
to Cape Cod, Puerto Rico to Hawaii, Minneapolis
to Miami, finally ending up in the City of Brotherly
Love for the 1972 Annual International Conference.
believe we accomplished much of tangible
worth this past fiscal year. Briefly stated, here are
the results:
• We contributed to the deliberations of the Study
Group on Establishment of Accounting Principles,
known as the Wheat Committee. A task force
headed by Past President Grant U. Meyers developed a statement of NAA's position which was
subsequently presented at the public hearings of
the Committee. The statement was well received
and the final report of the Committee reached
similar conclusions as put forth by the NAA group.
As a result of the Committee's recommendations,
a Financial Accounting Foundation was established
to name members of a full -time Financial Accounting Standards Board which will take the place of
50

the Accounting Principles Board. We were invited
to nominate a candidate for the Foundation, and
we had the pleasure of seeing an NAA member
selected to serve on its Board of Trustees;
• We were awarded a government contract to support our socio- economic counseling program. This
is another indication of how successful the program
has been;
• We analyzed the data processing department and
approved its proposal to purchase a new computer
which the NAA office needs to continue to service
the membership at the present level and handle
projected future services;
• W e reorganized the staff to reflect the impact
of a third generation computer on NAA office
functions;
• W e implemented cycle billing, spreading the
billing of the membership over a period of ten
months, rather than just three as in the past. This
should lead to greater efficiencies at the national
level and also help chapter boards in the task of
membership retention.
In addition to these milestones, a great personal
satisfactiori was to play a part in the launching of
the Certificate in Management Accounting program. We appointed nine outstanding members as
the Board of Regents of the Institute of Management Accounting and also hired a full -time director.
The beginning has been auspicious and I am very
optimistic that this program of recognition of educational attainment in the management accounting
field will grow to achieve major stature.
The extensive activity of the Committee on Management Accounting Practices this past Association
year has gained substantial recognition for NAA.
Our contributions to the work of the AICPA committees and to the work of the Government's Cost
Accounting Standards Board were well received by
both organizations.
Finally, I urged personal development as one of
the themes of my administration. Members should
become active in their chapters, in their communities and in the nation. As accountants, as businessmen and as citizens —in our three roles —we have
much to contribute and much to gain. The results
of the year's activities indicate to me that this call
did not go unheeded.
Thank you so much for the warm hospitality and
courtesy extended to my wife, Helen, and me
throughout the year. The spirit of everyone involved
in NAA activities has been most satisfying, for this
is a great organization of men and women whose
enthusiasm is constantly inspiring. I am proud to
have had the honor of serving as your 52nd President.

N
11AA

1

"

Or<

J. G. UNDERWOOD
President, 1971 -72
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PLANNING
Using the report of the Committee on Long Range
Objectives as a guide, the Committee on Planning
considered three major projects. The topics discussed
during its meetings were the possible amalgamation
of other accounting organizations with NAA, promotion of international chapters, and the appropriate
name for the Association.
At the outset of their discussions, the Committee
recognized that all three topics were interrelated. To
foster mergers with interested accounting groups, the
Association might have to change its name. A change
in name to reflect the Association's international
standing might be necessary to increase international
membership and the number of international chapters.
The creation of an umbrella organization to permit
amalgamation was discussed and analyzed. Because of
legal complications, it was felt that further study was
required and the matter was left in abeyance.
A change in name of the Association, hov*ver, was
recommended to the Executive Committee. The motion put before the National Board meeting in Philadelphia was to revise the NAA Constitution to read
"The name of this Association shall be International
Association of Accountants, founded in 1919 as National Association of Cost Accountants and succeeded
in 1957 by National Association of Accountants."
Under the Constitution of the Association, such an
amendment must be approved by a three - fourths favorable vote of the Directors present and then must
be submitted to a mail vote of the entire membership.
Since the proposal did not achieve three - fourths of
the votes at the Board meeting in Philadelphia, a mail
vote of all the Board members was thus necessary and
is being conducted in the present fiscal year.
Other matters discussed by the Committee were
establishment of the volunteer office of Chairman of
the Board to be held by the immediate past NAA
president, election of NAA officers by mail ballot,
a revised dues structure for international members and
members under 30 years of age, national service development policy, and regional councils. All the issues
above, plus others, will be carried over on the agenda
of the 1972 -73 Planning Committee.

MEMBERSHIP AND CHAPTER
GROW TH
The growth of the Association presented a mixed
picture during 1971 -72, a period of economic downturn
which had a severe effect on the memberships of many
associations. In retrospect, despite the pressures of
inflation and recession, the Association held its own
as compared to some similar organizations.
A line graph would show an increase in the number
of chapters and a decrease in the number of members
during the fiscal year just past. As a result of both
spin -offs and partitions of current chapters, the Association chartered 18 chapters, ten of which resulted from
partitions of current chapters.
The names of the chapters and their charter dates
are:
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Newly partitioned chapter, South Birmingham, is presented charter. L. -r.,
chapter Vice President Earl Griffin; Executive Director William M. Young,
Ir., President /. Malcolm Parker, and NAA Vice President Charles T. Smith,
July 1, 1971 — Greater Ozarks (Springfield, Mo.)
Nov. 1, 1971 —Polk County Florida (Lakeland)
April 1, 1972 —South Birmingham (Alabama)
— Southeast Los Angeles County
(Calif.)
—Upper Finger Lakes (Palmyra, N.Y.)
June 1, 1972 — Atlanta Central
— Atlanta North

replacing Atlanta
Chapter

— Central Carolina (Salisbury, N.C.)
— Charlotte Blue replacing Charlotte
— Charlotte Goldf Chapter
— Minneapolis North Start replacing
— Minneapolis Viking
fMinneapolis
Chapter
—
Piedmont
Greensboro
— Piedmont- Winston - Salem}replacing
Piedmont
Chapter
— Portland
replacing (Ore.)
—
Portland--Columbia
Willamette }Portland
Chapter
—Texas Bay Area (Baytown, Tex.)
— Spartanburg Area (S.C.)
At the end of June there were 66,351 members in
the Association, a net loss of seven percent as compared to 70,680 a year ago. The Association has weathered the worst of the impact caused by the convergence
of the several adverse factors noted above.
There was a noticeable upturn in the Spring in new
membership, corresponding to the gradual improvement of economic activity. The month of May, for
example, produced more new elections than in any
month of the last six years.
The fact that the Association brought in slightly
more new members and reinstatements, at the new
dues rate of $45 than at the rate a year ago, indicates
that membership dues in the Association are not excessive and that there is no long -term barrier to regaining the previous membership level and going on to
new records within a few years.
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1. Lee Nicholson
Award

Anticipating an increase in resignations and terminations due to adverse economic conditions, the Association started several programs to counteract this
effect. Special acquisition campaigns were initiated
and a "Spring'72 Sweepstakes" campaign was launched
as an incentive to chapters to increase their efforts.
In addition, staff, under the guidance of the Committee on Membership, conducted face -to -face interviews
with selected membership directors and membership
relations directors to gain some insight into their
problems. All these programs are considered to have
been helpful in cushioning the membership losses.
International
expansion
activity
continues.
Member /Industry Surveys have been approved for a
pending Philippine International Chapter in Manila
and a pending Suisse Romande Chapter in Geneva,
Switzerland. There is also organizing activity now
going on in Tokyo, Japan; Rome and Turin, Italy;
Zurich, Switzerland; London; and Brussels, Belgium,

CHAPTER OPERATIONS
Arthur B.
Gunnarson Trophy

Rawn Brinkley
Trophy
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Prime responsibility of the Committee on Chapter
Operations is to ensure that the competition ( "greatest
management game ") continues to work efficiently in
stimulating chapters, and members, to carry out the
objectives of the Association. Several actions were
recommended and approved by the Board of Directors
to this end.
• Four new awards were added to the inter- chapter
competition and presented for the first time at the
Annual International Conference in Philadelphia.
These included the J. Lee Nicholson Award for the
chapter with the second highest final standing in the
competition for the Warner Trophy, and the Stuart
Cameron McLeod Society Trophy for the chapter with
the third highest final standing in the chapter competition for the Stevenson Trophy.
For chapters competing in the international competition, the Arthur B. Gunnarson Award was awarded
to the chapter placing first in the competition between
chapters with 125 members, or more, and the Rawn
Brinkley Award for the chapter placing first in the
competition between chapters with less than 125
members.
• Certificates were authorized and awarded to Directors of Public Relations of the 20 chapters who were
finalists in the competition for the five Public Relations Recognition Awards.
• The Lybrand bronze medal was established for the
author whose manuscript places third in the annual
manuscript competition. The new medal is sponsored
by the firm of Lybrand, Ross Bros. & Montgomery,
which also sponsors the gold and silver medals.
• To encourage the writing of more practical articles
and to eliminate the existing inequities in the consideration
for
the
Lybrand
Awards,
manuscripts— beginning in the 1972 -73 year —will be classified only as long articles (4 units), short articles (2
units) and letters to the editor (1 unit).
In actions affecting chapter structure and administration, the Board voted to limit chapter presidents
to no more than two consecutive terms at a particular
chapter. It also voted to change the title of Vice
President of Education to Vice President of Education

A LEAP program conducted by Akron
Chapter during Fall 1971.
and Professional Development. This change reflects
the Board's continuing interest in fostering professional development programs. Chapters are also permitted to have a Director of Socio- Economic Programs
as one of their directors.
WORKSHOPS
Although budget restrictions permitted only 13
chapter operations workshops —as compared to 26 the
year before —to be held, the program was quite successful. A new format of three subject areas proved effective and achieved a better balance.

EDUCATIONAL ACTIVITIES
The adverse economic conditions had some impact
on the Association's Continuing Education Program.
Because of lack of attendance some seminars were
cancelled. On the other hand, the number of CEP
courses, which are based on a combination of lectures
and problem - solving sessions, have continued to grow
although there has been some fall -off in attendance
in the early part of the last two years attributed to
the economic recession. Attendance at the Spring
program of courses, however, was 22`,6 over budget.
A program for offering CEP courses on an in -house
basis for businesses and other organizations has been
approved. With the employment of additional personnel in the CEP department during 1972 -73, this
aspect of the Association's educational effort will be
fully implemented.
TECHNICAL INFORMATION SERVICES
Many members are not aware of NAA services that
include a library and a technical information facility.
To illustrate the activity that goes on in this department, here are some relevant figures. In the library,
175 visitors were assisted with their technical problems,
373 loans of materials made, and 838 publications
added to the shelves. The technical service facility
answered 468 mail queries and 716 telephone queries.
It also answered requests for 2,543 copies of materials
relating to vocational guidance.
LOCAL EDUCATION
ACTIVITIES PROGRAM (LEAP)
Interest in the Local Education Activities Program
has grown steadily since its inception three years ago.
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It is one of our newest professional development programs. In all, 102 programs were conducted during
the year -81 courses and 21 seminars. The international chapters continue their interest in the program
and at least nine courses have been translated. Presentations and lectures were made in the local language.
One new course — "Using Accounting Information in
Pricing Policies and Decisions" —will be introduced in
1972 -73.
CERTIFICATE IN
M ANAGEM ENT ACCOUNTING
Perhaps the most significant action taken this year
was the establishment of a program leading to the
granting of a Certificate in Management Accounting.
The objectives of the program are threefold: to foster
higher educational standards in the field; to establish
management accounting as a recognized profession,
and to establish an objective measure of an individual's
knowledge and competence in the profession of management accounting.
Robert Beyer headed the Task Force on Recognition of Educational Attainment which put the program into final form for the Executive Committee's
and Board of Directors' approval. He stated that in
his opinion the program was equal in importance to
anything that the Association has ever done since its
inception in 1919.
The Institute of Management Accounting was established as an integral part of NAA to evaluate
credentials of candidates, administer the examinations,
grant certificates and ensure that certificate holders
continue to meet the professional development requirements needed to retain their certificates in good
standing. A nine - member Board of Regents was appointed by President Underwood to Administer the
Institute. Herbert C. Knortz, senior vice president and
comptroller of International Telephone and Telegraph
Corp., was named chairman of the Board of Regents.
Dr. James Bulloch, an NAA member, Past President
of the Ann Arbor Chapter, and a Past National Director, was employed as a full time staff director responsible for the Institute of Management Accounting.
The Regents moved swiftly to implement the program. Brochures and applications were printed. The
first CMA examinations are scheduled for December
6, 7, and 8 in 16 locations throughout the United
States.

MANAGEM ENT ACCOUNTING PRACTICES

RESEARCH
Four NAA books were published during 1971 -72 and
another book was released for publication. The published books included Management Control of Information Systems Development, Information for Marketing Management, Segment Reporting for Managers
and Investors, and Interim Financial Reporting.
The Committee on Research has a number of projects in progress. These studies include research on
financial planning and modeling, effects of budgeting
systems on managerial behavior and performance, the
state of the art in human resource accounting, and
revision and reissue of the Accounting Practice Reports.
Research will also be undertaken on the "allocations
of expenses indirectly related to producing goods in

The first official stateinept of the Management Accounting Practices Committee was published in the
March 1972 Issue Of MANAGEMENT ACCOUNTING. The
statement, "Concepts for Contract Costing," was developed to assist the Cost Accounting Standards Board
in establishing accounting standards for Defense Department contracts.
A letter from the chairman of the Cost Accounting
Standards Board, Elmer B. Staats, recognized the
statement as coming from "an authoritative body ".
MAP established a new subcommittee to deal directly
with the CASB.
In another important action, the Committee developed a paper titled "T he Objectives of Financial
Statements for External Users." The paper was delivered to the AICPA Accounting Objectives Study
Group (Trueblood Committee) in oral testimony by
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The Board of Regents of the Institute of
Management Accounting held its first
meeting early in 1972.
an inventory," at the request of the Committee on
Management Accounting Practices. Under a tentative
agreement, the Society of Industrial Accountants of
Canada will co- sponsor with NAA a project on "business decision models."

k

Two of the NAA books that were
published during the 1971 -72 fiscal
year.
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Past President 1. Wayne Keller presents
NAA statement before the Wheat
Committee. It was drafted by a blue
ribbon committee.

E. W. Kelley presents position of MAP
Committee on accounting objectives to
the AICPA committee headed by Robert
M. Trueblood. Public hearings were held in May.

E. W. Kelley, a member of the MAP Committee.
A series of open forum meetings in Chicago, Los
Angeles, Atlanta and New York City were held to
give interested parties an opportunity to express their
opinions on financial reporting by diversified companies, and interim financial reporting.
The Committee subsequently developed a set of
guidelines on "Interim Financial Reporting," which
was published in the August issue Of MANAGEMENT
ACCOUNTING. This statement received coverage in the
daily press and recognition in the financial community.
A statement on "Financial Reporting by Diversified
Companies" was also approved and published in September.
In other actions, a discussion draft on "The Capitalization of Costs as Opposed to Charging the Cost
off as an Expense" was prepared during 1971 -72 and
published in the July issue Of MANAGEMENT
ACCOUNTING.
The Committee also sent its comments on the
proposed regulations for inventory valuation for income tax purposes to the Commissioner of the Internal
Revenue Service. In addition, another letter was sent
to the Commissioner indicating NAA's concern that
a proposal for amending the income tax regulations
excludes the use of the technique of direct costing
in the calculation of income tax liability.
Through its various subcommittees the MAP Committee has other projects in progress on inventory
valuation guidelines, accounting for research and development costs, criteria for make or buy decisions,
accounting terminology, and fixed asset accounting.
As work progresses and statements are developed, the
Committee will publish its position papers.
In cooperation with the American Institute of
CPA's, the Committee submitted written comments
on topics currently before the Accounting Principles
Board, including disclosure of accounting policies,
investment tax credits, and accounting for leases.
Members of the Committee also met with members
of the Securities and Exchange Commission and the

New York Stock Exchange to discuss the topic of
interim financial reporting.

PUBLICATIONS
At a considerable savings to the Association, the printing Of MANAGEMENT ACCOUNTING was transferred to
a company in Nashville, Tenn. Paid advertising almost
equaled that of a year ago and the trend during the
second half of the fiscal year was encouraging. During
this period, income from advertising exceeded the first
half's advertising income by nearly 13%. An extensive
promotional list of prospective advertisers has been
developed and the outlook for an increased number
of advertising pages is promising.
During the year, two policy changes recommended
by the Committee on Publications were put into effect
with respect to the publication of research reports.
The designation "research report" was dropped in
favor of "books for the management accountant."
Secondly, under a new policy, up to two books annually
will be made available at no charge to members,
provided the books are requested within 90 days of
the publication date. This policy became effective on
July 1, 1972, and the first book to be published after
that date and offered free of charge was Defense

Contract Costing: the State of the Art.
Under its agreement with the international chapters,
NAA has been translating one article per month into
French, Italian, Portuguese and Spanish. Costs in
translating were reduced when the Association arranged for Spanish translations in Colombia, and for
Italian translations in Milan, Italy, with the assistance
of that chapter. The Committee is exploring the feasibility of similar cost reductions for translations in
French and Portuguese.

PUBLIC RELATIONS
The Committee on Public Relations was concerned,
among other matters, with measuring the attitudes
of members concerning a proposed change in name.
A survey conducted by the public relations counsel
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of a sample of members was answered by 68%, an
unusually high rate of response.
The main conclusions of the survey were that:
• two out of three members like the name National
Association of Accountants as it is;
• there is no clearly favored alternative to NAA;
• international members are mostly dissatisfied with
the present name;
• there are no significant differences in the findings
geographically among domestic members;
• members of the NAA Board of Directors are slightly
less satisfied with the present name than are local
board members.
In other activities, the Committee guided the preparation of the first promotional material on the Certificate in Management Accounting Program, titled
the "Professionalization of Management Accounting."
Two promotional mailings on the Continuing Education Program reached —via the chapters— approximately 20,000 nonmembers.
A promotion and publicity program for the Annual
Conference in Philadelphia took full advantage of the
fact that two U.S. Cabinet members were addressing
the conference. Coverage was achieved on television,
as well as in the daily newspapers of Philadelphia and
other cities.

Peter G. Peterson, Secretary of the Department of Commerce, held a
press conference during the Annual Conference in Philadelphia. He was
keynote speaker.

CONFERENCES
The Annual International Conference in Philadelphia
was a success, both financially and technically. Costs
of putting on this annual event were slightly more
than balanced by the income received. This represents
the first fruit of a budgetary procedure resulting from
a deliberate policy that the Annual Conference be
self- supporting.
Regional conferences continue to be encouraged and
supported by the Board of Directors.

A section of the audience at one of the technical sessions at the Annual Conference.

SOCIO- ECONOMIC PROGRAM
A staff department was established in April 1972,
principally to administer the expanded NAA program
of socio- economic activities. A full -time manager was
appointed to administer the program. This expansion
was made possible by a contract with the U.S. Department of Commerce, Office of Minority Business Enterprise.
The Association's volunteer program to help disadvantaged businessmen continued to grow. At least 156
chapters have appointed Directors of Socio- Economic
Programs. There were more than 886 members acting
as advisors and of 768 cases accepted, 562 were completed.
The NAA effort is being coordinated with the programs of other organizations, including the American
Institute of CPAs, National Association of State Departments of Commerce and Planning; National Association of State Departments of Agriculture; the Small
Business Administration; all business development
organizations of OMBE; U.S. Department of Justice— Minority Business Program, and Harvard Volunteer Consultants Group.
MANAGEMENT ACCOUNTING /OCTOBER1972

As one of his last acts as Secretary of Commerce, Maurice H. Stans
(center) approved a contract to assist the Association in its
Socio- Economic program. Executive Director Young is at left and NAA
Managing Director John E. Vavasour at right.
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STUART CAMERON MCLEOD SOCIETY

Stuart Cameron
McLeod Society
Trophy

More than 100 members and their spouses attended
the mid -year meeting of the Stuart Cameron McLeod
Society at Rancho Bernardo in San Diego, Calif.,
October 18 -20. The honorary organization of past
national officers and directors also held a two -day
regional meeting at Hyannis, Mass., April 14 -15. More
than 325 persons attended the Society's annual induction, reception and dinner held in conjunction with
the Annual International Conference in Philadelphia.
President Donald G. Hoffman inducted 45 new
members into the Society during the meeting.
Officers and members were particularly pleased
when the Stuart Cameron McLeod Society Trophy
was awarded for the first time to Birmingham Chapter.
Donated by the Society, this new trophy will be
awarded by the Association each year to the chapter
which finishes third in the competition for the Stevenson Trophy.

of contacting members will be spread over a number
of months.
To improve member service, membership records
and the Association's other data processing requirements, including records for the Certificate in Management Accounting Program, the Executive Committee approved the purchase of a new computer. This
computer will offer the Association increased speed
in handling the job already being done by the present
data processing facility and, in addition, make it possible for the Association to offer expanded, and new,
services in the future.
Since the Association is planning to offer a group
annuity plan to its staff employees, the Subcommittee
on Pensions approved an amendment to the Association's pension plan to allow this program to be put
into effect. The plan will involve no cost to the Association and will allow employees to defer part of their
annual income until retirement when the tax rate is
lower.

FINANCIAL

INSURANCE

Acting upon a proposal by staff and supported by an
in -depth study, the Committee on Finance approved
a new cycle billing procedure for membership dues.
Beginning in the fiscal year 1972 -73, members were
divided into 10 cycle groups. After a transition period,
each group will be billed annually as of the first of
its assigned cycle month.
There are a number of advantages to this new procedure. For example, with dues billings and payments
distributed throughout the year, address and membership profile changes can also be made faster. Cycle
billing will also help chapters in retention, as the work

Premiums on NAA's Group Life Insurance Plan
were reduced five percent, effective July 1, 1972. This
is the third time the premium rates have been reduced;
they are now 25% below the beginning rates.
These reductions have been made possible by the
overwhelming success of the plan. More than 17,000
members and their families have subscribed and total
protection now exceeds $132,000,000.
As a new insurance opportunity, members were
offered Hospital Cash Payment Insurance in June and
more than 800 members are participating. An Accidental Death and Dismemberment Insurance plan
will be offered later.

R. Leslie Ellis, chairman of the Finance Committee, describes the financial position
of the Association at a Board of Directors meeting in Dallas.
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MEMORIAL EDUCATION FUND
The Memorial Education Fund was established to
allow NAA members and others to contribute funds
to support the educational objectives of the Association. Responsibility for the Fund is vested in a three member committee and all actions of this committee
are subject to the approval of the Executive Committee. Income earned by the Fund, as well as any part
of the principal, must be used exclusively for educational purposes.
With sincere appreciation the donors to the Fund
in 1971 -72 are listed below.

ILLUSTRATION OF SOURCES AND
NAA INCOME, 1971 -72
tsc. I.
Advertising 1.5%
Sales of Pubs 2.0%

- - -

Interest 8 Dividends 4.2%
CEP Registration 10.8%
Publications 20.4%

Fred Andersen
A. P. Bartholomew
Robert G. Chapman
Mr. and Mrs. Firman H. Hass
Clarence Langer
Carl G. Orne
David W. Rewick
J. G. Underwood
William M. Young, Jr.
Dayton Chapter
Milwaukee Chapter
Wichita Chapter

Educational Services 26.4

11 .

Member Services 39.9%

Persons memorialized by the donations include:
William C. Hallett
Irvin H. Stark
Douglas Newell
William W. Wright
Miss Eva G. Ruhl
Larry Ryan
Wyman P. Fiske

SOUR CES OF INC OME

EXPEN D IT U R ES
BY MAJ O R F U N C T IO N S

NATIONAL ASSOCIATION OF ACCOUN TAN I S

Current Operating Fund Expenses
Classified As to the Nature of the Expenditures
Year Ended June 30, 1972

Total payments to chapters .......................... ...............................
Publications (production and mailing costs only) ............. ...............................
Printingand supplies ................................................................. ...............................
Salaries— administrative and clerical ....................................... ...............................
Contractpayments ..................................................................... ...............................
Travel ............................................................................................. ...............................
Meetings ....................................................................................... ...............................
Advertising and promotion ..................................................... ...............................
Conference expenses ................................................................. ...............................
General expense:
Rents and related costs ......................................................... ...............................
Equipment— rented ................................................................. ...............................
— purchased .......................................................... ...............................
Generalpostage .................................................................... ...............................
Employeebenefits ................................................................... ...............................
General services —tel. and tel., delivery, insurance, etc ...............................
Other — auditing, legal, consulting fees, etc ...................... ...............................
Special project expenses ....................................................... ...............................

$ 542,251
241,106
105,434
1,073,989
57,724
112,758
37,777
41,207
254,574
$230,375
68,721
8,551
65,348
200,328
52,229
43,162
27,142

695,856
$3,162,676

NOTE: Information on this page was prepared by national staff and is not covered by the auditor's report.
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NAT I O NAL ASSO CI AT I O N O F ACCO UNT ANT S

STATEMENTS OF ASSETS, LIABILITIES AND FUND BALANCES
ASSETS

LIABILITIES AND FUND BALANCES
June
1972

June 30
1972
1971

>u
19,1

CURRENT OPERATING FUND
Cash ............................................................... ............................... $ 13,802 $ 89,153
Marketable securities, at cost which approximates
market ....................................................... ............................... 1,325,000 1,393,000
18,084
34,349
Miscellaneous receivables and deposits ..............................
20,500
Prepaid pension cost ................................. ...............................
8,008
11,279
Deferred charges ......................................... ...............................
Fixed assets and publication inventory,
3
3
at nominal value -Note A ..................... ...............................

Accounts payable and accrued expenses ............................ $ 111,121 $ 241,151
959,743
1,342,051
Deferred income ......................................... ...............................
65,015
36,500
Socio- economic program contributed reserve ..................
Due to Memorial Education Fund from sale of securities

$1,364,897 $1,548,284

$1,364,897 $1,548,284

25,715
97,133)

......................................................................... ...............................
229,018 (

Fund balance (deficit) ............................... ...............................

RESERVE FUND
Cash ............................................................... ............................... $ 43,520 $ 14,572
Investments, at cost:
Bonds:
U.S. government agencies (quoted market price
312,629
332,251
$312,629 in 1972 and $331,625 in 1971) ....................
Corporate (quoted market price $265,439
267,824
538,508
in 1972 and $473,438 in 1971) ....... ...............................
Corporate stocks and commercial paper (quoted
market price $1,858,724 in 1972 and $1,469,457
1,632,749 1,220,472
in 1971) ................................................. ...............................

Fund balance:
Balance at beginning of year ............... ...............................
Initiation fees ........................................... ...............................
Net gain (loss) on securities ..................... .........................
Contribution to Current Operating Fund ........................

$2,105,803 $2,268,554
84,160
93,880
66,759 (
236,631)
20,000)
(

$2,256,722

$2,256,722 $2,105,803

$2,105,803

M EM O RI AL EDU CAT I O N F UND
Cash ............................................................... ...............................
Short -term investment, at cost which approximates
market ....................................................... ...............................
Due from Current Operating Fund from sale
of securities ............................................. ...............................

$

$

12,480

35,000

$

See notes to financial statements.

7,142

42,142 $

25,715
38,195

Fund balance:
Balance at beginning of year ............... ...............................
Donations to fund ................................. ...............................
Interest income ....................................... ...............................

$

38,195
1,865
2,082

$

32,804
3,195
2,1%

$

42,142

$

38,195

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN
FUND BALANCE- CURRENT OPERATING FUND
Year Ended June 30
1971
1972

EXPENSES
Chapter relations and membership ................................... ...............................
Payments to chapters............................................................. ...............................
Continuing education program ........................................... ...............................
Annual conference ................................................................. ...............................
Publications ..................................................... ............................... ........................
Research studies on management accounting ............... ...............................
Promotion and public relations ......................................... ...............................
General office services ......................................................... ...............................
Administrative ........................................................................ ...............................

$2,758,068
250,343
119,845
74,683
66,370
52,960
25,219
11,361
32,601
41,830
3,433,280

$2,294,216
318,564
109,897
71,576
59,420
59,662
31,170
15,187
16,616
35,345
3,011,653

360,752
542,251
388,252
117,395
486,002
126,172
138,337
734,508
213,460
3,107,129

389,518
442,777
472,759
128,619
458,977
128,741
140,939
739,280
247,299
3,148,909

326,151

137,256)

EXCESS OF REVENUES OVER EXPENSES (EXPENSES
OVER REVENUES) BEFORE CONTRIBUTION FROM
RESERVE FUND AND EXTRAORDINARY ITEM

(

REVENUES
Membership dues ................................................................... ...............................
Continuing education program- registration fees ......... ...............................
Annual conference- registration fees................................. ...............................
Interest and dividends on Reserve Fund investments... ...............................
Interest on short -term investments ................................... ...............................
Advertising ............................................................................... ...............................
Sales of research reports ....................................................... ...............................
Sales of publications ............................................................. ...............................
Sales of educational materials - LEAP................................. ...............................
Miscellaneous ......................................................................... ...............................

326,151

Fund balance (deficit) at beginning of year ....................... ...............................
FUND BALANCE (DEFICIT) AT END OF YEAR

97,133)
$ 229,018

(

Extraordinary item - office relocation, including
leasehold improvements, furniture and equipment....... ...............................
NET INCREASE (DECREASE) IN FUND BALANCE

(

326,151

(

Contribution from Reserve Fund applicable
to office relocation................................................................. ...............................

($

20,000
117,256)
28,189
145,445)
48,312
97,133)

Certain prior year amounts have been reclassified for comparative purposes.
See notes to financial statements.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF CHANGES IN FINANCIAL POSITION CURRENT OPERATING FUND
Year Ended Jun e 30
1972
1971

SOURCES OF FUNDS
From operations:
Excess of revenues over expenses (expenses over
revenues) before contribution from Reserve
Fund and extraordinary item ....................................... ...............................
Amortization of deferred charges... .......................................... ....................
Funds provided by (used in) operations before
contribution from Reserve Fund and
extraordinary item
Extraordinary item, net of contribution from
ReserveFund ...................................................................... ...............................
Funds provided by (used in) operations
From other sources:
Decrease in marketable securities ........ ............................... .........................
Decrease in miscellaneous receivables ......................... ...............................
Decrease in prepaid pension costs ............................... ...............................
Increase in accounts payable and accrued expenses . ...............................
Increase in deferred income ........................................... ...............................
Increase in amount due to Memorial Education Fund ............................
TOTAL SOURCES

$326,151
3,271

($137,256)
2,445

329,422

( 134,811)

329,422

8,189
( 143,000)

68,000
16,265
20,500

434,187

30,979
177,819
25,715
91,513

USES OF FUNDS
Increase in marketable securities ....................................... ...............................
Increase in miscellaneous receivables and deposits ..... ...............................
Increase in deferred charges ............................................... ...............................
Decrease in accounts payable and accrued expenses ... ...............................
Decrease in deferred income ............................................. ...............................
Decrease in amount due Memorial Education Fund ..... ...............................
TOTAL USES

130,030
353,793
25,715
509,538

252,214

Net cash decrease for year ....................................................... ...............................
Cash at beginning of year ....................................................... ...............................
Cash at end of year

75,351
89,153
$ 13,802

160,701
249,854
$ 89,153

243,000
7,714
1,500

See notes to financial statements.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1972
Note A —FIXED ASSETS AND PUBLICATION
INVENTORY
It is the policy of the Association to charge
purchases of leasehold improvements, furniture and equipment, library books, and publications to expense at the time of purchase.
Note B— SPECIAL PURPOSE FUNDS
The Reserve Fund was established for the purpose of providing funds which may be utilized
to insure continuous extension and development of activities for the best interests of
members. Income earned on investments of the
Fund are recorded in the Current Operating
Fund. No appropriations may be made from
the Fund except upon affirmative vote of the
majority of the Board of Directors.
The Memorial Education Fund was established
for the purpose of accepting and holding funds
to support and further the educational goals
of the Association. All money and property
received by the Fund is administered separately
from the general funds of the Association by
a five -man Board of Trustees, whose actions
are subject to the approval of the Executive
Committee.

Note C— PENSION PLAN
The Association has a pension plan covering
substantially all employees. Total pension expense for the years ended June 30, 1972 and
1971 amounted to $100,500 (which amount includes previously deferred costs of $20,500) and
$76,000, respectively. Past service costs are
being amortized over 20 years, and it is the
Association's policy to fund pension costs accrued.
Note D —LEASE COMMITMENTS
The Association's lease for office space requires
an annual rental of $214,745 to 1985. The Association has subleased two portions of the premises at annual rentals of approximately $37,000
and $19,000through 1980 and 1975, respectively.
In June 1972, the Association agreed to lease
computer equipment for a five year period
(effective upon installation, presently estimated to be January, 1973) requiring annual
rentals of $120,000 per year, with a present
option to purchase such equipment for
$350,000. It is the present intention of management to purchase such equipment.

ERNST & ERNST
140 BROADWAY
NEW YORK, N.Y. 10005
Board of Directors
National Association of Accountants
We have examined the statements of assets, liabilities and fund balances (excluding
funds and accounts of chapter treasuries and regional councils) of the Current Operating
Fund, the Reserve Fund, and the Memorial Education Fund of the National Association
of Accountants as of June 30,1972, and the related statements of revenues and expenses
and changes in fund balance, and changes in financial position of the Current Operating
Fund for the year then ended. Our examination was made in accordance with generally
accepted auditing standards, and accordingly included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.
Leasehold improvements, furniture and equipment, library books, and publications are
stated in the accompanying statements of assets, liabilities and fund balances at a
nominal value, and the costs of additions and replacements are charged to expense
in the Current Operating Fund when incurred, rather than capitalizing such items as
would be required by generally accepted accounting principles.
In our opinion, except as stated in the preceding paragraph, the accompanying statements present fairly the assets, liabilities, and fund balances of the several funds of
the National Association of Accountants as of June 30,1972, and the results of operations,
changes in fund balances and changes in financial position of the Current Operating
Fund, and changes in fund balances of the Reserve Fund and the Memorial Education
Fund for the year then ended, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.
New York, N.Y.
August 4, 1972
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1971 -72 was quite a yearl! In relatively few words, we
experienced a "short fall" of approximately $231,000
in income and ended with an "earnings per share"
of about 30% above budget. At the same time the
Association inaugurated probably more important services than at any other time in its history.
This "hat trick" was accomplished by an extraordinary effort on the part of our President, J. G. Underwood, the Board of Directors and members of the
national committees on the one hand, and by the
ability of staff to produce more services than ever
before, operating with 11% fewer people than budgeted. Cost reduction, cost savings and cost improvements were brought about by each and all of our
operating divisions. My appreciation and gratitude to
the members of staff are almost boundless.
Let me catalog some of the actions of the year
without repeating too much of what is in the first
part of this annual report.
First, the changeover to cycle billing was right on
schedule and it looks like we will achieve our objectives
of greater efficiency, accuracy and improved work flow.
Cycle billing will also spread out the chapters' job
of membership retention.
We completed a study of our current data processing facilities and received authorization to obtain a
new computer which should be installed in December
1972. The improved equipment will give the national
office the capability to handle each year's increasing
workload more effectively and will provide for flexibility
in handling new and further improved services.
Related to this aspect of operations, we completed
a staff reorganization to reflect the impact of the data
processing facility and the cycle billing procedure. In
addition it is anticipated that the new alignment will
provide further opportunities for cost improvement
and more efficient operations. Other changes included
the creation of the new position of Manager of Administration directly responsible for personnel, systems
and procedures, purchasing, printing, mailing and office services; appointment of a Senior Assistant of
Research and a Manager of Management Accounting
Practices Programs, and appointment of a Manager
of the Publications Department. In addition, the Marketing and Meetings Division was strengthened by
appointment of four managers directly responsible for
membership and chapter development; promotional
printing; meetings, and publicity and promotion.
The success of our socio- economic counseling program has led to a contract from the U.S. Department
of Commerce for continuing this worthwhile activity.
As a result, a manager of the department was appointed —and two area coordinators were employed —to coordinate the nationwide program.
To strengthen the staff and make NAA a more
rewarding place to work, we completed a number of
efforts directly affecting NAA office personnel. An
employees' handbook was produced, a performance
and salary review completed, and the details of a
deferred tax annuity program worked out.
The encouraging progress of the Certificate in Management Accounting Program reflects the efforts and
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Executive Director Young and President /. G. Underwood listen attentively to a speaker at
"summit" meeting of six major accounting and financial organizations.

interest of all involved in its implementation. With
the appointment of a Board of Regents and a full -time
Director of the Institute of Management Accounting,
we are well launched on a certification program for
the management accounting profession.
In our contacts with other associations, we are making considerable progress in cooperative research and
educational efforts. Through the Management Accounting Practices Committee, for example, NAA is
cooperating with AICPA, FEI, and other accounting
and governmental bodies. At the top level, NAA
hosted the annual "summit meeting "' of the six accounting and financial organizations this year. Attendance included representatives from the American Accounting Association, American Institute of CPAs,
Financial Executives Institute, Federal Government
Accountants Association, The Institute of Internal
Auditors and ourselves. We are also discussing joint
research and educational programs with the Society
of Industrial Accountants of Canada.

A special note should be made of the reorganization
of our Meetings Division and the results it obtained
with respect to the Annual Conference. A line item
budget was prepared and a staff auditor verified details
before returning from the conference. This financial
control contributed to a slightly better than break -even
situation.
The members of the committees whose names are
listed below deserve the thanks of us all for a job
well done. They did a remarkable job in guiding the
Association in 1971 -72. The new board and committee
members now have the task of following through and
doing as well. I have every confidence they will. ❑

WILLIAM M. YOUNG, 1R.
Executive Director

INTERNATIONAL COMMITTEES
EXECUTIVE COMMITTEE
President
JULIUS G. UNDERWOOD
Harrisburg Area
Vice Presidents
L. DEAN CARPENTER, Chicago
HARRY W. CHERRY, Wilmington
FRANK E. DOELER, Indianapolis
WILLIAM J. FOX, Hartford
CHARLES KNUTSON, Saginaw Valley
CHARLES W. LAMDEN, New York
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CLARENCE LANGER, Miami
RAYMOND A. REHFELD,
Alameda County -South
DAVID F. ROBERTSON, Dallas
A. T. SAMUELSON, Washington
EMIL SCHARFF, San Diego
PAUL C. SMITH, South Jersey
Treasurer
CLEMENS A. ERDAHL, New York

Appointed Members
ARTHUR P. BARTHOLOMEW,
New York
ROBERT BEYER,
Colorado Springs - Pueblo
R. LEE BRUMMET,
Raleigh- Durham Area
LAFE P. FOX, Cleveland
JOHN T. KOKOS, Indianapolis
MANUEL R. SYLVESTER, Hawaii
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COMMITTEE CHAIRMEN

DAVIS

Past International Presidents
ETTORE BARBATELLI, Milwaukee
GRANT U. MEYERS, North Texas
Chairmen of Standing Committees
ROBERT G. CHAPMAN, Los Angeles
W. ATLEE DAVIS, JR., Delaware
R. LESLIE ELLIS, Lancaster
PAUL W. HOLT, Bridgeport
GORDON A. JOHNSON, Rochester
CHARLES R. MILLER, Pittsburgh
CHARLES S. MYERLY, Charlotte
JOHN V. van PELT, III, Birmingham
WADE B. SALISBURY, San Jose
W. W. WRIGHT,
Orange Coast California

STANDING COMMITTEES
CHAPTER OPERATIONS
WADE B. SALISBURY, San Jose,
Chairman
WILLIAM J. BERGLUND,
Oakland County
JOSEPH ROTA, Savannah
ED G. CAMPBELL, Tucson
CHARLES A. del RIO, North Alabama
HENRY DeVOS,
West Bergen- Passaic County
ED DOWNEY, JR., South Jersey
BLISS R. FINLAY, Detroit
EARL E. FREDERICK, Butler Area
FREDERICK J. HARPER, Seattle
HOWARD F. HERR, Lancaster
DAVID H. HOUGH, South Jersey
C. EVANS LAWTON, New York
I. WILL LEWIS, Salt Lake Area
FRANCIS I. MEISTRICK, Morristown
RALPH E. MEYER, Ohio Mid - Eastern
THOMAS P. McCONNELL,
Westchester
JOSEPH V. NEWMAN, Pittsburgh
A. W. PATRICK, Blue Grass Area
DONALD G. PERRY, San Francisco
JAMES H. POHL, Cuyahoga Valley
JACK J. QUINLIN, Portland
I. BERNARD REHNSTROM,
Cedar Rapids
HANS F. REISS, Minneapolis
ROBERT L. RICHESON, Wabash Valley
DEAN C. ROBISON, Tri- Cities
ARTHUR SCHMALTZ, Western Wayne
ROBERT E. SOBRASKE, San Jose
ARTHUR T. SWICK, Chicago
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JOHNSON

1

HOLT

EDWIN T. TAYLOR, San Jose
MICHAEL TEACH, Pittsburgh
DON C. WATKINS, Oakland East Bay
RAYMOND W. WITHROW,
Beaver Valley

MYERLY

JACK W. ROBINSON, Tulsa
JAMES C. STEPHENSON,
Lake Erie Central
COLIN A. STILLWAGEN, San Diego

MEMBERSHIP
EDUCATION
W. W. WRIGHT,* Orange Coast
California, Chairman
ARTHUR P. BARTHOLOMEW,
New York
JAMES BULLOCK Ann Arbor
ROBERT L. CHAPLIN, Fort Wayne
DONALD H. CRAMER, New York
DONALD D. DECKER, Mid - Missouri
GERALD W. DEVLIN, New York
DORA R. HERRING, Jackson
JAMES H. HOPPER, Jackson
ALFRED M. KING, Racine - Kenosha
KENNETH B. KIRKWOOD, Detroit
GORDON LOUVAU,
Oakland East Bay
DEAN R. LUXTON, Mass. North Shore
WILLIAM R. McCAMY, Fort Worth
VERNON OWENS, JR., Birmingham
ROBERT E. PATTERSON, Lancaster
EDWARD W. RODGERS, Dayton
PATRICK L. ROMANO,
East Bergen - Rockland County
CLARENCE L. SCHULZE, Seattle
ALLEN H. SEED, III, Boston
DONALD F. STANHOPE,
Member -at -Large

W. ATLEE DAVIS, JR.
Delaware, Chairman
HARRY I. BATCHEI LER,
Worcester Area
RICHARD BIEGANSKI, Milwaukee
HOWARD M. CAIN, Kalamazoo
DAVID G. CARREAU,
Fall River -New Bedford
FRANK I. COOK, Detroit
WALTER J. FOLEK, Brunswick Area
RICHARD A. GRUNDY,
Orange Coast California
RUSSELL V. HARVEY, JR., Atlanta
CLARK H. JOHNSON, Brunswick Area
MARSHALL M. JOHNSON,
Los Angeles
ROGER G. LaBRECQUE,
Bangor - Waterville
JOHN E. MASLINE, San Gabriel Valley
WALTER L. MASSIE, North Texas
RICHARD L. McGOUGH, Youngstown
VERNON C. QUARLES, Delaware
CHARLES T. SMITH, JR., Atlanta
JAMES E. TAYLOR, Memphis
EDWARD L. TILLEY, JR., Richmond
HARRY E. TURNAU, JR., Cincinnati
WILLIAM P. WALSH, Brooklyn
JOHN W. WIELDE, St. Paul

FINANCE

NEW CHAPTER FORMATION

R. LESLIE ELLIS, Lancaster, Chairman
ROBERT W. ARNOLD, Birmingham
WILLIAM H. BEADLE, New York
WARREN W. BYRNE,
Illinois Northeast
CLEMENS A. ERDAHL, New York
ROBERT O. FEOLA, Akron
WILLIE E. FERGUSSON, Columbia
GEORGE D. GEE, Kansas City
ROBERT J. HINZ, North Alabama
JOHN T. KOKOS, Indianapolis
R. TERRY LYLE, Florida West Central
EARL A. MATHENEY, Charlotte

GORDON A. JOHNSON,
Rochester, Chairman
FRANK J. BAMPTON, JR., Valley Forge
RICHARD L. CEBROWSKI,
Waukesha Area
ROBERT S. DURNWALD,
Cleveland East
KIRTLAND FLYNN, JR., Charlotte
CARLYLE O. LIVINGSTON,
Conejo Valley
CHARLES F. LURSEN, Michiana
GEORGE W. McBRIDE, Baltimore
JAMES E. McMILLEN, Central Texas
THOMAS F. MURPHY, Ithaca - Cortland
JOHN M. NEWBERG, Sioux City
JAMES H. O'DELL, Atlanta
VINSON A. PARSONS, Norwich

* Deceased.
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COMMITTEE CHAIRMEN

KELLER
KENNETH R. STRETCHBERRY,
Santa Barbara - Ventura Counties
CHARLES R. SUTHERLAND, Cleveland
WILLIAM P. YOUNG, Kokomo Area
PLANNING
PAUL W. HOLT, Bridgeport, Chairman
RICHARD E. AUSTIN, Pittsburgh
JOHN H. HAMPEL, Cincinnati
CHARLES W. LENT, JR.,
Catawba Valley
GRANT U. MEYERS, North Texas
THOMAS L. MORISON, Boston
S. ALDEN PENDLETON, Pittsburgh
STANLEY A. PRESSLER, Indianapolis
DAVID W. REWICK, Chicago
DOREN D. VEST, Washington
PUBLIC RELATIONS
CHARLES S. MYERLY,
Charlotte, Chairman
JERRY M. BALDWIN, Baton Rouge
ELLIS BERLIN, Piedmont
BETTE A. CARLETON,
Mass. North Shore
WALLACE F. COREY, Chicago
EBEN C. CUTLER, Dayton
ROBERT V. DODD, Boston
RAYMOND M. FLANAGAN, San Jose
VINCENT B. GRANDE, Knoxville
HORACE J. LANDRY, Syracuse
WILLIAM D. LEE, Long Beach
JAMES D. LEMON, Scottsdale Area
DANIEL R. LUCHINI, Toledo
DAVID B. McNITT, Elkhart Area
JOHN L. RHOADS, Birmingham
JAMES H. SULLIVAN,
Merrimack Valley
ROBERT S. WALIGORE, San Francisco
JAMES K. WILLETTE, Kalamazoo
GUY B. WILSON, Orange County
PUBLICATIONS
ROBERT G. CHAPMAN,
Los Angeles, Chairman
JAMES W. BROWN, Nashville
JOHN J. FOX, Detroit
CHARLES W. GREENWOOD, JR.,
Shreveport
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ROBERT A. LINEBERGER,
Orange County
JAMES A. McFADDEN, JR., Trenton
HARVEY MASIMORE, Peoria
ROBERT OAKLEAF, Olean- Bradford
HOMER E. RUEGER, Ann Arbor
ARTHUR A. SCHULTE, JR., Portland
ROBERT L. SHULTIS, Morristown
RODERICK G. TURNER, JR., Atlanta
ROBERT WEAFER, Boston
KENNETH T. WOODRUFF, St. Paul
RESEARCH
JOHN V. van PELT, III,
Birmingham, Chairman
MORTON BACKER, Springfield
LEO J. BARNECUT, JR., Chicago
JAMES B. BOWER, Madison
HENRY L. CLAYTON, Elmira Area
ROBERT J. DONACHIE, Dallas
WILLIAM L. FERRARA,
Central Pennsylvania
WILLIS A. LEONHARDI, Chicago
EDGAR A. MANNING, JR., Morristown
R. WAYNE OATES, Pittsburgh
ROBERT E. PATERSON, New York
RICHARD F. PEIRCE, Chicago
HADLEY SCHAEFER, Ann Arbor
JAMES SEITZ, Detroit
WILLIAM A. TERRILL,
Raleigh- Durham Area
ARTHUR TOAN, JR., New York
CALVIN A. VOBROUCEK, Peoria
EARL J. WIPFLER, St. Louis
SOCIO- ECONOMIC PROGRAMS
CHARLES R. MILLER,
Pittsburgh, Chairman
RICHARD M. CALLAHAN, Los Angeles
WILLIAM L. CAMPFIELD, Washington
JAMES J. CORBOY, Dallas
W. ATLEE DAVIS, JR., Delaware
DONALD G. EDER, Youngstown
CLARENCE LANGER, Miami
HAROLD E. LITTLE,
Washington Tri- Cities
HAROLD C. MOORE, Baltimore
S. ALDEN PENDLETON, Pittsburgh
ROBERT L. ROSENBLATT, Boston
LEO SMENTOWSKI,
Colorado Springs - Pueblo

KRALLINGER

BARTHOLOMEW

GEORGE D. SMITH, Piedmont
GALEN F. STRIEMER, Chicago
CHARLES W. TUCKER, Washington
VIRGIL TUCKER, San Francisco

OTHER COMMITTEES
INTERNATIONAL CHAPTERS
LUIS GOMEZ, Westchester, Chairman
ALAN B. ANSON, Buenos Aires
PIO BERSANI, Milan
ROGER E. BLIN, France
MIGUEL A. DAVILA, Mexico
ROBERT I. DICKEY, Sangamon Valley
ELMER F. FISHER, Frankfurt
IAN D. GORDON, Medellin
RAUL MANYARI, Lima (Peru)
EDWARD MILES - KNIGHT, Mexico
GERALD P. MURRAY, Sao Paulo
VICTOR R. OJEDA, Rio de Janeiro
LUIS A. VIATELLA, Bogota
WILLIAM U. WESTERFIELD,
North Jersey Shore
MANAG EMENT
ACCOUNTING PRACTICES
I. WAYNE KELLER,
Lancaster, Chairman
ROBERT N. ANTHONY,
Mass. Route 128
ROBERT BEYER,
Colorado Springs - Pueblo
JOSEPH F. BOND, New York
DONALD C. BRABSTON, Birmingham
DUDLEY E. BROWNE,
San Fernando Valley
R. LEE BRUMMET,
Raleigh- Durham Area
E. W. KELLEY, Hartford
R. WAYNE OATES, Pittsburgh
BERNARD H. SEMLER,
Illinois Northeast
1972 ANNUAL INTERNATIONAL
CONFERENCE CHAIRMEN
JOSEPH C. KRALLINGER,
Philadelphia, Chairman, Operations
ARTHUR P. BARTHOLOMEW,
New York, Chairman, Program
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"We can go out today and
present our association to any
business executive or to any
man engaged in accounting
work with full confidence
that we are opening to him an
opportunity to improve his
individual equipment and to
serve more effectively the business with w hich he is connected
and the i*ndustrial society of
which he forms a part:'
The late and beloved Stuart Cameron McLeod, NAA's
first Secretary, said this in his annual report of 1925.
It is just as true in 1972 — even more so.
Do some friend or colleague a favor today.
Sign him or her up as a member of NAA.

National Association of Accountants, 919 Third Avenue, New York, N.Y. 10022
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Dr. William E. McTeer scans computer read -out on unique cost analysis program at Evangel College.

WHAT COST
EDUCATION?
A Small College In Missouri May Be
One Of The First Educational Institutions To
Make A Major Effort To Analyze Its Costs
And Relate Them To Its Objectives

By Robert F. Randall
Like the cost of almost everything else, the cost of
higher education has gone up, causing a drop in admissions and even threatening the continued existence
of some private universities and colleges.
According to a recent report by the Carnegie Commission of Higher Education, from 1930 -1960 the
historic rate of increase in cost per student per year
was equal to 2.5 %, on top of the national rate of
inflation. During the sixties, however, many colleges'
and universities' per- student costs increased as much
as 8% beyond the general level of inflation.
In an industry noted for small increases in productivity, educational institutions are limited to two recourses. They can increase the tuition or cut costs,
or both. There is a limit, however, to the first alternative and also to the prospect of increased contributions. The Carnegie Commission warned that higher
education may be reaching a ceiling in the amount
of money it can expect from society.
MANAGEMENT ACCOUNTING/ OCTOBER 1972

At least one college is using the computer and the
latest tools of cost accounting to analyze its costs and
plan changes in the curriculum on the basis of this
analysis. Evangel College, a private, four -year college
of arts and sciences located in Springfield, Mo., has
embarked on a major cost - effectiveness study which
probably won't reduce costs but will help to ensure
the college uses its funds more effectively.
Evangel is a church - related institution (Assemblies
of God) with an enrollment of 1,228 and a faculty
of 76. Founded in 1955, the college covers 81 acres.
There are three major divisions — Humanities, Science
and Mathematics, and Social Sciences— encompassing
25 majors. With an annual budget of $3,265,482, the
college found its costs rising at a rate of 11 %.
When Dr. William E. McTeer, an associate professor in accounting at the University of Miami, came
to the campus in 1970 to conduct a seminar on "Education is Big Business," the administration took his
lectures to heart. It subsequently asked him to conduct
a detailed study of Evangel College's educational
67

overloaded, to uncover inequities."
Relevant data from other agencies, such as the U.S.
Office of Education, Bureau of Labor Statistics, and
professional organizations broadens the input.

Cost Per Student Credit Hour
The library on the Evangel College campus.
objectives and the efficiency with which its curricular
design permitted the pursuit of these goals.
Dr. McTeer was well qualified for the challenging
position. He has a Ph.D. in accounting with a minor
in administration of higher education from the University of Missouri. Another tailor -made asset was the
fact that he had been controller of the College for
five years.

Focus on Instructional Costs
The overall objective of the project, according to
Dr. McTeer, is threefold. The analysis would help to
refine the educational goals of the college, assure
maximum efficiency in the allocation of scarce resources and restrain increases in student fees.
It wasn't difficult to determine where the study
should begin. "Since instructional salary costs alone
account for one -half of the institution's educational
and general expenses, but have been subjected to
limited critical review and analysis, the current study
focuses on these costs and the efficiency with which
they are being utilized."
Some of the variables which affect the efficiency
of the instructional staff and which therefore are being
considered include:
. Class sizes, professor workloads, level of faculty
salaries, sectioning policy, number of students enrolled,
number of faculty appointments and the number of
courses offered;
° Differences in implementation of institutional
policies among academic departments, and the effects
on costs;
° Student demand for courses and programs, and
national trends and projections.
By comparing the behavior of the variables, the
impact on costs can be readily discerned, and those
specific variables in each department that have the
greatest impact on costs can be determined. "This
study is unique in that it seeks to identify the primary
causes of costs in each department; experience has
shown that they differ among departments even within
the same institution," noted Dr. McTeer.
Once the costs have been pinpointed, it will be
possible for the college to make effective resource
allocations based on more revealing and meaningful
data. As an illustration of the thrust of the cost analysis
program, Mr. McTeer explained, "We have made a
study for the past six and a half years of every course
that has been offered. Wh o taught it, how many
students were enrolled, what period of the day it was
offered, did that affect enrollment, what was the salary
of the faculty member in that particular year and how
much of his total work load this particular course was,
in order to determine the actual cost per student.
" W e also wanted to know what the faculty
member's total work load was, and to know those
departments in which faculty were underloaded or
68

To develop this information, two major computer
programs have been completed with the assistance of
Malcolm Campbell, assistant professor of Biblical
studies and former director of data processing. A third
is in progress. Assisting Dr. McTeer are a computer
programmer- analyst who wrote all the programs, and
has supervised the gathering of the input data and
the analysis of the computer output; one full -time clerk
and four student assistants who do the detailed work
in the study.
What are some of the results of this pioneering
analysis of educational costs? Says Dr. McTeer, "We
now have a cost per student credit hour for each
department, and for each level of courses within the
department. Some departments have a much higher
cost than others, by their very nature. Our admissions
policies will come under close review. When a number
of students wish to enroll in a high cost program we
will have to make the decision whether to admit them
or not, and at least we will be making our decisions
on an intelligent basis."
The College will be able to set guidelines which
limit the number of courses in subject areas. Those
academic majors and minors, for example, which do
not elicit student interest or do not coincide with
national trends or the efficient use of resources will
be limited. On the other hand, those programs that
garner a great amount of interest or are in keeping
with national trends may get additional funds. Such
changes would also be reflected in the faculty.
Not all decisions are quantitative, Dr. McTeer
admits. "Subjective, qualitative decisions are made as
to the necessity of each course in achieving educational
objectives. Then that course or subject area is allocated
resources, and the cost effects are clearly set forth."
The initial phases of the project are perhaps the
easiest. The Board of Directors and the College
administration wholeheartedly support a program designed to produce more meaningful data for decisionmaking. The opinion of the faculty, traditionally jealous of its prerogatives in the curriculum area, however,
could be critical in the implementation of the study's
findings. Evangel College's faculty accepts " —in concept —the premise that cost efficiency in the use of
resources must be improved." Dr. McTeer adds, "It
yet remains to be seen what faculty reaction will be
when specific personalities are to be affected." Some
teachers were concerned that the same pursuit of
efficiency be followed in nonacademic departments.
Findings of the studies are being referred to department faculties, interdepartmental committees, and the
faculty as a whole. The study's impact, however, is
not limited to decisions made as a result of the computer readouts. Each college department was asked
to state, first, what it hoped to accomplish in a student's academic and personal development and, secondly, what its program is to produce graduates with
the desired characteristics. This type of educational
budgeting imposes rational planning based on stated
MANAGEMENT ACCOUNTING /OCTOBER 1972

objectives for the College and each department.
Evangel's program is an on -going project and results
may not be apparent for years. "We are looking for
trends in society, so we can determine what kinds of
professional training will be needed in tomorrow's
world."
If the program enables college administrators to
refine decision - making only a little, it will represent
a significant achievement. One aim is to develop a
computer program and insert values for different
variables to obtain answers to questions such as: "If
we raise the average faculty work load to a certain

level, what significance does this have? If we attempt
a new program, what will its effects be on other departments? What level of tuition rate would be necessary for a certain program? Should we expand or limit
the size of the institution ?"
"We won't in the end be saving any money," admits
Dr. McTeer, who is dean of faculty at the College.
"We want to see if the funds we do have are being
applied where they can most adequately serve our
young people. We would bring system and planning,
reorder our priorities, and more efficiently seek the
achievement of our goals."

Goldwater Will Address Regional Conference
Barry Goldwater, U.S. Senator from Arizona, will be
the keynote speaker at the 1972 Western Regional
Conference in Scottsdale, Ariz., November 8.10. The
three -day conference is sponsored by the Phoenix and
Scottsdale Area Chapters.
Admiral Alan Shepard, who commanded the Apollo
14 mission to the moon, will address the keynote
luncheon on Thursday. The conference also features
a number of concurrent sessions, focusing on such
topics as "New Techniques in Communications,"
"Non- accounting Aspects of the Chief Accountant's
Job," "Economic Outlook for 1973," "The Sensuous
Accountant," and "Tax Sheltered Compensation for
Executives."
Other topics of the concurrent sessions include,

"Casino Accounting," "Personal Service Contracts,"
"Financial Measurement and Communication —A Report on the Tenth International Accounting Congress," "Direct Costing," "Accounting for Service Organizations," "New Techniques in Budgeting," and
"How to Win an NAA Trophy."
Headquartered at the Camelback Inn in Scottsdale,
the Conference will hold a steak fry on the desert,
a golf tournament, and a dinner on the last day of
the meeting. Scheduled ladies' activities to run in
conjunction with the Conference will feature tours,
a poolside brunch and tennis and golf. The Stuart
Cameron McLeod Society will hold a reception and
dinner during the Western Regional Conference. See
ad in this issue for registration details.

Permanent Binder for

MANAGEMENT
ACCOUNTING

You can file your copies of M A N A G E M E N T
A c c o U N T I N G for ready reference in this
custom -made binder which is now in stock. The
rod binder is specially designed to hold a full
year's issues of the new, larger style
M A N AG E M E N T ACC OU N T I N G — — first
published in September, 1968. It comes in a dark
blue with the words "Management Accounting"
and "National Association of Accountants" gold stamped on the spine and on the cover.
Price of the binder is $3.50 each. Send your order,
including check or money order, to:
National Association of Accountants
Special Order Department
919 Third Avenue
New York, N.Y. 10022
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Chapter /Member News
ED W AR D

T . W E L C H , Peoria.
G. W I L L A R D , Massachusetts
Route 128.
J. H A R R Y W I L L I A M S , New York.
J. H A R O L D W I L L I S , Columbus.
C L I F F O R D G. W O O D , Rockford p a s t p r e s DO R OTH Y

ident.
HORACE

Louisville.
Hampton Roads.

WOODC OC K,

D.

JOE L . ZO L L ,

Promotions and New Positions
VINCENT
been

C H R ZA N ,

J.

named

Norw ich

senior

Pharmacal

analyst

at

Co.

FR ANK B . VI N C E N T, JR .,
has been

has

Binghamton,

fin an c ia l

promoted

to

Cape Canaveral,
vice pre side nt

of

t h e B a r n e t t B a n k of C o c o a , N . A .
ROGER

SIMON,

C.

Richard

A.

has

Chicago,

Wallhoff

in

an

part ners hip, S im o n , W a ll h o f f

Deborah Tierney, St. Paul, Minn., was recently named junior
Achievement National Treasurer of the Year. Serving as judges were
NAA members, 1. -r., Jerome 1. Heinen, Ronald L. Gieseke, lames 1.
Shoviak, and Robert A. Seymour, Jr. NAA sponsors the contest in
cooperation with I.A.

N.

J O U E TT E L M O R E ,

joined

accounting

& Co.

Cincinnati,

has been

ele ct ed treasurer of C in c in n a t i Mila c r o n .
.

.

DON ALD

JACKSON

W.

treasurer of R a p o ca

was

ele ct ed

Resources, Inc. . . .

P A UL F . K R EK ELA R h a s b e e n p r o m o t e d
ALBERT

Emeritus Life Associates

WALTER

The designation of Emeritus Life Associate is
made available to retired members who have
had 20 years of active service, or ten years of
active service including (eve years as an elected
national or chapter officer or director. Those
so designated are relieved from payment of
annual dues. The intent of this provision of
the By -Laws is to recognize the debt which the
Associati6n owes to members of long standing.
L E O N A R D A N D R I U Z z i , New York.
W I L L I A M BL A C K I E , Peoria p a s t p r e s i d e n t ;
past N A A
BE N NE TT
HENRY

vice p r e s i d e n t .
R. B O L E N , S R . , San Antonio.

A. B O s , Kalamazoo p a s t p r e s i d e n t .
G . B O U G H T O N , Buffalo pa st pres-

HAR OLD
id en t.

LIND SAY

B O Y L E , Member -at- Large.
J. BR A D L E Y, J R . , New Orleans.
R O B E R T P. BR YA R L Y , Tulsa p a s t p r e s i d e n t .
P E T E R M. C H I U M I N A T r o , Northern Wisconsin p a s t p r e s i d e n t .
D A V I D G. C H R I S T E N S E N , Springfield p a s t

R.

WILLIAM

president.
ED W AR D

W.

CLARK,

JAM ES A . C O N N E L L ,

Trenton

past

pres-

New York

pas t pres-

ide nt.

G.

DAV IS,

New Orleans

p a s t pres-

J.

J.

Cleveland.
G E O R G E W . H Y A T T , Ann Arbor.
A L I C E R. JACK SON, Boston.
H A R O L D C. J O H N S , Los Angeles.
D U N TO N
D. K E L L Y , Salt Lake Area.
MYRON
S. K E M , Dayton.
ED M UN D
T. K I N N I E R Y , Worcester.
DO UGLA S
C. L E F F I N G W E L L , Hawaii.
W I L L I A M M . L I N D , Oakland -East Bay.
J O H N J. M C I S A A C , Boston.
FR AN K
E. M I C H E L , New York.
E L L S W O R T H M U N D Y , Kalamazoo.
L I N D S L E Y H. N O B L E , Member -at- Large.
P A U L S. N U T T I N G , New Hampshire.
RICHARD M . OW EN S ,
Charlotte Blue.
R A Y M O N D L. P A B S T, St. Louis.
NO R MA N
R. R E E D , Rochester p a s t p r e s ide nt.
MA R IO N

Motor

president.

to

Ford

Co.

BR E W S T E R D A V I S ,

Columbus,

has been

p r o m o t e d t o vic e p re s i d e n t a n d t re a s u re r

of

Su m mer and

Co.

EDW ARD M. AR MSTRON G,
was n a m e d

Fort Lauderdale
St

vice p r e s id e n t fo r fin a nc e ,

Lu ke's Ho s pital Medical C enter, Pho enix
Ar iz .

JR

ELMORE
Cincinnati
ALLEN

R. R E I C H , Oakland -East Bay p a s t

Plant,

been

ARMSTRONG
Morristown

EMMO N S ,

C.

promoted

Grand Rapids,

to treasurer of

has

Un iver sal

F o r es t P ro d u cts , In c.

V. RUNS, Peninsula -Palo Alto.
H O M E R P. S E L L , Northern Wisconsin.
C. W. S M O O T , Member -at- Large.
HA R V EY
N.
SNOOK,
Birmingham p a s t

moted

to cont roller of L o w e n gu a r d

DENNIS

C. VON

president.

ele ct ed dir ect or a n d

MA TTH EW

E.

S TI R L I N G ,

Colorado

ALAN BR O W N ,

of

J. E.

Hagerstown,
WARDEN,

Stowers

h as b e e n pro-

Co.

Kansas City, w a s

appointed

& Co. ,

treasurer

dis tr ib ut or

fo r

ident.

Springs - Pueblo

LA W R EN C E

E D W I N M . TU R L I N G TO N ,

president;

(A tla nt a past president).

S EYM O UR

HERBER T

is n o w v i c e p r e s i d e n t , f i n a n c e , a t E r o I n -

C. E R N E , Fort Wa y n e p a s t
San Francisco.
F R A N K H. E V A N S , Buffalo.
R o y N . F E N N , Evansville.
T . W . F R Y O U , Portland p a s t p r e s i d e n t .
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HOWELL,

Forge

VERNON

ide nt.

HENRY

PAUL

R . G A S S E R , New York.
C . H O W E , Saginaw Valley.

cont roller of C a n t o n

past president.

Atlanta Central

J. W A G N E R , Lancaster.
R O G E R W E L L I N G T O N , Boston.
C A R L F. W H I T E , Cleveland.

Tw e n tie t h Cen tu ry

In ves to rs , In c.

WEINBERG,

Illinois Northeast,

du stries.
JE RO ME

H.

HEINEN,

Lima,

was

recently
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Time Off
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Said One Computer
To the Other: R -B2
Bobby Fischer doesn't have to worry
about his grandmaster status as far as
computers are concerned. They still
have a lot to learn about chess.
Theoretically, a computer should be
able to evaluate the almost infinite
complexity of the chessboard with a
thoroughness and speed far beyond the
capacity of the human mind. But computers still don't have the capacity for
long range strategy like chess kings
Boris Spassky and Bobby Fischer. This
fact was demonstrated by the outcome
of the third annual United States computer chess championship held at the
Boston convention of the Association
for Computer Machinery.
A program called "Chess 3.5." for a
computer in Evanston, Ill., helped the
machine to blunder its way to victory
over a computer in Pittsburgh. One
advantage of the "players," however,
was that they gave no trouble at all
over the playing conditions.

Da to Capitalism?
State -run service organizations in the
Soviet Union are not efficient enough
to meet the rising expectations of Rus-

sian consumers, so a black market in
free enterprise flourishes. By paying a
little extra money under the table, the
consumer can get doorbells installed,
curtain rods put in place or a floor laid.
The enterprising businessmen who fills
the gaps in state services are called
"levaks" or lefties — illegal operators.
It's not surprising that this underground free market of services exists
given the inefficiency of the massive
state service industry —what is surprising is that a state - controlled publication recently described this illegal activity and suggested it be legalized.
Karl Marx, meet Adam Smith.

Accounting with a Little
Sensuosity
Elsewhere in this issue, there is a description of the Western Regional
Conference sponsored by Phoenix and
Scottsdale Area Chapters for November 8 -10. The program was put
together with imagination and enthusiasm and should be an interesting one
for all those who attend. But what are
we to make of a concurrent session
titled "T he Sensuous Accountant "?
Could it be that some accountant has
come up with figures more stimulating
than 36- 24 -36?

VIRGINIA
COMMONWEALTH
BANKSHARES

0
c

"They kicked me upstairs and then threw me off the roof."

RUSCH Factors, Inc.
Old -line factoring and
commercial financing.
An affiliate of

Say "Roosh"1

VICTORIAUNIVERSITYOF
WELLINGTON,NEWZEALAND
CHAIROFACCOUNTANCY
The Council of Victoria Universityof Wellington intends
to proceed shortlyto appoint a Professor of Accountancy.
The present Chairman of the Department, Professor
H. D. Barton, retires in June 1973.
The Department of Accountancy has an establishment
of 19 academic staff, which includes three full professors.
Approximately 1300 students are enrolled for undergraduate and postgraduate degrees in Accountancy and
allied subjects. A Chairman of the Department will be
appointed after this position has been filled.
The terms of appointment include generous refresher leave
and scope for consulting work. The salaryscale for professors is in the range SNZ11,698 to ;NZ14,947 p.a.
SENIOR LECTURESHIP OR
LECTURESHIPINACCOUNTANCY
The Council of Victoria Universityof Wellington invites
applications for the positions of Senior Lecturer or Lecturer
in Accountancy. Applicants should have done postgraduate
work in some accounting area and should be capable
of conducting honours courses.
The salary scale for lecturers is in the range SNZ5589
to SNZ7149 p.a., and for senior lecturers in the range
$NZ7278 to SNZ8579 p.a., where there is a bar, then
from $NZ8839 to $NZ9358 p.a.
Conditions of appointment may be obtained from the
Registrar, Victoria Universityof Wellington, P.O. Box 196,
Wellington, New Zealand, with whom applications close
on 31 October 1972.
W. E. Dasent
REGISTRAR
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promoted to treasurer, the City Loan and
Savings Co.

of the Chemicals and Plastics Group,
Hooker Chemical Corp.

PAUL J. MAGRUDER, Louisville, was named
vice president and treasurer of Roll Forming Corp.

GORDON SEVOLD, North Central Ohio, has
been appointed vice president of the
Richland Trust Co.

KEITH A. YELINEK, Madison, has been
named vice president in charge of corporate development for Continental
Mortgage Insurance, Inc.

ROBERT SCHABERG, Oakland County, was
recently named controller, Amurcon Corp.

DORMAN, Memphis, was recently
named comptroller of Cook Investment
Properties, Inc.

JIM

THOMAS R. POTTER, Mid - Florida, was promoted to vice president — finance at Hubbard Construction Co.
DANIEL C. BLICHARZ, Milwaukee, is now
controller at the Water World Industries,
Inc. . . . BARRETT S. ZUCKERMAN was appointed senior vice president of American
Bankshares.
JOHN TOFANI, Mohawk Valley, was recently named controller, Smith -Lee Co.
Two Morristown members have been
named at Suburban Propane. HOWARD B.
ARMSTRONG was elected vice president,
and SALVATORE PASTORE has been promoted to analyst in the newly created
Corporate Development Dept.
GEORGE C. RICHARDS, Niagara past president, has been named assistant controller

JIM W. JOHNSON, Orange Coast California, was promoted to divisional controller
of residential operations, the Irvine Co.

J. LAMAR STALL, past NAA vice president
from Shreveport, has assumed the duties
of chief executive officer at Southwestern
Electric Power Co. He is also president
of the company.
CLIFFORD W. JONES, South Jersey, has
been appointed comptroller and assistant
treasurer of the Academy of Natural
Sciences of Philadelphia.
HAZEL A. HUNT, West Los Angeles, has
been promoted to treasurer of Dwyer Curlett.

In Memoriam
4

KEENHEEL

Philadelphia

STALL

Shreveport

JOHN MURRAY, Peninsula -Palo Alto, has
joined Dymo Industries as domestic
operations controller.
ROBERT G. BUNCH, Philadelphia, was
named assistant treasurer, Acme Markets,
Inc. . . . HERBERT L. KEENHEEL Is now
vice president, administration and finance,
at Smith Kline and French Labs.
QUAY M. WASSAM, JR., Portland Willamette, was named vice president— finance
of Data -Time, Inc.

M E M O R I A L

E D U C A T I O N

JOSEPH F. BYRNE, 68, Chicago, 1960.
ARTHUR W. CLARK, 78, Greenwich -Stamford, 1929. ELA.
ROBERT DOYLE, 56, Peninsula -Palo Alto,
1963.
KEITH P. EATON, 46, Des Moines, 1959.
WILLIAM A. KNOCHEL, 63, Cleveland,
1941.
WILLIAM M. LEARY, 66, Essex County,
1938.
HAROLD MILLS, 55, Member-at- Large- Australia, 1967.
H. N. NESTLERODE,73, Akron, 1946. ELA.
EDWARD J. OLSZEWICZ, 49, Detroit, 1963.
RAYMOND SADLER,80, Dayton, 1944, ELA.
PATRICK C. SHANNON, 47, Member -atLarge-Canada, 1970.
GUILLERMO VILA, 60, Sari Juan, 1948.
H. E. WHITTAKER, 56, Morristown, 1970.

F U N D

You don't need a special reason to support the
NAA Memorial Education Fund. Any day is the right day to
help further the educational goals of the Association.
Remember the NAA Memorial Education Fund today.
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MANAGEMENT ACCOUNTING /OCTOBER 1972

the N A A W e s t e r n Regional Conference....
i n v i t e s yo u t o s p e n d t h r e e u n f o r g e t t a b l e
d a ys . . . i n t h e h e a r t o f t h e . . .

VALLEY OF THE 39X
An outstanding program for the ladies, and a golf
tournament, will round out the usual activities. Be
on time for the optional Steak Fry to be held out

Offering you an Educational and Recreational
Bonaza, to be held right after the National
Elections. Enlightening technical and national
topics by outstanding speakers from the East,
West, and Arizona, will enliven our meetings.

on the Desert.

Co- sponsored by the Phoenix ai id Sc otts dale Area Chapters of NAA.

Ladies Activities

Conference Activities

Hospitality Room in Zuppe Room
Wednesday, November 8
12:00 noon - 9:00 p.m.
6:30 p.m.

Wednesday, November 8
12:00 noon 9:00 p.m.
6:30 p.m.

Thursday, November 9
9:00 a.m.
10:00 a.m.
12:00 noon
2:00 5:00 p.m.
6:30 p.m.
6:30 p.m.

Thursday, November 9
9:00 a.m.
10:00 a.m.
12:00 noon
P.M.

Registration
Keynote Meeting
Keynote Luncheon
Technical Program
Cocktail Party
Stuart Cameron McLeod Society
Reception Dinner
(Members Only)

Registration
Keynote Meeting
Keynote Luncheon
Open for Shopping, Sunning,
Swimming, Etc.
Cocktail Party

6:30 p.m.

&

-

Registration
Extra Steak Fry

-

Registration
Extra Steak Fry

Friday, November 10
9:30 a.m.
11:30 a.m.

Registration
Technical Program
Golf Tournament (Extra)
Carts, Prizes & Brunch
Technical Program
Conference Dinner

7:00 P.M.

Motorol a In c . G ED
8201 E. Mc Dowell Road
Scottsdale, Arizona 85251 (602) 949 -2898

$55.00

All Events
Ladies
(as listed herein)

535.00

TOTAL ENCLOSED

$

I ND I VI DUAL E VENTS
Keynote Luncheon
$10.00
Conference Dinner
512.50
Sessions only, per day
$15.00
2.00
Students Sessions, per day

( F O R C I R C L E D E V E NT S )

$

-Non-ref unda ble, pay ment in full by
10115/72.

OPTI ONAL EVENTS
e.50
Steak Fry
Golf icarts, lunch, balls, prizes) $20.00

$

With $5• deposit before 9/1172
—

I

CONF ERENCE EVENTS
All Events
$70.00

Wife

Name

Position

Chapter

I

Company
Address
City

State

T
I
I
I
I
I
I

Zip

I

Mail to

Gimelback Inn
P.O. Box 70, Scottsdale, Arizona 85252
Please make reservations for
NAA WESTERN REGIONAL CONFERENCE
Single
Double
Twin

$30.00
$36.00
$36.00

— per day

Arrive

I

Suites
$ 45.00 U PIUS
Room Rate

Depart

Please make reservations for
Names

Address
City-

State

Zip
—

For f u rt her i nf or mati on ,
c on tac t B ill Hook,
General Chairman
Mail to:
M.E. Knesel NAA Conference Registration
2952 N. 53rd Place, Phoenix, Arizona 85018

Conference Dinner

p

1:00 p.m. - 5:00 p.m.
7:00 p.m.

Brunch at the Pool with Speaker
Ladies Tour to Carefree, Paolo
Solari Studio, Taliesin West

—

Friday, November 10
9:00 a.m.
9:00 a.m. - 11:00 a.m
12:00 noon

An Evening Out On The Town

You'11 never find
a butcher, a baker or
candlestick maker at
Robert Half.

You'll find copapetent
Financial and
Data Processing
personnel only.
A SPECIALIST DOES A BETTER JOB. Robert Half is the largest,
oldest and most respected Financial & EDP placement specialist.

Professionals for Financial & EDP Personnel exclusively
CLE VE LA ND
K A N S A S C ITY M O
127 W est 10th St t.
1367 E. 6th St.
(216) 621 -0670
(816) 474 -4583
DA L LA S
L O N G IS L A N D
Bryan Tow er
585 Stew art Ave.
(2 14 742 -9171
Garden City
DENVER
(516) 248 -1234
1612 Court Place
(303) 244 -2925
LOS A NG EL ES
3600 W ils hire Blvd.
DE TRO IT
(213) 381 -7974
140 Honeyw ell Center
Southfield
MEMPHIS
(313) 354 -1535
12 S. Main St.
HA R TF O R D
(901) 527 -7324
111 Pearl St.
(203) 278 -7170
M IA M I
r t h N.E.
6
3 St.
HO U S TO N
1200 Central Nat'l. Bank Bldg. orth Mi am i
(305) 947 -0684
(713) 228 -0056
IN D IA N A P O L IS
9 North Il linois St.
The Clark Bidg
(317) 636 -5441
(414) 271 -9380

N

MILWAUKEE

A L L E N TO W N
Hote l Tr ayl or B uild ing
(215) 439 -1506
A TL A N TA
235 Peachtree St., N.E.
(404) 688 -2300
B A L TI M O R E
The Quadranaie —Cross Keys
(301) 323 -7770
BOS TON
140 Federal St.
(617) 423 -6440
C H A R L O TT E
907 Baugh Building
(704) 333 -5173
CH IC A G O
333 N. Michigan Ave.
(312) 782 -6930
CINC INN ATI
606 Terrace Hilton
(513 ) 6 21.7 711

M IN N E A P O L IS
822 Marquette Ave.
(612) 336 -8636
NE W AR K
1180 R aym ond Blvd.
(201) 623 -3661
NE W YO RK
330 Madis on Ave.
(212) 986 -1300
OR A N G E , C A L .
500 South Main
(714) 835 -4103
P H I L A D E L P H IA
2 Penn Center Plaza
(215) 568 -4580
PH O EN IX
1517 Del W ebb Tow neHous e
(602) 279 -1688
PITTS B U R G H
Gateway Tow ers
(412) 4 71.5946
P O R TL A N D , O R E .
610 S.W . Alder St.
(503) 222 -9778

PR O V ID E N C E
400 Turk s Head Bldg.
(401) 274 -8700
ST L OU IS
1015 Loc us t St.
(314) 231 -0114
SA N F R AN C IS C O
111 Pine St.
(415) 434 -1900
SAN JOSE
675 N orth Firs t St.
(408) 293 -9040
STA M F O R D, C O N N .
111 Pros pec t St.
(203) 325 -4158
W A SH IN GTON , D. C.
7316 W is consin Ave. N.W .
(301) 654 -1850

ROBERT
IMLF
PERSONNEL
AGENCIES

