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PRESIDENT'S PERSPECTIVE

Learning Modules
If you ever stopped to jot down all the new bits of information
that you had learned during a single day, you probably would be
faced with an impossible task.
But today, you might say, was completely routine. I didn't attend
an educational seminar or even a staff meeting and I haven't
read anything new. There was no opportunity presented for me
to learn.
Think again. A chance remark by a colleague at lunch or an
innocent observation by your child may have given you a different
slant or helped you to a new perspective on your business
problems. The fact is that learning is going on all during your
waking hours, but like the proverbial iceberg, the bulk of it lies just
beneath the surface of your consciousness.
Life is learning. Each hour we live, we learn. Once you grasp this
idea, it's easier to appreciate its obverse: when you stop
learning, you begin sliding backward. You start to regress —to
un- learn. It's a long, protracted process, not even perceptible to
most of us, but as inevitable as taxes. It follows, then, that
those who take advantage of every opportunity for learning and
those who create opportunities for learning are ahead of the game.
This is the month that NAA's Continuing Education Department
begins its Fall program which will be held in five major cities —
an opportunity to add another "module" to your self - development.
This is the month when most chapters start their programs of
monthly technical sessions.
This is the month when learning accelerates for all NAA
members. Let's share these advantages with colleagues and
accounting friends who are not members. This is the month when
an invitation to join NAA can mean much to them —and to you.

ROBERT CHAPMAN
President, 1973 -74
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ACCOUNTING FOR MODULAR HOUSING MANUFACTURERS
By Jeffrey M. Cohen
The techniques for cost analysis and control suggested in this article will contribute to

?'

the orderly and profitable development of the modular housing industry.
Cover:
Modular homes
represent a
relatively new, yet
fast - growing
industry. See p. 11.
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CONTROL METHODS FOR SMALL BUSINESS
By Donald A. Reddington

In this article, attention is primarily given to questions that small- business owners may
raise pertaining to administrative controls.

18

MONITORING ACCOUNTS RECEIVABLE
By

Lewis P. Freitas
This article presents methods for evaluating separately the liquidity and risk aspects
of receivables control. A weighted average collection period is devised for liquidity
analysis, and uncollected receivables balances and bad debts are compared to the
sales volume of appropriate prior periods to identify changes in credit risk levels.

22

THE ANNUAL AUDIT
By Dean C. Burkhardt
The management that does not give some thought toward planning and controlling its
company's annual audit is simply not going to receive full value for its audit dollar. The
recommendations contained in this article are proven practices used by the author's
company.

27

THE MANAGEMENT ACCOUNTANT AND CREATIVITY
By James B. Edwards
Can you improve your performance as a management accountant by developing your
creative ability? The author not only believes you can, he feels you must develop an
understanding of creativity.
An award-winning article: Certificate of Merit

33

A THREE -PART TRANSFER PRICE
By Richard E. Vendig
Variable costs, fixed costs, and costs of capital all contribute to the final price of an
item. This is also true in the case of interdivisional transfer pricing. In this article, the
author discusses the role that each of these costs play and how to account for them.

37

ASSESSING INFORMATION SYSTEMS PROJECTS
Harold Sollenberger and Alvin A. Arens
It is increasingly apparent that expenditures for systems development and operations
are competing with other segments of the organization for its total scarce resources.
The authors contend that, to meet the organization's overall goals, there must be a
continuous evaluation of whether the expenditures for each segment are justifiable.
An award-winning article: Certificate of Merit
By
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OPERATIONAL AUDIT OF THE ENGINEERING FUNCTION
By Arthur). Gregory
Operational and financial audits of the engineering function can raise a company's
assurance of a sound, efficient operation. This article presents general approaches to
performing an operational audit.
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MANAGING THE SCIENTIFIC MIND
By Robert Scholl
The interdependence of the scientific community and the business world produces
conflicts which threaten progress. The author investigates these conflicts and resolves
them in a way that will further the goals of business.
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COST ACCOUNTING STANDARDS AND
THE MANAGEMENT ACCOUNTANT
By Sharon E.VanGundy
This article demonstrates the dollar effects which can result from lack of knowledge of
Standards promulgated by the Cost Accounting Standards Board, or the lack of
compliance with those standards.
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MAP COMMITTEE APPROVES 'CRITERIA
FOR MAKE -OR -BUY DE CI S IO NS '
The fifth in the series of Statements on Management Accounting Practices, the paper,
summarized here, is based on extensive work by a seven - member subcommittee.
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THE STATUS OF WOMEN IN ACCOUNTING
By Bette N. Carleton
More and more women are entering the accounting field and they're being accepted
— albeit sometimes grudgingly. These NAA members talk about their experiences.
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FINANCE EXECUTIVES MOVE INTO CEO SUITE
Survey shows more and more financial officers get top spot.
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LETTERS to the editor
DATA SHEET items of interest for the businessman
BOOKS for the management accountant
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CHAPTER /MEMBER NEWS all about chapters and members
TIME OFF the lighter side of the ledger
Views expressed herein are authors' and do not represent Association policy unless so
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Bull Market in Education
Education probably ranks quite a bit lower than Watergate in the
hierarchy of fascinating cocktail party topics, but nevertheless there
is controversy, excitement and concern in the field today.
People talk about "de- schooling society," of the failure of new
math and of the crying need for new methods to teach Johnny how
to read. And you can be sure the discussions are hot and heavy
when educators meet. All of them and all of us will, however, agree
on�one�idea:�the�absolute�necessity�of�education�—and�continuing
education�—in�some�form�or�other.
In�the�accounting�field,�Certified�Public�Accountants�—�highly�sensitive to their professional responsibilities�—are still pushing continuing education requirements as a condition for maintaining CPA
certificates. To date, nine states have enacted into law such continuing education requirements and bills have been submitted in a
number of other states as the drive gains momentum. The fact that
the CPAs themselves are urging this —not state accounting boards
—�speaks�well�for�their�professional�integrity.
The newly- formed Institute of Management Accounting also has
set certain standards of continuing education for holders of the
Certificate in Management Accounting. Once a tacit imperative for
self - development, continuing education is now being institutionaliz ed a n d a dded t o t h e requirements in certification programs. We
think this demonstrates the urgency of the need in an a ge of a ccelerating change.
In this issue, James B. Edwards expresses it very well in his article,
"The Management Accountant and Creativity." He writes: "The
management accountant of the future will have to understand
broader and deeper concepts of business, economics, human behavior, and society. He must recognize fully that learning is a lifetime effort and that education does not end with the college degree
or the Certificate in Management Accounting. The degree and certificate are only licenses to qualify him for further learning."
As President Chapman points out in President's Perspective, now
is the time of the year to begin the renewal of knowledge. NAA's
Continuing Education Program will be held in five cities this Fall,
offering courses covering a wide spectrum of management accounting a rea s. And d o n 't f o r g e t yo u r o w n ch a p t e r 's techn ical p r ogr a m
an d , of cou rs e , this ma ga zi n e . Retool n ow for fu t ur e op p o r t u n i ties.
�
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We've developed a program that makes you
independent of program m ers.

It's called Score - Audit.
With Score - Audit, nobody comes between you
and your data. There's no waiting. No begging.
You do your job whenever it suits you.
Just give your Score -Audit request to the computer department. Score -Audit immediately generates the computer program and provides
exactly the output you need.
Suppose you want accounts receivable status
for all New Jersey corporations with questionable
credit ratings. If the computer has the data, you
can get it. (And we do mean YOU.)
Score -Audit can sample records, perform calculations and display information in any form you
require. It does the work of many programmers,
but you pay for it only once.
To give you the hang of it, we'll be offering
one -day seminars. Score -Audit actually commands your computer. We just show you how to
nudge it to get the special categories you need.
The Score System, of which Score -Audit is a
part, has over 300 users.
With Score -Audit you don't have to be an expert on programming.
Just be yourself.

Call Ed Opengart at 212 - 489 -7200 or mail the coupon.
- - - - - - - - - - - - - - - - - - - - - - - - - -

Programming Methods
1301 Avenue of the Americas
New York, N.Y. 10019
1 want to be able to cope with computers.
I Tell me more about Score - Audit.
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Letters

TO THE EDITOR

On Lemuel R. Boulware
From time to time, we are exposed to an article which
prompts us to take action, to speak out on a specific problem.
Mr. Robert F. Randall's article, "A Businessman - Emeritus
Speaks Out," April 1973, which reveals Mr. Lemuel R. Boulware's thoughts on the ills which plague the capitalistic business world, falls in this category. This fine article should
prompt every thoughtful person to take corrective action
immediately.
We should put into practice many of the points brought out
in this article. Let us start out with one major goal as our first
objective. Speak up —tell people you are an accountant. Tell
anyone and everyone that what you do is to try to guide, direct,
and control operational procedures under which minimal assets
are used to generate maximum profits. Tell them that you are
engaged in one or more of the hundreds of business functions
requiring the technical skills of an accountant.
After your first goal is attained, become the crusader Mr.
Boulware wants each of us to be. Let us fight the factors which
cause inflation. These points are many and easily recognized.
To overcome inflation we must:
1. Buy American made products.
2. Stop manufacturing with built -in obsolescence.
3. Play wage catch -up on a cost -of- living basis only.
4. Begin controlling your tax dollar with your vote. Tell your
local, state, and Federal governments what you want.
5. Conserve natural resources by getting a full value or life
from everything you buy.
6. Participate in recycle programs available to you in your
community.
Mr. Randall points out that Mr. Boulware believes we must
sell the capitalistic system. This is correct; we must sell the
structure of private enterprise and profit, and resell it to each
and every new generation. Mr. Boulware is quoted as saying,
unless we work for it, our system may not be here 25 years
from now.
Jerry P. Cavender
Wisconsin Steel Works
International Harvester Co.
Chicago, Ill.

More on Boulware
In "A Businessman - Emeritus Speaks Out," April 1973, the
author described "Boulwarism" in somewhat glowing terms. It
should be pointed out that the NLRB has ruled that a "take
it or leave it" attitude as espoused by `Boulwarism" is considered to be bargaining in bad faith.
The main problem with "Boulwarism" is that it does not
allow for any compromise, and the justification of the union's
leadership is impossible. There are many who believe that this
was the real intention of this bargaining method.
Psychologically, a "take it or leave it" attitude never leaves
the other party with a pleasant feeling whether it be a deal on

a used car, a purchase offer on a house, or any negotiably priced
object. Everyone knows that the best deal is one in which both
parties feel they have done well. "Boulwarism" did not allow
the union to obtain that feeling. It is the feeling that a young
boy gets on his first lawn mowing job—he does the work but
the price is usually not his to negotiate. I enjoyed the article,
but I felt that the description of "Boulwarism" was not complete.
Robert M. Riddell
Ohio Western Reserve
Chapter
Ashtabula, Ohio

Accounts Payable
It is only with the most sincere feeling of respect towards the
NAA Editorial Staff that I present my plea.
Each month I earnestly scan MANAGEMENT ACCOUNTING in
search of articles or letters that I feel would be of personal
interest or of technical assistance to me in my present position,
Accounts Payable Supervisor of a large multi-plant corporation.
It is, however, my opinion that there has been a notable lack
of articles on the subject of Accounts Payable.
I admit that there is a growing need for all of us to make
ourselves more proficient in other accounting areas, but there
is also an intense need for information about Accounts Payable.
I'm sure you will agree that all of the organizations that MANAGEMENTACCOUNTING Is attempting to Ieach through its members have an Accounts Payable function of some size.
George E. Christopherson
Accounts Payable Supervisor
Walker Manufacturing Company
Racine, Wis.

Auditor Must Have a Basic Knowledge of Computer
Systems
The article titled "Testing Internal Control In An EDP
System" by Robert G. Schomo, in the April 1973 issue of
MANAGEMENT ACCOUNTING contained many points worthy of
consideration by those faced with such a task. However, his
procedure for implementing the audit could be misleading to
one who is not privy to the mysteries of EDP technology.
For instance, I take exception to the statement that the
project requires advanced planning with the systems and operations people. This may satisfy the need to determine if the
programs are operational, but if there is fraud in the department, the violator is given advanced notice and sufficient time
to destrov the evidence of fraud. Since we must assume that
one of the purposes of the audit is to protect against fraud, we
must retain the element of surprise which was mentioned by
Mr. Schomo.
Also, preparing for the audit without the assistance of the
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

department is no simple matter, and
varies from one installation to another. A
punched card or magnetic tape operation
can be audited by surprise very easily, but
where the files are on disk, the task requires detailed advanced planning. The
auditor must obtain documentation of
every file being updated in the programs.
To protect these files, they should be
copied on magnetic tape (if available) or
on another disk. This is a routine matter
and can be performed with little advance
notice. Then, the auditor can process his
test deck against the disk files under
normal operation conditions. After completion, the backup files can be restored
to the original location on the disk. With
this procedure, as compared to the one
suggested by the article, there is no programming change and the auditor is
working with live files.
The suggestion that random files be
placed on magnetic tape, and programs
be modified to read and write random
tape files is impractical, though theoretically possible. If there are large files, the
processing could take forever and a day.
Also, there must be a tape drive for each
file being updated.
It is my opinion that the auditor must
have at least a basic knowledge of computer systems, or the full objective of the
audit cannot be attained.

Toshiba would like
a few words with
all Olivetti D-24 users.
There'll come a time when your old faithful friend —the
Olivetti D-24 —isgoing to conk out on you.
When that sad day comes, you're going to be looking for
a new calculator.
We hope you'll take a look at us— Toshiba. Why? For one
very good reason. The keyboard and operation of the Toshiba
BC -1218P Electronic Printing Calculator is almost identical
to the Olivetti D-24.
The advantage of this isobvious. You won't have to spend
hours getting familiar with a new machine.
In addition, the Toshiba is electronic whereas the Olivetti
is electro- mechanical. So the Toshiba is faster and quieter.
The Toshiba is also smaller and lighter. Plus it has other
convenient features like an add -mode, percent key, 3-register
underfloor, and a high -speed buffered keyboard.
So if your Olivetti is a little shaky, look into a Toshiba.
It's a tough little calculator with a familiar face.
For more details about the Toshiba BC-1218P write
Toshiba America, Inc., 280 Park Avenue, New York, N.Y.
10017 or call(212)557-0200.

TOSHIBA

In T ou ch w it h To mo rrow

F. Glenn Heins
Trenton Chapter
Princeton, N.J.

Joint Effort Promotes Credibility,
Objectivity, and Reliability
I read with interest the article appearing in the January 1973 issue of MANAGEMENT ACCOUNTING, "A Further Look At
Fairness in Accounting," by Dr. Patrick
S. Kemp. In the article, four areas related
to fairness in financial reporting were
covered with the author concluding that
"...the quest for fairness in financial reporting is neither a defense against legal
action, nor merely compliance with generally accepted accounting principles, but
informative and reliable financial statements."
I must express a qualified opinion on
Dr. Kemp's conclusion and take exception to a major point raised. I do not believe that the independent auditor is interposed between management and the
users of financial statements to act as an
observer. To advance the position that
the management accountant and the independent auditor are adversaries serves
only to polarize two professional groups
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

who are bound together with some very
common ties. A "black knight vs. white
knight" point of view is not consistent
with the joint efforts of local NAA
chapters and their respective state CPA
societies in presenting programs that promote the professional accountant. Further, the recent establishment of a Financial Accounting Standards Board, giving
recognition in the Board's composition
to the various publics interested in financial information, is evidence of efforts
that are directed toward professional
cohesion.
The informational needs of financial
statement audiences is best served by
recognizing a holistic concept of the
corporation. By assuming this posture,

the management accountant and the independent auditor make the preparation
of a financial statement a joint effort and
thereby promote its credibility, objectivity, and reliability.
David A. Drinkwater
Professor of Accounting
Mass. 128 Chapter
Babson Park, Mass.

Contribution Pricing and
Decision Analysis
I read with interest Mr. Al. J. Betley's
article, "Contribution Pricing," in the
March 1973 issue Of MANAGEMENT AC-

"What price level should be used on
bids ?" I believe the management accountant can answer this question through the
application of decision analysis. The
management accountant can not only
make a contribution to his firm by developing internal data into meaningful
information, but he can make a greater
contribution by relating the information
to conditions external to his firm.

Stop

D. B. Bendt
Peoria Chapter
Chillicothe, Ill.

Wary of Each Other
Get albshiba roll fed copier.
It cuts your copies to size. So you'll not only save paper,
but money, too.
ax BD -2S.
;ned exclusively for roll paper.
Features a random size cutter,
quick return system, versatile
copying capacity, auto -stop
system, ready -to- annote dry
copies. Perfect paper copying,
automatic multiply copying.

Toshibafax BD-32A.
Features Auto Tone Control for
print uniformity and clean
copies, versatile paper size
selection, automatic multiple
copying, foolproof electronic
control, handles roll or sh
paper, turns out high quality
masters for offset printing,
duces mailing labels, prints on colored
letterhead paper, produces file index cards.
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Toshiba America, Inc., 2 8 0 Park Avenue, New York, N.Y.10017/(212.)

COUNTING. Although Mr. Betley's "pricing form" would be useful in developing
bid prices, his approach begs to be carried one step further. Through application of the "decision analysis," Mr. Bet ley could have developed a bidding
model.
The first step in building such a bidding model is to develop a probability
distribution based on the percentage of
contracts in the past year that would
have been won at different profit levels
(absolute minimum price, break -even
price, conversion price and corporation
goal price). Mr. Betley may have found,
to his possible surprise, that his company
could have made more profit by using a
price somewhat less than the "corpora-

557 -0200.

tion goal price." Once a probability distribution has been developed, a bidding
strategy for the forthcoming year can be
developed.
The bidding model may be as simple
as a specific profit markup level that
will yield the number of contracts
which would maximize profits (not necessarily the greatest number or dollar
volume of contracts) or as complex as
requiring a consideration of seasonal bidding patterns and the general business
cycle. The bidding model could be sold
to management by testing it concurrently with the current method of bidding.
The logical question which one might
ask after reading Mr. Betley's article is:

I read with great interest "A Further
Look at Fairness in Accounting" by
Patrick S. Kemp in the January 1973 issue Of MANAGEMENT ACCOUNTING. Having been on both sides of the question
(public accounting and management accounting), I must agree with most of
the points raised by Professor Kemp.
There are, however, two items that need
further clarification and explanation.
In preparing a company's financial
statements for external use, the public
accountant and management accountant
should have one goal —to clearly report
the financial strength (balance sheet)
and results of operations (income statement and statement of source and application of funds) . To achieve this goal
both accountants should and must work
together. The responsibilities of each
need no further delineation; but the
management accountant needs to accept
more of the responsibility that is rightfully his in informing the public about
his company.
Professor Kemp also indicates that the
public accountant should regard corporate management as an adversary. In a
few cases this is correct. However, in the
great majority of cases both the management and the public accountant want the
public to know the proper story about
the company's activities. An adversary
relationship is impossible in most circumstances —for example, the public accountant cannot possibly examine each
transaction (or lack thereof) and must
relv to some extent on the system of internal control.
Perhaps a more appropriate word to
use instead of "adversary" would be
"wary." The public accountant should be
wary of management and management
should be wary of the public accountant.
David L. Thomas
Columbus Chapter
Columbus, Ohio
Continued on page 74
MANAGEMENT ACCOUNTING /SEPTEMBER 1973
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SEPARAT ING AND USING COST S AS FIXED AND VARIABLE
Practices in measuring variability, separation procedure,
how c lass if ic at ions s hape up, fi xed cost c lass if ic at ion, and
using fixed /variable cost separation. (A. P. R. No. 10)
39 pages.
#6025
Price $1.50
MANAGEMENT ACCOUNT ING PROBLEMS IN
FOREIGN OPERATIONS
Based upon inform at ion developed through int er views wi th
acc ounti ng and financial personnel of 51 companies engaged in foreign operations, this study is concerned with
the problems of provi di ng management w it h the financial
informat ion needed for control and decision - making purposes. Methods followed by some companies in solving
these problems are discussed in detail. (Research Report
No. 36)
71 pages.
96 0 2 4
Price $3.95

COST IMPROVEMENT FOR PROFIT IMPROVEMENT
A study of opportunities for and practices in cost improvement through objectives- and investigative -type programs,
and programs directed to specific costs. (A. P. R. No. 8)
32 pages.
#5920
Price $1.50
THE CAPITAL EXPENDITURE CONTROL PROGRAM
A discussion of capital expenditure budgets, requests for
appropriation of funds, measuring expenditures against appropri ation of funds, measuring expenditures against appropriations, post - completion audit. (A. P. R. No. 7)
31 pages.
#5 91 9
Price $1.50
SERVING SALES THROUGH PLANNING OF
PRODUCT ION & INVENT ORY

Includes relationship of sales forecasting to production and
inventory planning, stock maximum and minimums, and
production planning practices. (A. P. R. No. 6)

R E P O R T S W H IC H M A N A G E M E N T S F I N D M O S T U S E F U L

Types of reports, the interim income statement, making
reports out of "significant figures," product activity reports,
labor effi ciency repor ts, reporting m anuf acturing expens es,
and project cost reports. (A. P. R. No. 9)
31 pages.
#60 23
Price $1.50

RET URN ON CAPIT AL AS A GUIDE T O MANAGERIAL
DECISIONS
A comprehensive study in two parts: Part I dealing with
periodic return on capital with prim ary emphasis upon
measuring pr ofi t performance under pr ofi t responsibilities
established by a c om pany's or gani zat ion plan, and Part II
dis cus sing appl ications of return on capital for meas uri ng
and comparing the economic worth of projects invol ving
the use of capital. (Research Report No. 35)
120 pages.
#5 92 2
Price $3.95

30 pages.

#5918

Price $1.50

PRACTICE IN ACCOUNTING FOR DEPRECIATION
An examination of trends in depreciation practices and
methods for federal income tax purposes as well as for
financial management considerations. (Research Report
No. 33)
36 pages.
#5817
Price $3.95
ACCOUNTING FOR LABOR COSTS AND
LABOR- RELATED COSTS
Findings presented here are based largely on practices of
48 manufacturing firms. In addition to summary of practices, the report includes generalizations drawn from practice and suggestions for improvements. Attention is also
given to reporting on labor costs to maangement. (Research
Report No. 32)
68 pages.
#5715
Price $3.95

CLASSIFICATION AND CODING T ECHNIQUES
TO FACILIT ATE ACCOUNTING OPERATIONS

Return this order form to:

This survey, bas ed pri nci pall y on the pr ac ti c es of 40 com pani es having extens ive experience w ith the subj ect, covers
the struc ture and classifications of business informat ion
and t he r es ult ant codes. Inc ludes practi cal devel opment of
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Financial Accounting Standards Board Calls for Views of Accountants
The Financial Accounting Standards Board is calling for the views of financial executives and
accountants on the need for interpretation, amendment or replacement of existing pronouncements on financial accounting and reporting issued by its predecessors —the Accounting Principles Board and the Committee on Accounting Procedure. The Board initially is concentrating
on eight pronouncements: ARB No. 51; APB Opinions No. 8, 11, 15, 16, 17, 18, and No. 26.
In a letter to the Association, FASB Chairman Marshall S. Armstrong pointed out that the
Board's responsibility specifically includes interpretation, amendment or replacement of the
existing pronouncements. He requested comments in writing on existing pronouncements by
Sept. 30. Address FASB, High Ridge Park, Stamford, Conn. 06905.
International Accounting Standards Will Be Sought by New Committee
The trend toward standardization and conformity in accounting seems irresistible. Latest effort
will be undertaken by the International Accounting Standards Committee (IASC) which will attempt to establish international accounting standards for financial reports to investors and the
general public. The newly- formed body grew out of discussions at the Tenth International
Congress of Accountants held last year in Australia, where the delegates urged that an attempt
be made to formulate world wide standards. IASC was formed by accountants from accounting organizations in Australia, Canada, France, Germany, Japan, Mexico, the Netherlands, the
United Kingdom and Ireland, and the U.S. The Committee plans to prepare a list of subjects
for study and then issue exposure drafts of suggested accounting standards for each of them.
It will make recommendations on the basic accounting appropriate to each subject on the
basis of comments received on the drafts. Representing the American Institute of CPAs is
Joseph P. Cummings. Sir Henry Alexander Benson, a senior partner in Coopers & Lybrand, was
named chairman of the new committee.
Two More Task Forces Named by FASB
Two additional task forces have been established by the Financial Accounting Standards Board
to assist it with technical projects. The two groups will concentrate on accounting for future
losses and accounting for certain costs such as research and development, start -up, and relocation. NAA members named to the task force on future losses are Carl L. Nelson, a member of the MAP subcommittee on R &D Costs, and Jack V. van Pelt, III, who was recommended
by the Association. Named to the other task force were Dudley E. Browne, Norton M. Bedford, and Robert A. Morgan. All of these appointees are also members of the MAP Committee.
Two members named earlier to the Task Force on Reporting by Diversified Companies are
Gordon Shillinglaw, a member of the MAP Committee, and Stanley M. Hunt, who was also
recommended by NAA for a task force assignment.
Company Directors Get Big Pay Boosts
Over the last six years outside directors on company boards have chalked up substantial pay
increases, according to a study conducted jointly by The Conference Board and American
Society of Corporate Secretaries, Inc. Among the largest manufacturing companies, for example, the median pay is $887 per meeting, up from $655 in the Board's 1967 study. For all
manufacturing companies, the median pay for directors is $4,800 a year; the median in non manufacturing is $3,400 a year. Among the largest manufacturers (those with $1 billion or
more in assets) the annual median pay is $9,000 a year. The comparable figure for the largest nonmanufactu ring firms is $5,000.
NAA Member Named President of American Society of Women Accountants
Elizabeth A. Reid, Boston Chapter, was elected national president of the American Society of
Women Accountants for 1973 -74. Miss Reid is chief accountant of Comstock & Wescott, Inc.,
Cambridge, Mass.
Iowa Society of CPAs Sponsors Seminar on Government Auditing
A two -day seminar on "Sophisticated Auditing Techniques in Federal, State and Local Government" will be held Oct. 29 -30 at the Des Moines Hyatt House, Des Moines, Iowa. The program
is sponsored by the Iowa Society of CPAs and features as keynote speaker, Ellsworth H. Morse,
Jr., assistant comptroller general of the U.S. Further information may be obtained from William
O. Martin, executive secretary, Iowa Society of CPAs, 722 Insurance Exchange Bldg., Des
Moines, Iowa 50309.
10

M AN AG E M E N T ACC OUN TIN G / SEP TEM BER 1973

I0111
i

0.

n

,
ENT,

(

�

4

IF
Z

0F

F

,

l

4

ACCOUNTING FOR

MODULAR HOUSING
MANUFACTURERS
Because modular housing manufacturers represent a relatively
new industry, they must seek out cost - saving opportunities.

By Jeffrey M. Cohen
Rapid changes in the housing industry during the
past several years have created challenging problems. A major innovative trend has been the development of modular housing. Because this trend
will continue in spite of the difficulties experienced
in its early stages, the accounting problems accompanying this industry's growth must be defined, studied, and overcome to provide management with the information necessary for decision
making.
The Modular Housing Industry
What does modular housing encompass? In
recent years confusion has arisen over the definition
of modular housing as the industry developed and
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

more, larger building components were assembled
in factories. This growth went from pre -hung door
units to wall panels with built -in plumbing to the
manufacture of a complete package of wall panels
for a house. Modular housing, however, goes beyond
this stage of panelization; most of the work necessary to build a house is completed in the factory.
In this article, the concept of modular housing
commonly accepted within the industry will be
used. That is, they are houses built of separate
modules with ceilings, walls, and floors in place,
and with mechanical and electrical systems and
finished components integrated into the module.
Once the modules are set in place, the mechanical
and electrical hookups are completed and a few
finishing operations performed, the unit is ready
for occupancy. It is an assembly -line approach to
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housing production in an industry formerly limited
to on -site production by skilled labor.
Attempts to replace on -site construction with
factory -built housing have created many headaches
for the manufacturers. The technical aspects of
manufacturing problems have been solved, but ensuring profits remains a tough proposition. Astute
financial analysis based on sound comprehension of
the special problems of modular housing and the
special approaches required to resolve them is important to the industry.
One source of problems developed because manufacturers tried to accommodate local developers by
building everything requested, in spite of not being
equipped to economically produce a variety of
]lousing styles. As a result, problems in design,
purchasing, costing, scheduling, and manufacturing
developed.
Defining the scope of operations also presented
manufacturers with many options and concommitant problems. This scope ranges from providing a
complete package for the end user, the homeowner
(in which instance the company not only manufactures the modules but develops the land, builds
the foundations, erects and finishes the modules on
site, and sells them), to simply manufacturing the
modules and selling them F.O.B. the plant.
In the manufacture of modular houses, certain
accounting techniques have proven useful in cost
estimating, pricing, measuring and evaluating manufacturing, preparing cost reduction programs, and
reporting revenues. These aspects of the manufacturing process —not of any real estate transactions
associated with the product —are the focus of this
article, but problems of financial reporting that are
complicated by variations on the scope- of- operations theme also will be considered.
Cost Standards
Once the product line is defined, cost standards
for measuring variances and estimating results can
be established. Most manufacturers will use either
a process -type or job -type standard cost system but
often perfect a hybrid of the two. The system
selected depends on the method used to market

Exhibit 1
FLOOR MATERIAL COST
Dated 1 / 1 / 73

Based on design no. 1283B

Standard material cost Current lumber
per sq ft
price
($)
($ /1,000 bd ft)
0.50
100
.50
115
.50
130
.50
145
.50
160
.50
175
.50
190
.50
205
.50
220

*Price index
factor
0.69
.79
.90
1.00
1.10
1. 21
1. 31
1. 41
1.52

Adjusted standard
material cost
per sq ft
($)
0.345
.395
.450
.500
.550
.605
.655
.705
.760

"

An index factor of 100 is set at that lumber pric e most likely to be an average
or expected price for the current year.
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the units and the sophistication of scheduling procedures required by management.
MATERIAL STANDARDS

A complete house contains several thousand items
of material, and accounting for them individually
is a herculean task. An initial enumeration of all
items, though a time- consuming and costly chore,
can prove useful, however. Once compiled, the listing of materials can be broken down into functional
building segments (sub - assemblies) that may be
used for developing cost standards. For example,
consider the cost estimation of floors— specifically, a floor made with southern pine 2 x 8's, on
16 -inch centers, covered with % -inch tongue and
groove plywood. Cost analyses of several such floors
may indicate that the average floor, using the above
criteria, contains $.50 worth of material per square
foot. This standard can then be used in future
estimating, instead of determining the cost from a
bill of material that details the number of joists,
nails, staples, etc.
In developing these standards, however, care
must be taken to allow for true cost relationships
and materials subject to significant price fluctuations. In the floor example, it may become apparent
after analysis of several floor sizes that area is not
the best measure of the true cost relationship. A
better relationship may be found by measuring the
perimeter of the floor, or it may be necessary to
segregate the floor into several elements, for example, using the perimeter for the outside band
joists and the area for the interior joists and the
plywood. Similarlv, analyses need to be performed
for plumbing assemblies, electrical wiring, etc.
To allow for material price fluctuations, the anal ysis must go further. The standard of $30 per
square foot for the floor is valid only at a fixed cost
for lumber, e.g., $145 per thousand board feet. However, since lumber prices fluctuate significantly, the
standard may need to be revised weekly or monthly
with an index supplied by the purchasing department (see Exhibit 1). Since the standard material
cost of $30 per square foot includes materials
other than lumber and since the costs of these
other materials closely vary with the price of lumber,
no injustice is done by factoring the total material
cost standard.
A second approach would be to develop a standard using material quantities and factoring it by
the latest prices supplied by the accounting department. In the above case, a standard of 1.8 board
feet of lumber per square foot of floor may be appropriate. The estimated floor cost would be derived by multiplying the total lumber quantity in
the floor by the standard price of lumber, then
adding the other material costs in the floor (see
Exhibit 2). This method would require a schedule
for each floor size, of course, but these sizes are
usually limited in number, e.g., 10 or 12 feet by 30
to 40 feet. The illustration in Exhibit 2 is valid for
either a 10 -foot by 36 -foot module or a 12 -foot by
30 -foot module.
Exhibits 1 and 2 reference a design number and
date to specify the basis for the standard. If the
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

the time
standards must
not be burden"...

Exhibit 2
FLOOR MATERIAL COST FOR A 360 SQUARE FOOT FLOOR
Based on design no. 1235A
Lumber quantity
(bd ft)
648
648
648
648
648
648
648
648
648

Dated 1/1/73
Current lumber
price
($ /1,000 bd ft)
100
115
130
145
160
175
190
205
220

Total lumber
cost ($)
(1 x 2)
65
75
84
94
104
113
123
133
143

Other material
cost in floor
($)
67
73
79
86
94
103
110
116
121

Total material
cost in floor
($)
132
148
163
180
198
216
233
249
264

some . . . "

Note: To compute the quantity of lumber in the floor:
1.8 bd ft x 12 ftx 30 ft = 648 bd ft
sq ftft

standard for framing lumber is 2 x 8's, southern
pine K.D., on 16 -inch centers, but a revised design
calls for placing the joists on 24 -inch centers, a
new standard would have to be set. It is important
to reference the drawing or design number on which
the standard is based.
LABOR STANDARDS

To establish standards for direct labor, the main
factor is, of course, the number of direct hours
required to complete a module. Standard time
allowances set for the modules must be flexible to
allow for variations in a unit. For example, a different standard time allowance will prevail if the unit
has a plywood exterior rather than conventional
aluminum siding. Even if the exterior is applied at
the site, the structure may have to be varied to
accommodate the different types of siding. Where
components are regularly substituted, it may be
simpler to develop and use a composite average
standard rather than having individual time standards for each potential component. Studies would
have to be performed to determine whether there
are actual differences due to the use of various exteriors and to verify the accuracy of any composite
averages used for a standard. In addition to accurately reflecting the proper time allowance, the
time standards must not be burdensome and must
be easy to administer.
Once labor standards have been established, they
can be employed to measure factory productivity in
two areas: the direct operator's effectiveness and
total plant management's effectiveness. In evaluating the direct operator, time periods not under his
control, such as group meetings and equipment
breakdowns, must be taken into account. To evaluate total plant management, a comparison is made
of the number of standard hours produced versus
the total number of payroll hours required for production. In Exhibit 3, these measuring tools reveal that while the operators are producing according to standard, the overall plant is not producing
efficiently because of the time being taken up by
a number of meetings.
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

Cost Reduction
The highly competitive nature of the modular
housing business compels the industry to operate
on a low profit margin and, therefore, to be particularly cost - conscious. A review of operations for
potential cost savings should include the following
steps: analyze the cost structure to determine major
areas of expense and investigate cost savings possibilities outside of the traditional manufacturing
operation.
Even though direct labor represents only 10 to
15 percent of the selling price of the modules, the
direct operator often bears the brunt of all cost reduction programs. It may, however, be more useful
to look into higher cost areas. Direct material,
which represents about 50 percent of the selling
price, is one possible area. Savings in material can
be sought not only through prudent purchasing
and careful use of materials in the manufacturing
Modular houses arrive in pieces to be fitted
together in final form.
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Exhibit 3
PRODUCTIVITY MEASUREMENT
150
Standard hours per module
50
Modules produced during month
14,000
Hours paid direct operators in month
5,000
Hours spent in group meetings
Total standard hours produced in month
50 x 150 7,500
Direct operator's effectiveness
7,500
— 83 %
14,000.5,000
Total plant management effectiveness
7,500 — 54 %
14,000
s

"These general
guidelines
should be
reviewed..."

process, but also through redesign of a system by
the engineering department. For example, redesign
by one manufacturer of his floor system reduced
lumber requirements by 15 percent and, in addition
to savings in material, direct time to assemble the
floor was reduced.
Investigating areas outside the manufacturing
operation for cost savings opportunities can prove
rewarding. In transportation, for instance, an informal opinion of the Interstate Commerce Commission stated that the shipper of modular housing
units, in computing gross weight shipped, need not
include the weight of the transporting unit if it is
separate from the module and reused. Until that
opinion, carriers had charged modular producers
according to the method traditionally used for the
shipment of mobile homes, i.e., including the
weight of the undercarriage as part of the total
gross weight shipped. In mobile homes, the undercarriage is an integral part of the mobile home unit
and is left with it at the delivery point. The modular home, however, is transported on a trailer unit
which is not left at the destination point and,
therefore, according to the ICC opinion, does not
need to be included in the gross weight for tariff
purposes. Because modular housing manufacturers
represent a relatively new industrv, they must seek
out cost - saving opportunities such as the one afforded by this opinion.
Accounting for Pricing and Reporting
Procedures of accounting for the modular housing industry are not well defined and vary according to the scope of a manufacturer's operations.
But guidelines for allocating general and administrative expenses and reporting sales and income are
being developed.
G & A ALLOCATIONS

The allocation of G & A expenses to ascertain a
selling price is a complex question. The method
used will depend on the organizational structure of
the company and whether it is simply selling
modules or is also involved in real estate improvements and sales. The Cost Accounting Standards
Board (CASB) has issued a standard on allocation
of home office G & A expenses to segments. This
standard is based on full - absorption costing and is
geared mainly toward manufacturing firms. Another
14

organization, the Urban Land Institute, has issued
a proposed method for the allocation of overhead
for real estate projects. These general guidelines
should be reviewed before establishing a method for
allocation of G & A expenses.
SALES AND INCOME REPORTING

In reporting sales and income, the point when
sales should be recognized must be selected. Partial
or full sales credit can be taken at any of several
stages: (1) when the modules are completed and
put in storage, (2) when they are shipped, (3 )
when they are erected, or (4) when settlement is
made on the house. Three considerations are important in choosing:
1. The company and the scope of operations
2. When the title passes to the purchaser
3. The financial standing of the purchaser
If the company only manufactures the modules
and does not erect them, onlv the first two of the
four choices are available. For a company handling
the total construction operation, all four steps are
possible if the manufacturing plant and the real
estate construction phases are separate corporate
entities. Even though the four stages are completed
at different times, none can be classified as the
proper time to recognize revenue because the time
at which title passes is flexible; a contract can be
written to legally pass title at any of the four points.
The financial standing of the purchaser must be
carefully considered. A conservative policy is to
delay recognition until it is fairly certain that the
sale will go through and payment will be received.
Frequentiv, an oral commitment from a reputable
AAA developer to purchase 100 units is worth
more than a signed, legally- binding contract with
a sizable deposit from a small inexperienced developer with insufficient financial support. Many
manufacturers have ended up with acres of modules
which they thought they had sold but which, for
various reasons, were not sold and became finished
goods inventory.
If percentage of completion accounting is used,
income should be reported conservatively. Unlike
most manufacturing businesses, in modular housing
setbacks can be caused by the unpredictability of
Mother Nature. Three days of bad weather can
significantly increase the cost of erecting modular
housing units by delaying the use of expensive
leased equipment, by idling crews, and by disrupting tight shipping schedules.
Conclusion
Common sense and a conservative approach are
the most useful tools that accountants can offer
the modular housing industry. Once an accounting
system has been established that adapts well to a
manufacturer's particular operation, it should be
used consistently, incorporating simple controls.
The techniques for cost analysis and control suggested in this article will contribute to the orderly
and profitable development of the modular housing
industry.
❑
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CONTROL METHODS
FOR SMALL BUSINESS
The accountant's goal should be to create and maintain a
profitable environment for small as well as large businesses.

By Donald A. Reddington
To meet the requirements of a highly competitive
market, the functions of management have become
more sophisticated and demanding. If the owner
of a small business desires to survive and prosper
in his marketplace, he must adapt to this changing
environment. He must develop a flexible management policy that will provide methods to control
his business.
Control is the measuring of performance against
a plan and the taking of corrective actions necessary
to ensure that the objectives of the business are
accomplished. It should reflect the nature and
needs of the organization concerned. The essentials
of good control are:

contributes to the safeguarding of assets, provides a
measure of performance and financial condition,
facilitates establishment of credit lines, and enables
a comparison of results with those of competition.'
What kind of accounting system is most appropriate for a small business? The most efficient
accounting system will be determined by the size
of the organization, the type of organization, and
the kind of business.
The success of a system's design is determined by
its ability to economically satisfy the needs and
requirements of management. In design, a good
accounting system should be:

2.
1. Prompt detection of deviations from objectives
2. Flexibility in execution
3. Benefits exceeding their cost
4. Understanding
5. Assurance of corrective action
Basically, two kinds of controls have been established to accomplish these requirements. Accounting controls are mainly concerned with safeguarding
assets and ensuring the reliability of financial records. Administrative controls relate to operational
efficiency and managerial policies. In this article,
attention is primarily given to questions that small business owners may raise pertaining to administrative controls.
Accounting System
Why are accounting records needed? If an operation is to be successful, adequate and accurate accounting records are a necessity. When a business
is not provided an accurate and timely record of its
activities, it is operating blindly and the chances of
success are limited.
What is the purpose of a good accounting system? A good system provides information on the
present status as well as past activities of a business
and makes available information necessary for
planning operations. A good accounting system
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

3.
4.
5.

As simple and direct as possible without sacrificing any essential records
Able to produce current information in a form
readily available
Useful as a working tool and not as a scrapbook
Tailored to meet specific requirements
Economical in operations to avoid duplication
and excessive effort
Equipped with internal checks to ensure that
information generated is correct

The design considerations for an accounting system should include an evaluation of various alternatives: (1) manual systems that include ledger accounting, "write it once" systems, or ledgerless
accounting; (2) electric accounting machines; (3 )
electronic accounting machines or mini - computers;
and (4) computer time - sharing services.
The proper training of accounting personnel
must be a major consideration. A system is only as
good as it is operated. Finallv, the information
generated must be utilized for its intended purpose.
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Budgetary Control
What good can a budget do? The small businessman may be unaware that budgetary control is an
effective and essential aid to sound business management. A small business still must have a sound
policy of budgetary control. The elements that cre' H. Earl Sangstor, Suggested Management Guides, Small Business
Administration, 1962, p. 43.
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"... the interfacial effect of
control
methods
becomes
apparent."

ate a foundation for a budgetary control system are
that management:
1. Provides a definite business objective.
2. Indicates variance between budgeted and actual
results.
3. Assigns responsibility to each segment of the
business.
4. Regulates expenditures and prevents waste.
5. Measures performance of policies.
6. Provides a method of predicting cash flow requirements.
7. Develops the need for a system that is integrated
with accounting and reporting requirements.'
Management's opposition to budgetary control is
frequently due to lack of knowledge and understanding. Thus, the accountant has an obligation
to educate the small - business owners in the effectiveness and value of budgetary control. An effective
system of budgetary control should include an
evaluation of internal and external factors. Internal
factors should include: (1) establishment of objectives; (2) issuance of directives concerning responsibility; (3) assignment of costs as variable, fixed,
or programmed; (4) allocation of resources; and
(5) documentation and dissemination of information. External factors should include: (1) knowledge of competitor's strengths and weaknesses, (2 )
knowledge of market conditions as shown through
key business indicators, and (3) knowledge of market position.
Analysis of Operations
The owner of every small business needs to have
a clear idea of his firm's position. Is it making a
profit? If so, how much? If not, should it be making a profit? Should its profit be greater? Are costs
out of line? At what sales volume does the profit
really begin? The proper utilization of break -even
analysis provides the answers to these questions
and an easy method to predict the impact of a
specific decision related to operations. Break -even
analysis provides a yardstick for profitable planning.
The analysis involves the interrelationships of several variables such as sales volume, margin, and
fixed a n d va ria ble co st s. T h e u tl iz a ti on of break -

even analysis permits the owner of a small business
to know at a 9 lance whether each day has paid its
way and to identify the products that were responsible for the net result.
Th e specific uses of break -even analysis as a
management aid are:
1.
2.
3.
4.
5.
6.
7.

Budgetary control
Improvement of volume and mix of sales
Profit control
Pricing policy
Wage determination
Merchandising policies
Assessment of capitalization and expansion'

Break -even analysis provides management with a
valuable tool, but its success is contingent upon the
adequacy of the accounting system. Thus, the in-
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terrelationship of the control methods becomes
more evident.
Another method of operational analysis is the
utilization of trends and business ratios; financial
information in these forms can be more easily understood and employed. If computed consistently
and continuously over a period of time, the results
may be used to identify changing conditions or
trends with respect to performance. Results of a
particular business may be compared with published industry averages as a standard.
The accountants should inform management of
the merits and application of operational analyses
through the utilization of break -even analysis,
trends, and business ratios. This facet of the control
function is a sound detection device that allows
management to be alerted to potential problems.

Cost Control
When the attention of management is focused
on the profit picture, emphasis is usually directed
toward an increase in sales volume. However, the
effect on profit can be insignificant if costs and
sales volume were to increase at similar rates. The
subject of cost control is often neglected and the
accountant must ensure it is given proper consideration by the small - business owner.
The basic objective of cost control or good expense management is profitable spending for desired results and not merely for the reduction of
expenses. Methods for the achievement of this
objective are constructive and consistent cost consciousness, timely financial reporting and organization of operations, and assignment of responsibility
with delegation of authority. Some aids for attaining cost control objectives are the expenditure
budget, an adequate and accurate accounting system, operating ratios, and method studies. Once
again the interfacial effect of control methods becomes apparent. The accomplishment of one control depends upon the adequacy of another.

Inventory Control
The problems related to inventory are numerous
—the solution often proves to be a system of inventory control. Through efficient inventory control, management can maintain a well - balanced
stock which will satisfy customer requests, bring
greater profits, make purchasing more effective, and
minimize the investment in inventory. Th e mere
application of a system of inventory control will not
achieve these objectives. Management must perform a careful analysis and interpretation of data
generated from the information system, such as the
monthly sales forecast, to control stock movement.
Thus, the combination of data and sound judgment
provides the essentials for inventory control.
Some noncontrollable and semicontrollable conditions that should be considered in determining
the policies for inventory control are seasonal stock
items and sales promotions, lead time required for
vendors and production, safety allowance to prevent
out -of -stock items, and inventory carrying costs.'
ib a., p. wt.
Ib id ., p . 44 .
4 Ib i d . , p . 45.
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The possible applications of inventory control are
as numerous as the needs of business. However, the
basic concepts for design of an inventory control
system remain fairly standard: (1) nature of business, (2) determination of goals, (3) identification
and measurement of uncertainties, (4) development and implementation of the system, and (5 )
follow -up with revision. A general inventory control
system for a small business stratifies inventory
items into two groups, high unit cost with low
quantity and low unit cost with high quantity.
Perpetual inventory records are maintained for high
value items to control inventory movement. The
low value items are controlled by bin cards, traveling requisitions, or observation. A specific system
can be developed by the application of these concepts to the particular business.

How sound is the credit policy? A definite policy
must be developed as one of the basic operating
principles. The development of a credit policy
arises from one of four fundamental policy types:

Credit and Collection Control

1. Question: Are new credit customers investigated
thoroughly and selected carefully?
Control: Evaluate the number of new accounts
opened monthly. How many credit applications
were refused?

Credit may be defined as the offer of goods or
services in exchange for the promise to pay a specific amount at a specified future time. The primary
objectives of a sound credit policy generally include
an increase in total sales volume, the development
of goodwill, the minimization of related costs, and
an increase in profits.'
CREDIT GRANTING

The advantages and disadvantages associated with
the granting of credit privileges are numerous, and
management should be informed of them.
Advantages
1. Credit sales are easier to make than cash sales.
2. Customers pay less attention to prices.
3. Customers have a tendency to buy more.
4. Customers become steadier due to convenience
and accomodation.
5. Customers have a tendency to be interested in
higher quality merchandise.
6. Customers are permitted to buy things they
could not otherwise afford.
Disadvantages
1. Working capital is tied up, and costs are introduced that relate to credit investigations, maintaining accounts, billing customers, and collecting payments. These costs may result in
borrowing of money and paying interest.
2. Credit may cause customers to overestimate
their ability to pay in the future.
3. Uncollectible accounts are inevitable.
4. Refusal of credit may cause ill will and loss of
sales.
5. Customers are more inclined to abuse the privileges of returning goods and having goods sent
out on approval.
6. Credit requires merchandise to be priced sufficiently high to cover additional costs attributed
to repossession, recondition, and resale.
POLICY DEVELOPMENT

Another question that should be considered is:
/bid., pp. 111 -124.
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1. Liberal credit granting as well as liberal treatment in collections.
2. Liberal credit granting pursued by strict collections.
3. Strict credit granting followed by liberal collection treatment.
4. Strict credit granting as well as strict treatment
in collections.

"A definite
credit policy
must be
developed..."

The principles of the policy selected must provide a measure of control. The questions to be used
in evaluating the related controls are:

2. Question: Are credit terms explained and credit
limits established for new accounts?
Control: Analvze limit checks, ratio of customer
turnovers, ratio of credit sales to total sales, and
changes in volume of credit sales.
3. Question: Are collections pursued systematically?
Control: Review monthly statements and aging
of receivables; analyze collection percentage.
4. Question: Has the responsibility of enforcing
credit policy been delegated?
Control: Activities related to credit manager
should be assigned to one individual.
5. Question: Are personnel aware of the credit
policy?
Control: Give an orientation program for new
personnel and a sales training program for old
employees.
COLLECTION PROCEDURE

The sequel to the establishment of a sound credit
policy is adequate control procedures for collections. Most businesses face difficulty with collections at one time or another. Thus, a collection
system is needed that performs a systematic and
tactful operation and improves the timing of collections. A business does not want to create ill will
nor does it wish to be taken for granted.
The fundamentals for prompt collections are:
Use tact and avoid high - pressure techniques
Prevent accounts from exceeding credit limits
Keep customers available to make new purchases
by having prompt collections
Keep informed of each account that is past due
or beyond its credit limit
5. Never allow debtors to take their time to pay or
it will be harder to collect
Continued on page 26
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MONITORING
ACCOUNTS RECEIVABLE
One common problem of receivables control is in confusing
liquidity and risk by trying to make one analytical tool serve two
purposes.

By Lewis P. Freitas
The analysis of receivables balances generally has
two objectives: determining the degree of liquidity
and establishing the level of credit risk. The former
has to do with collection rates for cash planning
purposes and the latter has to do with bad debt
risk for profit planning purposes. The former conL. P.FREITAS cerns questions such as: "Are collection rates slowing down or speeding up relative to past periods or
is an Associate
Professor of Finance relative to some target rates ?" or "Given a sales
at the University of forecast, how do we estimate when collections can
Hawaii. He holds an be expected ?" The risk aspect concerns itself with
A.B. degree from questions such as: "Are some receivables getting so
Harvard College, and
old that we should expect more of them to result
M.B.A. and Ph.D.
degrees from in bad debts ?"
These two aspects of receivables control are inColumbia University.
terrelated in that a slowing of collection rates may
This article was have just liquidity consequences, or both liquiditv
submitted through the and risk consequences. One common problem of
Hawaii Chapter. receivables control is in confusing liquidity and risk
by trying to make one analytical tool serve two
purposes. The result may be the use of a tool which
serves neither purpose very well.

Liquidity Analysis
The delay between credit sales and collections is
important to management for two rather distinct
reasons. The first is reflected in an opportunity
cost, in the form of lost profits as a result of delayed receipts; the second is that the delay or
liquidity of the receivables affects the estimates
needed for cash budgeting purposes. The reason for
incurring an opportunity cost by extending credit
would be to increase profits by increasing sales.
Such a cost may be appraised in terms of profitability as with any other cost. However, the major
role of such a cost -profit analysis would be in setting credit and collection policies rather than in
measuring changes in customer response to existing
policies. Liquidity, on the other hand, involves the
firm's cash flow and its ability to do business.
The most common sense approach to determining receivables liquidity is to measure the rate at
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which collections are made. However, the typical
collection period technique which is intended to
do just that may lead to faulty information. If
sales are absolutely constant, or are changing at a
constant rate (e.g. they move up or down a constant percentage from month to month) , the average collection period works well. But if sales are
seasonal or changing in some irregular manner
from month to month, the technique breaks down.
Exhibit 1 is an Analysis of Receivables by Average Collection Period. The data used are based on
constant collection rates of 10 percent in the month
of sale, 30 percent in the month after sale, 40
percent two months after sale, and 20 percent three
months after sale. The resulting receivables balances
would then be 90 percent of the current months
sales, 60 percent of the prior months sales, and
20 percent from the sales of two months ago.
When monthly sales are constant, the choice of
a base period for daily sales is not important since
daily sales may be considered to be constant. If
the collection pattern also remains constant, the
collection period will not change. An alternative in
such circumstances is to just add the uncollected
balance percentages and multiply the total by 30
days. In this case 170 percent of 30 days yields the
collection period of 51 days (where 170 = 90 +
60 + 20).
A similar situation prevails when sales are increasing (or decreasing) at a constant rate throughout
the base sales period. The average daily sales and
the level of receivables will show the same rate of
growth (or decline) and therefore the collection
period will remain constant. The absolute level of
collection period will differ depending on the length
of the base period but once a base period is selected the average collection period will only change
if the collection pattern changes. In more general
terms, as long as monthly sales over the actual collection period are proportionally constant, the
average collection period will properly identify the
collection speed -up or slow -down. Therefore, year
to year comparisons of collection period data can
be made without error. For example, if collections
M AN AG E M E N T ACC OUN TI NG /SE PT EMB ER 1973

objections can be overcome by using a weighted
average collection period.
Since receivables result from the sales which occurred in recent months (three in this hypothetical
case), they should be related to the sales of those
months. The daily sales figures should be weighted
in proportion to their expected contribution to receivables. In this case, with expected receivables
balances expected to follow the 90 -60 -20 pattern, the weights for each month's daily sales
should be 53 percent for the current month (90/
170), 35 percent for the prior month (60,/170)
and 12 percent for the second prior month (20/
170) . Thus at the end of June the calculation
would be as follows:

" . . . daily sales

figures
should be
weighted..."

=

=

=

Weighted
daily
Month
Daily sales
Weight
sales
June
$44,000/30 = $1,470 X .53 =
$776
May
43,000/30
1,430 X .35
506
38,OOQ/30
April
1,270 X .12
149
Weighted average daily sales = $1,431
=

are spread over three months, the collection period
for the end of December this year can be validly
compared with that of the prior year, provided
that the ratios of October and November sales to
December sales this year are identical to those of
last year and a sales base of 90 days is used.
The third situation in Exhibit 1 shows how the
average collection period responds to a seasonal
change in monthly sales -in this case, a single increase from a monthly rate of $1,000 to a monthly
rate of $1,200. No matter what daily sales base is
chosen, there appears to be a shift in the rate of
collections without any such change having occurred. The change in sales affects the receivables
total gradually over the three -month period. Management cannot tell how much of the change is
due to the sales increase and how much may be
due to changes in the rate of collections. The
reason is simply that the receivables at the end of
a month are related to the sales of each of the
three months just ended, but in varying proportions. Thus, even when using a 90 -day sales base
the calculation is faulty because the normal method
weights the sales of all three months equally.
Exhibit 2 shows increasing sales in most months
and increasing receivables in every month. The
manager's job is to see to what extent the increases
in receivables are due to increased sales and to
what extent they may be due to a slow -down in
collections. The lower half of Exhibit 2 shows
that at the end of January, February and March,
collections followed the 10, 30, 40, and 20 percent pattern. This collection pattern resulted in uncollected balances of 90, 60 and 20 percents
in April, the collection pattern begins to
slow down as evidenced by outstanding balances
in excess of the expected 90 -60 -20 pattern.
The uncollected balance method of analysis suffers from two basic defects: (1) it generally presents too much information to be readily understood, and (2) it leaves unanswered the key
question of how much of the increase in receivables
is due to a collections slow -down. Both of these

and the weighted average collection period would
be:
$78,440,/$1,431 = 54.8 days
With a weighted average collection period of
54.8 days as opposed to 51 days, we can measure
the increase in receivables due to the slow -down
in collections as 3.8 days times $1,431 per day or
$5,438. This amount is the difference between
what the receivables would have been if uncollected balances had been 90 percent, 60 percent
and 20 percent and what receivables actually were
with uncollected balances of 95 percent, 64 percent and 24 percent.
In Exhibit 3, which shows receivables by
weighted average collection period, a manager can
get a quick view of the collection period trend. In
addition, he can tell how much of the receivables

Exhibit 1
ANALYSIS OF RECEIVABLES BY AVERAGE COLLECTION PERIOD

Month
Sales
Receivables balances:
90% c urr ent m o.
60% one mo. prior
2 0 % 2 mos. prior
Total
Average daily sale
(in dollars)
30 days
60 days
90 days
Collection period (days)
30 day base
60 day base
90 day base

Stable sales
2
3

1

4

$1000 $1000 $1000 $1000
$900

$900
600
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$900 $900
600
600
200
200
$1700 $1700

1

Constant rate
of increase
2
3

4

$1000 $1100 $1210 $1331
$900

$990 $1089 $1198
726
600
660
200
220
$1949 $2144

1.3

Seasonal change
4
5

6

$1000 $1200 $1200 $1200
$900 $1080 $1080 $1080
720
600
720
600
200 _ 2 4 0
2_0_0 _ 2 0 0
$1700 $1886 $2000 $2040

33.3
33.3
33.3

33.3
33.3
33.3

40.3
38.5
36.8

44.4
42.4
40.5

33.3
33.3
33.3

40.0
36.7
35. 6

40.0
40.0
37.8

40.0
40.0
40.0

51
51
51

51
51
51

48
51
53

48
51
53

51
51
51

47
51
53

48
48
50

51
51
51
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balances are due to a slow -down in collections as
opposed to changes in monthly sales. From January
through March, increases in receivables balances
were due solely to increases in sales. However, in
April and June most of the increases were due to
slower collections. Deciding whether corrective
action should be initiated depends on the amounts
involved and judgment as to whether the deterioration is permanent or transitory.
Exhibit 2
ANALYSIS OF RECEIVABLES BY UNCOLLECTED
BALANCES
Hypothetical base data

Forecasting Receivables and Collections

Age of receivables
(from date of sale)
Monthly sales* A/R t otal
0.30 days
31.60 days
61-90 days
Month
$37, 000
$33, 300
$21, 600
$7, 000
$61,900
January
34,200
22, 200
7, 200
38, 000
63,600
February
40, 000
66,200
36, 000
22, 800
7, 400
March
38,000
69,700
36,100
26,000
7, 600
April
37,840
23,560
8, 800
May
43, 000
70, 200
44, 000
78, 440
41, 800
27, 520
9, 120
June
*Prior months' sales assumed: October- $ 3 4 , 0 0 0 , November - $35, 000 and
December - $36,000.
Uncollected balance analysis

Month
January
February
March
April
May
June

Percent outstanding from sales of prior:
0.30 days
61.90 days
31.60 days
90
60
20
90
60
20
90
60
20
95
65
20
88
62
22
95
64
24

A/R total
$61, 900
63,600
66,200
69, 700
70, 200
78,440

Exhibit 3
LIQUIDITY ANALYSIS OF RECEIVABLES BY WEIGHTED
AVERAGE COLLECTION PERIOD
End of month

Weighted average
collection period

A/R t otal

The weighted average collection period can be
validly applied in spite of seasonal or random
fluctuations in monthly sales. However, if there is
a seasonal pattern to collection rates as opposed to
monthly sales, then a seasonal adjustment factor
should be derived for the weighted average collection period. For example, at income tax payment
dates, customers may have their own liquidity
problems. Then changes in the volume of accounts receivable could be broken down into their
three component amounts: changes due to sales
volume fluctuations, changes due to seasonal collection patterns, and changes due to unexpected
fluctuations in collection patterns.'

Receivables over( +)
or under ( -) t ar get
(nearest $100 0 )

$61,900
51.0 days
January
63,600
51.0 "
February
March
66,200
51.0
+$3,900
69, 700
54.0
April
70, 200
51.5
70 0
May
June
78, 440
54.8
5,400
If receivables effects are desired to the nearest $100, then the weighted
average collection period should be calculated t o t he nearest tenth since one tenth of a day's sales in this case is over $100.
•

"

+

"

+

"

"

...

Given a monthly sales forecast, the weighted
average collection period could be used to forecast
receivables balances and therefore collections for
cash budgeting purposes. The use of uncollected
balances would yield equally valid results and the
choice is merely a matter of personal preference.
Exhibit 4 shows how either technique would be
applied. Given forecasted sales and receivables,
monthly collections can readily be derived from the
fact that beginning receivables plus sales minus
ending receivables and bad debts equals collections.
The weighted average daily sales provides a
means for making a sensitivity analysis in that it
shows by how much collections would be reduced
(and receivables increased) in a given month for
each day's slow -down in the weighted average collection period. If a firm has good records of past
variations in its collection period, then a standard
deviation could be calculated and receivables forecasted by confidence intervals rather than single
point estimates. Such information would aid managers in deciding on the appropriate magnitude of
liquidity reserves (deposit balances or unused lines
of credit).
The use of a weighted average collection period
will identify deviations from expected total accounts receivable but can conceal offsetting shifts
in collections rates. For example, using the data
from Exhibit 4, if expected balances at the end of
July are realized but the actual balances at the end
of August are $33,000, $30,600 and $8,800, the
For firms offering varying trade credit terms, another component
would be changes due to fluctuations in the mix of trade credit
terms being utilized by customers.

I

Exhibit 4
FORECAST OF RECEIVABLES
Collection period method
Wtd. Average
A/ R
Daily Sales*
(51 days)
Sales
Actual
May
June
Forecast
July
August
September

Uncollected balances method
61 -90 days
31 -60 days
20%
60%

030 days
90%

Total
A/ R

=
=

$8, 600
8, 800
9, 200

=

+

$26,400
27, 600
24, 000

+

$41, 400
36, 000
37, 800

+

$76,400
72, 400
71, 000

+

$1, 498
1,420
1,392

+

46,000
40, 000
42, 000

+

$43,000
44, 000
$76, 400
72, 400
71, 000

+

=

+

•

W eights applied to s ales data: 9 0 / 1 7 0 for current month, 60 / 1 7 0 for pr ior m ont h, and 20/ 170 f or s ec ond prior month
90
60
20).
(where 170
20
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total receivables balance would still be $72,400 but
the age composition would not be as expected.
From a liquidity point of view, total August collections would be unaffected since $3,000 of unexpected collections from August sales would just
offset the extra $3,000 that was not collected from
July sales.
Risk Analysis
If such offsetting collection shifts persist, total
monthly collections will not be affected. However,
if the lower collections from July sales are considered to be indications of future increases in bad
debts, then whatever techniques of risk analysis
are employed should uncover this evidence. For
such risk analysis, the weighted average collection
period would not be an adequate analytical tool
by itself. However, there are other means of appraising receivables risk.
Some volume of bad debts is normal in a firm
which extends credit to its customers. One aspect
of credit control is to try to spot changes in bad
debt experience as early as possible so as to permit
rapid adjustment in credit or collection policies.
When monthly sales are constant, the ratio of bad
debt write -offs to current sales and the ratio of
old receivables (e.g. 61 to 90 days) to current sales
provide good measures of actual and impending
bad debt problems. However, constant monthlv
sales are rare, therefore, both such ratios need
modification.
The proper base with which to compare bad
debt write -offs or old receivables is the sales volume
from the original month of sale, not the current
month's sales. If receivables are written off after 90
days, then write -offs in June should be compared
with the March sales volume, not the June sales
volume. Correspondinglv, the receivables aged 61
to 90 days at the end of June should be compared
with the April sales volume.
Supplementing the data in Exhibit 2 with some
hypothetical bad debt data, a useful format for
evaluating receivables risk is shown in Exhibit 5.
The figures in columns two and three indicate the
trend in bad debts to date without confusing
amounts attributable to changes in sales volume.
The percents in column four indicate the trend in
older receivables which are just one step away from
bad debts also without confusing amounts attributable to changes in sales volume.
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"The two
principal
aspects of
receivables
control are
liquidity and
risk."

A vital consideration in analyzing bad debt experience is the volume of bad debts that is acceptable and expected. The selection of credit
customers should include an analysis of the probability of bad debts within risk classes of customers.
The contribution margin on added sales would
yield the maximum bad debt risk that should be
acceptable as long as profits are to be maximized.
Managers may prefer to use a profit ratio after
expected full costs on the grounds that capacity is
not indefinitely fixed and changing credit policy
in response to changes in contribution margin
would harm customer goodwill. Whatever method
has been used to establish maximum bad debt risk,
that maximum becomes the key criterion for judging the acceptability of the bad debt ratio.
Conclusion
The two principal aspects of receivables control
are liquidity and risk. The most common quantitative technique for controlling receivables, which is
the collection period, does not achieve either objective with accuracy. The use of percentage uncollected balances is partially effective in both
areas but suffers from being too cumbersome and
not clearly distinguishing between risk and liquidity analysis.
The purpose of this article has been to present
relatively clear and accurate methods for evaluating
liquidity and risk separately. The weighted average
collection period more correctly identifies changes
in the liquidity of receivables due to changes in
collection patterns. The ratio of write -offs and
old uncollected balances to their original sales
volume correctly identifies changes in credit risk
levels without being distorted by changes in sales
volume.
❑
Exhibit 5
RISK ANALYSIS OF RECEIVABLES

Dollars
January
February
March
April
May
June

$1,020

1,050
1,080

1,295
1,520
1 1800

Write -offs
Percent of base
month's sales

3.0% of October
3.0% of November
3.0% of December
3.5% of January
4 . 0 % of February
4 . 5 % of March

Amt. due to
Percent
po orer(+ ) uncollected
or better( —) balances
credit exp. 61.90 days

...
...

$-1-185
+380
+600

20
20
20
20
22
24
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THE ANNUAL AUDIT
To ensure the maximum use of the auditor's time, always keep
audit schedules and auditable data prepared well in advance of
their need.

By Dean C. Burkhardt
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1965, is Corporate
Controller for the
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Bearing Co., Ann
Arbor, Mich. Mr.
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In the past, the annual audit by the public accountants usually followed a familiar pattern. The
auditors were warmly greeted upon their arrival, assigned a work area, and bid farewell at the conclusion of the audit. In the interim, little attempt was
made to understand the proposed scope of the audit, and less direction was given to providing for the
capture of information in a form meaningful to
management. Reports were generally furnished in
a format that satisfied the requirements of the investing public, and practically no control was exercised over the time spent by the auditors during
their review of the data.
With today's higher cost of audit personnel time
and far greater information requirements, the management that does not give some thought toward
planning and controlling its company's annual audit
is simply not going to receive full value for its audit
dollar. The reduction of audit costs is a commendable general objective, but the more specific objective is to improve the quality and content of the
information compiled through the annual audit. It
cannot be emphasized too strongly that everything
must be done with the cooperation and consent of
the public accountants to ensure no compromise of
their ability to give an unqualified opinion regarding the financial statements. The recommendations
contained in this article represent proven practices
utilized by our company and generally apply to
companies with multiple accounting units which
are separated geographically.
The Basic Foundations
To provide a solid footing for the annual audit,
two basic foundations need to be present in any
multiple accounting unit organization. The first is
a standardization of the chart of accounts and the
second is a formalization in writing of the basic accounting policies of the company.
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STANDARD CHART OF ACCOUNTS

The objective of a standard chart of accounts is
to accomplish the following goals:
Provide uniformity and consistency of account
definition, usage, and classification within the
balance sheet and operating statements
Provide the general classifications of accounts
required for corporate financial consolidations
while still providing individual accounting units
the latitude for expansion within these same
classifications for more specific accounting
Provide maximum flexibility for expansion within the chart of accounts for accounting needs
not presently known
Provide for use (or possibility of use) of data
processing for financial statement preparation
and consolidation
As a general concept, the master chart of accounts should establish blocks of account numbers
which have been assigned to the major categories
required for corporate financial consolidation purposes. For example, numbers may be assigned to
categories such as cash, accounts receivable, and
inventories and net sales, cost of sales, and variances. Within these blocks of accounts, numbers
can be assigned to specific accounts that have
common usage between accounting units of the
company. The remaining numbers within each
category may be treated as open numbers and may
be assigned by each accounting unit to fulfill its
specific needs within each block.
Provision should also be made to permit variable
methods of handling accounting procedures. For
example, some accounting units may prefer to
combine FICA and income withholding taxes into
one account within the liability section. Others
may wish to use separate accounts. Below are a
few examples of a concept that will provide this
latitude while maintaining the general grouping
concept that is necessary for standardization.
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If you combine, use:

If you wish to detail, use:

0030 Payroll bank
account

0031 Payroll account
— hourly
0032 Payroll account
— salaried

1320 Payroll tax
withheld

1321 Income tax with held
1322 FICA tax withheld

4620 Utilities

4621 Electricity
4622 Fuel
4623 Water

As you can see, an account ending with a cipher
indicates a combined usage while one ending with
a digit other than a cipher indicates a unitary
usage. With either usage, a consolidation utilizing
the first three digits of the account number produces the same result at any location. Properly
used, this concept can easily provide each accounting unit the ]attitude of up to 99 account assignments within a category without resulting in a
cumbersome numbering system.
To be complete, the standard chart of accounts
should be documented. This document should
contain a general explanation of the purpose of the
chart, the basic numbering system used, and the
method by which approved account numbers can
be assigned at any accounting unit. The account
numbers specifically assigned for uniform usage
should be identified, and the method of assignment
of general purpose account numbers should be
explained. The proper use of account categories
must be explained in writing. A typical example
of such an explanation is shown below.
Supplies —As each accounting unit has
varied requirements for detailed supply accounts, provision has been made to allow
each unit to assign appropriate accounts from
4571 -4579 for their detailed supply account
requirements. No account reservations have
been made. For those divisions which do not
require further details of general supplies,
account 4570 has been reserved for the accumulation of all general supplies. Each accounting unit is required to provide account
4590, printing and office supplies, within
its chart of accounts.
Establishment and documentation of a formal
chart of accounts for a multilocation company is
not a simple task, but once completed and implemented it provides a sound building block for
standardized accounting treatment by each accounting unit of the company.
FORMALIZED ACCOUNTING POLICIES

Nothing can take the place of written accounting
policies to ensure uniform accounting treatment of
transactions. Such policies are an invaluable aid in
the training of new personnel and provide a ready
reference for experienced employees. Ideally, all
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

elements of the accounting function should be
covered by written policies and procedures, but the
following are a must: inventory accounting, pricing,
and obsolescence; fixed -asset accounting; capitalization and depreciation policies; interim and year -end
treatment of accruals for specific liabilities such
as property taxes, payroll taxes, state taxes, audit
fees and other similar liabilities; and internal control procedures.
The most complete procedure in our accounting
procedures manual covers the year -end audit. This
procedure is prepared jointly each year with the
cooperation and assistance of the public accountants. It is used by internal accounting personnel
and is also issued to the public accounting personnel as a part of their formal audit program. The
audit instructions are divided into the main categories of the audit such as cash, accounts receivable,
inventories, properties, accounts payable, accrued
liabilities, and operations. Each section consists of
specific written instructions accompanied by examples of the schedules and exhibits to be prepared.
Each exhibit is specific as to form, content, and
special instructions. Where possible, figures are
used in the exhibits to illustrate the instructions,
and where applicable the figures used in related
schedules for the same item agree. Instruction
pages are numbered and dated so the amount of
actual work involved in the annual revision process
is kept to a minimum. Only sections requiring
revision are reprinted, and these are redated with
the current date.

"Each section
consists of
specific written
instructions ..."

Example
The audit procedure used in our company consists of 23 typewritten pages of instructions together
with 45 examples of specific schedules. To enable
you to better understand the scope of the instructions and accompanying schedules, an example of
the instructions for trial balances is given below.
GENERAL

1. Trial balances of the general ledger and all subsidiary ledgers shall be prepared for the auditors.
Trial balances should be comparative, showing
final prior year's amounts and preliminary current year's amounts. See Exhibit 1.
2. All trial balances shall be prepared on the forms
furnished. These forms are designed to ensure
uniform grouping of accounts on each page; this
procedure will expedite the consolidation of trial
balances at the corporate office. Only account
numbers within the range of those noted in
the preprinted category identifications should
appear in each section of the trial balance.
3. Accounts should be placed on every other line.
GENERAL LEDGER TRIAL BALANCE

1. Accounts should be in numerical order following
the chart of accounts for the particular accounting unit.
2. Preliminary current year balances shall agree with
your preliminary year -end statements as submitted to the corporate office for consolidation.
Any adjustments made subsequent to the sub23

mission of the preliminary statements will be
treated as audit adjustments.
3. Separate totals of the debits and credits for each
page shall be posted at the bottom of each
page of the trial balance. Cumulative totals are
not necessary or desirable.
-l. Control totals for the three detail expense trial
balances (manufacturing, selling, and administrative) shall be shown on the general ledger
trial balance in summary form. This process may
require combinations of separate controls maintained throughout the year.

DET AIL EXPENSE T RIAL BALANCE

1. Accounts should be in numerical order following
the chart of accounts for the division. See Exhibit 2.
2. Subsidiary trial balances will be prepared for
manufacturing selling, and administrative expense and shall be tied to the control accounts
in the general ledger. It may be necessary to
consolidate some of your subsidiary expense
details to present them in three categories only.
3. Each subsidiary trial balance should start a new
page.

Exhibit I
SCHEDULE X111 -1
GENERAL LEDGER TRIAL BALANCE

500.00
148, 531.12
100.00

$

-

Current Year
Credit

600.00
43,667.15
100.00

Adjustments
Debit
Credit

-

$

Preliminary
Debit

$

Cash (0001 - 0099)
0010
Petty cash
0020
National Bank of Detroit
0030
Saline Savings Payroll
(etc. for cash accounts)

Prior Year
Credit

$

Final
Debit

Description

-

Account
number

40, 000.00
5,000.00

Page Total*

45, 000.00

-

Notes and accounts receivable (0200 0299)
0201
Notes receivable Trade
60,000.00
0210
Accounts receivable Trade
648,432. 12
0297
Allowance for returns and allowances
0298
Allowance for cash discounts

30, 000.00
5,000.00
$1, 964,667. 41

$

$2, 483,648. 16

$

-

-

5,000.00
481,965. 16

35, 000.00

*

Instuctions
(1) Use forms as furnished.
(2) Reasonable abbreviations are acceptable.
For brevity in presentation, many items have been omitted.

Final
Debit

Description

Preliminary
Debit

Adjustments
Debit
Credit

Current Year
Credit

&

-

Indirect labor (100 299)
203
Salaries commissions
X
Other wages

Prior Year
Credit

-

Account
number

-

Exhibit 2
SCHEDULE XIII -2
MANUFACTURING DETAIL EXPENSE TRIAL BALANCE

$48, 321.20
-0.

$73, 488.43
-0.

1,361.00
482. 00
4,648. 16
316.46
-0-0736. 16
48.12

1,644.16
131.16
-0.
468. 66
-0-0912. 16
61. 74

467.91
-0-

792. 98
-0-

$65,923. 16

$86,527.13

-

-

Fringe benefits (300 399)
301
Plan 1
302
Plan II
309
Profit trust contribution
X
Hospital insurance
310
Group life insurance
340
W orkmens compensation
330
FICA employer
330
State unemployment

(3) $3,642. 00

(3)
(3)

416.21
64. 69

(3)

3,642. 00

-

Supplies and services (400 699)
400
Repair and maintenance
501
Commission to agent

(4) $2,764.38

Page totals*

*

-

-

Instructions
(1) Use forms furnished.
(2) Use X to indicate required classification (XII 3) not in your chart of accounts.
(3) Reclassification to provide minimum accounts per Schedule XIII 3. Inf orm at ion should be pr ovi ded f or the audi tor s to make requir ed reclassifications.
(4) Other typical audit adjustments.
For brevity in presentation, many items have been omitted.
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4. There should be at least one expense account
in each control for each line in the expense
detail of the prior year's audit report. These
accounts by expense control are shown in Exhibit 3.
5. Reclassifications should be made if necessary to
reflect the expense detail called for on Schedule
XIII -3. A zero balance for an expense account
should indicate the lack of any significant activity at your location.
Specific Ideas
In addition to the foundation of a standard
chart of accounts and formalized accounting policy
procedures, ),on may wish to consider some of
the following specific ideas to maximize the use
of your public accountants' time.
FO R MAL BUDGET

Request the auditor to supply you with a formal
budget of his audit hours by classification of activity (cash work, receivables, inventories, etc.) .
Review this budget in detail and discuss the higher
content areas with him. Ask how you can assist
him during the audit to minimize these hours.
Follow up during the audit to ensure that actual
audit time in any category does not exceed the
budget.
USE YO U R PERSONNEL

With the consent of the auditor, use your per-

sonnel to prepare the routine audit schedules and
gather the supporting information. Your personnel
can probably do them more quickly and possibly
more accurately. The prior year's schedules and
current instructions from the auditors may be
used as a guide. The auditors' time can then be
spent more constructively in reviewing the information submitted.

"...

assign temporary clerical
help to the
audit staff."

HIRE TEMPORARY HELP

Junior accountants and interns spend many audit
hours in the performance of general clerical tasks
such as footing, extending, filing, and the like. So,
assign temporary clerical help to the audit staff.
The public accountants will generally welcome this
assistance which will allow their staff's time to be
devoted to more specific auditing functions. You
will find that such help will also reduce the irritating interruptions to your regular clerical staff for
typing, making copies, sorting, mailing, etc.
ALTERNATE YEAR AU D IT S

If your's is a multilocation company and has
a number of relatively small branches, it might be
acceptable to your public accountants to conduct
a formal audit of these branches on an alternating
year basis. In the off years, the audit could be
prepared by the company's internal audit staff and
reviewed by public accountants. The ability to
utilize this concept is dependent on the significance
of the unaudited division's figures to the whole

Exhibit 3
SCHEDULE XIII -3
REQUIRED EXPENSE DETAIL
Manufacturing
Supervision
Engineerings and experimental
General indirect
Maintenance and repairs
Clerical
Vacation and holiday pay
Overtime and shift premium
Recovery from gov't training
program (credit)
Pensions
Profit -trust contributions
Insurance - employee
W orkmen's compensation
S.U.B. contributions
MIP contributions
Payroll taxes
Maintenance and repairs:
Buildings
Machinery and equipment
Tools and dies
Moving and plant rearrangement
Customer and in -house tooling
Tooling recoveries (credit)
Engineering and experimental
Outside consultants
Supplies
Heat, light, power, and water
Plant protection
Freight and postage
Telephone and telegraph
Travel and entertainment
Employment costs and employee relations
Royalties
Rent:
Data processing equipment
Other personal property
Real property
Insurance - general
Taxes - property
Amortization of patents
Depreciation
Reallocated
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Selling
Salesmen's salaries and commissions
Other wages
Pensions
Profit -trust contributions
Insurance - employee
W orkmen's compensation
M I P contributions
Payroll taxes
Commissions to agents
Advertising and sales promotion
Travel and entertainment
Catalogs and bulletins
Shows and displays
Memberships, dues, and subscriptions
Stationery, printing, and office supplies
Telephone and telegraph
Freight and postage
Rent - personal property
Rent - real property
Reallocated

Administrative
Salaries and wages
Pensions
Profit -trust contributions
Insurance - employee
W orkmen's compensation
M I P contributions
Payroll taxes
Professional services
Telephone and telegraph
Travel and entertainment
Stationery, printing, and office supplies
Contributions
Maintenance and repairs
Memberships, dues, and subscriptions
Freight and postage
Bad debts, less recoveries
Employment costs and employee relations
Director's fees
Rent:
Data processing equipment
Other personal property
Real property
Taxes - general
Depreciation
Reallocated
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"Review
progress...
periodically..."

and the confidence of the public accountants in
the company's internal audit staff. Even if this procedure were used, it is advisable to have the public
accountants observe the taking of the physical inventory and test the results.
REVIEW

Review progress of the audit periodically with
the senior auditor and plan ahead. To ensure the
maximum use of the auditor's time, always keep
audit schedules and auditable data prepared well
in advance of their need. It is always tempting for
the auditor to expand the scope of his audit if
there is available audit time.
Review the final report format in advance with

the senior auditor. Information should be compiled and presented in a manner that will provide
multipurpose use for federal and state tax return
preparation, governmental reports, annual stockholders' report, segmented report for special management groups, and feedback of data in audited
format to the individual accounting units of the
company.
Conclusion
A quality audit for the minimum cost can be
accomplished only if you give full attention to these
four facets: (1) Planning, (2) Documentation,
(3) Implementation, and (4) Control. Not too
surprising —isn't it true with any project?

CONTROL METHODS FOR SMALL BUSINESS
Continued from page 17
The collection process should be planned so
execution is orderly and regular. The series of steps
and applications is:
Step
(1) Remind customer
(2) Request response
(3) Insist on payment
(4) Final action

Application
(1) Monthly statement
(2) Telephone call or
personal visit
(3) Collection letter
(4) Legal action

The owner of a small business should have methods available to control collection activities. Techniques for control, applied on a monthly basis,
would include changes in accounts receivable balances, collection percentage, accounts receivable
turnover, changes in volume of collections, number
and amount of delinquent accounts, aging of accounts receivable, and write -offs of bad debts.
Tax and Estate Planning
The owners of small businesses frequently lack
knowledge of taxes and, as a result, fail to provide
an adequate program of tax planning. The accountant should be concerned with the education
of management in matters that relate to taxation
and alert to recognize a tax problem.
If an owner dies, a business must be provided
with continuity so operations may continue. Accordingly, estate planning should be included in
9
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Ibid., p. 169.

the realm of the accountant's concern for small
businesses. As a measure for adequacy of continuity,
estate planning should:
1. Assure that funds are immediately available to
meet the requirements of tax, indebtedness, and
administrative expenses.
2. Provide heirs with sufficient income and an
equitable distribution of property.
3. Enable an advantageous disposition of the business if the heirs do not take it over.
4. Put heirs in a sound financial situation if they
assume the business.
5. Stabilize the credit of the business.
6. Eliminate uncertainties for employees and, thus,
maintain good relations."
Conclusion
Control is vital because it provides the communication channel between the decision - making process and operational results. The various aspects of
control should be sufficiently familiar to the accountant to alert him to the existence of a problem
or to provide answers to management's inquiries.
The accountant's goal should be to create and
maintain a profitable environment for management.
Therefore, the accountant should strive to attain a
more professional relationship with management.
His part should include roles as an initiator, an
advisor, and an analyst. Thus, the accountant must
be aware of management's functions so he can be
alerted to related problems and take the appropriate
corrective action.
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THE MANAGEMENT
ACCOUNTANT AND
CREATIVITY
The future role of the management accountant will
be mostly an experience in conceptualization —in the
formulation and expression of ideas.

By James B. Edwards
Today's management accountant works in a rapidly
changing world. He is confronted with an explosion
of potential functions to perform. There is an increased demand for his usual services and, in addition, an urgent need for his involvement in new
areas. Couple these needs with the demands of
space -age information systems and recondite decision- making processes .in an environment requiring
"global" thinking, and you have an order for a
person with a lot of capability and capacity.
Some management accountants are concerned
about this evolutionary situation (consider for example, the establishment of the Institute of Management Accounting), and they should be if they
are to retain their positions as high -level contributors to the process of managing economic activities. While his contemporaries (CPAs, lawyers,
doctors, engineers) are moving toward specialization, the management accountant is being urgently
requested to broaden his capabilities. Sights have
turned toward a professional person of such idealistic qualities that even Superman would have a
hard time getting the job done. Certainly, no retort
should be mustered against the pursuit of such
idealism because the need is present.
The Future Accountant
The management accountant, by virtue of his
job, designs and operates information systems to
optimize the interrelationships of economic activities for the survival and growth of the organization. According to Walter B. McFarland, ". . .
management accounting encompasses the entire
range of economic information needed by those
who manage a business enterprise and by those who
provide its capital. "' It is evident that accountants
are important members of the management team at
all levels.
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

As operating managers, accountants must be intimately involved in the structuring of the network
of information channels and in the design of the
form, the content, and the timing of the information flow in these channels. Generally, only the
management accountant can specify the critical
requirements for the design of the information
system that will directly affect the operating effectiveness in his areas of responsibility and authority.
He is aware of the subtle interactions in his area of
concern. This does not imply that he is, necessarily,
an expert on information processing tools (computer systems). The technical aspects of information processing tools can be provided through appropriate technical support. The strategic planning,
operational analysis, and fundamental design of an
information system must reside in the hands of
those whose survival depends upon it —the operating managers.'
A HIGHER ROLE

The accountant of the future will be a learned
professional with executive capability and training
able to deal comfortably and effectively with well rounded, highly educated officers of industry.
Through the information system will flow the projections of proposed alternative courses of action as
well as current operating data. The person in charge
of the information system will communicate these
projections to the top executive for his final decision.
The person in charge of the information system
will be a member of the top management team,
near the president. For the accountant to continue
to qualify as a member of this important team, he
must understand, as never before, the firm's objectives, organizational structure, policies, environment, behavior, and capability.
But what of the accounting technicians who per-
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"...

society
may pose the
toughest
problems."

form the routine, the mechanical, the repetitive
detail? They are being replaced even today by the
computer, the man -made brain. The day of full
mechanization of many administrative operations is
rapidly approaching. Firms of the future will have
more managers and relatively fewer technicians,
participating in the decision - making process.
INTERNATIONAL AREA

Business is becoming world oriented. Many business men no longer think and plan in national
terms, but in global terms. They need information
meaningful in terms of world -wide thinking.
The posture of multinational firms must transcend national habits, different languages, various
currencies and many races. These firms need to
know about business practices in foreign countries,
about social mores, about government regulations
and taxes, and they need to know it in language
and terms they understand.
In this area they sorely require not only historical
information but also planning guidance. The management accountant, in order to be useful, must
adapt to these needs.
RELEVANT INFORMATION

To be useful, information must be relevant to
the purposes of its recipients. Hence, the design of
an information system properly begins with identification of the problems managers face and with
the uses that may be made of the available information in solving these problems. All components of
an information system are means to ends (represented by the purposes for which information can
be used) . Relevance to intended purpose is the
fundamental test for appraising information systems. There is, also, a need for continuous review
of the purposes to keep pace with the changes
which develop rapidly.
Accountants must examine methods (continuously) for consistency with concepts relevant to
the intended use of the information —the array of
alternatives can often be materially reduced. The
information process does not exist, apart from human purposes, and does not make sense unless
viewed in the light of ends to be served'— neither
does the accountant.
SOCIAL PRESSURES

Of all the elements contained within the role of
a management accountant, society may pose the
toughest problems. Future society will be dominated by characteristics that relate to heightened
social consciousness, human values, the quality of
life, and matters of human scale. The future will
focus on concerns about human values. We will s::e
less emphasis on materialism. Technological innovation or technological progress will not be accorded the same type of general acclaim it has enjoyed in the recent past. People are much more
likely to be interested in the quality of life than in
the quantity of things.
The real impact will move in on the accountant
when managers begin to rethink and restate corporate goals in distinct and meaningful ways. Per28

haps corporate goals will have to deal with ideas —
with enduring values that reflect the quality or type
of an organization being sought by the society in
which the firm resides. Some of the people who are
coming along will not look upon profits and revenues as self- contained goals. It is possible concern
for growth in earnings per share may even become
passe.
Goals of the past, financial and product, will be
placed in proper perspective relative to social and
human values. Firms will have to adapt to the individuality that characterizes the organizational
nonconformist. Unless the management accountant
can adjust accordingly, he simply will not be a "part
of it." Specific functions which the accountant will
perform in the future, as dictated by society, have
not yet been revealed. But rest assured, they will
likely be nonquantitative, and the management accountant will be compelled to deal with them.
MORE LEARNING

The management accountant of the future will
have to understand broader and deeper concepts of
business, economics, human behavior, and society.
He must recognize fully that learning is a lifetime
effort and that education does not end with the
college degree or the Certificate in Management
Accounting. The degree and certificate are only
licenses to qualify him for further learning.
To some extent such learning should be in the
specialized areas of management accounting. However, this learning must provide for a continuing
interest in literature, economics, and other cultural
areas. This emphasis on intellectual activity must
include the important function of research. The
intelligent exploration of constantly changing needs
requires vital basic research.
Imagination and dynamism have seized the profession and its leaders. The cumulative effect of
space -age technology, world oneness, and social reawakening has placed its mark indelibly on the
direction and path of the management accountant's
role. The future role of the management accountant
will be mostly an experience in conceptualization —
in the formulation and expression of ideas.

Creativity —The Basic Tool
The management accountant who accepts his
future role will find his experience has already provided him with training in the most basic tool of
his profession —creativity.'
The importance of creativity to the management
accountant is underscored by recognizing a universal
characteristic of the management function in all
organizations: the solutions to yesterday's problems
will not solve today's. The management accountant
finds he must come up with new solutions to constant new problems. Adapting old solutions to new
problems or devising new solutions to old problems are examples of innovation. Therefore, management accountants must be innovators. However,
innovation is just another name for creativity.
If creativity is as important in helping the management accountant perform his role as all the
evidence indicates, developing an understanding of
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

creativity is imperative. Understanding creativity
will help the management accountant use it in the
effective performance of his role.

Exhibit 1
A TEST OF HOW YOU THINK

"'

The sixth definition is probably the most provocative, the most surprising, and the most specific.
It is the definition which can be the most useful
for the management accountant to understand.
Perhaps this definition was not distant from the
mind of Albert Einstein when he stated, "Imagination is more important than knowledge."
The sixth definition implies that creativity is
sinking down taps into our experiences and putting
these selected experiences together into new patterns, new ideas, or new things. Creativity is a
process of change, the development of evolution,
the organization of the subjective aspects of life.
During creativity, man manipulates external symbols or objects to produce an unusual event uncommon to himself and his environment! E. Paul Torrance defines creativity as the ". . . process of
forming ideas or hypotheses, testing hypotheses,
and communicating the results.
Most definitions of creativity seem to fall into
four categories. Creativity may be considered from
the standpoint of the person who creates, that is,
in terms of physiology and temperament including
personal attitudes, habits, and values. It may also
be explained by the mental processes— motivation,
learning, thinking, and communicating. A third
category focuses on environmental and cultural influences. Finallv, creativity may be understood in
terms of its products, such as theories and inventions.'
DO YO U HAVE IT?

Creativitv is often considered a God -given quality
possessed by a chosen few, but creativity is not a
given talent. The capacity for it is present in all
healthy people at birth though the degree differs
widely. Whether or not the creative ability within
a person will remain alive and develop to its potential depends primarily on the environment in
which he exists and his awareness of his behavior.
Current intelligence tests do not measure creative
abilities. Intelligence tests assess mainly the convergent thinking processes and do very little to
assess the divergent thinking processes of originality,
flexibility, depth of thinking, redefinition, elaboration, associational fluency, word fluency, expressional fluency, and the other characteristics of creative thinking. Divergent thinkers do not get into a
mental rut. They look at problems from many
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

•

•

Some definitions of creativity are:
1. The process of bringing something to existence
2. The production of that which would not otherwise be
3. The formulation of the whole that is greater
than the sum of its parts
4. The release of inner power into productive outer
channels
5. The production of new knowledge
6. The rearrangement of past experience

•

CREATIVITY DEFINED

"Creativity is a
process of
change..."

Without lifting your pencil from the paper,
connect all nine dots with four straight lines.
Take a minute to try it. Then look at the
solutions in Exhibit 2.

viewpoints. In the process of divergent thinking
there are alternative and conditional gnswers as opposed to single answers characteristic of convergent
thinking. Generally, intelligence tests, academic
grades, and sheer accumulation of knowledge are
poor predictors of creative potential.
Some of the basic criteria for creativity are: self actualization, originality, inquisitiveness, spontaneity, independence, confidence, enthusiasm, experimentation, insight, and success. The ability to
organize and the ability to be flexible are also important criteria for creativity. Qualities of creativity
have been identified among the slow - Teaming, the
brilliant, the average, the privileged, and the culturally deprived.
Creative people like to attempt challenging, difficult, and risky tasks; they strive to bring order out
of disorder, sense out of chaos; they seek for a
purpose. Often they will exhibit some of the following characteristics: '
1. High motivation
2. Sensitivity to problems and ability to define
them
3. Flexibility of thinking
4. The ability to redefine and rearrange
5. The ability to evaluate and synthesize
6. A strong sense of humor
7. Independence
8. Interest in the less conventional
9. A sense of adventure
10. Higher reaction to experience in terms of feeling and thought
11. Openness to experience
12. Receptivity to ideas of others
Creativity is more than a set of traits found in a
29

"Can you
come up with
ideas that
work ?"

certain group of people. Creativity is a whole way
of life.
TEST YOUR CREATIVITY
HOW

YO U A P P L Y YO UR

EN ER GY.'

Examine the major decisions you have made for a period of, say,
the past two, three, or even five years. Are you
satisfied with the results? Where could you have
done better — dramatically better? Were those decisions based on self- deception? Did you immobilize
yourself with the bromides "play it safe," "the innovator is the mistake maker," or possibly, "conforming is more comfortable ?" You may, simply,
be a victim of self - hypnosis —held back only by
your own lack of confidence.
Y O U T H I N K . Do you really know how you
think? Not how you think you think, but how you
really think. Are your thought processes based on
hunches, emotions, or logical analvses? Are your
conclusions based on who spoke to you last, what
fits in best with your preconceptions, or the most
popular current generality? Exhibit 1 presents a
simple test which may give you some idea about
how you think.
HOW

S E N S I T I V I TY.

Are you sensitive to problems, needs,

Exhibit 2
SUGGESTED SOLUTIONS

attitudes, and feelings of others? The creative person uses his eyes for observing as well as seeing, his
ears for listening as well as hearing, his hands for
feeling as well as touching.
Creative communication between individuals is
basically psychological interpretation. That is, the
"respondee" thinks about his environment and
responds to the influence of that environment.
Creative communication is the basic tool of advertising designers. One may affirm, revise, reevaluate, or eliminate an idea of activity based upon
such signals. These may be visual, audible, or
tactual.
Some simple tests which may indicate one's sensitivity are: Which shoe does your spouse put on
first? How many steps lead to your front door?
Which statesman's picture is on a ten - dollar bill?
What do your associates think of your hair style?
Do you seek other's views before establishing or
revealing your own?
F L U E N C Y . Do you take advantage of a developing
situation to use each completed step as a vantage
point for the next? List quickly as many words as
possible that express enthusiasm. You have just
learned that the President of the National Association of Accountants plans to spend a week in your
town. List quickly your reactions to this news .. .
Did your list include anything directly related to
your job?

Do you adjust quickly to new developments and changed situations? Write down
all the things you can think of that might happen
if your boss could suddenly read your mind.
FLEX IBILITY.

Can you come up with new Ideas
that work? Assuming that you were not permitted
to dispose of your newspapers, list solve unusual
uses you could put them to— starting a fire or
wrapping garbage is unacceptable.

O R I G I N A L I TY.

A T R E D E F I N I T I O N . Can you adapt or rearrange ideas, concepts, people, and things using old
things for new purposes? Assuming that your company has suffered a significant reduction in demand
for its products or services, identify the options as
you see them —in terms of corporate goals, use of
current resources, and the new market or markets
to be served.
SKILL

O F A N A L Y S I S . Can you break down a problem into its parts and relate the parts to each other
and to the whole --can you see the forest and trees?
Some people look at a problem as one big, stubborn
mass. The creative person will break a problem into
bite -size chunks. Take a few minutes to think about
the problem of establishing accounting principles.
Now, list the steps to the solution as you see them.
Next, review the barriers to implementation. If you
omitted a barrier in your steps to solution, you have
failed to sufficiently break the overall problem
down.
SKILL

Did you limit yourself within the confines of the area
occupied by the dots, as if there were a wall around the area?
This shows that we often confine our thinking to preconceived
channels. Yet the solution is easy and obvious once we leap these
self - imposed barriers. How did you think?

A BI L I TY

30

T O S Y N T H E S I ZE .

Can you combine several
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elements to form a new whole —the opposite of
breaking a whole down into its parts? Put the following scrambled words into a meaningful sentence: Accounting establishment of the Management example the of is of process the of creative
an Institute.

Once the steps of the creative process are understood, management accountants are better able to
recognize situations requiring creative thinking and
understand how to set the conditions for creative
thinking to develop.

ABILITY TO ORGANIZE. Can you plan a project,
create a design, or arrange a group of people to
accomplish some objective? Plan a new and
unusual program for expanding the educational activities of NAA. Review the plan with the Vice President of Education and Professional Development of your local chapter of NAA.
Well, how are you doing with these tests? Satisfied? Could you do better? Do you desire to improve your performance? Do you believe that developing your creative ability will improve your
performance as a management accountant?

Many people believe that significant creative output comes only from the younger person." More
often than not, however, the older person is apt
to make significant creative contributions.
Contrary to popular belief, capacity to think,
]cam, and innovate continues to grow well past
middle age. Even then, the learning rate will decline
at only about one -half of one percent a year.

Creative Thinking

1. At later age periods, there is a tendency toward
greater conservation of human resources. Consequently, there is far less waste, hence greater
utilization of vital human capabilities.
2. Activity, which is fundamental to human existence, both intellectual and physical, has much
greater directness and control at later ages.
3. Scope of life- exposure increases the amount of
wisdom which may be drawn upon by the older
person. It is this wisdom which enables the older person to avoid many of the fads and pitfalls
that so often trap the young.
4. Matured experience is essential for the possession of tenacity, willpower, and persistence required for creative achievement.
5. The older person is apt to bring better continuity of attention, sustaining interest, and motivation to bear upon tasks.
6. The mature person's richer background of experience is immeasurably advantageous in the
special technical aspects of managerial accounting. He may arrive at a creative solution to a
technical problem much quicker and with much
less risk of pursuing the wrong course of action
than the less experienced person.
7. Many younger persons tend to demonstrate a
preoccupation with status and personal advancement rather than self - fulfillment. Not knowing
what has already been tried and found wanting,
they have a proclivity for "reinventing the
wheel." The older person will pursue concepts
rather than conquests.

For years the fine arts have been viewed as the
media by which creativity can be expressed. Art,
music, drama, and literature have claimed the
greatest output of all the areas of creative endeavor
in this country. This is probably because creative
endeavor has been more readily accepted by the
public in these areas, and more people who have
been identified as creative have directed their output into these fields. However, creativity can be
developed in all aspects of living —yes, even in management accounting.
Creative thinking is inventive thinking. It explores novel situations or reaches new solutions to
old problems. It may also result in thoughts original
to the thinker. Creative thinking is individual and
involves the steps referred to as the creative process.
The creative process is divided into four stages:"
1. Preparation —find out about the problem situation and gather pertinent data
a. Locate the problem or problems by searching
for situations in need of change
b. Gather, assemble, and analyze all relevant
data
c. Define the basis or critical problem
d. Break down the relevant data into bite -size
chunks
2. Incubation — interval between the time when a
person has completed "preparation" and the
time when a good idea comes to him
a. Pause
let up to invite illumination and
to reflect ...
b. Let ideation work its way — piling up alternatives by the formation of ideas
3. Illumination —the appearance of a good idea or
good solution to the problem
a. Synthesize the pieces (ideas) together
b. judge the resultant ideas — eliminate those
which do not contribute to the task at hand
4. Verification —the process of trying out and testing the good idea
a. Watch it operate in a pre - implementation
environment
b. Implement and watch it operate —post- testing
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Creative Thinking and Age

"... creativity
can be developed in all
aspects of
living..."

AGE MAY BE AN ADVANTAGE

The older person is often capable of optimal
performance because of his age:

SOME EVIDENCE

Plato did his best teaching after he reached 60;
Noah Webster wrote his monumental dictionary at
70; Alexander Graham Bell perfected his telephone
when 58 and, when past 70, solved the problem of
stabilizing aircraft balance; Bernard Baruch, at 76,
formulated the Baruch Proposals for international
contol of atomic energy.
The worth of older employees has been substantiated by a number of creativity development programs in major organizations. Analysis of the results of many of these programs has shown:
31

"Avoid conformity as
often as
possible."

1. The highest post- training test scores were
achieved by those over 40.
2. The greatest positive response to creativity
training was achieved by those over 40, 146
percent.
3. In the practical application phases, fully 80 percent of the "most workable and worthwhile new
ideas" were produced by those over 40.
"W HAT DOTH HINDER ?"

Only two things can effectively keep older persons
from performing worthwhile creative tasks, negative
attitudes and failure to try. It should not be too
difficult for enlightened older accountants to eliminate these two factors and thereby help themselves
and their organizations— indeed, all society.
There is every sound reason for the mature management accountant to realistically anticipate making greater and greater use of his intellectual equipment, for the equipment is equal to the task.
Develop Your Creativity
One of the most significant conclusions derived
from research into the field of creativity shows that
creative imagination can be deliberately developed.
However, creativity is seen as proceeding from the
inside out rather than as proceeding from the outside in. It is fostered by openness to life experiences
and problems rather than by memorizing facts and
predetermined concepts.
Since creativity is all individual matter, the development of creative abilities is centered within
the uniqueness of one's self. Instead of copying
what another creative person does, a person must
establish behavior patterns of his own. Uniqueness,
which has been the success of many daring people,
is basic to the development of creativity. The thing
that makes creativity develop is the degree to which
a person can take basic principles and translate
them into unusual, different, and original acts of
behavior. Methodology under this concept is not
fixed. Therefore, to a great extent, the approach to
developing creativity becomes, simply, a matter of
attitude — mainly, a desire and conviction to become more creative.
Certainly, there are some blocks to the development of creativity. Many of the environmental
stimuli (intellectual conditions, physical conditions,
psychological conditions, social conditions, educational conditions, etc.) which form a wall around
our very being, place restraints upon the range of
our behavior. However, this wall is held in place
to a great degree by one's self - placed footings —
they are movable.
We know there are techniques for improving
(memory, such as repetition, association, or writing
things down. There are techniques for improving
vocabulary, such as learning a certain number of
words each day. By practicing courtesy we become
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courteous. There is a basic similarity in all these
techniques — practice. And that is exactly how creativity can be improved. Practice using your creative energy to develop it and learn to apply it
better. Here are a few specific suggestions:
1. Apply the principle of deferred judgement.
Think things out until the very thing which
you are thinking about convinces you of its
true merits. Do not jump to conclusions.
2. Carefully identify and define problems. Make
sure the problem really exists. Locate the prime
problem and separate this problem from all
others. Narrow all broad problems into specific
subproblems.
3. Allow problems to incubate for a period of
time.
4. Practice brainstorming often. Let your imagination roam freely. Take a look at every idea,
even the absurd ones. Ask yourself questions
stressing new uses, adaptation, modification,
magnification, minification, substitution, rearrangement, reversal, combination, etc.
5. Continually estimate the reliability of all data.
Is it fact? Opinion? Hunch? Be objective —
test all data and decisions.
6. Avoid conformity as often as possible. Dare
yourself in a sensible manner (as opposed to
sheer foolishness).
7. Seek exposure to the provocative ideas of others.
8. Gain personal experiences in professional activities ( e.g., NAA) .
9. Participate in formal education to provide an
organized and systemized expansion of experiences ( e.g., CEP, LEAP) .
10. Be sensitive to your entire environment.
Conclusion
We are faced as never before with a world of
vastly complex problems and few able solvers. If
there was ever a day for more creative management
accountants, this is the beginning of the day. When
high seas are raging it is no time for changing ships.
For survival, the management accountant must
ride in the boat of his imagination through the
shock waves of change! Perhaps today's management accountant needs to chart a new course.
Wa lte r B. M c F a r la n d , Concepts For Management Accounting,
Na tio n al Associatio n of Acc o u n tan ts, Ne w Yo r k , 1966, p p . 2 -3.
William A . Bo cch in o , Management Information Systems, Pren tice Ha ll, In c. , E n g lew o o d C lif fs , N . J . , 1972, p . 46 .
s M c F a r la n d , O p . Cit. p p . 4 -5.
' T h i s sectio n is basically in sp .red an d occasio n ally ad a p t e d fr o m
Bo cch in o , O p . Cit. C h a p t e r Th r e e .
' G e o r g e K . K n e lle r , The Art and Science of Creativity, H o lt ,
Rin e h a r t a n d W in s t o n , In c . , N e w Yo r k , 19 66 , p . I.
9 Sid n ey J . Part ies an d H o w a r d F . H a r d in
Source Book For
Creative Thinking, Ch a r le s S c r b n er ' s S o n s , 1 V e w Yo r k , 1962, p . 32.
1 Kn e lle r O p .
Cit. p. 3.
9 Th is list was ad a p t e d fr o m Ja m e s A. S m it h , Setting Conditions
for Creative Teaching in the Elementary School, Ally n an d Bac o n ,
In c. , Bo sto n . 1966, p . 77.
9 T h e fo llo win g tests a r e ad a p t e d fr o m Bo c ch in o , Op. Cit., pp.
48 -50.
1" Pa r r ie s a n d H a r d in g , O p . C if . p . 194 -195.
Th is sectio n is ad a p t e d fr o m J a c k W. Ta y lo r , " A g e a n d Cr e a 11
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A THREE -PART
TRANSFER PRICE
The 'three -part transfer price' simply says in effect that, if this
utility is so great, why not embody it in accounting systems
concerning the assignment of costs among the various divisions
of the firm.

By Richard E. Vendig
If a business entity buys and sells both internally
and externally, the problem of planning and evaluating its operations becomes extremely complicated and complex. A workable arrangement for
pricing the intermediate goods and services transferred from one segment (division) of a company
to another becomes necessary so that responsibility
may be fixed. The practice is referred to as transfer
pricing, and it usually makes use of the profit- center
concept.
The following case is presented as a basis for
evaluating several alternative methods of transfer
pricing. Based on the weaknesses of the alternatives
discussed, a method is proposed which entails a
modification of the full -cost approach to transfer
pricing. This method would operate in a negotiated
environment and would enhance meaningful interpretation of performance evaluation and the control functions of a firm.
Case Study
Bill Powell, the General Manager of the International (distributing) Division of Hawlsey Drug
Company, finds himself faced with an extremely
difficult competitive situation in Argentina. A Japanese competitor is underpricing him on his major
product Alzan (sold in pill form) in the Argentine
market, and he is faced with the total loss of all
Argentine sales for this product.
Alzan is manufactured in one of the company's
U.S. plants, from which the International Division
purchases them. The plant, however, is an integral
part of one of the domestic divisions of the company.
Bill's problem, as he sees it, is a matter of meeting his competitor's price. Alzan and the Japanese
competitive product are basically equal from the
point -of -view of quality and performance. Delivery
and credit terms are also similar. The basic financial
facts are as follows: Alzan is priced at $1.00 per
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

gross whereas the Japanese pill is priced at $.60 per
gross. The annual marketable volume is 5,000,000
gross plus an estimated 15 percent annual growth
factor, and the manufacturing cost (including
transportation) is $.70 per gross.
Bill's initial reaction to this situation was that he
could not afford to meet the competitive price of
$.60 (since his division would then show a loss of
$.10 per unit) and would have to drop the product.
He then remembered, somewhat vaguely, a discussion he got involved in while attending an executive
development program. The discussion revolved
around the idea that manufacturing costs were best
thought of as consisting of two separate components, i.e., fixed and variable. The fixed costs were
then described as a "kind of handicap" which a
company tried to overcome by generating a sufficient profit contribution, i.e., the difference between sales and variable costs.
Bill wondered if these concepts might be applicable to his situation. As the result of a cable to
the company's main office in Atlanta, Bill found
that the company did not charge separate variable
and fixed costs to individual products. However, a
cost analvst estimated that $30 of the $.70 per
gross manufacturing cost represented fixed costs.
Based on the variable costs of $.40 per gross there
was a potential for a fixed cost and profit contribution of $.20 per gross if the competitive price was
met. With these facts in hand, Bill went to Atlanta
to discuss his problem with the headquarters pricing
staff.
In Atlanta, the pricing staff agreed that the company's other products could cover fixed costs and
that capacity was available for the forseeable future
to produce sufficient amounts of Alzan. They also
agreed that the competitive price had to be met.
Bill Powell went home satisfied that he could retain
his Argentine Alzan business at a price which would
be profitable to the company.
A few months later, Bill noticed that reports
concerning the profitability of South American sales
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"The environment in this
case is a
contributing
factor . . . "

were getting worse and worse. He could not understand this, since everything seemed to be going well
from a volume and cost point -of -view. He decided
that he had to uncover the causes of his poor showing, so he started to take apart the profit report for
South America. To his surprise, he found that the
headquarters accounting staff was still charging his
Argentine sales of Alzan with a manufacturing cost
of $.70 per gross rather than $.40. His anticipated
contribution of $.20 per gross was, in effect, turned
into a loss of $.10 per gross. An expected annual
fixed cost and profit contribution of $1,000,000
($.20 X 5,000,000 gross) was being turned into a
loss of $500,000 ($.10 X 5,000,000 gross) by a
group of accountants.
In this case, the major problem centers on the
mistaken concept that a course of action which is
profitable for the total company will automatically
appear profitable from the standpoint of the manufacturing division or the distributing division. The
environment in this case is a contributing factor
because the divisions have no available competitive
markets for products bought from or sold to other
divisions in the company. Thus, since no market
values exist, transfer prices must be based upon
costs. These factors can cause confusion.
Specifically, the accountants and executives of
the company disregarded the very basic nature of
fixed costs and treated them as variable costs. Thus,
to Bill Powell, this treatment of fixed costs by the
accounting department (1) distorts the profit picture of the Argentine segment and (2) destroys
the credibility of accounting data in his eyes.
Exhibit 1
FULL -COST TRANSFER PRICE
Sales
5,000,000 @ $.60
Costs:
Manufacturing
5,000,000 @ $.70
Marketing
Variable
5,000,000 @ $.002
Fixed

$3,000,000

$3,500,000

10,000
5,000

3,515,000
$ (515,000)

Division contribution

Exhibit 2
VARIABLE -COST TRANSFER PRICE
$3,000,000

$.60

@

Sales
5,000,000

@

@

Variable costs:
Manufacturing
5,000,000
$.40
Marketing
$.002
5,000,000

$2,000,000
10,000

2,010,000
990,000

Marginal contribution
Fixed costs:
Marketing

When fixed costs are unitized, as was done in this
case, there is a tendency to regard them as variable.
They tend to lose their trait as a "handicap." If
fixed costs were not unitized and were treated as
fixed ( i.e., a lump -sum handicap rather than a variable amount per unit), the Argentine sales could
have been planned accordingly. As it is, this segment shows only a "division contribution" of minus
$515,000. (See exhibit 1.) These concepts are most
important not only for planning, but also for performance evaluation. By unitizing fixed costs to
derive a full -cost transfer price, not only does the
distinction between fixed and variable costs become
obscure, but the application of incremental analytical techniques also becomes difficult.
Although the fixed costs of the manufacturing
division are treated as variable costs by the distributing division, they still remain as fixed costs
to the entity as a whole. This inconsistency can
lead to sub - optimal decisions. The distributing division manager will only buy the intermediate product
if the final sale price is great enough to cover the
transfer price plus any additional costs he may
incur. The total effect from the transaction may
actually increase total company profit, but the full cost transfer price would conceal this fact. An additional defect of the full -cost transfer price is that
no element of profit is considered for the producing
unit. This tends to negate the profit center concept, especially where the producing division transfers a significant part of its output.
Variable -Cost Transfer Pricing
The apparent logical alternative to full -cost transfer pricing is the use of variable costs only.' In this
way the performance report of the distributing division would report profits that were measured in
accordance with the same profit contribution concept which was used to make the decision to meet
the $.60 competitive price. Bill Powell could then
say, "I made a sound and profitable decision and
the Accounting Department reported the facts
properly." Exhibit 2 shows how the variable -cost
method of transfer pricing would be reflected in
divisional profit calculations.
Unfortunately, the variable -cost method places
too much emphasis on the short -run, as indicated
by use of marginal contribution ideology and the
absence of a charge for fixed manufacturing costs.
With the variable -cost method (except for the distributing division which sells its output to outside
customers), all divisions involved with intracompany transfers are effectively regarded as being cost
centers. The resulting defect is similar to the one
with regard to full -cost transfer pricing, where the
producing division shows no element of profit in
the transfer price. Under the variable -cost method,
the problem is exaggerated since neither profit nor
fixed costs are considered in the transfer price.
Two -Part Transfer Price
The domestic division which manufactures Alzan

5,000

See Gordon Shillinglaw, Cost Accounting: Analysis and Control,
Revised edition, Richard D. Irwin, Inc., Homewood, Ill., 1967,
p. 824.
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$

1

Division contribution

985,000
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Two -part transfer pricing is essentially the same technique recommended by C. F. Schlalter for the distribution of service department costs to producing departments. See his Advanced Cost
Accounting Chapter 2, John Wiley and Sons Inc., New York,
N.Y., 1939. Shillinglaw, Op. Cit., pp. 834k36 and Solomons,
Divisional Performance: Measurement and Control, Research
Foundation of FEI, 1965, pp. 198 -205 have done much in recent
to popularize the two -part transfer price.
Tears
Shillinglaw, Op . Ci t., p. 689.
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"The transfer
price now
includes
variable
cost..."

Exhibit 3
TWO -PART TRANSFER PRICE
$3, 000,000

$.60

@

Sales
5,000,000

@

Variable costs:
Manufacturing
5,000,000
Marketing
5,000,000

$. 40
$.002

$2, 000,000
2,010,000

10,000

Marginal contribution
Fixed costs:
Manufacturing
(lump-sum transferred)
Marketing
Division contribution

990, 000

1,500,000
5,000

1,505,000
$

I

from the planned average operating level as specified by the designers, the managers of the divisions
involved should determine via negotiation the proportion of fixed costs to be assigned to transferred
items. The designer's planned average operating
level or an estimate of the average capacity should
act as a focal point for meaningful negotiation.
Otherwise, the managers of the buying and selling
divisions may start negotiations at extremely divergent amounts.
To prevent the distributing division from treating
these fixed costs as variable costs, they should be
included in the transfer price as a lump -sum payment. By being included as a lump -sum payment,
fixed costs maintain their characteristic nature of
being a "handicap" which must be overcome by a
profit contribution. To add emphasis to the "handicap" nature of the fixed costs, they could be transferred at the beginning of each operating period on
a budgeted basis. If monthly or quarterly statements
are desired, the annual fixed cost charge could be
treated as an amortizable deferred charge.
The transfer price now includes variable costs at
standard (so as not to transfer the efficiencies or
inefficiencies in the manufacturing division to the
distributing division) and a lump -sum payment representing a portion of traceable budgeted fixed costs
(based on the expected average operating level of
the manufacturing division and the expected demand of the distributing division). The latter is or
should be determined as a part of the annual
budgetary process in negotiation between buying
and selling divisions and, after negotiation, represents a committed cost to the distributing division.
In Exhibit 3, both short -term factors (variable
costs) and long -term factors (fixed costs) are considered. An evaluation of a division's performance
could therefore be made for either context or even
for both simultaneously. Within any planning period it is possible to make knowledgeable decisions
on a variable cost basis, since the fixed costs are
committed ( i.e., Bill Powell would have met the
competitive price in the short run, since he already
was committed to the fixed costs). For decisions
beyond the current planning period, the segments
have information for making long -term decisions

@

would justifiably feel disadvantaged if the international distributing division paid only a variable cost
of $.40 per unit for products which required the
incurrence of fixed manufacturing costs. On the
other hand, Bill Powell seems to be on the right
track when he asks for recognition of the distinction
between variable and fixed costs in measuring profitability. A two -part transfer price,' consisting of the
standard variable cost to manufacture plus a lump sum share of fixed manufacturing cost, could accommodate both divisions. The two -part transfer
price could engender long -run and short -run divisional decision - making which would be simultaneously beneficial to the divisions as well as to the
company as a whole.
Variable costs are directly related to production
and should be a part of the transfer price. Since the
distributing division has no control over the efficiency or inefficiency of operation of the manufacturing division, its profit performance within the
company should not reflect efficiencies or inefficiencies of the selling division. Therefore, only variable costs at standard should be included as part of
the transfer price. Including variable cost at standard
rather than at actual in the transfer price would
tend to motivate the manufacturing segments to
operate as efficiently as possible in order to produce
a favorable variance and favorable evaluation in
terms of variable costs.
Fixed costs, on the other hand, tend not to vary
with volume and represent the amount of capacity
employed in the manufacture of the item or the
ability to produce it. From the standpoint of the
manufacturing division, if another division desires
to purchase the item, it is only reasonable that it be
charged for a proportion of the capacity costs incurred. But what measure of capacity would be fair
to the interested parties? First, the distributing division would be willing to include in the transfer
price a proportionate amount of the capacity costs
directly traceable to the item, but the allocation of
non - traceable fixed costs would have to be accomplished on an arbitrary basis. The manager of
the distributing division would not want costs included in the transfer price which were not truly
attributable to the item. Second, both divisions
would want a measure of capacity which is realistic.
As a guideline to arriving at a fair measure of capacity. Shillinglaw' suggests referring to the average
operating level assumed by the designers when they
were considering how large to construct the plant.
Actual capacity could then be established as a percentage above or below this design norm, based on
a practical assessment of de facto utilization. Traceable fixed costs would be assigned in terms of a
proportion of budgeted traceable fixed costs equal
to the ratio of capacity used or budgeted for the
transferred items.
If current average expected use materially differs

(515, 000)
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To enhance the two -part transfer price, a charge
for the use of capital employed should be included
in the transfer price. This creates a three -part
transfer price.
Assume that capital employed can be attributed
to the Argentine market as follows:
The capital employed directly in the Argentine
market is $50,000.
The Argentine market's share of capital employed in the manufacturing division is $100,000.
With a 10 percent desired return on capital employed, the charge for the use of capital is 10 percent of $150,000 or $15,000. Although top management sets the rate of capital charge, the users
of capital determine the amount of capital employed in essentially the same manner as the lump sum charge for traceable fixed costs. Thus, the
capital charge should be considered traceable.'
Exhibit 4 illustrates how the three -part transfer
price can be included in a divisional income statement. Exhibit 4 is the same as Exhibit 3 down to
the "division contribution" line. At that point, the
"Capital charge" is deducted in order to yield the
"Division residual income" which can best be described as division earnings or loss in excess of the
desired return on the assets used in generating
those earnings. The three -part transfer price thus
keeps separate the three distinct parts of a transfer
price which can be exceedingly useful in evaluating
both long -range and short -range situations.
Bill Powell and others in similar situations would
still have a problem if their efforts were to be
evaluated solely in terms of absolute values, such
as the negative "Division contribution" or "Divisional residual income." To offset, and perhaps
' A capital charge based on traceable assets employed is used to
avoid arbitrary allocations of non - traceable assets employed. Further research may be needed in this area of determining how, if
at all non - traceable costs and assets should be included in the
capital charge via, for example, a required rate of return which
is higher than the desired rate of return for the firm as a whole
which includes all non - traceable costs and assets.
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Conclusion
Practically every knowledgeable accountant and
manager today recognizes the utility of a distinction
between variable and fixed costs and perhaps also
the utility of a charge of the use of capital. The
three -part transfer price simply says in effect that,
if this utility is so great, why not embody it in
accounting systems concerning the assignment of
costs among the various divisions of the firm. The
basic nature of each element of cost will not be
obscured and, if fixed costs are assigned to using
divisions in lump -sum amounts, the often heard
comment, "You are ignoring fixed costs" will be
eliminated.
In using a three -part transfer price, distributing
divisions would be satisfied as long as appropriate
recognition is given to the basically distinct cost
categories, and especially if performance is evaluated in terms of variances from budget. Manufacturing divisions would also be satisfied, since
they would be given appropriate credit for costs
incurred including an element of profit via a capital charge. Management and accounting systems
specialists also would be satisfied, since the three part transfer price inclines divisions toward appropriate considerations of long -run and short -run
facets of decision- making.
❑

EXHIBIT 4
THREE -PART TRANSFER PRICE
Sales
5,000, 000

$3, 000,000

$. 60

Variable costs:
Manufacturing
5,000, 000
Marketing
5,000,000

$.40
$. 002

$2,000,000
2, 010, 000

10,000

990,000

Marginal contribution
Fixed costs:
Manufacturing
Marketing

1,500,000
5,000

1,505,000
(515,000)

Division contribution
Capital charge - 10 %:
Manufacturing
Marketing
Division residual income

10,000
5,000

15,000
$

A Three -Part Transfer Price

eliminate, such a problem, the three -part transfer
price should be coupled to a schedule of relative
values, such as variances from budget, for performance evaluation purposes. Managerial decisions
that result in minimal or negative profitability will
be judged less harshly if the background to or reasons for the decision are apparent.

@

because fixed costs are shown separately (i.e., Bill
Powell would have good information to use in
long -term decision making).
The distributing division will be able to avoid the
lump -sum charge only if it decides that it will not
buy. Howevq, once the commitment to buy is made
via the budgetary process, the fixed costs should be
considered committed for the entire planning period. The variable costs, on the other hand, would
be considered avoidable only by altering plans with
sufficient notice during the planning period. With
sufficient notice, and an opportunity to find alternative uses for the unused capacity, some or all of the
fixed costs could be accounted for.

@

distributing
divisions
would be
satisfied..."'

@

"...

(530,000)
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ASSESSING INFORMATION
SYSTEMS PROJECTS
The recognition by management that information for decision making purposes is a desirable resource has had a profound
influence on many organizations in recent years.

Most organizations have not controlled their expenditures for EDP installations and improvements
as well as they have for other capital outlays. In
many instances the only follow -up to evaluate the
effectiveness of EDP systems is performed by the
same individuals responsible for recommending and

location decisions. First, there is the relatively long
period of time from the initial conception of a
major systems project to its ultimate use. Second,
the total development cost of a computer -based
system is often extremely high; and third, future
benefits are frequently non - quantifiable at the time
the project is approved — even after the system
becomes operational. As a result of these combined

de v e l op i n g th e sy st e m . As sy st e m s ex p e n di t u r e s c o n -

factors, a need exists for effective mechanisms that

tinue to dramatically increase for most companies,
the evaluation of the effectiveness of the resources
being spent becomes increasingly important. We
believe this evaluation can be greatly improved
through the use of an independent review group.
In this article, two control tools are suggested as
contributions to information systems development
which are intended to upgrade the quality of project control. The first control tool, a key point systems review, parallels the life cycle of the project
and encourages serious continuous review of the
project by an independent review team at key decision points. It is the intent of these reviews to
increase the quality of systems development and
decision making of large systems projects. The
second control tool, a post- completion systems review, focuses on the economics of the project and
its operating efficiency and effectiveness after it has
been completed. The outputs of the review can be
current corrective action, motivation of personnel,
and valuable inputs for future systems decisions.

provide adequate control over each project in the
early stages as well as after the project has been
completed.
The purpose of this article is to examine two
types of potentially significant management controls
for assisting managers in assessing the adequacy of
information systems projects and the validity of cost
and benefit estimates and achievements. Based on
the research data we have collected from internal
audit and systems personnel, systems development
performance can be upgraded with the help of adequate project controls!
The first control is the periodic examination and
analysis of a project during its development stages
by independent reviewers. This control, called a
"key -point review," is an extension of management
reviews at the completion of key phases in a project's development. As will be demonstrated shortly,
a major project passes through several basic phases.
At each phase there are decision points at which
management may decide to continue or alter the
project. See Exhibit 1.
A second control is the "post- completion systems
analysis." This analysis compares the results of a
completed systems project to the plans specified
throughout the project's development. Analysis of
development and operating costs, of benefits obtained, and of operating effectiveness is made after

By Harold M. Sollenberger and Alvin A. Arens

Unique Aspects of Systems Projects
The recognition by management that information for decision- making purposes is a desirable resource has had a profound influence on many
organizations in recent years. The most apparent result has been the substantial expansion of expenditures for systems development, implementation,
and operation, especially for firms with computer based information systems. For most large systems
projects there is also a need for different controls
than are generally required for other resource alMANAGEMENT ACCOUNTING /SEPTEMBER 1973
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the project is in operation. Results of the review
are prime inputs for future project planning and
prompt management action on current problems.
See Exhibit 2.
Key -Point Review
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A commonly accepted approach to systems control is the concept of the periodic assessment of a
system in progress by management! Management
evaluates the project at key points and decides
whether to continue the project as originally
planned, modify some aspect of it, or abandon it.
As mentioned, the phases of a systems project
and the major points where management review
occurs is shown in Exhibit 1. It should be kept in
mind that the phases differ from firm to firm and
even from project to project within a given firm.
Although periodic assessment of projects by
management is desirable, an independent review of
the data before it is used for decision - making adds
to its usefulness. A major problem encountered in
any decision - making data submitted to management
is the potential bias inherent in the information. If
systems personnel submit periodic progress reports
on current systems projects to the responsible line
managers, there is a natural tendency to bias the
project data. The result of biased information being
used for decision - making is the inefficient allocation of the firm's resources. The periodic independent analysis of the project by independent reviewers is intended to eliminate the bias. In Exhibit 1,
this function is shown as a key -point systems re-

Exhibit 1
SYSTEMS DEVELOPMENT PHASES WITH
A KEY — POINT SYSTEMS REVIEW
Idea
origination

Feasibility
study phase
` \

operation
phase

\ \
Decision
point 1

\ \
—_

\

Key point
systems review
Basic
systems
design phase

_

—

Decision
point 4

Ilk,

\

\

\ \
I mpl e me n t a t i o n
phase

I
Decision
point 2

\
Decision

Detailed
syst a
design phase

point 3

view. The review should take place immediately
prior to each of the four major decision points.
KEY -POINT SYSTEMS REVIEW GROUP

Under a key -point review, a team which could
be called the "key -point systems review group"
evaluates important factors relevant to that review
point, including the reasonableness of projected
benefits and costs, and reports the results of systems development efforts to the affected managers.
Management then uses the findings in the review
along with other progress reports in evaluating the
project. The major responsibilities of the review
group are:
1. An independent assessment of the realism of
the project's completion costs and obtainable
benefits
2. Reporting on the adequacy of the data quality
and the system of internal control
3. Uncovering early indicators of needed corrective
action or major revision in a project in progress
4. An independent verification of the reliability of
the actual costs and benefits to date in the project as compared to the budgeted levels
5. Timely evaluation of project development personnel
KEY REVIEW FACTORS WITHIN EACH PHASE

A brief explanation of the major activities of
each phase and the critical considerations reviewed
at each key -point shown in Exhibit 1 will more
clearly demonstrate the role of the systems review
group at each point. The development of the system, depicted in Exhibit 1 by the rectangles, is
performed by systems personnel. Th e four management decision points, depicted in Exhibit 1 by
the diamonds, are based on key -point reviews which
are performed by the team of independent assessors. Their reports, as well as the regular systems
department reports, go to management which makes
the decision to accept the project as it stands,
modify it, or abandon it without further development.
I D E A O R I G I N A T I O N . W h i l e n o t a formal stage as
such, this phase serves to crystalize thoughts and

disc u ssi ons

into

a

for ma l

re qu est

for a ssi sta nce

from a data user to the systems staff. One prime
source of ideas can be the post- completion analysis
of a recently completed information system, but
there are also many other sources for suggestions of
new systems projects.
F E A S I B I L I T Y S T U D Y . I n this stage, the systems project's scope is defined, preliminary economic analysis
is performed, and a tentative project plan is laid
out. At the end of this phase the first key -point review is performed. This review is generally the most
critical of all, since a commitment by management
at Decision Point 1 will probably lead to major expenditures of time and money. Some of the major
T This m e th o d of assessingg systems p ro jec ts is ex a m in e d in
Managq ement Conerof of ln lo r m a l io n Systems by Harold M .
So llen b e rg erN, e wp uYo
b lish
by. 1971.
th e Na tio n a l Asso ciatio n of Accountants,
r k , edN . V

88

M A N A G E M E N T AC CO UN TIN G /S E PTEM BE R 1973

BA S I C D E S I G N S T A G E . In this phase, the system is
analyzed and developed to the point of specifying
equipment needs and operating methods. If a
project is approved by management at Decision
Point 2, equipment expenditures are made and detailed work on the project is begun. Major systems
changes are unlikely after a project has been approved at Decision Point 2. As a result, an intensive key -point review is desirable before this decision point. Potential modification of the system
to improve the benefits and reduce the costs should
be discussed. This includes challenging the type of
equipment being proposed as well as the methods
of using the equipment. Finally, an initial review
of the adequacy of the internal controls in the system is performed at this point.

From a Systems analysis
viewpoint, the major activities in this phase are programming and testing computerized parts of the
new system and making preparations for implementation of the new system. The key -point review
continues its assessment of the forecasted costs and
benefits of the emerging project. Obviously, as work
progresses, development costs become much clearer.
Operating costs and expected benefits can be more
accurately forecasted. Another task at the end of
this phase is to determine the adequacy of implementation preparations. The preparations include
user personnel training, user and systems documentation, and accounting and other data processing controls. At the completion of this phase, the
system should be technically ready to operate successfully and the key -point review tests this assertion.
D E TA I L E D S YS TE M S DE SI GN .

This phase IS self- explanatory.
The new or revised system is placed into operation,
frequently in a dual environment with the prior
system. The prime function of the review at this
point is to certify that the system is running with a
sufficiently high level of technical and user efficiency that the firm can depend on it. In addition,
key -point review personnel may recommend improvements in the system to increase the system's
cost - effectiveness.

1. The technical competence to perform the review
2. Independence from the persons responsible for
information being reviewed
In addition, persons performing the review must be
willing to enthusiastically perform the function,
personnel in systems must endorse the idea of ongoing reviews, and management must support the
efforts of the review personnel.
Although there are different combinations of personnel who could perform an adequate analysis of
systems projects, there are compelling advantages in
including representatives from at least three distinct
groups. A person should be included from systems
design, from the user area for which the system is
being developed, and from the internal auditing
staff.
D E S I G N E R . One or more competent individuals from systems design must be included to
provide adequate technical ability throughout the
review. A considerable portion of the key -point review will involve technical aspects of systems development. This requirement must be met by someone with an adequate background in analyzing and
developing systems. In addition, the likelihood that
systems development personnel will fully support
the review function is greater if their point of view
is represented.

S YS TE M S

R E P R E S E N T A T I V E . A representative from the
user area where the project is being developed is

US E R

Exhibit 2
SYSTEMS DEVELOPMENT PHASES WITH
A POST — COMPLETION SYSTEMS ANALYSIS
Idea
origination

Post —
completion
systems
analysis

IMPLEMENTATION.

The formal acceptance of the system
by user management and systems operations signals
the start of the last phase. The task of systems review and evaluation now shifts to the post -completion systems review group to compare results
with expectations.

"Potential
modification
should be
discussed."

/

i

factors which should be evaluated by the review
group at this state are the reasonableness of expected benefits and planned costs, the impact of
the proposed system on other data systems and
controls, and the influence of the project on corporate operating policies.

Feasibility
study phase

I

1
Operation
phase

Decision
point 4

I
I
1
1
I
1
1
1
1
1
1

Decision
point 1

1

OP ERA TIO N .

KEY -POINT REVIEW PERSONNEL

If key -point reviews are to be successful, it is important for the persons performing them to possess
two primary qualifications:
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Basic systems
design phase
Implementation
phase

Decision
point 2

Decision
point 3
Detailed
systems
design phase
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also necessary to assure that the users' needs are kept
foremost in mind throughout all development
phases. The characteristics of user area activities,
the personnel, and the impact of the proposed information systems can best be evaluated by a
user area member. The user area's confidence in the
systems development task can also be raised by
channelling inputs through the review group.

"The post completion
analysis
can be viewed
as a feedback
link..."

There are several reasons why
the internal audit staff is in a unique position to
take part in the systems evaluation. One reason' is
the well - established precedent and history of independence that internal auditors possess. Second,
many of the qualifications needed for systems
analysis are similar in nature to those necessary for
financial and management audits traditionally performed by internal auditors. Since internal auditors
are generally more familiar with the concept of
auditing than anyone else in the firm, this knowledge can play an important role in the review of
systems projects.
It may also be desirable to include someone
from management on the key -point review group.
The ultimate success of the key -point review will
likely depend upon its ability to effectively communicate with management, systems developers,
and systems users.

INTERNAL AUDITOR.

fs

Post-Completion Systems Analysis
A major shortcoming with the review suggested
in the key -point project evaluations is the failure to
compare the actual results of the completed project
to the original expectations. The ultimate success or
failure of a project depends upon the actual results
achieved after the system is put into operation. The
control feature we are recommending to accomplish
this is the post - completion systems analysis.
THE FINAL LINK IN THE CONTROL CHAIN

The post- completion analysis can be described
as the independent review and analysis of an implemented EDP system, which compares and evaluates
the expectations that existed before the project was
approved with the results actually achieved. The
most important result of the analysis is the isolation
of differences between planned and actual benefits
and costs, as well as reasons for the deviations.
The post - completion analysis can be viewed as
a feedback link for future action by management
and system developers. This link is illustrated in
Exhibit 2. The most important difference between
Exhibits 1 and 2 is the addition of a specific provision for benefiting from the experience of having
completed a project. This change can have a potentially significant impact in systems development.

Exhibit 3
EVALUATION OF DEVELOPMENT AND
OPERATING COSTS

Were development and operating costs
for each phase fully budgeted and
approved at each decision point -particularly at decision point 1?

What were actual
development costs?

What caused differences
between estimated and
actual costs?

Project
start

Feasibility
study
phase

Decision
point 1

E
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Basic
design
phase

Decision
point 2

Where cost estimate updates and
alternatives evaluated and
reviewed at each decision point?

Detailed
design
phase

What are actual
operating costs?

Decision
point 3

Implementation
phase

Decision
point 4

Operation
phase

Post
comple
Lion
review

What cost reducations could have been
obtained if better planning and control
had been done and could be obtained if
changes are made now?
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The analysis should be greatly affected by the
activities of the key -point review. If an intensive
key -point review is performed, the post - completion
analysis is a much easier and more highly structured examination. On the other hand, for some
projects, only a post - completion review might be
performed. This would be a desirable approach
for projects of a short duration or low cost.

MOTIVATE AND CONT ROL PERSONNE L. The Iealization by systems personnel that their forecasts will
ultimately be compared to the actual costs and
benefits if the project is approved acts as an important inducement to prepare reliable projections.
Those responsible for deciding which projects are
approved are likewise encouraged to consider the
relevant facts before making a decision when they
know their decisions will be reviewed and tested.

" The primary
goal ... is to
impr ove future
estimates..."

PURPOSE OF POST - COMPLETION ANALYSIS

The usefulness and applicability of a post -completion analysis can be demonstrated:
FUT URE DECISIONS. Feedback about the
results of previous forecasts and decisions is a useful means of improving the skills of the personnel
responsible for forecasting costs and benefits of
systems projects. In addition, future projections
can be improved by the elimination of systematic
bias, the inclusion of costs and benefits that were
previously overlooked, and the development of
more reliable forecasting techniques.
IM PROV E

If the analysis takes
place reasonably soon after the system is operating
normally, it is feasible to make alterations in the
system before excessive costs have been incurred.
Even later, improvements in the benefit -cost ratio
are reasonable expectations from a carefully conducted post - completion review.
CORRECT PAST INE FFICIE NCIE S.

EVALUATE PERSONNE L. Since the ultimate success
of an EDP system is dependent upon the quality
of the personnel responsible for designing, implementing, and operating the system, it is important
that information be derived which provides management with a basis for making this evaluation.
Each of these purposes emphasizes positive future improvements in the organization rather than
past events. The success of the post- completion
review of a systems project hinges on its impact
on future actions. A desirable approach to the review is to analyze the costs of the project, the
benefits achieved, and the adequacy of the decisions made during the active phases.

ANALYSIS OF COSTS

The primary goal in the analysis of costs is to
improve future estimates and decision - making by
determining the reasons that actual costs are different from projected costs. Exhibit 3 illustrates a set

Exhibit 4
EVALUATION OF BENEFITS ACHIEVEMENT

Were estimated benefits fully
defined at each decision point -particularly at decision point 1?
What actual benefits
were obtained -- both
tangible and intangible?

What caused differences
between estimated and
actual benefits?
Did user management
develop and agree to
benefits estimates?

Project
start

Feasibility
study
phase

Decision
point 1

Basic
design
phase

Decision
point 2

Were benefit estimates updated
realistically and alternatives
e valuated at each decision point?
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Detailed
design
phase

Decision
point 3

Implementation
phase

Decision
point 4

Operation
phase

Post
completion
review

What additional benefits could have
been obtained if better planning had
been done and could be obtained if
changes are made now?

41

the major
focus should
be on

"...

measuring
the degree of
benefits
achievement."

of key questions about development and operating
costs of the completed system. It is important for
the review team to remember that the emphasis in
the analysis should be on the future rather than
the past, since most costs being audited are sunk
costs.
A critical step in the analysis of costs is the isolation of the reasons for the differences between
projected and actual costs. Unexpected price
changes, changes in business conditions, or previously unknown operating policy shifts are differences which are not controllable but which may
recur or have a predictable pattern. The tendency
to understate development costs resulting from
failure to include certain expenditures or from
overly optimistic cost predictions can be significantly reduced.
Although it is often difficult to distinguish between inaccurate projections and those resulting
from development inefficiencies, it is essential that
it be attempted. Although inefficient allocation of
resources results in both cases, the corrective action may be significantly different.
ANALYSIS OF BENEFITS

A major difference between costs and benefit
reviews is the greater subjectivity of benefits measurements. In spite of this subjectivity, an analysis
of benefits is essential. Exhibit 4 illustrates the key
questions that can be asked about the benefits projections and accomplishments.
The basic issue of what is a benefit is frequently
confused throughout the development cycle. For
example, the commonly claimed benefit of faster
reaction time is a means to an end and is not
necessarily a useful result of the systems work. It
is important for the firm to establish a carefully
developed definition of what are acceptable benefits for justifying a new project.
A reasonably clear set of management priorities
for deciding on acceptance or rejection of projects
is also needed. In our discussions with firms using
post - completion reviews we found that the reviews
force management to make choices about the relative importance of different types of projects and
their impacts on the firm.
In post - completion analysis of benefits, the major focus should be on measuring the degree of
benefits achievement. It is essential for the review
to determine, to the extent possible, the reasons
for significant differences between expected and
actual benefits.
ANALYSIS OF DECISIONS

The post - completion analysis of systems decisions
is the evaluation of management's decision to accept or reject the systems project considering the
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existing facts at the time of the decision.
The decision review should consider whether an
alternative system would have satisfied the user's
needs better than the approved system. Even
though a proposed project is justifiable on a cost benefit evaluation, management still has the responsibility to consider alternative systems resulting in even greater benefits or lower costs. Several
years ago, in nearly every company, it became obvious to everyone concerned that some form of
EDP equipment was necessary for the long -run
profitability of the firm. The unfortunate result in
too many cases has been the installation of an inadequate system. While being a significant improvement over the prior system, the new one may
be a sub - optimal solution.
Limited review of rejected systems proposals is
also desirable to establish whether they were actually of a lower priority than the accepted projects. The primary benefits from this review are the
possible elimination of a systematic bias in the approval of systems projects and the discovery of
acceptable projects that could have resulted by
minor modifications of the system.
Projects which have experienced major developmental problems should also be reviewed to determine if the difficulties could reasonably have been
identified earlier and thereby halted or revised before major additional costs were incurred. For example, if a project is stopped during a final design
or implementation phase, the total expenditure
would be substantially greater than if the rejection
had taken place during the feasibility study.
Conclusion
The key to obtaining the full benefits of post completion analyses is communicating the review
results. Stress should be placed on presenting the
most material potential improvements in future
estimates and on actual cash savings. Clearly, managers responsible for using, designing, and operating should be the primary audience. The responsibility for the new system rests with the user since
he spent the firm's dollars in building the new
system and since his control area includes the efficient use of the reviewed system. The systems development manager and the project team leader
are also interested in the report since their work
is being evaluated. Likewise, the data processing
manager who is now responsible for operating the
automated portion of the system is concerned
about the recommendations for increased operational efficiency. If these three groups join together
in reviewing the report, they can generate coordinated actions which can have both immediate and
long -range impacts on the current project and on
future projects.
El
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OPERATIONAL AUDIT OF
THE ENGINEERING FUNCTION
The auditors' findings and freedom to pursue new avenues are
limited only by their knowledge, imagination, resourcefulness,
and ingenuity.

By Arthur J. Gregory

PERSONNEL

AND

I N D US TR I A L

RELATIONS

D E P A R T-

The personnel and industrial relations department coordinates industrial relations and personnel activities of the division. It maintains salary
records and job classifications and operates the
training section.
MENT.

To be effective in operational auditing, an auditor
has to go where the action is, talk to responsible
people, learn about the functions he is auditing,
and be guided accordingly. He can possibly perform
routine and pedestrian vouching or checking functions without complete understanding of the operation but cannot perform an operational audit
without such understanding. This principle is particularly true of engineering functions. To illustrate
the gains from a knowledge of operations, this
article presents general approaches to performing an
operational audit in the engineering function of a
large technologically based industrial firm.
The Engineering Division
The Engineering Division, headed by the chief
engineer, may be comprised of several departments.
The construction department directs erection of new facilities and major revisions to existing facilities by authority of
financial appropriations.
C O N S TR UC TI O N D E P A R T M E N T S .

The design department prepares preliminary and final designs and specifications of materials and equipment for major projects.
It consults with and assists other departments
where specialized knowledge is required.

DE S IG N D E P A R T M E N T .

R E S E A R C H A N D D E V E L O P M E N T . Engineering research and development carries out research in engineering and mechanical processing to
support the company's technology.
ENG INEERING

C O N S U L T I N G . Engineering consulting
offers consultation and assistance on varied engineering problems such as utilities and maintenance
engineering, engineering and economic evaluation,
mathematics and statistics, etc.
ENG INEERING
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Lastly, and this is the department with which auditors maintain liaison and
have most contact second only to field project
managers at construction sites, is business services.
It performs important functions related to the
financial and operational aspects of the dominant
engineering function such as:
BU S I N E S S S E R V I C E S .

1. Division accounting and budgeting
2. Cost analysis
3. Data processing
4. Cost estimating for Engineering Division controlled projects including regular reappraisals of
estimates and comparisons with actual costs
5. Preparation of appropriation requests
6. Closings of projects
7. Coordination of division cost reduction program
8. Maintenance of a construction cost index

A. J. GREGORY
Delaware Chapter
1966, is Manager,
Home Office Section,
Auditing Division, E. I.
Du Pont de Nemours
& Co., Inc.,
Wilmington, Del. M r.
Gregory holds a B.A.
degree from
Macalester College
and L.L.B. and J.D.
degrees from the
University of Missouri.

This article was
submitted through the
Delaware Chapter.

Division and Company Controls
In addition to the Engineering Division, each of
the company's other industrial divisions may have
engineering staffs both at the division and plant
level. They perform usual line functions and draw
on and consult with the company's Engineering
Division as warranted. The engineers in the other
divisions and plants are in one sense a "built -in"
overall check on quality and cost of work performed by the Engineering Division. Although
construction performs the work, the industrial divisions for which the work is performed certainly
are the clients and have "owner" privileges.
The auditor, of course, is cognizant of these
"built -in" controls. The important facet is to know
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"... operational

audits...
should be a
way of life . . . "

the functions thoroughly to avoid audit effort that
may be de minimus in productivity or may duplicate effort performed by others. There are many
checks on the engineering function both outside
and within the Engineering Division. These, broadly speaking, substitute for operational audits. At
minimum they preclude the need for auditing that
might otherwise be necessary if these checks and
control influences did not exist.
For example, major procurement for all construction projects may be performed by another staff
division— Purchasing, headed by the director of
purchasing who is on the same organizational level
as the company's chief engineer. The treasurer's
division, independent of engineering, of course,
establishes ground rules for such items as appropriations, budgets, and forecasts through its accounting
department, project review function, tax section,
etc. The company's central methods or industrial
engineering staff, wherever located in the organization, also performs special reviews of an operational
nature to effect economies and efficiencies.
Aside from these external controls, an Engineering Division may be so large and integrated that
such self - analysis units as "economy planning units"
in the construction department, "Systems study
group" in business services ( principally data processing oriented), and many engineering specialists
within the various units of other departments such
as design and engineering consulting all seek to
accomplish better ways of doing the same job at
lower cost.
In addition to these checks, operational audits
by corporate auditors, with their strong emphasis
on cost savings and efficiencies, should be a way
of life. The audit should be an integrated operational and financial audit. There should be few
areas overlooked wherein the auditor could reasonably be expected to make a contribution.
Audit Approach and Program
While the auditor cannot (with rare exceptions)
second -guess the specialists in establishing material
standards, power output and site selections, etc., a
proper audit approach and review of the various
facets of the engineering function at all levels provides the tools to decide whether the various operational units function as prescribed.
For example, the auditor would not normally
review the criteria used in development of engineering standards to establish material specifications. He can, however, determine that once the
standards and specifications are established and
published they are used as appropriate.
The auditor would not, for example, evaluate the
scientific basis for formulas in arriving at dry
weights in billing products, but he should determine that instructions are followed by the engineer
who carries out the procedure after standards are
established. For example, it should be routine for
the auditor to check out procedures for correctness
of dry weight of cartons to ensure standards are
adhered to. He even, on occasion, should check the
lab routine to ensure moisture content is determined in accordance with prescribed standards.
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The principal audit effort in engineering is usually expended on construction sites, as these involve the greatest expenditures. The balance of
audit work is in the Engineering Division home
office and in the Purchasing Division and in special
surveys and studies that develop from regular
audits.
CONSTRUCTION AUDITS

Pre -audit listings of all construction projects can
be reviewed for audit scheduling purposes; audits
at major expenditure points should be scheduled at
least once each year and more often as warranted.
Time expended may vary from 10 to 40 days per
year at major construction sites depending on size,
exposure, findings, etc.
Construction is controlled financially by appropriation requests supported by detailed estimates of
cost, reviewed and approved by the comptroller's
office for accounting aspects, and compliance with
appropriation rules. Construction is authorized
properly at the appropriate corporate level.
The corporate auditing function should have a
minimum standard audit approach embracing about
25 major subjects common to all audits and applicable at a construction site, plant, sales office,
home office staff, or industrial division. Major elements of the procedure involving traditional review
and verification of documents and transactions are:
1. Accounts payable vouchers (vendor's invoices)
2. Cashier account transactions
3. General ledger control account analyses
4. Purchasing
5. Royalties payable and receivable
6. Salaries and wages
7. Travel expenses
In a large construction department there may be
many construction sites headed by field project
managers who are supported by field engineers,
craft superintendents responsible for directing company craftsmen and those workers supplied under
contracts involving piping, electrical wiring, insulation, and roofing. There also will be control superintendents responsible for financial and accounting
activities including wage rolls, local purchasing,
cost records, etc.
In addition to auditing functions such as purchasing, accounts payable vouchers, payrolls, and
travel expense vouchers common to most construction facilities mentioned above, auditing should
cover subjects peculiar to con struction—appropriations, estimates, contracts, work orders, and major
construction equipment.
The auditors, of course, discharge the traditional
fundamental responsibility of internal auditing —
validation of financial transactions. However, they
also critically examine the nature, purpose, and
necessity of the transaction; they take nothing for
granted —they question, probe, analyze, and evaluate, and recommend. Their findings and freedom
to pursue new avenues are limited only by their
knowledge, imagination, resourcefulness, and ingenuity. Situations which involve corporate engiMANAGEMENT ACCOUNTING /SEPTEMBER 1973

neering management or which require research at
the home office to resolve, can be referred by field
auditors to home office auditors for followup.
Audit approaches that extend beyond the typical
are highlighted below.
In addition to determining that engineering's contract section approved the site's proposed bidders and that properly signed bids are on
hand, the auditor must judge whether the award
was satisfactory and in the company's best interest,
and if the award was not to the low bidder, valid
and logical reasons support the action taken. If
there are substantial additions or deletions to the
contract, the auditor must decide whether the additional work should have been placed on a separate
bid basis rather than an addition to contract without competition or whether appropriate downward
adjustments were made for deletions. Charges
against unit price contracts are checked against
engineers' inspection reports, calculations underlying the reports, and physical inspection of the units
completed and paid for.
CONTRACTS.

RENTALS. With respect to equipment rentals, the
auditor determines not only the validity of rental
payments, but also whether the economics of rental
versus purchase or transfer from another site had
been studied and the right decision made.
INSURANCE. In addition to determining that proper
coverage exists for contractor's equipment and personnel, the auditor determines, if mutual insurance companies are involved, that the company has
received its portion of any dividends received by a
contractor.
DUPLICATION OF E FFORT . Auditols are alerted to
possibilities in which services and facilities at an
existing plant may be utilized to economic advantage by the construction forces.
The foregoing are only a small number of possible operational auditing applications. Here are
two examples of contributions derived from such
applications.
RAIL INSTALLATION. Specifications under a contract
for railbed and track installation at unit price per
foot called for 60 ties per 100 feet. The contract
inspector had approved payment for a complete
installation, but a check by the auditor of a few
miles of track disclosed that only 58.2 ties per 100
feet had been laid. The unjust enrichment of
$43,000 to the contractor was recovered.
PALLE T PURCHASE. An auditor performing a construction and plant audit at the same location
noted that construction was buying hardwood pallets at $4.60 each, whereas the local plant was
paying only $3.56 each under a Purchasing Division negotiated annual purchase order. The construction buyer arranged through purchasing to buy
his pallets from the vendor supplying the plant —
annual savings, $1,250. At another location an
auditor's suggestion resulted in the combined use
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

by plant and construction of certain data processing
equipment with resultant release of a medium -scale
computer.
ENGINEERING DIVISION AUDIT

A typical auditing approach is utilized as appropriate to cover administrative expenses, office
services and supplies, general ledger control accounts, etc. Special approaches in auditing the
Engineering Division include, but are not limited
to, the following procedures.

" . . . the auditor

must judge
whether the
award was
satisfactory..."

PROJ E CT CLOSINGS. Closings should be reviewed to
determine if they are closed currently and in accord
with established ground rules; if the project closing
group investigated differences between estimates
and actual costs for possible misallocations, duplicate payments, etc.; if the work was efficiently performed as measured by size of staff required compared to previous years.
CONTRACTS. Review contract negotiation and administration to determine if:
1. Adequate files are maintained to provide information on sources of supply.
2. Selections of eligible contractors are subjected
to appropriate approvals.
3. Bids are properly and accurately tabulated and
give consideration to all facets of costs and bid
data such as insurance and tool allowance.
4. Final contract terns track the intention of contract parties.
5. Repetitive awards to some contractors are periodically evaluated by competitive bids or other
means to assure they continue to serve the company's best interest, and contract or performance
reports are considered and evaluated in arriving
at decisions to continue to do business with the
same contractor.
SPECIAL UNITS. Reviews and audits (minimum
audit procedure application) of units for which the
Engineering Division is responsible, i.e., special
company shops and research labs, should be made.
Special features of these audits include attention to
security measures and controls with respect to confidential data, and physical security, i.e., physical
access to locations and research notebook accountability.
CHARGES. Analyze correctness and
completeness of charges for labor, material, and
services to third parties for whom the Engineering
Division is performing functions — design and other
work for subsidiaries and other companies or plants
designed and built for the government. This analysis is accomplished by comparing current charges
with prior periods, analysis of scope of work contemplated and by discussion and contact with appropriate personnel.
THIRD -PARTY

Review subcontracted design work by visiting design offices to determine if
billings are supported by adequate time and paySUBCONTRACTED WORK.
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audit effort
should be in
keeping with
the dollar
magnitude . . . "

"...

ment records, design contractors get proper supervision from the company, output is controlled and
measured, prints are approved, and billings are in
accordance with the contract terms of hourly rates
for various professional levels, blueprint charges,
and miscellaneous expenses. Reviews are also made
of adherence to prescribed physical and proprietary
security measures.
E Q U I P M E N T P O O L . Review equipment pool records
and accounts to ascertain if they are used for intended purposes, if items such as cranes and trailers
are utilized at new locations when they have served
their use at the old site, and if appropriate steps
are taken to dispose of equipment on which no
near -term use is anticipated.
E X P E N S E . Analyze start -up expense on
particular projects to determine whether the cost is
normal. If it is not, investigate to determine where
the fault lies and whether there are grounds for
charge to vendors for faulty equipment or materials.
Start -up expense is an excellent source that may
lead to disclosure of unusual design problems, procurement problems, etc.

dav, run -of- the -mill requirements, the central Purchasing Division usually procures the major dollar
portion of materials and equipment. Procurement
for the Engineering Division normally starts with
requisitions and prints prepared by the design department.
Obviously, the cost of materials represents the
major expenditure in a construction program, and
audit effort should be in keeping with the dollar
magnitude. Typically, various buyers in purchasing
are assigned to specific materials and equipment.
The auditor's overall approach is to review assignments of various buyers, obtain magnitude of order
placements by the buvers, and test procurement
transactions and procedures with the view of covering activities of all buyers and functions along the
following lines.

S TA R T - UP

Review activities of the various departments and units by (a) analyzing organization
charts, (b) contacting appropriate divisional and
unit heads for first -hand understanding of their
functions, scope of responsibility, and problems,
and (c) evaluating criteria by which management
controls and manages the function.

Requisitions
for material and equipment can be geared to limit
the source from which thev can be obtained. In
these instances the auditor ascertains whether there
is justification for narrowing the source by reviewing the matter with purchasing and design personnel. If necessary, independent engineers are contacted to obtain this assurance.
DESIGN I N F L U E N C E O N P R O C U R E M E N T.

A C TI V I TI E S .

Analysis of the billings to outside parties
disclosed that charges accumulated on a work order
for building a model of a plant did not include the
cost of packing and shipping the model. This disclosure resulted in an additional billing of almost
10,000.
BILLINGS.

E S T I D I A T I N G C O S TS . The review disclosed that costs
of preparing constriction cost estimates had been
reduced by almost 50 percent over a period of years
as a result of new computerized techniques, use of
clerical help instead of engineers to do routine
work, and other factors. This reduction prompted
the auditor to evaluate other units on the same
basis.
This example illustrates that without dialogue,
without comparisons of operations cost from year
to year, and without the use of measurement tools,
the auditor often has little or no base for developing new approaches and concepts. He will be
limited in the development of new ideas or applications.

PROCUREMENT

The Purchasing Division may delegate purchasing authority within certain limitations to plant
and construction site management and may perform review functions to determine if this delegation is responsibly discharged.
While construction sites usually procure day -to46

Anyone building a
house knows that once the contract is let the owner
is a captive customer on extras. In this competitive
age it is not Uncommon to design and procure concurrently to gain lead time. Accordingly, increments due to changes of design must be carefully
evaluated by both procurement and design personnel. The auditor's reviews are structured to analyze
critically extra time and material charges occasioned
by lack of firm design and changes in scope of
work.
CH A NG ES IN DESIGN AND S C O P E.

P U R C H A S E S FR ON T S A M E V E N D O R . The
auditor should ensure that repetitive purchases are
checked periodically for competitiveness and that
consideration is given to seeking quantity discounts
because of large repetitive volume.
R EP ETITIV E

P R E N I I U I I I S P A I D F O R E A R L Y D E L I V E R Y . The auditor
should determine if earlv delivery was warranted
and had the necessary approvals based on scheduling. If early delivery is involved in price consideration, delivery must be made as scheduled or
value is not received for the premium paid.

BAS IS F O R P U R C H A S E A W A R D S . Awards on
the basis of "only source known," "only bid received within time limit," "freight differentials,"
and other reasons for awards should be investigated
to ensure the awards are justified.
Results of procurement audits along traditional
lines, and particularly those enumerated above, cannot always be evaluated in dollar savings. The worth
of such reviews speaks for itself when procurement
management request repeat audits and express concern over certain areas to which they want the
auditor to give particular attention.

SPEC IAL
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Special Studies and Surveys
In all companies, large and small, costly mistakes
are made because of a communications gap. There
is always someone who "doesn't get the word."
Auditors can be a potent force in helping to bridge
these gaps, and in so doing, they are truly performing an operational function. In fact, this may be
one of the most important values of an auditor.
Here are a few examples which illustrate the communications factor. They are not unique to the
engineering function but apply to any function.
USE OF COMPANY STANDARDS

Most companies issue standards for various activities. Usually standards are developed, maintained, and published at considerable cost. Failure
to use them cannot always be evaluated in terms of
dollars, but the cost of nonstandard applications
exists nonetheless. Items used companywide, such
as valves and fittings, (which aggregate thousands
of items and millions of dollars) should be analyzed
on a selective basis to determine whether suggested
standards are being utilized and, where two or
more items are equally acceptable, whether lowest
cost items are being purchased.
USE OF SUPPORT SERVICES

These services are of no value unless used. The
auditor is in an enviable position to ensure they are
used where warranted. For example, when buyers
justify their procurement of repetitive items such
as fittings, ribbons, tapes, or even flashlight batteries
on a basis of quality irrespective of price, there are
several services that can be used to test the products
and verify the economics of the purchasing decision. The same is true for use of legal, tax section,
methods, and other support services. Engineers
normally are not paid for their expertise in handling
tax and law problems. When the auditor observes
instances of activities involving these special talents,
their use should be suggested.
It is also within the operational auditor's responsibility to review the sales pitch made by special units such as material testing centers and
laboratories. Are the flyers which give results of
tests, recommendations, etc., effective? Do they
induce the recipients to take action by illustration
or proof of savings? Are they getting to the proper
recipients and are they being read and acted upon?
ANALYSES

How does one evaluate the productivity of spe-
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cialized units such as an estimating section in an
engineering function? There are several ways, none
of which is foolproof. One method would be to
compare cost and manpower of the estimating
section over a period of years to total construction
dollars or some other bench mark. If the ratio is on
the increase, this should serve as a red flag to investigate the increase.

"...

this should
serve as a red
flag to
investigate the
increase."

COMPARISONS

The auditor has an outstanding opportunity to
contribute through comparisons, especially in a large
company where the various divisions and even
smaller units are for the most part autonomous and
unaware of how their operation compares with
similar units. The auditor is in the best position
to cross departmental lines in making these comparisons and analyses.
Conclusion
Maximum ingenuity is required in expanding
from the traditional financial audit to the operational audit in the engineering function. Some
guidelines are:
1. The first approach is determination of cost of
the function in total and by segments, i.e., departments, units, and special services. Then proceed to audit along traditional financial lines
with the effort expended on "auditable" transactions and dollar magnitude.
2. Review overall systems and related internal and
external controls by which management measures effectiveness of services rendered and funds
expended.
3. Evaluate effectiveness of existing controls by review of internal reports, discussion with appropriate personnel, independent measurement and
comparisons, and assists from technical personnel where warranted.
4. Discuss results with those directly responsible
for their appraisal. Pursue to higher levels after
determining if conclusions are reasonable and
warrant action or further study.
5. Maintain close dialogue and cooperation with
the contact man and others to ensure no misunderstanding exists as to the objectives, for
anything as involved as engineering requires
maximum liaison and cooperation.
Effectively performed, operational audits of the
engineering function can raise the company's assurance of a sound, efficient operation.
❑

47

MANAGING THE
SCIENTIFIC MIND
Management would be qualified to deal with the scientific
community on an intelligent basis.

of frustration due to the limited opportunities
available for them to develop their new ideas.
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The interdependence of the scientific community
and the business world has produced a marriage of
necessity from which mankind has benefited. Because it has brought the high standard of living in
the United States, one might believe that this
union has indeed been perfect. However, a close
inspection of the attitudes and goals of the partners
reveals that their incompatibility has given birth
to conflicts which threaten the future progress of
mankind.

The World of Science
The following psychological evaluations will provide insight into the nature of the scientific community. As might be expected, the scientist is a
man of superior general intelligence — he has a
mean I.Q. of 140 —which contributes to his intolerance of the shortcomings of other people and
tendency to be critical of them. Thus, the scientist,
whose I.Q. is present in only one percent of the
population, possesses a high regard for a nonhuman
or objective attitude. In taking this observation a
step further, we see that he even favors individual
ob je ct iv e pu r su i ts

su ch

as

rea d ing,

fishing, a n d

hunting.'
Equally revealing is the scientist's preference for
research work in a specific area reflected by the
results of a study of 567 scientists. Fifty-three percent of this sample gave the following reason for
pursuing a career in science: "For the freedom to
do the kind of work one wants to do without
restriction or obstruction. "' As a result of this
preference, the scientist is strongly motivated to
seek employment in pure science or basic research.
This area of inquiry is characterized by the advancement of scientific knowledge, rather than the
development of a new product or process. At the
same time, The National Science Foundation for
Recorded Research and Development indicates that
only 15 percent of all research, industrial and govemmental, is conducted in the area of pure science.'
Consequently, many scientists experience a sense
48

The Managerial Community
In contrast to the scientist's quest for knowledge,
the managerial community is concerned with business performance. Specifically, management is responsible for organized economic growth. As a
result of this responsibility, management must give
precedence to economic performance.' To realize
this goal, emphasis must be placed on the expenditures of time and money. These expenditures are
important to the corporation, its stockholders, and
its customers. Failure to establish adequate controls in these areas could result in a loss of competitiveness which could prove fatal to the corporation.
As a result, technically oriented corporations such
as DuPont, I.B.M., and Xerox which rely heavily

on the productiveness of their research and development departments, must be properly directed by
management to achieve corporate goals. Therefore,
managerial decisions to support a given research
project are based primarily on factors such as competition, stability, and the development of possible
short -term applications!

The Conflict
Although scientists and managers have a common trait, they both foster social change, conflicts
have resulted from their interdependence. We will
now look in detail at the attitudes and traits of our
marriage partners to determine the scope of these
conflicts. Our investigation will focus on three
topics that represent the nuclei of the conflicts
1 Karl Hill, ed., The Management of Scientists, Beacon Press,
Boston, 1963, p. 69.
= William Kornhauser, Scientists in Industry: Conflict and Accommodation, University of California Press, Los Angeles, 1962,
P. 131.
William Fellner, " Trends in the Activities Generating Teehaological Progress," The American Economic Review, March 1970,
p. 28.
4 May D. South-Western
agement,
Richards and Publishing
William A.Co.,
Nielander,
CiaoR Readinss
ti, 1963, in
p. Man26.
s Ch r is to p h e r

W r ig h t ,

` To w a r d F u t u r e G u id a n c e of

Un ce

in

H u m a n Affairs, " Br it a n n ic a Yearbook of Scien ce a n d th e Fu t u r e ,
1970, p . 432.
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between the scientific mind and the managerial
mind:
1. The professionalism of the scientific community
2. The inability of management to communicate
effectively with the scientist
3. The managerial preference for applied research
versus the scientific preference for basic research
PROFESSIONALISM

Historically, management has given the scientist
a free hand in order to enhance his creativity. This
freedom has lead to the development of professionalism in the scientific community. As members
of a group with superior intellect, this minority
follows lines of self- interest by adhering to the directives of its profession, which has as its primary
function "the protection of standards for creative
work." ° Thus, the scientist's identification with his
profession results in the expression of professional
standards —even in the face of managerial demands.
At the same time, management is not technologically qualified to formulate administrative policies that
will withstand this confrontation with science.
COMMUNICATIONS

Management is confronted with an inability to
effectively communicate with the scientist. This
failing is primarily due to the nonhuman orientation
of the scientist — "the very nature of the scientist
indicates that he is weakly related to other people
in an outward sense" —which results in a below
average ability to communicate with the less technical field of management.'
This failing to communicate often keeps management in the dark regarding the progress of research and development. If this ignorance develops
during a large program, management will be unable
to appraise a course of action that will ensure the
future existence of the corporation.
Equally frustrating to management is that while
it cannot intelligently communicate with the scientist in its organization, the scientist skillfully
communicates with the entire scientific community. Indeed, management takes a dim view of the
scientist, with whom it cannot communicate, publishing the research findings of the corporation to
the scientific community for these findings may be
useful to a competitor. Consequently, the second
significant conflict stems from the inability of management to establish lines of communications with
its scientific employees.
RESEARCH

Technological excellence depends upon the
knowledge gained from basic research and the subsequent application of this knowledge to improve
our way of life. Since management seeks to provide
an orderly economic growth for society and the
corporation, it is primarily concerned with capitalizing upon a specific area of scientific inquiry.
To achieve this application, management utilizes
the financial resources of the corporation and the
expertise of its scientists. To be sure, the amount
of scientific inquiry which can be conducted is
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directly related to the financial position of the
corporation.
Consequently, management exerts varying degrees of pressure on the scientist to work for prompt
benefits instead of scientific excellence. But this
attitude does not meet the needs of science due to
the lower scientific standards engendered by management: An organism placed under stress tends to
regress to more primitive levels. For the scientist
such regression would result in less creativity. Moreover, this is the reason why many scientists tend to
look down on applied research as the "scientific
equivalent of going into trade." °
In contrast to this environment, scientists in basic
research often make valuable contributions to technology. For example, the scientists at Bell Laboratories, the research and development arm of
American Telephone and Telegraph Co., enjoy
what is referred to in the scientific world as "uninhibited research." This environment has been instrumental in the scientific breakthroughs necessary
for the development of the coaxial cable, the transistor, and the negative feedback concept which has
perfected transoceanic communications'
Equally important is the total immersion of the
scientist on a research project which is continued
in spite of a management decision to discontinue
the project for financial reasons. This situation is
described by Mr. Watson, president of the IBM
World Trade Corporation. "The disk memory unit,
the heart of today's random access computer, is not
the logical outcome of a decision made by IBM's
management. It was developed in one of our laboratories as a bootleg project. A handful of men
ignored the warning by management. They broke
the rules. They risked their jobs to work on a
project they believed in." "
Although such results have provided society with
substantial technological advances, it would not be
feasible to adopt an uninhibited research policy because economic disaster may result from overexpenditures of time and money on a research project that does not reflect an adequate return for
management. For example, if management left it
up to the scientist to decide whether or not to work
in basic or applied research, the scientist would
usually continue exploratory work of basic science.
When no new products or applications are developed, management might take a look and say,
"What are these people doing? They are refusing
to help usl " " This conflict whether basic or applied
research should be conducted will have a profound
effect not only on science and management but on
the entire future progress of mankind.

... management exerts
varying degrees
of pressure on
the scientist.. "

An Approach From Abroad

We have established the existence of these conflicts between the scientific and managerial communities. Before attempting to arrive at their solu° Kornhauser Op. Cie. p, 196.
v Hill, Op. C'it., p. XIS
° Spencer Klaw, The New Brahmins: Scientific Life in America,
William Morrow Co., New York, 1969, p. 191.
° Ibid., p. 194. a
10
Ibid., pp. 218 -19.
ss Ibid., pp. 196 -99.

49

"...

management ... must
emerge as the
dominant
partner..."
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tions, we will gain assistance from observing the
procedures of the U.S.S.R.

A Solution

In light of the nature of the conflicts facing the
economic performance of the United States and the
As a result of the technical and economic back- general conclusions drawn from our observations of
wardness that Russia inherited from Czarism, the the Academy of Science, we now will attempt to
following fundamental law was formulated as a arrive at a realistic solution to our conflicts. One
corrective: "Science is the most dynamic and, his- common denominator underlies the three conflicts,
torically the most important long range component outlined earlier, the inability of management to
of all man's efforts to remake his surroundings. "" gain sufficient expertise in the area of scientific
Consequently, Russia encourages applied science inquiry. In short, today's management is not qualiand pure science by the establishment of specific fied to delineate the environment and goals that will
goals in both areas. The Academy of Sciences of the result in greater creativity because it does not unU.S.S.R. is responsible for the detailed goals of the derstand the language of the scientist.
As a solution, management should be primarily
700,000 scientific workers in Russia's 4,500 scientific
concerned
with the development of competent reinstitutions.
It is not surprising that this detailed planning search managers. Since it is not realistic for manresults in the application of knowledge from tradi- agement to seek a high level of scientific competional areas of pure research. For example, in the tence in an industry in which one -third of the
earth sciences of astronomy and astrophysics, the scientists are Doctors of Philosophy, the alternative
discovery of the supercorona of the sun and radar would be to employ scientists in managerial caobservations of the solar system's planets have pacities. This alternative could be accomplished by
greatly contributed to the success of Russia's space establishing multiple career lines for scientists.
program. In addition, the extensive study of mag- Thus, a scientist with administrative aspirations, if
matism and oreformation was instrumental in the qualified, could be exposed to special training proformulation of the general laws of mineral distribu- grams which would parallel a business administration. These laws resulted in new methods used in tion graduate school. This exposure would provide
the "detection of otherwise blind deposits of gas the scientist with opportunities for greater power,
prestige, and income while providing management
and oil in Siberia." "
In view of these achievements, it is interesting to with the scientific expertise it so desperately needs.
Management would be qualified to deal with the
note that the establishment of goals is not interscientific
community on an intelligent basis. For
preted by the majority of Russian scientists as
example,
it would be able to properly evaluate a
regimentation of research "but as special support
scientist's
suggestion to do exploratory work in an
for certain indicated trends." " Equally important
are the Academy's liberal views regarding the pub- area of his own choosing, and if approved by manlication of scientific information. The Academy of agement, a specified amount of time could be alScience authorizes the yearly publication of 4,700 located to the scientist for this purpose. Moreover,
scientific titles, 240 scientific journals, and 200 within the area of communications, the scientist
journals of abstracts, creating a favorable environ- would no longer feel that management is a less
technical field. This feeling would be more effective
ment for the scientist.
than the creation of a specialized dialect which
would be needed to establish a meaningful dialogue.
THE LESSONS
The scientist's need to communicate within the
The distinction between the governments of the
United States and the Soviet Union must be ob- scientific community would also be fulfilled. Manserved to place the conflicts between the scientific agement would be knowledgeable enough to auand managerial communities in the proper perspec- thorize the immediate publication of research findtive. However, the following general conclusions, ings which have no commercial applications and to
drawn from Russia's successful science program, are delay but not prohibit publication of findings that
also applicable to the United States. First, we may could be utilized by a competitor. Finally, in dealsafely conclude that the Academy of Science is ing with the conflict over what research will be
technologically qualified to direct the activities of conducted, management's decision would be based
its scientists. Secondly, this qualification enables the upon realistic goals.
Academy of Science to establish goals in promising Conclusion
areas of inquiry. Thirdly, the recognition and fulOn the whole, the conflicts which have been disfillment of the scientist's need to communicate with
cussed
are primarily due to the failure of managehis community contributes to a productive environment
to
evolve as the dominant partner in this
ment.
marriage of necessity. Indeed, if management is to
"Mikhail D. Millionshchikov, "Physical Sciences in the Soviet
ensure the future of the corporation and provide
Union," Britannica Yearbook of Science and the Future, 1970,
415.
continued economic growth for the country, it must
' /bid., p. 418.
emerge as the dominant partner of this union. ❑
Ibid., p. 416.
THE ACADEMY OF SCIENCE
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COST ACCOUNTING
STANDARDS AND THE
MANAGEMENT
ACCOUNTANT
A company's practices for assigning costs to all covered contracts
must comply with the established standards issued by the Board
as well as with the practices described in the company's
disclosure statement.

By Sharon E. VanGundy

The Disclosure Statement

Each product- oriented environment has its own
unique requirement. In turn, each unique requirement presents a challenge to the management accountant to recognize and implement and successfully administer the kind of system that provides
the best results in light of management demands,
product demands, and, /or the demands of other
regulatory bodies. For instance, the company making consumer products, such as clothing, food,
automobiles, entertainment, etc., may require a
different type of information system than the company producing scientific or developmental equipment or products. Therefore, to maintain the information system which will provide optimum results,
the management accountant must consider the
unique characteristics of the product being manufactured. Also, he must consider the information
and data requirements established by the management of the company as being necessary to accomplish its objectives concerning present and
future operations. In this article, we will investigate
how these requirements are affected by the specialized requirements which were recently promulgated
by the Cost Accounting Standards Board'. The intent of this article, therefore, is to demonstrate the
dollar effects which can result from lack of knowledge of the standards promulgated by the Cost
Accounting Standards Board, or the lack of compliance with those standards.

Probably the most significant of the Board's early
promulgations is its "disclosure statement," and
the accompanying rules and regulations, which became effective July 1, 1972. There were various
criteria concerning requirements for, and submission of, the disclosure statement. For the purpose
of this article, it is sufficient to note that the effect
was to require companies (either prime contractors
or subcontractors) as a condition of entering into
negotiated contracts with the Government (with
certain exclusions) to disclose in writing and to
follow consistently their cost accounting practices.
Also, companies are required to agree to a contract
price adjustment, with interest, for any increased
cost to the Government as a result of its failure to
consistently follow its disclosed practices. A company's practices for assigning costs to all covered
contracts must comply with the established standards issued by the Board as well as with the
practices described in the company's disclosure
statement. If a change is made in the company's
cost accounting practices, either self- initiated or as
a result of new standards being issued by the Board,
the disclosure statement must be amended to reflect that change. Consequently, at any given time,
the same practices will prevail under all contracts
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subject to the requirement. In summary, the company, unless exempted, is required to:

standards which will be formulated by the Board
and issued periodically.

Disclose in writing its cost accounting practices
Follow consistently the cost accounting practices
which it discloses
For all contracts subject to Public Law 91 -379,
comply with all cost accounting standards in
effect on the date of award of any contract subject to the requirements of the law -This provides flexibility since there will be additional

In the Certificate of Current Submission which
must accompany the disclosure statement, the company must certify that it will comply with the Cost
Accounting Standards in effect on the date of contract award, or date of final agreement. Also, that
the company will comply with any Cost Accounting
Standards which hereafter become applicable to a
contract or subcontract of the company, such compliance shall be required prospectively from the
date of applicability to the contract or subcontract.
The effect of this certification is in essence an agreement to an equitable adjustment in the contract
price (as provided in the changes clause) if the
contract cost is affected by a disclosure statement
which the company is required to make pursuant
to the above. In addition, an equitable adjustment
is in order if a change in the company's accounting
system requires a new disclosure statement. It should
be remembered, however, that the only time an
equitable adjustment can be made upward, is when
the changes are dictated by the Cost Accounting
Standards Board. In the case of changes requiring
amendments to the disclosure statement of the
company, the changes must be applied prospectively
to the affected contracts or subcontracts of the
company to facilitate computing appropriate adjustments.

Exhibit 1
CONTRACT REPRICING BECAUSE OF
INCONSISTENT COST ACCOUNTING PRACTICES
IN ESTIMATING DIRECT LABOR COSTS

Manufacturing labor (400 hrs)

&

Manufacturing overhead
(Direct labor base)
Subtotal
G A expense
Total cost
Profit
Total per unit

Rates
$5.45/hr
$5.10 /hr
180%
20%
10%

Total, 1,000 units

Original
estimate
$2,180

Repriced
$2,040

3,924
$6,104
1,221
$7,325
733
$8,058

3,672
$5,712
1,142
$6,854
685
$7,539

$8,058,000

$7,539,000
$519,000

Difference (3.13 percent decrease)

Examples
Exhibit 2
CONTRACT REPRICING BECAUSE OF INCONSISTENT
ALLOCATION OF WARRANTY COSTS

Manufacturing labor
Manufacturing overhead

&

Material
Other direct costs
Warranty
Subtotal
G A expense
Total cost
Profit
Total price
Total, 1,000 units

180%
175 %•

20%
10%

Original
estimate
$2,180
3,924

Repriced
$2,180

4,800
976
700
$12,580
2,516
$15,096
1,510
$16,606

3,815
4 800
976
700
$12,471
2,494
$14,965
1,497
$16,462

$16,606,000

$16,462,000

1

•

$144,000
Difference (.89 percent decrease)
The reduction in the overhead rate resulted from the following recomputed
manufacturing overhead expense forecast:

For the purpose of demonstrating events which
could result in the company being liable to the
Government for a price adjustment, examples based
upon the two standards which the Board has issued
up to the date of this writing will be shown. These
two standards require (1) consistency in estimating,
accumulating, and reporting costs, and (2) consistency in allocating costs incurred for the same
purpose (proper identification and allocation of
costs which are classified as direct or indirect) . Also,
an example based on an accounting system change
initiated by the company, and an example of an
accounting system change resulting from a standard
dictated by the Cost Accounting Standards Board,
will be shown.
The following four examples to be discussed and
illustrated in Exhibits 1, 2, and 3 demonstrate potential price adjustments which result from operation of the law as follows:

Indirect labor
Inspection
Payroll costs
Depreciation
Occupancy costs
Warranty costs
Other miscellaneous costs
Total expense
Direct labor cost

$200,000

$200,000

180%

175%

Rate
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Re- computed
(000)
$70,000
20,000
100,000
20,000
40,000

Estimated
(000)
$70,000
20,000
100,000
20,000
40,000
10,000
100,000
$360,000

100,000
$350,000

1. The first example involves practices used in estimating costs for pricing the proposal which
must be consistent with the cost accounting
practices disclosed in the disclosure statement.
2. The second example involves consistency in allocating costs incurred for the same purpose in
like circumstances, and which must be either all
direct or all indirect for all final cost objectives.
3. The third example involves changes in the accounting system initiated by the company.
4. The fourth example involves changes in the accounting system resulting from standards dictated by the Cost Accounting Standards Board.
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FAC T SIT U AT IO N

Your company is the AC Company, a division of
a large corporation, selling products in excess of
$30 million a year to the United States Government. As a separate cost center of the corporation,
your division is required to file a "cost accounting
standards disclosure statement" describing the company's cost accounting system in detail.
On January 1, 1973, the company was awarded a
firm fixed price contracts (No. XX10) which called
for 1,000 units of product M. The performance
period was one year and the total price of the contract was $16,606,000.
EXAMPLE 1
CONSISTENCY IN EST IMAT ING,
AC C U MU LAT IN G , A N D REPORTING COSTS

In June 1973, the government auditor analyzed
contract (No. XX10). The analysis disclosed inconsistencies in the company's method of estimating direct labor costs from the method described
in its disclosed accounting practices. In the proposal,
which resulted in the contract, the manufacturing
labor was estimated as a total dollar amount which
i The contract type may have an e ffect on the type of adjustments.

included disparate and significant elements or functions of manufacturing labor. Total pricing was accomplished by using a "plantwide" manufacturing
labor rate times the estimated manufacturing hours.
In actuality, the company's cost accounting system,
budget and forecasting system, and reporting system, provided for manufacturing costs to be broken
down into functional levels, using the individual
worker or functional average labor rates.
In order to compute the dollar effects of this
inconsistency between pricing and costing, the
auditor first developed a composite manufacturing
labor rate by weighting the average rates by function against the labor hour estimates for these functions. The result of the analysis disclosed that the
estimate (had it been consistent with the disclosed
accounting practices) would have shown a composite rate of $ 5.10 per hour for manufacturing
labor versus the $5.45 per hour as estimated, and as
negotiated into the contract price.
The next step was to compute the variance between the original estimate and the repriced estimate using the composite manufacturing labor rates.
See Exhibit 1. The comparison disclosed that the
contract was overpriced by 3.13 percent. This overpricing percentage was applied to monies received

"The next step
was to compute the variance between
the original
estimate and
the repriced
estimate . . . "

Exhibit 3
CONTRACT REPRICING BECAUSE OF AN ACCOUNTING SYSTEM CHANGE
AFFECTING INSPECTION LABOR COSTS

A expense

Profit
Total
Total 1,000 uni ts

3,815
4, 800
976
700
12,471
2,494
14, 965
_ 1,497
$16,462
$16, 462, 000

Costs
incurred
3/31/73
$545

Estimate
to
complete"
$1, 635

Incurred cost
plus ETC
adjustment
$2,180

ETC
repriced**
$1,635
164

164

981
1,200
244
175
3,145
629
3, 774
377
$4, 151

2,834
3, 600
732
525
9, 326
1,865
11,191
1,119
$12, 310

2,699
3,600
732
525
9,355
1, 871
11, 226
1, 123
$12,349

3,680
4,800
976
700
12, 500
2,500
15, 000
1,500
$16, 500

$4,151,000

$12,310,000

$12,349,000

$16,500,000

_

G

&

Manufacturing labor
Inspection labor
reclassificated
Manufacturing overhead (175 %)
Material
Other direct costs
W arranty

Repriced
original
estimate*
$2,180

Difference (increase)

$38,000

See Exhi bit 2
•• Estimated to compl ete with manufacturing overhead of 150 percent as a result of t he reclassification of Inspection labor as follows:

Indirect labor
Inspection labor
Payroll costs
Depreciation
Occupancy costs
W arranty costs
Other miscellaneous costs
Total
Direct labor (adjusted for inspection labor)
Rate
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Overhead
Recom puted
(000)
$70,000
20, 000
100, 000
20, 000
40, 000

Adjustment for
Inspection labor
(000)
$70, 000

100,000
$350, 000

100,000
$330,000

$200,000

$220,000

175%

150%

100,000
20,000
40,000
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"Materiality,
at this date, is
a rule of Com-

to date under the contract (invoiced amounts) for
the purpose of computing the interest due. The interest is computed from the date of payment by the
United States to the time the adjustment is effected.

mon sense . . .

EXAMPLE 2
CONSISTENCY IN ALLOCATING COSTS
INCURRED FOR THE SAME PURPOSE

"

In reviewing the contract, the auditor found that
warrantv costs were estimated as contract direct
costs and the costs were in fact being distributed as
direct costs. However, upon reviewing the manufacturing indirect costs, he found that warranty
costs of the same nature were also being charged to
the manufacturing burden expense pool as indirect
expenses. These costs were therefore subject to adjustment for "double charging." The estimated costs
used in pricing the contract and the adjustments
made for the double charging of warranty costs are
shown in Exhibit 2. The comparison disclosed that
the contract was overpriced by .89 percent. The
overpricing percentage was applied to monies received to date under the contract as described in
Example 1.
EXAMPLE 3
CHANGES IN THE ACCOUNTING SYSTEM
INITIATED BY THE COMPANY

The original disclosure statement showed that
manufacturing inspection labor was to be charged
to the manufacturing indirect expense pool. Effective March 1, 1973, the company decided to change
its accounting system whereby all manufacturing
inspection labor would be charged as a direct cost,
and be fully burdened along with all other direct
labor. The company filed an amended disclosure
statement describing the change. The auditor was
assigned the task of computing the effect of the
change to be applied prospectively from the date
of the change. See Exhibit 3.
The adjustment resulted in an increase in costs
to the company. Since the increase resulted from
changes initiated by the company, the contract
price was not subject to adjustment. Also, since the
indicated increase was relatively insignificant, it may
be well to comment on materiality. The Board
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agrees that the administration of its rules, regulations, and cost accounting standards should be reasonable and not seek to deal with insignificant
amounts of cost. Materiality, at this date, is a rule
of common sense and the Board has not deemed it
necessary to issue a definition of materiality. Therefore, it can be speculated, that had the reclassification resulted in a significant decrease in costs, the
amount may still have been considered immaterial.
EXAMPLE 4
CHANGES IN THE ACCOUNTING SYSTEM
DICTATED BY THE CASE!

For the purposes of this example, it is assumed
that the Cost Accounting Standards Board has issued their proposed standard for allocation of home
office expenses to segments. The proposed basis was
published in the Federal Register (Volume 37,
Number 127, dated June 30, 1972, Part III) . Assuming the allocation methods as proposed were
required as a standard, it is a change from the allocation method previously in use by the company.
However, the company is required to change their
accounting policy to comply with the new standard.
Compliance is required prospectively from March
31, 1973. By changing the method of allocating
home office expenses, to the divisions, the G&A
rate for the AC Company is increased from 20 percent to 25 percent. In this case the company is
entitled to an equitable adjustment for the prospective upward or downward effect on the price
of the contract. The computation of the comparison
of costs under the original estimate and the prospective application of the higher G &A rate would
be the same as shown in Example 3.
Conclusion
For manv years management accountants have
been guided by the fundamental principle that although there are many accounting methods and
procedures which fall within the criteria of "acceptability' as circumscribed by the generally recognized accounting authorities, the method selected
for accounting for costs within a specific company
should be the one most likely to provide the most
usable information.
❑
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Books

FOR THE MANAGEMENT ACCOUNTANT

FINANCIAL MANAGEMENT AND POLICY
Second Edition
James C. Van Horne
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1971, 721 pp.,
clothbound, $12.90.
This edition sharpens and updates previous material and places
increased emphasis on valuation and on linking various financial decisions with valuation. Additional emphasis also is given
to financial decision making. Included in our CMA examination reading list.

The basic premise of these authors is that auditing is related
to the information system as well as to the financial statements.
The book treats each component of the firm's information
system, procurement, production, inventory, marketing, cash,
and personnel. It is included in our CMA examination reading
list.
THE INVENTORIES
Frederick Staples
The Counting House Publishing Co., Thiensville, Wis. 53092,
1972, 97 pp., clothbound, $3.95.

MANAGERIAL FINANCE
A Systems Approach
Eugene M. Lerner
Harcourt Brace Jovanovich, Inc., 757 Third Ave., New York,
N.Y. 10017, 1971, 555 pp., clothbound, $12.00.
The particular activities and relationships stressed in this book
are the information flows that a manager receives, the cash
flows through the firm, the growth of the enterprise, the market
valuation placed upon the firm, and the environment within
which the system as a whole operates.

FINANCIAL AND ACCOUNTING GUIDE FOR
NONPROFIT ORGANIZATIONS
Malvern J. Gross, Jr.
The Ronald Press Co., 79 Madison Ave., New York, N.Y.
10016, 1972, 541 pp., clothbound, $13.50.
One of the few books specializing in the field of nonprofit
organizations, it contains a comprehensive summary of current
accounting practices and presentations that are applicable to
hospitals, country clubs, voluntary health and welfare organizations, churches, private schools, universities, foundations, and
associations of all kinds.

A handy review of inventory practices in plain terms, including
those in connection with LIFO and Retail inventory methods.
Appendices contain inventory- taking instructions, questionnaire
on count test, and filled out price test work sheets.
RETAIL INVENTORY METHOD MADE PRACTICAL
James T. Powers
Controllers Congress, National Retail Merchants Assn., 100
W. 31 St., New York, N.Y. 10001, 1971, 70 pp., paperbound,
members - $4.00, non- members-$6.00.
An up -to -date review of the characteristics of the retail inventory method together with an explanation of how it operates,
some of the problems, its tax effects, and its relation to LIFO.
Chapter VIII contains definitions of retail terms.
ECONOMICS
An Introduction to Analysis and Policy
Seventh Edition
George Leland Bach
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1971, 722 pp.,
clothbound, $11.80.

Frederick Staples

Designed as either a one - semester or full -year course on economic theorv, this book can be used by instructors who wish
to put either microeconomics or macroeconomics first. It is
also a book on how students can use economic theory in thinking about complex problems for themselves. Included in our
CMA examination reading list.

The Counting House Publishing Co., Thiensvil1e, Wis. 53092,
1972, 289 pp., clothbound, $8.95.

ECONOMICS

AUDITING MANUAL

A handy step -by -step coverage of auditing procedures with
easy access indexing for procedural detail. Pre -audit and internal
control questionnaires are among the exhibits in the appendix.

AUDITING: A CONCEPTUAL APPROACH
W. Thomas Porter, Jr. and John C. Burton
Wadsworth Publishing Co., 10 Davis Drive, Belmont, Calif
94002, 1971, 547 pp., clothbound, $10.95.
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Eighth Edition
Paul A. Samuelson
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10200, 1970, 868 pp., clothbound, $11.50.
A half -vear or full -vear introductory course to economics. Two
new chapters have been added to this edition, "Economic
Inequality: Poverty, Affluence, and the Quality of Life" and
"Economic Problems of Race, Cities, and Polluted Environment." Included in our CMA examination reading list.
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MANAGEMENT IN AN INTERNATIONAL
CONTEXT

metic, scientific calculations with floating point numbers, and
string operations.

Joseph L. Massie and Jan Luytjes
Harper & Row, Publishers, 49 E. 33rd St., New York, N.Y.
10016, 1972,386 pp., clothbound, $11.95.

PL /C: A PROCESSOR FOR PL /I
R. Clay Sprowls

The authors invited management specialists from different parts
of the world to explain the management approaches used in
their respective countries. The resulting book is designed to be
useful to the academic community, to management practitioners, and to the general public.

Canfield Press, 850 Montgomery St., San Francisco, Calif. 94133,
1972, 247 pp., paperbound, $5.95.

ANSI COBOL PROGRAMMING

THE HISTORY OF MANAGEMENT THOUGHT

James A. Saxon and William R. Englander

Second Edition

Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 246 pp.,
clothbound, $10.95, paperbound, $4.50, (workbook 88 pp.,
paperbound, $4.50).
A text for the purpose of teaching the beginner the fundamentals of the American National Standards Institute COBOL

Claude S. George, Jr.
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 223 pp.,
clothbound $8.95, paperbound $4.95.

A revision of the author's previous PL /I book. PL /C has two
practical features; the first is cost and the second is the extensive debugging facilities of PL /C.

programming.

Presents the major contributions of various civilizations, individuals, and ethnic groups in the management field, from
5000 B.C. to the present day. The bibliography ranges chronologically from 500 B.C. to 1971.

QUANTITATIVE APPROACHES TO
MANAGEMENT

THE FAILURE OF SUCCESS

Richard I. Levin and Charles A. Kirkpatrick
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1971, 461 pp., clothbound, $12.50.

Alfred J. Marrow, Editor
American Management Association, Inc., 135 W. 50th St., New
York, N.Y. 10020, 1972,339 pp., clothbound, $10.50.

Provides a basic understanding of the application of quantitative methods to decision making. No more than a good course
in algebra is needed for understanding, but for those familiar
with calculus and having a preference for differentials in dealing
with certain inventory models there is Appendix 5. Included
in our CMA examination reading list.

Based largely on a series of case studies illustrating step by step
how studied companies have set up projects to improve productivity— increase job satisfaction —and narrow the gap between an organization's potential and its current performance.

THE NATIONAL DIVIDEND PLAN:
PRO AND CON

Robert D. Joyce

A Conference Board Symposium
Martin R. Gainsbrugh, Editor
The Conference Board, 845 Third Ave., New York, N.Y. 10022,
1972, 369 pp., clothbound, $6.95.

For those who wish to be aware of plans for simplification of
our tax structure and federal expenditures, this Conference
Board Symposium on the National Dividend Plan held in the
Fall of 1971 should be enlightening.

INTRODUCTION TO PL /1 PROGRAMMING

so

R. Clay Sprowls
Canfield Press, 850 Montgomery St., San Francisco, Calif. 94133,
1969, 179 pp., paperbound, $5.95.
PL /I is intended to cover a wide range of applications. Presented here is a subset of the language illustrating fundamental
ideas such as data representation, data structure, program
structure, parametrization of procedures, and recursion. It
emphasizes accounting type calculations with decimal arith-

ENCOUNTER IN ORGANIZATIONAL BEHAVIOR:
Problem Situations
Pergamon Press, Inc., Maxwell House, Fairview Park, Elmsford,
N.Y. 10523, 1973, 263 pp., paperbound $4.50, clothbound $10.00.
This work contains an organized series of problem situations in
individual group behavior designed for use in undergraduate
and graduate level courses in organizational behavior, organizational development, and industrial psychology.
ORGANIZATIONS:
Volume 1, Structure and Behavior
Volume II, Systems, Control and Adaptation
Second Edition
Joseph A. Litterer
John Wiley & Sons, Inc., 605 Third Ave., New York, N.Y.
10016, 1969, Vol. I -498 pp., Vol. II -417 pp., paperbound,
$7.95 each volume.
This second edition has been divided into two volumes in order
to examine more closely: work flows, conditional aspects for
combinations of various organization elements, environmental
and other aspects. Control and systems are treated as separate
topics in volume II. Both volumes are books of writings.
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MAP COMMITTEE APPROVES
'CRITERIA FOR MAKE -OR -BUY
DECISIONS'
The fifth in the series of Statements on Management
Accounting Practices, the paper, summarized below, is based on
extensive work by a seven - member subcommittee.
At its meeting in Dallas on June 21, 1973, the Management
Accounting Practices Committee approved the fifth in its
series of Statements on Management Accounting Practices.
This position paper, "Criteria for Make -or -Buy Decisions,"
is based on extensive work done by Bernard H. Semler's
subcommittee. It was prepared with the objective of identifying and defining the basic concepts and criteria underlying the evaluations and decisions leading to self production
vs. internal purchase of raw materials, semi- processed items
and finished products. The statement recognizes that make or -buy decisions must be made by evaluating them against
overall business objectives and thus are no different from
those required for other business decisions.
The factors pertinent to this kind of decision form the
structural framework of the statement, which is organized
into eight chapters. One chapter discusses the relationship
of organizational makeup to the make -or -buy decision. The
several company functions are analyzed as to their roles in
the organization and the part they play in the decision.
Another chapter is devoted to cost considerations that are
implicit in the problem. Evaluation is made of the propriety
of utilizing alternative cost concepts, such as variable cost
and full cost. The paper states that, while short -term considerations sometimes govern, emphasis should normally
be given to the long run, thus necessitating full cost considerations of related cost objectives.
The statement also contains an evaluation of alternatives
regarding differences in required capital investment. Once
again, the short - term/long -term aspect is relevant, particularly when utilization of unused capacities becomes the
primary basis for short -term decision making. Furthermore,
the point is made that, even for decisions where long -term
considerations dominate, accounting book value may not
be relevant. The opportunity cost of utilizing assets should
reflect its use for other purposes. The alternative uses of
assets, including the possibility of deriving proceeds from
sale, determine opportunity values, and should form the
basis of evaluating an investment.
A chapter on financial evaluation discusses various methods for evaluating profitability, establishing the evaluation
period, measuring the cost of capital, evaluation of risk
and analyzing sensitivity.
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Non - financial considerations are emphasized and recognized as possibly being of such significance as to outweigh
the purely financial evaluations. Among them are:
1. Manufacturing capacity to meet future needs.
2. Impact on product quality.
3. Concern for employment stability.
4. Desirability of maintaining trade secrets.
5. Possible relevance of anti -trust law, or other legal constraints.
6. Consideration of product guarantees.
7. Dependability of supply.
8. Availability of multiple sources.
The need for review and follow -up, on a continuing basis,
is emphasized. Changes in technology, competition and
customer requirements are illustrative reasons which mandate a periodic reappraisal of the trade -offs available from
the choice of self - manufacture vs. procurement from outside sources. Post completion review should also be made
to confirm the judgments and evaluations used in the
original decision as well as to sharpen the reliability of
future decisions.
The statement concludes with a comprehensive illustration of financial evaluation, which takes the reader through
a hypothetical example, presenting a solution on a step -bystep basis while concurrently explaining the rationale for
each phase of the solution.
In addition to Mr. Semler, the other subcommittee members responsible for developing the pronouncement are Leo
J. Barnecut, Jr., Donald A. Pillsbury, Dr. Allan R. Drebin,
David O. Nellemann, William J. Pawelec, and C. A. Vobroucek.
For a copy of "Criteria for Make- or -Buv Decisions ", write
to Mr. Louis Bisgay, Manager, MAP Development, National
Association of Accountants, 919 Third Avenue, New York,
N.Y. 10022.
❑
One cop}, of the statement is available at no cost. From 2 -10
copies, the price is 750 each; 11-50, 500 each; 51 -100, 400
each. and more than 100 copies, 300 each.
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THE STATUS OF WOMEN
IN ACCOUNTING
More and more women are entering the accounting field and
they're being accepted — albeit sometimes grudgingly. These NAA
members talk about their careers and their experiences in what
used to be strictly a 'man's world.'

By Bette N. Carleton
Two- thirds of the job gains in the 1960's were made
by women, according to a report of the Census
Bureau. Even more impressive were the gains made
in the accounting field, traditionally considered a
"male profession." For example, in 1960, women
held 16.5 percent of the available jobs, while in 1970
this figure had grown to 25 percent. Of the total
gain of 233,844 accounting jobs during this period,
women accounted for 45.1 percent of these new
positions.
The figures show that women have come a long
way, indeed, over the last decade. But statistics sometimes mask reality. What about the people behind
the percentages? How do they feel about their status
in the business world, particularly the accounting
field? What has been their experience in working
with male colleagues? What are some of the frustrations, some of the satisfactions?
To gain a view in depth of the role of women in
accounting today we held a discussion and a number
of interviews at our NAA chapter meeting. The
author followed up by conducting two more interviews of NAA members who work in the accounting
field. Following are some of the observations and
conclusions emerging from the interviews and open
forum.

Two -Sided Career
Jennie Polansky is a member of the Massachusetts
North Shore Chapter and a staff accountant. In
addition to working in the business world she has
raised a family in what she calls "a two -sided career."
Her responsibilities involve both audit and tax functions in the public accounting area, with most of
her time spent in auditing.
AUTHOR: Do you feel you had to do anything different from a man in order to get your job?
JENNIE:In my opinion, the most difficult thing
that a woman has to do In order to get a job with a
public accounting firm is to convince her potential
employer that she is career - minded. It is difficult to
convince a prospective employer that a woman can
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survive the stress and lengthy period of time required
in training, since marriage, pregnancies, etc., can
interrupt or terminate a career. If a woman has a
young family it means double trouble due to the
incidences of absenteeism because of measles,
mumps, and all the rest. Yes, I think, to sum up, a
woman has to do a much harder selling job in order
to obtain employment, especially in my field.
AUTHOR: In visiting your clientele, have you ever
met an}, opposition because you are a woman?
JENNIE:I think I have been met with surprise
rather than opposition. My experience is that in
calling upon a client for the first time the initial reaction is usually, "Oh, we expected a man." But in
spite of this reaction, I do not feel that clients are
any less cooperative than they would be with my
male counterpart. In fact, there are times when the
opposite effect can be felt, since the client will extend himself a little more to make certain that your
work area is adequate and comfortable. So, there
are times when being a woman in public accounting
does not have adverse effects, rather the opposite.
AUTHOR: Do you feel you have any handicaps in
your position because you are a woman?
JENNIE:In the public accounting profession, certain situations occur which do become handicaps
because of my being a woman. For example, overnight travel can be most difficult when a woman is
trying to combine a career with raising a family.
Under this circumstance, it becomes virtually impossible to remain in the profession. Instructing or
teaching can become difficult at times, since many
male egos do not react favorably to taking instruction
from a woman.
Moreover, physically, inventory taking —one of an
accountant's major functions in his early years in
business —can be difficult at times, since our "frail"
and "delicate" bodies obviously cannot lift and
climb like a brawny male. As you can see, this
would present a problem in test - checking inventories.
AUTHOR: Ethel Jones is another Massachusetts
North Shore member and owner, with her husband,
of a machine shop.

B. N. CARLETON
is the president of
her own business,
Beca, in Beverly,
Mass. She has been
employed for many
years in accounting
and management,
most recently as
treasurer - controller of
Reid Brothers. She
holds degrees in
business
administration from
Merrimack College,
Andover, Mass. She
served as president of
the Massachusetts
North Shore Chapter
in 1968 -69. The author
wishes to express her
appreciation to
chapter members and
interviewees for the
cooperation she
received in preparing
this article.
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"What do you
feel women
specifically can
contribute to
the accounting
field ?"

seemed to realize that I really did know what it was
all about and he respected me for that, and I must
say he toed the mark much closer when I was
there than when I wasn't.
AUTHOR: What about your customers? How did
they feel about working with a woman and having
their work delivered by a woman?
ETHEL: Well, we worked that out very carefully.
A new customer was always approached by Tom
first and somewhere along the line he was made
aware of my position with the company so he
seemed to take it as a matter of course. At first, I
must admit, that if a customer called by phone
and Tom wasn't there he would not ask any questions of me but would merelv wait for Tom. As
soon as he realized that I could read prints, figure
jobs, knew which machine was which, he started
asking me the questions rather than waiting for
Tom.

BETTE N. CARLETON
ETHEL: I received my accounting training at
Salem State College. The main advantage to me of
being in a small town was that my first job was
with one of the townsmen who, of course, knew
me and gave me far more liberties than perhaps
someone else in a larger place would have received.
It was a small operation, just he and I
tended the office. He was away on the road a great
deal of the time %yhich forced me to study and
learn the business and carry on the entire office end
of the business. This meant a great deal to me and
I believe gave me the courage which I later developed, that is, to shy away from no job.
AUTHOR: How did you get interested in the
machine business?
ETHEL: Well, my husband, Tom, was a teacher
at a vocational school and had a small machine
shop in his garage as a hobby. He spent a great deal
of his time in the shop and, naturally, so did I. I
have always had an inquisitive mind and was, shall
we sav, gifted mechanically. Tom would set up
jobs in his shop and teach me bow to run the
machines and together we developed into quite a
team.
AUTHOR: How did you manage all this with Tom
being away at his teaching all day?
ETHEL: That is really where I did fit. Of course,
with teaching, Tom was able to spend the latter
part of each afternoon at the shop, also certain
evenings and Saturdays. He had an excellent foreman and it was my job to run the office, keep the
jobs straight, figure the costs, keep the customers
happy, and above all, see that the foreman kept his
men in line.
AUTHOR: What did the foreman think of having
a woman "boss "?
ETHEL: If he minded he didn't show it. He
W

A Stepping Stone
The third member interviewed was Nerina K.
Ball, assistant treasurer and head of accounting for
a pharmaceutical house, and presently president of
the Worcester Chapter.
AUTHOR: What do you feel women specifically
can contribute to the accounting field?
RENA: Well, I would say equally as much as a
man! You see, women have an especially stubborn
nature and have the ability to do a job no matter
how difficult it may be.
AUTHOR: What do you feel are the advantages
and disadvantages of accounting careers for women?
RENA: I would feel that the advantages would be
much the same for women as for men. First it is a
stepping stone upwards both in position and income. I feel the greatest disadvantage is that a
woman has to prove to the opposite sex the fact
that she has equal intelligence and usually she has
to work twice as hard to prove herself.
AUTHOR: Do you feel the aptitudinal make -up of
women is particularly suitable for accounting's detailed work or is this just a myth?
RENA: Well, I feel that women are better
equipped for detail than men are. They are geared
for detail in their everyday living —in the home,
raising children and keeping a close watch on the
financial budget. Let me say that a woman can
"bend" more easily than a man for he is neither
"built" nor trained that way. I feel that the accounting field is forever increasing and women will
of necessity become a greater part of this field. In
the next few years you will see more and more
women entering this field!
An Intuitive Sense
Lillian Filardo is a CPA, past president of Greenwich- Stamford Chapter and presently a national
director of the Association.
AUTHOR: Lillian, what do you feel women can
specifically contribute to the accounting field?
LILLIAN: Exactly what men can! Why should
there be any difference in what they contribute?
Properly trained, women do as good a job as a man,
if not better. Women, basically, pay more attention
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to detail and are able to analyze and are more constructive when confronted with accounting facts.
They are more nosey than men and will dig deeper.
Women have an intuitive sense which they can
add to their accounting, and intuition backed by
facts can bring them to a more adequate conclusion.
AUTHOR: What do you feel are the advantages
and disadvantages of accounting careers for women?
LILLIAN:The first thing that comes to my mind
as the main advantage of an accounting career,
whether it be a man or woman, is the fact that you
are presented with problems and can have the
satisfaction of solving them. Therefore I would
say self- satisfaction is a great advantage. Once you
have reached the professional hallmark of being a
CPA and you are in business for yourself you set
your own goals, whether you want to work 20 or
60 hours a week, what type of clients you wish to
take. Your decisions are your own. As for disadvantages, I can see no difference from any other
career. Perhaps an initial opposition to women in
a predominately "male" profession, but once you
have broken the ice I can see no disadvantages to it.
I can't think of any disadvantages in the accounting field other than what might occur in any other
profession. I feel it is all a matter of disciplining
yourself. As for overnight travel, I don't happen
to have to travel much, but I think here it is not
that it is difficult for a woman to travel, it is that
the individual accounting firms find it is less expensive to send two men rather than a man and a
woman because they have to pay for two rooms instead of one. It is merely a case of economics.
Certainly there isn't any heavy work making it difficult for a woman. In regard to inventory taking, I
can't really see any disadvantage there, either, as a
woman as a professional isn't going in to count the
stock, merely to spot -check it.
Set Your Own Goals
Actuallv, to sum it all up, I have three children
and a husband and find absolutely no difficulty in
combining being a homemaker and having an accounting career, either when I was controller of a
large American Stock Exchange firm, or now pursuing my career in my own firm. I have found no
difficulty in having either male or female workers
because you act in a professional way and treat
them as individuals and ]cam what motivates those
who work for you. I am not concerned whether or
not they like me, but do they perform their functions well? This takes seasoning. It also takes a
certain amount of study to find out what makes a
person tick, whether male or female. You have to
set your own goals —how many clients you want,
how many hours you want to work, what type of
clients you want —gear yourself to it and stick to it.
The point of men being paid more than women is
often brought up. This is the fault of the woman
today. Management is naturally cost minded, and
like men, women should get up and leave for more
money. Women are worth just as much money as
men in the same job. Women do not seem to give
themselves an objective analysis of what they are
MANAGEMENT ACCOUNTING /SEPTEMBER 1973

"Women are
worth just as
much money
as men in the
same job."

LILLIAN FILARDO

really worth.
During the open forum one member related a
story in which his firm posted specifications for job
openings and accepted resumes from within the
company. There was a managerial opening within
his own department and one of his own workers, a
woman, presented her resume which completely
met all the qualifications for the job. Although he
had always been more than satisfied with her work,
it didn't occur to him that she might be interested
in upgrading her position. But due to the strict
policies of the company which wanted to follow
federal guidelines in hiring so- called members of a
"minority group," she had to be given the job. The
member admitted that she turned out to be an
excellent choice for the job. In fact he did not feel
it could have been carried out any better by a man.
Another drawback to hiring women managers
cited was because workers do not like working for
a woman. They seem to resent her, gang up on her
and make her tasks more difficult. This elicited
many experiences both pro and con from the
group, all of which seemed to boil down to the well
known fact that a "boss ", whether male or female,
is resented by the workers. Something which springs
from human nature and not specifically from sex
identities.
In another's experience, a firm was willing to
promote women up through the ranks. It had one
person in mind who had done a very gratifying job
and offered to pay her way to school to further
her education in accounting. What did they run
up against? She was pregnant! This was a case of a
willing firm against an impossible situation.
One panelist, Jennie Polansky, suggested an
answer to this problem as she had been personally
involved in a similar set of circumstances. If a firm
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"There is a
growing potential... and a
growing

acceptance of
women in the
field of
accounting."

is anxious to subsidize the education of a female,
get one who has a good start in the accounting field
before marriage, who has raised her family and is
ready once again to pick up her career. This seems
to be a common practice today for a woman interested in any of the professional fields. Usually such
women have married young, had their families
young, and still have plenty of time ahead of them
to brush up on their education and enter the business world. These women usually make excellent
managerial material for they have already run one
business and know the road of hard knocks and
are well seasoned when they start out.
Another member brought up the fact that women
are inclined to be too sentimental and temperamental. He complained that it is difficult to push
women or correct them or in any way criticize
them, for you are likely to find yourself amidst a
deluge of tears. A male colleague quickly responded

that tears are a woman's privilege and that he has
seen times when his boss had spoken to him in
such a way that he had wished it was socially
permissable for him to cry.
It is difficult to get a woman to work overtime,
another member commented. It was further brought
up that there is usually a man behind the woman
who expects her to carry out her role as wife and
homemaker after her outside work day is completed. In other words, most women are holding
down more than one job. This may be a case of
confusing the executive and office worker. True, the
executive woman also has a home to contend with,
but in my experience the average executive woman
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spends as many hours in her role as a career woman
as does any man.
In an analysis after the meeting, it was interesting to note that the acceptance of women in business was far greater among the younger members
than the older ones who, although they tried not to
show it, let a little bit of their old resentment show
through.
As a personal footnote, I could perhaps cite
some instances in which I have been discriminated
against by men, but on the whole I would say my
experiences have been very gratifying. I have been
associated with men in business since my high
school days, having started out in architecture,
predominately a man's field; then turning to accounting and moving up through the ranks to an
executive position, becoming an officer and director
—the only female among men —and now in my
own accounting business. I started out twenty years
ago in NAA from being the only female in our
chapter to the present half dozen. I feel that I can
honestly say that it was through my wonderful associations in NAA, having worked up through the
various directorships to president of our chapter,
that I have achieved the strength and confidence
to push as I have to gain my position in the business world.
In summary, these interviews and the comments
from our audience indicate that there is a growing
potential for women in the field of accounting and
a growing acceptance of their presence. The self
confidence and competence displayed by women in
the field will help to accelerate their acceptance.

IT'S GREAT TO LIVE
IN THE SOUTHEAST
We have a fantastic array of opportunities for professional accountants. DUNHILL OF COLUMBIA is seeking talent for client
companies in all levels and disciplines. The following is a partial
listing:
Corp. Tax Director .. $25,000
Div. Controllers
.. $20,000
Plant Controller
.. $16,000
General Accountant
Budget Direc tor
Jr. Internal Auditor
Plant Ac countant
Cost Accountant
Chief Accountant . .
Plant Controller . . . .

$15,000
$12,000
.$11,000
$13,000
.$14,000
$15,000
$14,000

All fees are paid by client companies. Inquiries handled professionally and confidentially. Contact:
Bob Barrier

Dunhill

of COLUMBIA, INC.

2718 Middlebury Drive
Colurnbia, S.C. 29201
803268-0721

Na me
Ne w A d d r e s s

•

A National Personnel Service
Ci ty
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FINANCE EXECUTIVES
MOVE INTO CEO SUITE
In the latest survey by Forbes Magazine of the 850 largest
companies, finance executives continue to hold a greater number
of chief executive officer positions than any other category.
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SHIFTS BY MANAGEMENT BACKGROUND
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F r o m s u r v e y o f 4 7 1 o f Amer i ca 's la r ge st co mpa ni e s c on du c te d b y
H e i d r i c k & Struggles.

'

A financial background seems to be the best route
to the chief executive officer's suite, according to
the latest analysis of the backgrounds of the chief
executive officers of the 850 largest corporations in
the U. S.
The Forbes annual survey of the largest corporations in America has some good news for accounting and financial executives. At the top of 28.6 percent of the largest corporations were chief executive
officers with financial backgrounds —more than any
other category including general administration.
For perceptive viewers of the turnover of chief
executive officers, this is not news at all. A management consulting firm, Coloney, Cannon, Main &
Pursell, Inc. —among others— pointed out the
trend last year. The firm, which based its conclusions partly on Forbes' annual survey and partly
on data compiled by Heidrick & Struggles, another
management consulting firm, noted that CEO's
with financial backgrounds showed a marked increase in 1971 over 1967, increasing from 15.3
percent of the total to 23.9 percent.
CCMP took another look at the backgrounds of
chief executive officers when Forbes published its
latest survey in the May 15, 1973 issue. The figures
showed that of 850 chief executive officers, 28.6 percent had financial backgrounds; in the next biggest
category were those with backgrounds in marketing
and sales, 20.4 percent.
Taking the analysis a little further, the firm
checked the backgrounds of those CEO's appointed
in 1972. Of 138 executives out of 850, 30.4 percent
were listed as having financial backgrounds —again
outstripping all the other categories. (See graph) .
When CCMP first spotted the trend to financial
men as CEO's, it suggested that this shift was
supported by a number of factors including "the
continuing emphasis on financial management as
the key function at the corporate level in diversified
companies," "the increasing complexity and sophistication of financing and investor relations, and
the renewed stress on cost control." These factors,
the firm added, "make it likely that the financial
man's representation in the chief executive suite
Continued on page 67

CC M P a n a lys i s o f da t a p u b li s h ed b y Fo r b s s ma g a z i n e i n M a y 1 9 7 2 o n 7 2 4
la rg es t U. S. c or po ra ti on s.
CC M P a n a lys i s o f da t a p u b li s h ed b y Fo r b e s ma g a z i n e i n M a y 1 9 7 3 o n 8 5 0
la rg es t U. S. c or po ra ti on s.
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Close -Up

As one of his first duties, President Robert
Chapman presents charter to new Ventura
County (Calif.) chapter. L. -r., Larry DeLucia,
Managing Director John E. Vavasour, Mr.
Chapman, Ira Grooms, James C. Fortino,
first president of the chapter, and Kenneth
M. Sime, NAA vice president.
Before his election to the NAA Presidency,
Bob Chapman presented a plaque to
Walter M. Colley as the 1973 Personality
of the Year at the Los Angeles Chapter
Business Show. Mr. Colley, an NAA
member, is the president of Pacific Clay
Products. Executive Director William M.
Young, Jr. (right) also attended the
business show.

Charlotte Blue Chapter officers look over proclamation declaring
April 17 as Accountants Day in Charlotte. L. -r., President Doyle
Edwards, Charlotte Mayor John M. Belk, 1972 -73 chapter President
Marvin P. Carter, and Milton Bauguess, publicity director.
64
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Chapter/ Member News
Emeritus Life Associates

V I CT OR

T h e 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 five years
as an elected national or chapter officer or
director. Th ose so designated are relieved
from payment of annual dues. T h e intent
of this p rovision of the By -Laws is to recognize the debt which the Association owes to
members o f lon g stan din g.

C.

THALLE R,

New

York,

past

pres ide nt.
GALE

O.

KE N N E T H

H.

BE RGSTROM , N e w

Hamp-

WABE L, Peoria.

tu re rs

FRANK

SOS

JAM ES

Greater

JOHN

n o w t h e cont r ol l e r of A m e r i c a n F u n e r a l

P.

WOOD, N e w H a v e n .

ROGE R A . Y A P L E , C o l u m b u s .

CHRISTI AN SON,

Rockford, p a s t

pre si dent.
CLARE N CE CL E M E N S , D a y t o n , p a s t p r e s i dent.

S. CO B B , N e w O r l e a n s .
ROBE RT C. C O E , JR., W h e e l i n g ,
pres ide nt.

R. W. C R O U C H ,
WI LLI AM

G.

Kans as C i t y.

DOET HER,

west

KAY M .

PAU L

West

Central.
LE ROY

S.

D OST E R, M u s c l e S h o a l s , p a s t

pres ide nt.
E D GAR G. H A R N E Y , N e w Y o r k .
LESTER

E.

HI N T Z , N ew Hav e n .

RAY FI E LD , A s h e v i l l e , h a s b e e n
to di r e ct or of

manufact uri ng,

LEONARD

B.

HU R W I T Z ,

Nort h

Central

presi dent

fo r

co n s tru cti o n

and

fi-

Two Birmingham
name d

at

WI LLI AM

me mbers

Alabama

C. J O N E S

Exe cut ive

be e n

By- Products

Corp.

Was e le ct e d a dire c tor,

Committe e ,

EU GE N E F . K L I N E , E r i e .

J.KO LB E ,

Jersey Ci t y- H uds on, past

Fab ri cati ng an d

and

R.

Vi ce

LUIS

VI LLAR h a s b e e n a p -

p o i n t e d vice pre sid e nt — fi nan ce a n d c o n tion

Co., a

RICHARD

subs i di ary of C a y m a n

I. FRE M GE N ,

Corp.

Illowa, has be e n

a p p o i n t e d a p a r t n e r w i t h Ha s ki n s & S e ll s .

J. H .

T H O M A S AND ERSON, J a c k s o n , w a s

WE AVE R SE LF was e le cte d vi ce p re si de nt -

D e p a r t m e n t Store s.

will c o n t i n u e as c o n t r o l l e r .

Self is a p a s t N A A d i r e c t o r .

SALVATORE

P.

LU CI ANO,

BERNARD A . O ' C O N N E R ,

Boston,

has

be e n e l e ct e d chi e f fi nanci al office r of B ol t

be e n

name d

Kn o x v il l e , h a s

as s i st a n t se c r e t a r y a t

Be rk -

li ne C o r p .

Be rane k an d N e w m a n , Inc.

M E LV I N

V I R GI L L . C o l e , C h i c a g o , h a s b e e n a p -

has be e n p ro m o t e d

poi nt e d

de n t- fi nan ce a n d se c re t ar y fo r B e u r m a n n

controller

of

American

Valu a-

ROM AN h a s j o i n e d

Soil T e s t i n g S e r v i c e s ,

ST RE BE L r e c e n t l y w a s e l e c t e d

be ll - L owr ie - La ute nni lch

Corp.

FLAD IN G,

Lans in g- Jacks on ,

t o s e n i o r v i c e pr e s i -

RI CHARD

E.

D AW E ,

Lima,

is

now

as-

si s t ant t re as ur e r of R an da l l B e ari ngs , I n c.

pr e s i -

de nt an d chi ef ex ecu ti v e officer of C amp c o n t i n u e as tr e a su r e r a n d

C.

Marshall C o rp .

He

wi l l

as a d i r e c t o r .

Thre e

Mass.

Route

128

me mbers

n a m e d at Car l i n g Br e wi n g

J. PHALAN

were

Co. ROBE RT

w a s p r o m o t e d t o a s s i s t a n t di -

re ct o r of profit p l a n n i n g a n d b u d g e t i n g ,
GE OR GE

AN D RE W J . KU N CA, T r e n t o n .

W.

now

su re r an d di re cto r o f th e co rp orati on . . . .
D R . SANTOS

moted

ALFRE D

Co... .

is

p r e s i d e n t of A s s o c i a t e d P i p e L i n e s C o n -

RAY J . KRESSIG, R a c i n e - K e n o s h a .

J.

JR.,

finance an d

pre sid ent an d past N A A director.

D AN I E L

Welding

Fo u C H E A U X ,

J.

e l e c t e d vi c e p r e s i d e n t o f f i n a n c e , M c R a e

G.

FRE D E . JACOBS, H o u s t o n .

is

troller of C a y m a n I n t e rn at i o n a l Ex p l o ra-

have

I n c . , a s c h i e f a c c o u n t a n t . . . . D ON ALD

Ohio.

Ozark s,

s t r u c t o r s . H e c o n t i n u e s a s s e c r e t a r y- t r e a -

Mills.

ti on C o n s u l t a n t s , I n c. . . . WALTE R A .

J O H N A . HU BE N Y , C h i c a g o .

FRE D

vice

Mr.

Florida

SU T L I F F ,

to

Consolidate d.

n a m e d vi c e p r e s i d e n t — f i n a n c e o f S o u t h -

Promotions and New Positions—

the
past

R.

promoted

MI LDR E D L. BU E RKLE , Hous t on, has be e n

ex ecu ti v e v ice p res i de nt an d a me m be r o f

E LV I N

J.

LORIA h a s b e e n

Supply.

CU RT I S E . YOUN GDAHL, N e w Y o r k .

n an ce for Arcadia E nterprises, I nc.

C.

. . .

GLE N N W H I T E , Lou is vi ll e .

JO HN L . S T A N CI L, A t la nt a C e n tr a l, i s n o w

County.

Detroit.

as s i st a n t tr e a s u r e r of

vi ce pre s ide nt , Quorum Kni t ti ng

G.

of

WAY N E B. W A G A R , S a gi n a w V a l l e y, p a s t

ST EV E H . BOM AR, A t l a n t a C e n t r a l , p a s t

BUT LE R, W e st Be rge n - Pas saic

Bank

pres ide nt.

promoted

ALB E RT

Nat i onal

FRANK

sh i re , p as t p re s i d e n t .

pre si dent.

CASEY , D e t r o i t , h a s b e e n p r o -

K.

m o t e d t o a c c o u n t i n g of f i c e r a t M a n u f a c -

PAUL A. ALT PE T E R , Ro c he st e r , p as t p re si dent.

BRIAN

A.

FE RRY , JR., h a s

FLORI E G O B E I L is n o w

F. L A K I N , C o l u m b u s .
R. MARKS, F t . Lauderdale.

be en

pro-

to Nat i ck pl an t com pt rol le r, an d
N a t i c k as s i s t a n t

pl an t co mp tro ll er.

Two Memphis

M I LN AM OW , C hi cago.

me mbers

were

re ce n t l y

OSCAR G. MI LT Z, Milwaukee.

n a m e d b y A l l e n & O ' H a r a , I n c . DAV I D L.

A . FRI SBIE M I T C H E L L , N o r w i c h .

DAV IS w a s e l e c t e d a s s i s t a n t t r e a s u r e r a n d

GE O RG E

M.

W.

PI E RCE , B o s t o n .

REED
Memphis

A . PI E T SCHM AN , H a w a i i , p a s t p r e s i -

dent.
WI LLI AM

JOSEPH LE V I , C l e v e l a n d
K.

RAGAN,

Philadelphia.

A . L O E w RI CKE RT , M o r r i s t o w n .

C. ROGN ESS, P o r t l a n d - W i l l a m e t t e .
W . ROSSLE R, T o l e d o .
N . HARV E Y R O T H , JR., Lehigh V a l l e y .
J.A. SC H M I D T , JR., Michiana.
KI NG W . S M I T H , Tulsa, p a s t p r e s i d e n t .
W I L L I A M F . ST ON E , Chicago.

JACK G . RE E D , n a m e d t r e a s u r e r .

HAMILTON
Westchester

DAV ID

Eas t, has be e n

n a m e d cont r ol l e r of C 1 e C o n I n c.

E ARL

p r e s i d e n t o f f i n a n c e f o r t h e D a y t o n Sure -

JOSE PH

Gri p and
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Co., d i v i s i o n

of

Danis

Industries C o rp .
EU GE N E
elected

D.

C o r p . of D e n v e r .

of

the

has

Midwest

be e n

Oil

Polv P l a s t i c

Bot -

D . Lo c KA R D h a s j o i n e d

V.
Co., a s

J o h n s o n Se rvi ce

cont rol ler of th e

J o h n s o n Se rv ice D i v i s i o n .
EU GE N E J . LANDRY, N e w
re ce nt l y

PHE L PS, D e n v e r ,

controller

KU E SE L, M i l w a u k e e , is n o w

tl es, I n c . . . .

JAMES A . SI M M ON S, D a y t o n , is n o w v i c e
Shore

IV.

assi stant con tro lle r with

promoted

to

Or le an s,

se ni or

vice

was
pr e s i -

d e n t o f t h e First Nati onal Ban k of Je ffe rson Parish.
ROBE RT

C.

V OL OV I C,

Pi t t sburgh,

has
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SOUTHERN
OPPORTUNITIES

Time Off

We are recruiting management- oriented
Accounting, Financial and EDP personnel for the rapidly growing Southern
Market. Immediate career opportunities
for Controllers, Planning Manager, Asst.
Treasurer, Financial Analysts, Acctg.
Managers, Cost Accountants, Auditors,
Gen. Accts., Systems Analysts, Programmer /Analyst, DP Managers and others.
Salaries to $25,000.

yy

1

• CONFIDENTIAL SERVICE
Your present position will in no way be
jeopardized. We have had over 12 years
experience in the placement of professional personnel.

• OUR FEES ARE PAID BY
MANAGEMENT
Please send your resume with current
salary, or write for our Professional
Resume Kit.

CHARLES EDWARDS, CEC, Mgr
Accounting Division

MAMW"

SI

wsnrs Lau a

[ngArman [snNs

Where New Futures Begin
Box J -2000, Columbia, S.C. 29201

"Harvey, I'm not sure whether you're going to fit in our company."

been appointed controller, Heppenstall.
LEROY C. LIVERMORE, Portland -Willamette, has been named vice president
— controller of Orbanco, Inc.
RONALD C. SCHUMACHER, Racine -Keno-

sha, has been appointed assistant secretary of Medical Engineering Corp.
RONALD L. CARICOFE, Richmond, has
been promoted to treasurer of Concrete
Pipe & Products Co. . . .WILLIAM G.
LONGEST is now director of leaf operations for Philip Morris U. S. A.... RAYMOND E. MILES has been promoted to

executive vice president of Concrete Pipe
and Products Co.... VINCENT J. PROSS,

.

..

JR., has been named assistant comptroller
of the state of Virginia.
JOHN J. ERVIN, JR., Rochester, Is now
controller at R. U. Development Corp.,
and vice president of finance at Arc
Construction Co.
RICHARD K. EHLERS, Rockford, has
joined Rock Valley Conditioning, Inc.,
as controller. . . . RICHARD B. JONES is
now manager of business planning —assistant to the controller, National Lock PAUL MASTRANGELI
Fastner Division.
has been promoted to business manager
of Canfield Clinic.
E. G. Cox, Saginaw Valley, has been
named corporate controller of Darin &
Armstrong, Inc.
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Dear NAA . . .
Every year the NAA Technical Services Department receives hundreds of
requests for vocational information
about the field of accounting. During
1972 -73, for example, the department
mailed out some 3,544 pieces of vocational guidance material in response
to the requests. Some of the letters
written by young students, although
displaying an avid hunger for knowledge of the mysterious world of accounting, are disarming in their approach.
The urgency of a class assignment
is often apparent, especially in letters
like the one which requested: "Please
send me some information on accounting. I need information on requirements, education, and so forth.
Please send me books and pamphlets.
Please hurry." Or this one: "Please
send me all the available information
on accounting. I'm doing a research
paper."
Student writers are not verbose;
they get right to the point. One high
school English class was assigned to
research professions, including account-

ing. The writer shot four questions at
the NAA department: "(a) What is
the training you need or the qualifications you need ?" (b) How much does
the average accountant earn and what
are the benefits? (c) What are the
working conditions such as attire,
working hours and element of risk?
[Shades of Equity Funding, perhaps ?]
(d) How are advancements decided?
(e) Is the profession growing or dieing [sic] out ?"
One young career aspirant was a
little confused. He wrote: "Would you
please send me some information on
becoming an advertising copywriter ?"
Sometimes NAA is asked to make
an agonizing decision for the writer.
One wrote, "Is it possible for me to
get a job with a few hours of accounting and a major in Spanish? Or,
would it be better to major in accounting and minor in Spanish ?"
Optimism pervades the world of
incipient accountants. A college offering counseling assistance wanted information on employment opportunities and demand for students aged 65
or older "newly entering" the field of
accounting!
El
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DR. KENNETH R. GRUBBS, Shreveport,
has beep appointed dean of the College
of Business Administration at Louisiana
State University.
ROSEMARY FINK, Springfield, has been
promoted to assistant vice president and
controller at Taylor Rental.
JOHN C. BUMGARNER, JR., Tulsa, has
been elected treasurer of Skelly Oil Co.
JOSEPH F. JAWORSKI, Valley Forge, has
been appointed assistant secretary of the
Crane Co.
JOHN M. RICKERT, Waukesha Area, was
recently appointed general manager of
Cor -Plex International.
EDWARD J. HAMILTON, Westchester, is
new vice president and controller of the
Russell, Burdsall & Ward Bolt & Nut Co.

In Memoriam

GEORGE E. GIBSON, 47, Pittsburgh,1961.
STEPHEN J. ANTONE, 51, Alameda Coun- LLOYD E. HAMILTON, 43, Oakland -East
Bay, 1963.
ty- South, 1966.
ELMER F. BROOKS, 77, St. Louis, 1926. FRANK E. HANEY, 52, Kansas City, 1960.
Emeritus Life Associate.
H. V. HOLT, 67, Fox River Valley, 1934.
RUTHERFORD L. CAIN, 68, Calumet, FRANK E. HOST, 57, Chicago, 1948.
1946. ELA.
BILLY J. KING, 43, Pensacola, 1964.
DAVID L. COLLIER, 36, Colorado Springs - GORDON PHELPS, 67, Member -at- Large,
Pueblo, 1968.
1941. ELA.
JOHN R. COWAN, 67, Chicago past presi- MAX A. PRESNELL, 32, Piedmont-Greensdent, 1940. ELA.
boro, 1968.
ERIC J. EBERHARDT, 46, Cincinnati, 1966. R. J. RENICE, 66, New York, 1945.
CARL M. ERICKSON, 58, Massachusetts WILLIAM J. SEIFRIED, 63, Dayton, 1959.
Pioneer Valley, 1951.
JACK E. SMITH, 41, Joplin Tri -State,
FRANCIS X. FERRIS, 62, Quincy Area, 1967.
W. G. THOMAS, 63, Akron, 1944.
1953.

FINANCE EXECUTIVES MOVE INTO CEO SUITE
Continued from page 63
will continue to rise rather than level off or decline
in the foreseeable future."
Commenting on the latest statistics, the fine
pointed out that the trend toward finance appears
to have slowed somewhat. "Boards seem to be shifting attention to more nuts - and -bolts concerns and
favoring functionally- oriented manufacturing, production and engineering executives, with their
natural inclination toward substantive management
concerns."
Time of the Accountants
The consulting firm believes that the choice of
chief executives by corporate directors correlates
strongly with prevailing business trends. It suggests
that a major reason why finance - trained executives
have moved into the CEO suite during the last five
years is because the wave of mergers and acquistions called for the talents of those skilled in the
intricacies of accounting and finance.
Others have suggested that a contraction of the
economy more recently led to a trend in which
corporate boards sought cost - cutting executives to
take over. Lawrence W. Hill, vice president of
Heidrick and Struggles, recently stressed this point
in remarks before the Kansas City Chapter of the
Financial Executives Institute. He said, "In tight
times companies look for the financial pro who can
keep cost under control without sacrificing corporate
capabilities, and in times of expansion such as today, he is sought to exploit growth opportunities
to the fullest while maximizing profit." Even
though the economy seems to be expanding, he
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observed, "We feel organizations remain extremely
cost conscious."
Who are some of the top financially- oriented
chief executive officers? Richard C. Gerstenberg,
chief executive officer of General Motors, is listed
by Forbes as the highest paid CEO in 1972 with
a total remuneration of about $875,000. Others with
finance backgrounds are Lynn Townsend, of
Chrysler, who is credited with a total remuneration
of $639,000; Harold S. Geneen of ITT, total remuneration of $813,000, and Meshulam Riklis of
Rapid- American, who reportedly was paid about
$473,000, during 1972.
Without doubt the finance function has become
increasingly important in today's business. Heidrick and Struggles pointed out in a profile of the
typical chief financial officer in 1970 that "The
chief financial officer has become more influential
in the corporate hierarchy as the demand for capital
has burgeoned in an era of inflation, high interest
costs and tight money. His emphasis has moved
from financial reporting to financial planning, from
the technician's role of historian to the managerial
role of formulating corporate strategy." The firm
was right on target when it predicted that "the
importance of finance vis -a -vis marketing and manufacturing should increase, and more presidents,
are likely to come from the finance function."
On the other hand, a narrow specialization in
accounting and finance will not necessarily lead to
the president's office. In a profile of the typical
president, Heidrick and Struggles predicted "The
president will rank to an even greater degree as a
generalist, rather than a specialist, and will be
cognizant of humanistic subjects."
0
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Notice of Proposed
Amendments to the Constitution
The amendment of several articles of the NAA Constitution
was approved by the National Board of Directors at its meeting on June 22 in Dallas. According to the procedure specified
in Article VIII of the Constitution, Section d, amendments,
repeals or additions approved by the Board of Directors must
be submitted by the Executive Director to the membership for
a vote by mail as soon as possible.
Accordingly, the complete text of the proposed changes to
the Constitution are published in this issue Of MANAGEAIENT

ACCOUNTING, the Official Bulletin of the Association, starting
on the following page. As provided in Article VIII, if, within
60 days after such submission votes have been received in writing in favor of such proposed amendments, repeals or additions, signed by a majority of the members casting votes, they
shall be deemed adopted.
The purpose of each proposed change is summarized below.
In the text of the amendments, deletions or changes are indicated by italics and additions are indicated by boldface.
Article II, Section 1(f )
This paragraph has been added to recognize the establishment by the Association of an examination program leading to
a Certificate in Management Accounting and also the establishment of the Institute of Management Accounting which has
the responsibility for developing the examinations for candidates seeking the certificate.
Article III, Section 4
The right of the Association to exclude an individual from
membership is eliminated by this proposed amendment. This
change was recommended to make Section 4 consistent with
Section 2 of Article III which holds that "Membership in the
Association shall be open to all persons, without discrimination,
who are interested in the aims and purposes of the Associat i on . . . . "
Article VI. Meetings
The present article provides that the Annual Meeting must
be held during the month of June and include the election of
officers and directors. Under the proposed revision, the article
would permit the meeting to be held any time within 60 days
prior to the end of the fiscal year. This would give the Board
of Directors more latitude in scheduling the Annual Meeting.
The proposed change would also permit the election of officers and directors at the Annual Meeting but does not make
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the election of officers and directors at the Annual Meeting
mandatory. This would permit the election of officers and directors to be held by mail ballot in advance of the Annual
Meeting if the Board of Directors so directs.
Article VII, Section 2(c)
This section stipulates the procedure for a vote by the Board
of Directors on amendments to the By -Laws. As currently
written, a proposed amendment cannot be defeated at a meeting of the Board of Directors, even though the Board may be
overwhelmingly opposed, but must be submitted to a mail vote
to the entire membership of the Board if it does not receive a
favorable vote by three - fourths of the membership present at
the meeting. The proposed revision eliminates the need for a
mail vote of the entire Board when a majority of the entire
Board is opposed to the proposed change.
Article VIII, Section 1(c)
This article, which applies to amendments to the Constitution, again, as written, does not allow the Board of Directors
to defeat a proposed amendment even though a majority of the
members of the Board may be opposed. The revision would
eliminate the need for a mail vote of the entire Board when a
majority of the Board is opposed to the proposed change.
Article IX. Limitations
Section 1 of this article is unclear in that it lays down limitations on the Association in carrying out "the above - described
purposes ". The proposed change would make clear that the
"purposes" referred to in this article are those contained in
Article II, Section 1, which describes the purposes or objectives
of the Association.
A postcard ballot on which you are urged to record your vote
is enclosed. To be counted, the ballot must be mailed no later
than October 30, 1973, and must include your name (both in
signature and printed form) and your account number (included on the mailing label of each issue Of MANAGETIENT
ACCOUNTING).

It is your right, and responsibility, as a dues - paving NAA
member to vote on these proposed revisions. We hope you will
exercise that right.
September 1, 1973

NVILLIANI M. YOUNG, JR.

Executive Director
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Constitution
Article I —Name
Section 1: The name of this organiza tion shall be
NAT I ON AL ASSOCIAT ION O F AC C O UNT AN T S
Fou nded 1 9 1 9 a s
NAT I ON AL ASSOCIAT ION O F COST
AC C O UN T AN T S
Article II— Purposes
Section 1: The pu rposes of the Association sha ll be:
(a ) T o devel op thro u gh rese a rch, d iscu ssi on a nd e xcha nge of informa tion a better u ndersta nding of the sou rces, types, pu rposes a nd
u ses of a ccou nt ing a nd rela ted da ta a s a pplied to a ll type s o f e conomic endea vor; a nd to ma k e this informa tion a va ilable to Members
and others;
(b ) T o a ssi st a nd enc ou r a ge wit h r espe ct to the rol e o f a c cou nting in the implementation and development of the socio- economic
structure;
(c) T o stimulate worldwide acqu aintance and fellowship a mong
Members;
(d ) T o u nit e th rou gh m emb ership in the Associ a tio n p erso ns interested in a ccou nting;
(e) T o provide opportunities for Members to increase their
knowledge of a ccou nting pra ctices a nd methods a nd to increa se their
individu al capabilities.
(f) To promote the profession of management accounting by providing for the recognition of educational attainment and professional
competence of management accountants.
Article Ill— Membership
Section 1 : T he membersh ip of the Associa tion sha ll consi st of those
individu als who are Members a s of the a doption of this Constitu tion
a nd who m a y from time to t ime be a dmit ted to me mber ship in su ch
ma nner a nd under su ch requ irements as may be prescribed in the
Constitution and By -Laws.
Section: 2: Membership in the Associa tion shall be o pe n t o a l l persons, without discrimina tion, who are interested in the aims a nd
purposes of the Association, who are willing to subscribe to the
Constitu tion and By -La ws a nd who are otherwise qu alified u nder the
provisions set forth in the Constitu tion a nd By -La ws.
Section 3: Only Members in good standing as defined in the By -La ws
shall be entitled to vote, to hold office or otherwise to enjoy the
privileges of the Associa tion.
Section 4: T he Associa tion sha ll ha ve the power to exclude, suspend
or e x p el a M e mb e r i n su c h a m a n n e r a s m a y b e p r e sc r i b e d in the
By -Laws.
Article IV— Management
Section 1: The property, bu siness a nd affa irs of the Association sha ll
be ma na ged by the Boa rd of Directors, which sha ll be constitu ted a s
provided in the By -Laws.
T here shall be an Execu tive Committee, which shall be constitu ted a s provided in the By -La ws a nd sha ll ha ve the powers a nd
duties therein specified. T here shall be su ch other committees as
ma y be provided for in the By -La ws. Ea ch of su ch other committees
shall have such powers and du ties a s shall be prescribed by or in
the ma nner provided in the By -La ws.
The Associa tion sha ll ha ve the following officers: a President; a
nu mber of Vice Presi dents a s esta blishe d, from t ime to tim e, by the
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Board of Directors but not less than twelve; a Trea surer; and an
Executive Dire cto r, who sha ll a lso a c t a s Se cre ta ry of th e Assoc ia tion. Such officers shall have such powers a nd duties as shall be
prescribed by or in th e ma nn er p ro vi de d in t he By -La ws, a nd ea ch
of the officers sha ll be e lected o r a ppoint ed in th e ma nner provided
in the Constitution or the By -Laws.
Section 2: Any Officer or Director may be removed for cau se by
the Boa rd of Directors by a two- thirds vote of the Directors present
a nd voting a t a r egu la r or specia l meeting for whic h a dva nce notice
of not l ess t ha n t wen ty da ys sh a l l b e g iv en a n d i n a cc or da n ce wi th
such proceedings as the Board of Directors ma y determine. Up on
su ch remova l o f a n Officer o r Director, hi s office sha ll be filled for
the u nexpired term thereof by the Boa rd of Directors.
Section 3: T he Boa rd o f Dire ctors or the Execu t ive Co mmitte e, except a s in the Constitu tion or By -Laws otherwise provided, may
au thorize a ny officer or officers, a gent or agents, in the na me of a nd
on beh a l f o f the Asso ci a t ion , to en ter i nt o a ny co nt ra c t or execu te
or deliver any instru ments, a nd such authority ma y be general or
confined to specific insta nces; a nd, u nless so a uthorized by the Board
of Directors or t he Execu tive Comm ittee, no officer or a gent or employee sha ll ha ve a ny power or a u t hority to bind th e Associa tion or
a ny of its members.
Section 4: In ca se of disso lu tio n of the Associa tion a nd l iqu id a tion
of its a ffa irs, a ny money or other a ssets rema ining a fter the pa yment
of a ll obliga tions sha ll be distribu ted for su ch cha rita ble or edu ca tiona l pu rposes a s the Boa rd of Directors ma y determine a nd direct,
a nd in eve ry ca se th e decisio n a nd dete rmina tion of the Bo a rd sha ll
be fina l a nd conclu sive u pon a ll persons in a ny wa y interested.
Article V— Principal Funds
Section 1: A reserve fu nd shall be established and maintained by
the Association for the purpose of providing throu gh the income
therefrom funds which ma y be utilized to insure continuous extension a nd developm ent of a ctivities in genera l furthera nce of the
pu rposes of the Associa tion. T he principa l of this reserve fu nd sha ll
be accu mu la ted (1 ) through initiation fees a s provided in the ByLa ws; a nd (2 ) through any other sou rces of income or fu nds as
specifically voted by the Board of Directors.
Section 2: No appropria tions shall be ma de from the principal of
the reserv e fu nd excep t u pon affirmative vote of a m a j o r i t y o f t h e
ent ir e Boa rd o f D ir ec to rs a t a me et in g o f th e Boa rd t o b e he ld not
less tha n sixty da ys a fter the proposa l has been su bmitted in writing
to the entire Boa rd of Directors. If less tha n a majority of the entire
Board is present at su ch meeting, the Execu tive Director sha ll within
thirt y da ys th erea fter tra n smit by m a il su ch prop osa l to e a ch membe r of t he Boa rd of Di rec tor s for a vot e. If the Execu t ive Director
sha ll have received within sixty da ys thereafter votes in writing in
fa v or of th e proposal signed by a ma jority of the entire Boa rd of
Directors, such proposal shall be deemed to be adopted with the
sa me for ce a nd e ffe ct a s if i t ha d b ee n a d op te d a t su ch m ee ti ng i n
the ma n ner her eina bov e pr ovi ded. An nu a l in come fr om t he rese rve
fu nd ma y be expe nded or a pp ropr ia te d a t a ny ti me b y a c tion of the
Boa rd of Directors for pu rposes consistent with the best interests of
the Members.
Section 3: T he Boa rd of D irector s sha ll ha ve t he powe r to esta blish
and mainta in principal fu nds other than the reserve fu nd for
specified purposes consistent with the objectives of the Association,
su ch p u rposes to be sta te d by t he Boa rd of Direc tors when and if
71

such funds are esta blished. T he Boa rd of Directors shall also have
the power to make provision for any necessary and appropriate
sta nda rds a nd procedures relating to the investment and utilization
of such principa l funds.
Article VI— Meetings
Section 1: Th e annual meeting of the Membe rs of the Association
for the ele ctio n of Office rs a nd Dire cto rs a nd the tran saction of any
other business relating to the a ffairs o f the Association shall be held
during the mo nth of J u n e in each fiscal year, on such date an d at
such time an d place as may b e de sign ated by the Board of Directo rs.
If, due to a national emergency, such annual me eting o r a special
meeting of the Membe rs of the Association cannot be held, the
Board of Directors may by resolution provide for other means of
electing Officers and Directors and taking such action as is necessary.
Section 1: The annu al meeting of the Members of t h e Association
for the transaction of any business relating to the affairs of the
Association shall be held not more than sixty (60) da ys prior to
the end of ea ch fisca l yea r, on su ch da te a nd a t su ch time a nd pla ce
as ma y be designa ted by the Board of Directors. If du e to a na tiona l
emergency or other substantive reason, such annual meeting or a
special me et in g o f t he M em b er s o f th e Association ca n not be he ld,
the Board of Directors may by resolution provide for other means
of tak ing su ch a ction by the membership as is necessary. The election
of officers and directors by the membership may be conducted at
the annual meeting of th e Association or in such other ma nner as
may be established in any year by resolution of the Board of
Directors.
Section 2: The Executive Director shall give notice of e a ch annu al
meeting to ea ch Member in good standing by mail or throu gh the
Official Bu lleti n not l ess th a n twen ty da ys prior to the meetin g, bu t
no fa ilu re or defect in the delivery of the notice sha ll inva lida te the
meeting or a ny procedu re tak en thereat.
Section 3: A special meeting of the Members may be held at any
time and place and upon call of the Board of Directors, which it
ma y give on its own initiative a nd which it sha ll give u pon the written requ est of five percent of the Members. T he not ice of su ch special meeting shall be mailed to each Member by the Executive
Director not less than twenty da ys prior to the meeting and shall
sta te the pu rpose thereof.
Section 4: T he q u or u m at any meeti ng of the Me m b er s o f t h e Association and of meetings of the Executive Committee and Board
of Directors shall be as established in the By -Laws. If a qu oru m
shall not be pr esen t a t a ny Ann u a l Me et in g of t he M em be rs o f th e
Associa tion or a ny a djou rnments thereof, a ma jority of such Members a s are present and entitled to vote thereat, or, in the absence
of a ll su ch Members, any officer entitled to preside a t , or t o a c t a s
secretary of, such meeting, ma y adjourn such meeting from time
to time , with ou t no tice ot her th a n by a nnou nc ement a t the meeting,
until a qu oru m sh a ll be p resent . At a n y d u ly adjou rned meeting a t
which a qu oru m shall be present any business may be transacted
which might have been transacted at the meeting a s originally called.
Section 5: At all meetings of the Members of the Association, of
the Boa rd of Directors a nd of a ll Committees, votes sha ll be ca st in
person. T here sha ll be no voting by proxy. T h ere sha ll be no voting
by mail except as specifically provided for in the Constitution and
By -Laws.
Article VII –By -Laws
Section 1: Su bject to this Constitu tion, the b a sic ru le s for the ma na gement a nd gover nment of the Asso cia tion sha ll be set fort h in the
By -Laws.
Section 2: The By -Laws ma y be amended, repea led, or a d de d t o in
the following manner only:
(a ) Five percent of the Members of the Association or any
twenty -five members of the Board of Directors may at any time
propose in a writing, signed by them a nd a ddressed to the Execu tive
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Director, the a me nd men t or repeal of a ny existing provision of, or
the addition of a ny new provision to, the By -La ws.
(b) T he Executive Director shall present such proposed amendment, repeal, or a ddi tion a t the next regular meeting of the Board
of Directors, a nd sha ll incorporate in the notice of that meeting a
statement that such proposed a mendment, repeal, or addition will
be considered. No such proposed a mendment, repeal, or addition
sha ll be con sider ed a t a ny m eeting of th e Boa rd of Direc tors u nless
su ch notice ha s been given to ea ch member of the Board of Directors
not less than twenty days prior to the meeting.
(c ) At the meeting of the Board of Directors called in accordance with the provisions of paragraph (b ) a bo ve , the proposed
ame nd men t, repeal, or addition to the By -Laws shall be considered
and voted upon by the me mbe rs present. If, at this meeting, a
qu orum being present, three fou rths o f th e Dire cto rs p re se nt v ote in
fav or of suc h a men dme nt, re pea l, or add ition, it sh all be co nsidered
as a dopted b y the Board of Directo rs. If there is not a thre e - fourths
favo rab le vote of th e Direc tors p rese nt, th e Execu tiv e Direc tor sh all
within thirty days thereafter transmit, by ma il, such proposed
ame nd men t, repeal, or addition to each me mb e r of the Board of
Directors for vote. If the Executive Director shall have received
within sixty days thereafter votes in writing in favor of such propo se d amen dmen t, repeal, or addition signed by a majority of the
entire Board of Directors, such proposed ame n d me n t, repeal, or
addition shall be dee med to be adopted with the same force and
effect as if it had been adopted at such meeting in the man ner
hereinabove provided.
(d ) Amen d me n ts, repeals, or a dd ition s ad o pted b y the Board of
Directors shall be publishe d by the Executiv e Directo r in the Official
Bulletin. The y sha ll become effe ctive six ty d ays after pub lic ation.
(c) At the meeting of the Board of Directors referred to in paragraph (b) above, the proposed a mendment, repeal, or addition to
the By -Laws shall be considered and voted upon by the members
present. If, a t this meeting , a ma jority o f the whole Bo a rd of Directors votes in fa vor of such proposed a mendment, repeal, or addition, it sha ll be considered as a pproved by the Board of Directors.
If, a t this meeting, a ma jority of the whole Boa rd votes a gainst su ch
proposed a mendment, repeal, or addition, it shall be considered as
rejected by the Board of Directors. If, at such meeting, a qu oru m
being present, a proposed a mend ment, repeal, or addition to the
By -La ws neither receives a n affirmative nor a negative vote of the
majority of the whole Board, the Execu tive Director shall within
thirty da ys thereafter transmit such proposed a mendment, repeal.,
or a ddition to ea ch member of the Boa rd of D irec tors for vote. If
the Execu tive Director shall have received within sixty da ys t herea fter v otes i n writ ing in fa vor of su ch pro posed a mendm ent, r epea l,
or a ddition signed by a majority of th e whole Board of Directors,
such proposed a mendment, repeal, or addition shall be deemed to
be approved with the sa me force and effect as if it had been approved at su ch meeting in the manner hereinafter provided. Notice
of such adoption shall be publishe d in the Official Bulletin.
Article VIII— Amendments
Section 1 : T he C onstitu tio n ma y b e a m ende d, repe a le d, o r a dded to
in the following ma nner only:
(a ) Five percent of the Members of the Association or any
twenty -five members of the Board of Directors may at any time
propose in a writing, signed by them a nd a ddressed to the Execu tive
Director, the a m en d me nt or re pe a l of a n y existing provision of, or
the addition of any new provision to, the Constitu tion.
(b) The Executive Director shall present such proposed a mendment, repea l, or a ddition a t the next regu lar meeting of the Boa rd of
Directors a nd sha ll incorpora te in the notice of tha t meeting a sta tement tha t su ch proposed a mendment, repea l, or addition will be considered. No su ch proposed a mendment, repea l, or a dd ition sha l l be
considered a t a ny meeting of the Boa rd, u nless su ch notice ha s been
given to ea ch member of the Boa rd of Directors not less tha n twenty
da ys prior to the meeting.
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(c ) At th e me eting o f th e Bo ard o f Dire cto rs referre d to in p aragraph (b) a bove, the propo sed a mendme nt, repeal, or addition to the
Constitution shall be considered and voted upon by the me mb ers
prese nt. If, at this meeting, a qu orum being present, three fourths of
the Directors present vote in favor of such proposed ame nd men t,
rep eal, o r a dditio n, it sha ll be con sid ere d a s a pprove d b y the Boa rd
of Direc tors. If there is not a three - fourths favorable vote of the
Directors present, the Executive Director shall within thirty days
thereafter transmit such proposed ame nd men t, repeal, or addition
to e a ch me mb er of th e Boa rd of Dire c to rs fo r v ote. If th e Exe cu tiv e
Director shall have received within sixty days thereafter votes in
writing in favor of such proposed ame nd men t, repeal, or addition
sign ed b y a majo rity of the entire Board of Dire ctors, such prop osed
amend ment, rep eal, or addition shall be deemed to be appro ved with
the sa me force an d e ffe ct as if it ha d b een ap pro ve d a t such me eting
in the manne r hereinafte r provided.
(c) At the meeting of the Board of Directors referred to in paragraph (b) above, the proposed a mendment, repeal, or addition to
the Constitution shall be considered and voted upon by the members present. If, a t this meeting, a majority of the whole Board of
Directors votes in favor of such proposed amendment, repea l, or
addition, it shall be co nside red a s a p prov ed by the Board of Directors. If, a t this meeting, a ma jority of the whole Boa rd votes a ga inst
su ch proposed a mendment, repeal, or a ddition, it shall be considered
as rejected by the Boa rd of Directors. If, a t su ch meeting, a qu oru m
being present, a proposed a mendment, repeal, or addition to the
Constitution neither receives an affirmative nor a negative vote of
the ma jority of the whole Board, the Execu tive Director sha ll within
thirty da ys therea fter tra nsmit such proposed a mendment, repea l, or
a dd it io n t o ea ch me mb er of t he B oa r d of D ire ct or s for v ot e. If t he
Executive Director sha ll have received within sixty da ys thereafter
votes in writing in fa vor of such proposed a mendment, repeal, or
a ddition signed by a ma jority of the whole Boa rd of Directors, such

proposed amendment, repeal, or addition shall be deemed to be a pproved with the sa me for ce a nd e ffect a s if it h a d been approved at
such meeting in the manner hereinafter provided.
(d) Amendments, repea ls, or a dditions a pproved by the Boa rd of
Directors in the ma nner herein provided shall, as soon as possible,
be submitted by the Executive Director to all Members for a vote
by ma il. Such su bmission may be ma de by pu blica tion in the Officia l
Bulletin. If the Execu tive Director shall have received within sixty
da ys thereafter votes in writing in favor of such proposed a mendments, repeals, or additions, signed by a majority of the Memb ers
ca sting su ch votes, su ch proposed a mendments, repea ls, or a dditions
shall be deemed to be a dopted as of the da te o f su ch submissions.
Notice of such a doption sha ll be pu blished in the Official Bulletin.
Article IX— Limitations
Section 1 : T he Associa tion is not orga nized for profit. No pa rt of
its net ea rnings shall inure to the benefit of a ny priva te individual;
no substantial part of its a ctivities sha ll be the ca rrying on of propa ga nda , or otherwise a ttempting, to influence legislation; it shall not
participate in, or intervene in (inclu ding the publishing or distributing of sta tements), any political ca mpa ign on be ha lf o f a n y candidate for pu blic office. T he Associa tion shall not a ccumu la te ou t of
income a mou nts which are unrea sonable in a mou nt or du ra tion in
in ord er to carry out the a bove described purposes. (the purposes
set forth in Article II Section 1 of the Constitution.)
Notwithsta nding a ny other provision of this Constitu tion, the Associa tion sha ll not c ond u c t o r ca r ry on a ny activities not permitted
to be condu cted or ca rried on by an orga niza tion exempt u nder Section 5 0 1 ( c) ( 3 ) of the Interna l Revenue Code and its Regula tions
as they now exist or as they may herea fter be a mended or by an
orga nization, contribu tions to which are dedu ctible under Section
1 7 0 ( c) ( 2 ) of such Code and Regulations as they now exist or as
they may herea fter be a mended.
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of a ny article from a ny issue of
MANAGEMENT ACCOUNTING ma y be
pu rcha sed a t the following prices:
4

$ 1 .5 0 each"

Fi rst 5 0 0

$1 .0 0 each

Ea c h Ad d'I . 1 0 0 ov er
$20.00
first 5 0 0

$125 .00
—

1 to

—

®

A ( 7 ( N 11\FTlnI(:

—

5 to 15

—

1 6 t o 5 0 — $ .4 0 ea ch

$225.00
Fi rst 1 , 0 0 0
Ea c h Ad d'I . 1 0 0 ov er
$15 .00
first 1 , 0 0 0
—

$

—

.3 0 ea ch
$25 .0 0/1 00

—

100 to 500

—

51 to 9 9

'Original magazine will he furnished if available.

Pl e a se st a t e a u t h o r , t i tl e , mo n t h a n d ye a r p u b l ish e d , a n d
qu a nti ty desired. Check or mon ey ord er mu st a cco mpa ny
or d e r . C o m pl e t e d o r d er s wil l b e sh i pp e d pa r c e l p o st n o la t e r
t h a n t wo we e k s fr o m r e c e i p t o f o r d e r .
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LETTERS
Continued from page 8
Emphasis Needed on Techniques of Management ...
"Managing Your Professional Development" by Frank Garrison in the December 1972 issue Of MANAGEMENT ACCOUNT rxc effectively outlines what is needed to bring about balanced
professional development for accountants.
The three categories of objectives — Technical, Management
Responsibility and Communication —are well defined by Mr.
Garrison. If those in the accounting profession, as individuals,
take.heed of his remarks and suggestions, the contribution each
can make to his career would be substantial and satisfying.
Correspondingly, this would produce similar effects in the individual's attainment of his personal objectives and satisfaction.
Over the years, primary value has been strongly related to the
technical aspect of the accounting profession. As a result, many
potentially promising individuals have not achieved their maximum potential. I believe that we can somehow modify the
situation by relating the necessary college courses to the techniques of management and communication.
Edina, Minn.

Dean F. LaVelle
Minneapolis Viking Chapter

Developing Warehouse Costs
Mr. Gust M. Aretos' article, "Developing Warehouse
Costs," MANAGEMENT ACCOUNTING, October 1972, on distribution of warehousing costs was very interesting. The methods
he suggests appear to be quite logical. However, they are logical

in theory only. The use of square feet as the basis for space
allocation to product is practical only if the number of product
lines is small. In a warehouse facility where there are hundreds
of product lines, this type of allocation becomes extremely
difficult.
Mr. Aretos' method for the distribution of shipping costs
also appears to be simple and straightforward. However, the
factors that he uses as a basis for distribution are not too simple
to define. An item may be power loaded one time and manually
loaded the next time, and it would cause quite a variance in
the unit of value.
Minneapolis, Minn.

Hilmer Huber
Minneapolis Northstar Chapter

A Resonant Note
Mr. Corderman's article on the Armed Services Procurement Regulation, ASPR, in the February 1973 issue of
MANAGEMENT ACCOUNTING, struck a resonant note, I am
sure, in the hearts of many accountants that do business
with the Department of Defense.
Costs such as interest, contributions, bad debts, advertising and entertainment have long been arbitrarily disallowed
by the DOD with no recourse left to the contractor. Perhaps, if enough voices like Mr. Corderman's were raised to
complain about the injustices of such policies, there would
be some changes made to ASPR to reflect life as it is.
Sioux Falls, S.D.

M. B. Stevens, Vice President
Raven Industries, Inc.

ProperTy conTrOL
is T r u T t i or
conseQuences.,
Most companies keep property
records. Unfortunately, too
many are not systemized to
provide a single, accurate,
flexible source of information
for many uses.
When records are minimal or
fragmented by department, the
consequences can be damaging
— in areas ranging from
depreciation calculation and
product pricing to real and
personal property taxes.
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Helping companies establish
effective property control
systems is an American
Appraisal specialty. Write
for Brochure 11, or call
Mr. Worth at 800-558 -9833.
T h e A m e r i c a n A p p r a i s a l C o m p a n y . In c .
5 2 5 E M i c2h1 i.g a n St M i l w a u k e e W I 5 3 2 0 1
O f f ic e s n 2 1 p r in c ip a l c it ie s

i

ME RI C AN
PPR AI SA
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Nov. 12 -16 /Sheraton Chicago Hotel /13 Courses
Accounting for Corporate Social Responsibility (Mon. /Tue.)
Developing and Using Standard Costs (Mon. /Tue.)
Flexible Budgeting & Performance Reporting (Wed. /Thu. /Fri.)
Costs for Decision Making (Mon. /Tue.)
Economic Evaluation of Capital Expenditures (Thu. /Fri.)
Management Accounting for Banks (Thu. /Fri.)
Management Accounting for Executives and Managers (Mon. /Tue.)
Human Resource Management and Accounting (Thu. /Fri.)
Managing by Objectives for The Financial Manager (Mon. /Tue.)
Management Science for Budgeting and Profit Planning (Mon. /Tue.)
Linear Programming: Accounting Applications (Thu. /Fri.)
Behavioral Science Implications for Management Accounting (Thu. /Fri.)
Fundamentals of Management Information Systems Design (Mon. /Tue.)

M

National Association of Accountants
C
F
" Program
Continuing
Education

E

write or call: CEP Registrar
National Association of Accountants
919 Third Avenue, New York, N. Y. 10022
(212) 759 -3444

THEPERFECTFIT

if you're looking to hire...
or, if you're looking for a new position...
It's important to both the employer and the employee that the right selection be made.
At ROBERT HALF you can be assured of personalized care; confidential service;
and an intelligent approach to your serious problem.
At ROBERT HALF, you're dealing with the largest source specializing
exclusively in the placement of FINANCIAL and DATA PROCESSING personnel.
... more comp et ent p eop le
... mor e good pos iti ons
... no need to compromise when you can find the perfect fit at ROBERT HALF.
World's Largest Financial & EDP
Pe rs o nn e l Spe c i a li s t s . Of f i c e s :
AL EXANDRI A
5055 Semmary Road
1103) 931 3600
ALLENTOW N
Hotel Traylor Building
(2151 439 1506
ATL ANTA
3379 Peachtree Road N.E.
(404) 2332416
BAL TIMORE
The Quadrangle —Cross Keys
13011 3237770
BOSTON
140 Federal St.
16171 42 &6410
CHARL OTTE
4801 E Independence Blvd.
1704) 5353370
CHICAGO
333 N 78
Michigan
13121
M
N 9 3 0 Ave.

CL EVEL AND
1367 E. 6th St.
(216) 621 -0670
DAL LAS
2001 Bryan Tower
1214) 742.9171
DENVER
1612 Court Place
(303) 2442925
DETROIT
670 Honeywell Center,
SoutMield
(313) 3541535
HARTFORD
111 Pearl St.
(2031 278.7170
HOUSTON
1200 Central Nat'I. Bank Bldg.
(7131 2280056
INDIANAPOLIS
9
North
Illinois St.
(317)
'636-5441

CI NCI NNATI
606 Terrace Hilton
15131 621 -7711

KANSAS CITY, MO.
127 Wen 10 St.
(816) 4744583

LONG I SLAND
420 Jericho Turnpike
Jericho,
(516) 8228080
LOS ANGELES
3600 Wilshire Blvd
12131381.7974
LOUISVI LLE, KV
680 South F . l h s
(502) 5896657
MEMPHIS
12 S. Mam St,
19011 5238950
MI AMI
1190 N.E. 163St.
North Mlami Beach
1305) 9470684
MILW AUKEE
633 West Wisconsin Ave.
1414) 271 -9380
MINNEAPOLIS
80 South 8 St.
1612) 336 -8636
NEWARK
1180 Raymond Blvd
1201) 623.3661
NEW YORK
330 Madison Ave.
1212) 9861300

OMAHA
7101 Mercy Road
1402) 3978107
ORANGE, CAL.
500 South Main St.
(714) 8354103
PROVIDENCE
400 Turks Head Bldg.
14011 2748700
PHIL ADEL PHIA
2 Penn Center Plaza
12151568 -4580
PHOENIX
1517 Del Webb TowneHouse
( 602) 2791688.
PITTSBURGH
Gateway Towers
14121 4715946
PORTLAND
61 05 W Aldei St
(503) 2229778
ST. LOUIS
7733 Forsyth Blvd
Clayton
1314) 727.1535
SAN FRANCISCO
111 Pme SI
14151 434 1900

®

SAN JOSE
675 North First St
1408) 2939040
SEATTLE
1215 Fourth Ave
(206) 6249000
STAM FORD
111 Prospect St.
1203) 3254158
WASHINGTON, D.C.
7316 Wisconsin Ave. N.W
13011654 -1850
W ILMINGTON,
1102 West St
13021 6523244
LONDON EC 2, England
17 Finsbury Square
07 63 84 39 4
15 Toronto S anada
1416) 8681314
R

