MANAGEMENT
ACCOUNTING
PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS /OCTOBER 1973
TAXATION AND THE MULTINATIONAL FIRM
DECISION TABLES FOR CLERICAL PROCEDURES
BEHAVIORAL IMPLICATIONS OF INTERNAL AUDITING
BUDGETARY CONTROL IN THE CANVAS FOOTWEAR INDUSTRY
NAA ANNUAL REPORT - 1972/73
- �

y .

a0

r N AVMV1V3SId
1 S 8 3 AO NVH 9 0 1 1

1113SOdV) a d I I I H d
£Z I 93 8 SI £B LI

w

, A4.

Put your clients on a Nixdorf computer
for $6.55 each per month less!
...

And Nixdorf puts you one up on service bureaus ... with
unlimited detail general ledger, detail posting listing (with
alpha reference) sorted by account numbers, balance sheets
with four -level totals, and broad flexibility in formatting client
financial statements.
With Nixdorf, you have error control at your fingertips ...
plus much faster turn - around time, integrity of confidential
data, and automation for your own costing, even your own
invoice!

i

Learn how Nixdorf pays for itself in as little as two years.
Call your nearest Nixdorf office or mail the coupon now.
----------

That's $10 to $30 per client less than you pay a service
bureau!

And because it's Nixdorf, you get the Client Accounting System with simple, reusable magnetic tape cassettes (no more
messy, fragile paper tapes).

r

Let's say you have 40 clients and depreciate your Nixdorf
Client Accounting System over 7 years. Based on an average
selling price of $22,000, the cost of your Nixdorf Computer
per client is only $6.55 a month.

or

cP '
Nixdorf Computer Inc. O'Hare Plaza,
5725 E. River Road, Chicago, III. 60631 ■ (312) 693 -6600

1 want to know more about Nixdorf ... now.
1 NAME
TITLE
C OM PAN Y ___
ADDRESS_
CITY
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More than 30,000 computers installed around the world.
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PRESIDENT'S PERSPECTIVE

Sharing the Wealth
During a break between sessions of a recent NAA meeting, I met
a fellow Association member and found we had quite a bit in
common. It seems for years his company had been buying one of
my company's products — trailer chassis. He had recognized my
name but we had never met.
It's always pleasant to meet someone with whom you have
something in common. Not only does the conversation flow
easier, but the exchange of ideas and experiences that often
results is valuable to both participants.
The benefits that can accrue are not the type you can itemize
in black and white. Nevertheless, they do exist. I have been helped
by innumerable fellow members in the resolution of business
problems. I know many others who have had the same experience.
Apart from ideas, the people you meet are vital contacts in a
field where you plan to spend the rest of your working life.
The opportunity to get together with your colleagues and discuss
mutual problems is enormously beneficial in any profession. It's
especially important to those management accountants just
beginning their careers because they're often given "lone wolf"
assignments which seriously inhibit communication with their
colleagues.
One of the reasons for the success of private associations such
as ours is that a knowledge "rub -off " occurs when men and women
in the same profession meet in a congenial setting. It is a benefit
we should all be aware of, and one we should consciously take
advantage of, to realize the full potential of NAA membership.
And it is something we should tell nonmembers about. Sharing
the "wealth" multiplies the benefits. Share your membership by
sponsoring another person's membership — you'll both be winners!

ROBERT G. CHAPMAN
President, 1973 -74
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TAXATION AND THE MULTINATIONAL FIRM
By Paul F. Brantner
This article analyzes the United States tax system, how the tax system has changed to
cope with the multinational firm, and how the multinational firm has carried the
influence of the U.S. tax system to other countries.
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The canvas footwear
industry is booming.
See p. 17.
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BUDGETARY CONTROL IN
THE CANVAS FOOTWEAR INDUSTRY
By Albert Wallace
The combined effort of the sales department and the producing department is needed
to produce a realistic budget for the following year, which takes into account styles
and quantities to be sold as well as the inflation factors which must be applied to
standard costs.

21

DECISION TABLES FOR CLERICAL PROCEDURES
By Marsha A. Berkey
Developed as a better means of documenting computer programs, decision tables
can also be useful for writing clerical procedures. In this article, the author illustrates
how such a procedure could be prepared and put into effect.

27

FIXED CHARACTERISTICS OF VARIABLE COSTS
By George C. Lyon
The problem to be examined in this article is the existence of mixed characteristics
in what are usually considered strictly variable costs, particularly in the direct
productive labor account.
An award - winning article: Certificate of Merit

31

ABSORPTION BREAK -EVEN
By George R. McGrail and Daniel R. Furlong
In analyzing either direct or absorption costing, we find that both systems use the same
accounting data. The authors contend that since this is so, it logically follows that
some form of absorption break -even analysis exists.

36

A PRIMER ON FRAUD AND EMBEZZLEMENT
By Martin S. Freedman
Fraud is deceitfulness or treachery. To help you avoid it, the author pinpoints problem
areas and describes preventative checks.
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OVERHEAD VARIANCE ANALYSIS
AND CORRECTIVE ACTION
By Anthony F. Sisco, Jr.

Variance explanations without suggested corrective actions have limited usefulness.
In this article, the author describes a method of identifying significant unfavorable
variances and the taking of corrective action.
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CONTROLLING COMPUTER RESULTS
Robert B. Witham
There are five basic reasons why computers are not paying for themselves. The author
describes these reasons and tells how to overcome them.
By
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BEHAVIORAL IMPLICATIONS OF INTERNAL AUDITING
Nelson
There are behavioral implications in every phase of the auditor's work. This article
considers the behavioral implications related to seven selected areas.
By Jeanne H.
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President Nixon's historic visit to China is seen by historians as another milestone in this current age of transition — transition of focus
from the Nation State to International Institutions. Perhaps the m ost
abused and most successful of th e em er gi
g International Institug ng
tions is the Multinational Corporation (MNC). The MNC is, and will
continue to be, a topic of major concern for politicians, social scientists, economists, tax experts, businessmen and accountants for
many years to com e. These corporations are of special concern to
management accountants because they are the- cause of much confusion in regard to accounting theory and method.
Althou gh we have publ ished few a rticl es in MANAGEMENT ACCOUNTING which reflect the accounting problem s of international
business, more and m ore are being submitted. In this issue, for example, Paul F. Brantner discusses the complexities of global taxation
faced by multinational corporations and sheds some li g h t o n the
philosophy up o n which som e o f t hat ta xat ion is based. In recent
m o n th s we have also published articles on the Dom estic International Sales Corporation (DISC) and on other t opic s r elat ing to international business.
Moreover, in recognition of the im portance of the em erging m ultinational business wor ld, NAA will soon release a collection of
readings —drawn from MANAGEMENT ACCO UNT ING and other
publications —on accounting by MNC's. The book includes an introduction to the Multinational Corporation and details the differences
in accounting concepts as discussed by on- the -spot reporting by accountants in the Orient, European Economic Com m unity, South
America and the Soviet Union. Global investment strategy, organization, and strategy for financing multinational business are only a few
of the topics discussed. Other sections include pricing strategy, capital investment decisions, taxes and tax strategy, and reporting and
evaluation of operations.
The problems of international accounting and m ultinational com panies will be resolved as the m ultinational society evolves. A contri bu tio n to th ei r r es olu ti on wi ll be m ade, we are sure, by the authors wh o write articles for publication in this magazine. W e at
MANAGEMENT ACCOUNTING look f orward to this new dim ension
of accounting as we continue to serve in the traditional areas.
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Business executives have increasingly complex objectives. R. Lee
Brum m et tells how accountants ca n help achieve them with "Total
Perform ance Measurem ent" ... Recent price increases have drawn
attention to the commodity markets. Roger Johnson and Jack Beren,
in "Com modity Straddle: A Variable Tax - Shelter," explain the market and how to save taxes through it ... In "The Accum ulated Earnings Tax," Dale L. Davison describes how m ore corporations may
now be vulnerable to this tax ... And R. G. Rupli tells "How To Im prove Profits Through Sim ulation."
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TIME - SAVING MANAGEMENT
AND ACCOUNTING BOOKS

ACCOUNTING IN BUSINESS DECISIONS:
THEORY, METHODS, AND USE (3rd Edition)
By BLACK, CHAMPION and MILLER

ACCOUNTING SYSTEMS: PROCEDURES

AND METHODS (3rd Edition)
By CECIL GILLESPIE

An up- dating of an already well -known guide bringing you all the
techniques you need for designing and installing complete systems
and procedures. Based on extensive work experience and amply tested
in practice, this guide tr eats all the latest developments in electronic
data processing, time sharing, management information systems,
point -of- transaction recorders, and storage and retrieval techniques.
You'll also see how to get the mos t use out of the new generati on of
writing and bookkeeping machines, desk size computers, and other
desk machines with significant memory and electronic calculating
ability.
$ 15.95
608 pages
6% x 9 ! 12 "
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BUDGETING: PROFIT PLANNING
AND CONTROL (3rd Edition)
By GLENN A. WELSCH

Here's all the on- the -job know -how you need for designing and implementing a comprehensive profit planning system for your organization. You get a crystal -clear rundown of every practical application
of budgeting you're ever likely to encounter — from planning and controlling sales all the way through to sophisticated techniques of
breakeven analysis.
620 pages
6 x 9"
$17.80
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BUSINESS LOGISTICS MANAGEMENT
By RONALD H. BALLOU

Here are the best, most efficient decision- making techniques for more
effectively handling the logistics of transportation, inventory control,
materials handling, warehousing, order processing, protective packaging, product scheduling, facility location, and customer service. Over
100 illustrations, and two computer assisted case studies help bring
you the tactics you need for cont rolling every facet of the management process.
496 pages
6 % x 9% "
$14.95
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from
Prentice -Hall
DICTIONARY FOR ACCOUNTANTS
(4th Edition)

1

By ERIC L. KOHLER

A complete library of accounting ideas, methods, procedures and
definitions in one giant volume. Alphabetically arranged and cross referenced, it contains more than 2,800 entries covering basic and
specialized accounting terms; mathematical, price, commercial and
statistical terms; terms associated with tax law, government, insurance, finance, economics, statistics —and hundreds more.
523 pages
7 x 10"
$19.95

EXTENSIONS IN ACCOUNTING DISCLOSURE
8

By NORTON M. BEDFORD, C.P.A.

224 pages

9

DATA BASE SYSTEMS

Ten experts — including 011e, Neuhold, and Codd —pack all you need
to know about the latest developments in data base systems into one
comprehensive volume. You'll have techniques for more effectively
normalizing the data base relational model, completing sublanguages
and developing a more efficient access method for interactive applications.
184 pages
6 x 9"
$10.50

$8.95

By PHILLIP W. METZGER

Now, the first practical guide to every aspect of any programming;
project with scores of tested techniques for more accurately
analyzing t he job, choosing the best tools, and for organizing people
more effectively. T he guide gives you a complete pr oject plan you'll
use as a model for your own, taking you from inception through
documentation and installation— sharpening your decision - making
abilities all t he way. Crystal -clear explanations and illustrations show
you how to or ganize f or great er speed and effectiveness, what documents to write, how to test your system, and more.
192 pages
6 x 9"
$13.00

FINNEY AND MILLER'S PRINCIPLES OF
ACCOUNTING— ADVANCED (6th Edition)

lO

By J. GENTRY and J. JOHNSON

Latest developments
treatment of public
parent and subsidiary
how up -dated theory
848 pages

1

in modern accounting. Contains a modernized
accounts, and a comprehensive treatment of
accounting and consolidated statements. Shows
and techniques are applied to actual business
6 x 9"

$14.95

FINNEY AND MILLER'S PRINCIPLES OF
ACCOUNTING— INTERMEDIATE (7th Edition)
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Ready January 1974
By J. JOHNSON and J. GENTRY

Here's a complete revision of this widely used working manual. Brings
you the latest coverage and techniques for discounted - cash -flow
valuation; inventory cost, valuation and estimating methods; all
aspects of stockholders equity; acquisition, disposal, depreciation,
depletion, and revaluation of long -lived assets; receivables; income
tax allocation, and much, much more.
approx. 896 pp.
7 x 9%"
$13.95

THE USE OF COMPUTERS IN ACCOUNTING
By ROBERT B. SWEENY
192 pages

8%z x 11"

$4.95 pap.

FREEEXAMINATIONCOUPON

By CHARLES T. HORNGREN

Edited by RANDALL RUSTIN

6 x 9"

MANAGING A PROGRAMMING PROJECT

COST ACCOUNTING: A MANAGERIAL
EMPHASIS (3rd Edition)

Here's help in incorporating cost techniques into your managerial
decisions, giving you more accurate cost estimations for greater
profits no matter what size your company is! This totally revised
guide is even MORE decision oriented with new techniques to help
you match cost allocation to different purposes such as advertising
and the central corporate staff —using the contribution approach to
determ ine the origin of each cost and facilitate dec ision making and
implementation. Plus, you see how to decentralize your staff —engaging your people who incur c osts in the decision process — getting
you more accurate cost information.
963 pages
6 3/ x 9 % "
$13.95
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THESE

PI CK YOUR H E L P NOW AND M A I L T HE CO U PO N TO DAY

T his major revision of a best seller in its fi eld shows you how to use
accounting information in measuring and reporting your organization's economic activities. Extensive illustrations and examples along
with 58 cases give you everythi ng you need for effectively measuring
and controlling monetary assets and inventories as well as accounting for long -lived assets, liabilities, owner's equity, entities with
multiple units, income taxes, and the effects of changing prices. You'll
also gain dozens of time - saving techniques for profit planning, budgeting and performance reporting, measuring the flow of working capital
and cash, manufacturing overhead costs, standard costing for production control, planning and controlling long -lived asset additions,
and much more.
$ 13. 50
740 pages
7 x 9 t 14 "
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Letters

TO THE EDITOR

Maybe We Should Rotate Accounting Firms
Every so often, stories of embezzlement, fraud, or just plain
everyday thievery become headline news. After three or four
days, when many facts and circumstances surrounding the deed
have been hashed and rehashed, and just before the story gets
off the front page, someone very innocently says, where were
the accountants? How could they miss this one?
Such remarks, I am sure you will agree, are not just embarrassing but are downright profession shaking.
The latest bizarre incident of grand fraud to be made known
is that of Equity Funding Corporation of America. Apparently
this fraud has been going on for more than 10 years. Nevertheless, each year accountants have been certifying public financial
reports as "fairly presented in conformity with generally accepted accounting principles." One wonders how $120 million
in non - existent assets and the sale to reinsurers of perhaps $2
billion in phony life insurance policies could go undetected.
In the days ahead, many reasons will be advanced as to why
the accountants didn't uncover the fraud; some of them well
meaning, some just excuses.
However, one question that should, I believe, be given considerable thought is that of the objectivity of the paid accounting firm. How objective can accounting firms be when they
keep working for the same companies year after year? Even
without questioning integrity it would seem that many questionable practices get overlooked or assumed rather than examined. The yearly audit becomes a walk through the previous
year's working papers rather than an intense study of the
company's financial health.
All this leads to the intended point or suggestion of this
letter. That is, why not consider the possibility of rotating
accounting firms; either voluntary or involuntarily, self - policing
or otherwise. Companies could not be audited by the same
accounting house more than two years running. This break in
service, which, incidentally, has had remarkable success in political circles, might clear out many closets.
True, there can be listed many disadvantages, some costly
ones, but can anything be more costly than loss of image or
public confidence in the accounting profession? After all, isn't
the reporting of the efficiency of proprietorship and care of the
assets still our number one job? Don't those who rely on the
accounting profession for honesty in the presentation of the
financial facts deserve more than they are getting? Let's give
everybody, including ourselves, the best we can.

In fact, "internal education" could be significant in strengthening the three basic attributes that Mr. Dembowski suggests
are necessary for the management accountant: technical knowledge to understand the function of his department, the ability
to delegate assignments, and the ability to communicate.
Internal education would most certainly fertilize the growth
of technical knowledge, whether one considers this in terms of
the most current developments in accounting circles or matters
relating entirely to one's firm or department.
Education "from within" should directly and /or indirectly
make one better equipped to delegate assignments and responsibilities. Staff members receiving these additional duties must,
however, be qualified, via inclusion in the internal education
process, to handle them if the organization is to reap the full
advantage from the process.
The result of increased knowledge and improved delegation
should be a noticeable increase in the ability to communicate.
Improvements in techniques of both written and verbal reporting should result naturally, significantly reducing the need for
follow -up inquiries "from above" regarding information previously furnished.
Given proper priority ranking by the financial executives,
education within the corporation can benefit the firm as much
as, if not more than, sending staff members to school for an
MBA at the firm's expense.
Kenneth D. Green
Accounting Supervisor
Cost & Operations
Accounting
Inland Steel Company
East Chicago, Ind.
A Working Guide for any Size Company

Congratulations A working guide for any size company —
practical, usable, sensible! Sig Dembowski's article "The Management Accountant" in the April issue Of MANAGEMENT ACCOUNTING is one of the best you have provided for our use.
Normally, charts and formulae indicate that an article is so
technical many of us cannot understand it. Not true in this
case.
The functional groupings in the article make good sense.
The internal control which is built into this control chart should
please the outside auditor. And the company's executive officers
John E. Treacy could make good use of the task assignment list by asking
Calumet Chapter questions such as, "Who does this ?, How is this verification
handled ?, Show me how the bad debt reserve was computed ?,"
Chicago, 111.
etc.
Compiling a check list from Mr. Dembowski's material
would be quite simple. The various assignments could be listed
The Educational Need Is Still Valid
on an accountant's columnar sheet, using as many columns as
Mr. Sig Dembowski, in his article, "The Management Ac- there are work days allowed for completing the monthly statecountant," April 1973 issue Of MANAGEMENT ACCOUNTING, ment. Names or initials of the person responsible for each task
mentions in one brief sentence that there is a need for con- could be included. Then a progress review could spot any
tinuing education within the firm. He writes that graduates in slow -ups that could affect others who need the delayed inforaccounting soon forget what they have learned about proper mation.
Mr. Dembowski uses a step ( under function No. 18) that
reporting once they enter industry. Although this latter statement of reasoning does not merit a response, the educational we do not see often enough — evaluate for reasonableness. This
one step can prevent many problems for the management acneed is still valid.
M AN AG E M E N T ACC OUN TIN G /OC TOB ER 19 73

countant. It would keep the errors out of the "finished product." Each entry that goes into the statement should undergo
this test. If the data fails the test, its validity should be verified.
An explanation should accompany the report, explaining why
something deviates from the "expected."
Again, thank you for a very practical article loaded with
helpful tips.
Ed Bancroft
Portland - Willamette
Chapter

pays for itself in the long run. Although it has taken us some
time to convince others that correct bills of material when used
properly will dictate correct inventory requirements, the inventory records are only as accurate as the bills of material.
More articles such as this one are needed. They certainly do
their part in helping to obtain better inventory control.
Claude J. Adkins
Cost Accountant
Mission Mfg. Co.
Houston, Tex.

Portland, Ore.

Areas for Additional Emphasis
It Pays for Itself

In his article, "The Budgeting Process," in the January 1973
issue Of MANAGEMENT ACCOUNTING, Mr. Paul A. May has ably
captured the spirit of the complexities involved in budgeting
and has pointedly outlined most of the key elements needed in
a well- defined budgeting process..
Although the article is excellent, and Mr. May is to be
congratulated, there are two areas that could use some additional emphasis. These are the basic asssumptions for the budget
and the role of sales.
It is important that one key member of the -company outline
the basic assumptions that should be incorporated into the
business as a starting point in the budget- building process.
These assumptions would include such things as the expected
state of the economy and the specific markets served by the
company and would, of course, have top management's blessing. They would, also, outline the broad implications expected

From

reLieF

I read with interest the excellent article by Edward Brady
and J. C. Babbitt entitled "Inventory Control Systems" which
appeared in the December issue Of MANAGEMENT ACCOUNTING.
This article was of special interest to the personnel of my department and me because it reviewed areas that we have been
repeatedly concerned with.
Although the article dealt principally with applications of the
computer in inventory control, it also emphasized the fact, as
noted in the authors' concluding remarks, that "the foundation
for the data base is the bill of material, for it alone will dictate
the inventory requirements." This statement pinpoints the
very heart of most inventory control problems, and possibly
even stronger language should have been used.
We have spent many hours checking and re- checking bills
of material and through costly experience have found that it

tieai3ac"es.

P
Allocation of purchase price
according to fair market values
has never been more important
for companies acquiring other
companies — whether or not
the transaction is taxable or
non - taxable.
The complexities involved can
add up to a splitting post- merger
headache. But not necessarily.
Calling on professional valuation counsel to determine

MANAGEMENT ACCOUNTING /OCTOBER 1973

fair market value is a sure
analgesic.
post- merger studies are an
American Appraisal strong
suit. Write for Brochure 12,
or call Mr. Worth at
800- 558 -9833.
T he Ame ri can Appra i sal Comp any, I nc.
525 E . M ichigan St ., Mi lwaukee , WI 53201
Offices in 21 principal cities.
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Capital Appropriations by Large Manufacturers Set Record
A record $10.72 billion was set aside for capital appropriations in the second quarter of 1973
by the 1,000 largest manufacturing companies, according to a survey by the Conference Board.
This figure, the Board noted, is 11 % higher than the first quarter and up 5 3 % over the second
quarter of 1972. Although appropriations were up, actual capital expenditures increased somewhat less in the second quarter than in the first. Looking ahead, Conference Board Vice President John W. Kendrick said, "Advance indications are that appropriations will increase less
sharply in the third quarter than in the second. But given the much higher current level of appropriations than of expenditures and the size of the backlogs, it is clear that capital spending
will continue to rise strongly for some quarters to come."
Freezes and Phases Help Teach Lesson, Says Economist
If nothing else, the cycle of freezes and phases may have helped dispell the myth "that a wage price policy might do some good but hardly does any harm," writes Dr. William L. Silber, consulting economist for the National Assn. of Credit Management. In a post - mortem on the attempt to control wages and prices, he describes Phase I as successful "by most standards" but
since then "it's been all downhill." He points out that "... controls are most damaging when demand threatens to outrun supply. It is under such conditions that shortages develop and distortions multiply. Prices cannot freely respond to increased demands for goods. Businessmen find it unprofitable to bring new supplies to market and existing supplies are no longer
rationed by price but by the amended law of supply and demand: 'first -come, first - served.' "
Mr. Silber's remarks appeared in the September 1973 issue of The Credit and Financial Newsletter.
On -Line Bibliographic Search Service in Business Literature Debuts
A bibliographic search service for business literature has been developed by System Development Corp., Santa Monica, Calif. Called SDC /INFORM, the new service offers instant access to a
data base developed from 280 business - oriented publications, including MANAGEMENT ACCOUNTING. About 900 abstracts of new articles are added monthly into the data base. To
gain access to the data base, businessmen and researchers use local telephone numbers in their
own locality to reach the SDC computer center in Santa Monica. Inquiries about the service
should go to Search Service, System Development Corp., 2500 Colorado Ave., Santa Monica,
Calif. 90406.
Student Attitudes Toward Business Shift, Says Author
Four years ago, according to one survey, 5 0 % of students wanted to go into the professions,
2 5 % planned academic careers and only a small portion of the rest planned to enter business.
Things have changed significantly since then, writes Dr. John Evans, president of the University of Toronto, in the August issue of Financial Executive. The student's career options have
shrunk as opportunities to enter teaching have vanished and medical and law facilities have
become crowded. Students now want to change the system by working within it —not by
overthrowing it. However, they still have reservations about business integrity and ethics, depletion of natural resources and pollution of air and water, and the exploitation of employees
and the lack of utilization of human resources.
How to Get a 35% Pay Boost in Seven Years and Still Be Worse Off than
When You Started —a Sad Tale with Two Villains: Taxes and Inflation
You'd think it would be impossible to get a 3 5 % pay boost over a period of seven years and
still have less than you started with. The indefatigable Tax Foundation tells how. A person
earning $10,000 in 1966, whose pay raises totaled $3,500, would now be earning $13,500. But
after taxes the take home pay was $11,255,as compared to the take home pay of $8,705 in
1966. Then figure inflation, which the Tax Foundation estimates as a decline of 3 7 % of the
dollar's purchasing power over seven years, and you end up with a take home pay equalling
only $8,239 in terms of 1966 dollars —or $466 less than the take home pay of $8,705 in 1966.
CASB Slates One -Day Training Programs on Standards
Discussion of standards already issued by the Cost Accounting Standards Board and of those
nearing enactment will be the main items on the agenda at a series of meetings sponsored by
the Federal Government Accountants Assn. and the National Contract Management Assn. Beginning Oct. 4, a series of nine meetings will be held in major cities. Further information is
available from FGAA, NCMA or the CASB.
M A N A G E M E N T AC C OU N TIN G / OC TOB E R 1973

in the cost areas due to inflation, currency revaluations, etc
The role of sales also has such a
critical bearing on the final profit budget
that it is wise to establish this phase of
the budget first. It should be approved
by top management before developing
the cost budgets that will coordinate
with the budgeted sales level. The cost
budgets may then be geared to the level
of sales expectations.
In short, show me a company with a
well conceived and implemented budgeting process and I'll show you a welldisciplined team.
Reed S. Spiegel
Lancaster Chapter
Lancaster, Pa.

.

Your company
can profit fro m

V A L U A T I O N
R E V O L U T I O N
4

Accounting for Behavior
In his article, "Accounting for Behavior," April 1973, Mr. Fred S. Pattison points out that one of the purposes

4 4 4
4

of accounting is to affect the behavior of
those who receive the report.
Another important aspect is for the
accountant to be able to motivate the
receivers of the report into relating significant feedback concerning the report.
This feedback will be able to enlighten
the accountant as to its timeliness and
usefullness of its content. If a manager
requires more detailed information, he
should be able to communicate freely
with the accountant and provide him
with any ideas that he may have.

4

n
� J

Your company is probably worth more than you think.
And you should know about it for good value management.
Your Marshall and Stevens valuation consultant can
help, He's the Revolutionary —backed by our 40 years
appraisal experience.
He's ready to show you today's new tools and techniques
in valuation. For tax purposes. For merger or sale.
For financing.To insure your insurance. For any reason.
Example : He can show you how to cost out a new
facility using computerized methods that cut a week's
work down to a day. Enable you to cut and control
construction costs. And give you maximum Investment
Tax Credit to boot.
He can show you the new M &S "Simpreisel" which
cuts�out�a�lot�of�the�labor�—and�expense —for special
purpose appraisals.

Wit hout this ability to interchange
ideas and comments freely, a lot of time
may be wasted at both ends on reports
that are prepared out of habit instead
of necessity. To avoid this the accoun tant should periodically review his reports with the managers.
A. L. Stanwick
Brunswick Area
Chapter

Start the Valuation Revolution in your company,
For your free Revolutionary Kit & Manifesto
call any Marshall and Stevens office. Or write:

Hightstown, N. ].

1645 Beverly Boulevard, Los Angeles, California 90026.

It Was Particularly Enlightening
I read with
interest the by
article
counting
for Behavior"
Fred"AcS.

Pattison published in the April 1973

i ssue Of M AN AGE M E N T ACC OU N T I N G .

It was particularly enlightening because as a partner of a small CPA firm,
I am sometimes requested by our clients
to eval uate th eir personnel .

Continued on page 57
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What can
Just about
the NCR 399 anything you
do for you?
wart it to!
The NCR 399 is an electronic system that functions
smoothly as an intelligent communications terminal. Or as
a general - purpose accounting system. Or as a small computer. Or as a combination! This exceptional versatility
grows out of its full complement of options and peripherals.

As a general - purpose accounting
system it has the capability of processing client write -up work and
other customary financial applications under program control. With
its mini - computer and magnetic
ledger cards, the "399" performs
many operations almost
automatically.

Used as a small computer, the "399"
follows programs written in its own
near - English language on snap -in,
snap -out magnetic tape cassettes to
satisfy your unique processing requirements. Options include peripheral
equipment for punched cards, paper
tape and high - volume printing.

Doubling as an intelligent terminal, the
"399" can communicate with other "399's"
and with central computers in an
information processing network.

r

The NCR 399 costs too little to be a
computer, but does too much to be anything less. To find out how the NCR 399 can
eliminate the problems from your accounting procedures —or those of your
client —phone your local NCR office. Or
write to Accounting Systems, NCR,
Dayton, Ohio 45479.

Terminals & Computers

TAXATION AND THE
MULTINATIONAL FIRM
The ability to defer taxes is equivalent to an interest -free loan
by the government.

By Paul F. Brantner
The national tax system, upon which the entire
theory of taxation is built, may be pictured as a
closed loop. Given the objectives of taxation, as
defined by national goals and policies, the national
taxing authority drafts laws and regulations to,
hopefully, achieve the objectives. The basis for the
taxing authority's right to do this is the sovereign
right of each country to tax persons living within its
borders. The jurisdiction of the tax is governed not
by legal principles, but by political, economic and
administrative considerations. The laws and regulations are, in theory, stated to conform with national
concepts of equity and neutrality. These laws and
regulations are the basis by which persons within
the country (including business firms) compute
their taxes and structure their business decisions to
meet the requirements of the law and to minimize
their tax bill.
The firm operating strictly within the country's
borders has little chance to maneuver around the
laws and regulations. There may be some intentional
flexibility in the laws, such as the United States tax
law's allowance of several depreciation methods, installment reporting, capitalization or expense of different costs (interest, taxes, research expenditures
and mining and exploration expenditures) and
alternative tax computations for capital gains. How.
ever, for the most part the decisions of the uninational firm approximate the original objectives of
the tax —at least tax theory says they will.
Given the same objectives of the tax system and
the same concepts influencing laws and regulations,
the multinational firm will be subject to the same
laws and regulations as the uninational firm. However, the multinational firm has a whole array of
alternatives available to it. These alternatives open
the closed loop of the national tax system, thus allowing the multinational firm to make decisions
that the uninational firm could not even consider.
Obviously the chances of the decisions matching
the original objectives of the tax system are greatly
diminished.
MANAGEMENT ACCOUNTING /OCTOBER 1973

This is where the game begins. The national tax
authority attempts to close the alternatives available for the multinational firm to circumvent the
objectives of the tax system. The multinational
firm is also playing the game by attempting to increase the available alternatives and open new loopholes as old ones are closed. Thus, the tax system
and the multinational firm begin the interaction
which will have a substantial influence on both.

Basic Concepts and Methods of Taxation
There are seven concepts underlying the United
States tax system as it applies to foreign operations
of U.S. firms. These concepts and the related methods of taxation form the tax system which enters
into the decision - making process of the multinational firm. While the following list is not all inclusive, it covers the major determinants of U.S.
tax policy regarding foreign operations:
1. Equity and neutrality on a national basis
Z. Place of incorporation is the controlling test
3. Avoidance of double taxation
4. All income taxed once
5. Form versus substance
6. Substantial business purpose
7. Exceptions and incentives based on public policy
EQUITY AND NEUTRALITY ON A NATIONAL BASIS

Equity relates to the tax burden on different taxpayers, meaning that taxpayers in similar situations
will bear the same tax burden. Tax neutrality, on
the other hand, relates to economic decision -making, meaning that decisions must be unaffected by
the tax laws themselves. By placing these concepts
on a national basis, American businesses should be
taxed equally, whether they invest in America or
abroad. That is, a dollar invested by Americans
should be taxed the same regardless of where it is
invested. In contrast, if equity and neutrality were
on an international basis, this would imply equal
treatment for Americans investing abroad and their
non - American competitors. This concept has led to
the rule that domestic corporations should be taxed

P. F. BRANTNER

Seattle Chapter 1970,
is a C.P.A. with the
accounting firm
of Knight, Vale and
Gregory, Tacoma,
Wash. He was
formerly with
Weyerhaeuser Co., as
Supervisor of
Federal Income Taxes
in their Tax Dept.
Mr. Brantner, who
was also awarded the
Lybrand Gold Medal
(1971 -73) received
a Certificate of Merit
for this article. He
is currently Secretary
of the Seattle
Chapter for 1973 -74.
Mr. Brantner holds a
B. A. degree from the
University of
Washington, where he
was elected Phi Beta
Kappa, and where
he is currently an
M. B. A. degree
candidate.
This article was
submitted through
the Seattle Chapter.
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" . . . income

should not be
taxed more
than once."

on all income, regardless of where it is earned.
Thus, if a branch of a U.S. company operates in
Germany, the profits earned by the branch will be
fully taxable in the United States. Theoretically,
this places the decision to establish a branch in
Germany versus, say, Montana on a neutral basis
regarding taxation. Also, foreign corporations doing
business in the United States are fully taxable on
all U.S. source income. This places these companies
on an equal basis with domestic companies within
the borders of the United States.
PLACE OF INCORPORATION IS
THE CONTROLLING TEST

The principle of U.S. tax jurisdiction requires
that place of incorporation determine the taxability
of income. "Domestic corporations are taxed on
their world -wide income; foreign corporations are
taxed only on their income earned in the United
States. A domestic corporation is defined simply as
one incorporated within the United States; a foreign
corporation is one incorporated outside the United
States." '
According to this concept: "Profits accumulated
in (a foreign) manufacturing corporation, or in any
similar foreign corporation, would not be subject to
United States shareholder or share holders. "' This
concept, thus, runs into direct conflict with the
equity and neutrality concept, and the resulting
ability to defer income of foreign corporations has
caused debate within the U.S. taxing authority. Although the concept of national equity and neutrality
has had stronger force, the basic "place of incorporation" concept remains controlling in most U.S.
tax laws dealing with foreign corporations. However,
the recent "Domestic International Sales Company" law is a drastic departure from this concept.

Exhibit 1
FOREIGN TAX CREDIT COMPUTATION

amount of dividend (grossed -up)
net income (after tax)

)

—

Tt

300 x

Thus, If the dividend were 400, the foreign tax credit would be:
Taxes deemed paid
[300 x 400 (400 x 15 %)1
700
J
197
° 257

(400 x 15% )
60

12

+

Tt

°

+

Credit Taxes paid

+

A basic principle of U.S. taxation is that income
should not be taxed more than once. For example,
if income is taxed by one jurisdiction, it should
not be taxed again without giving credit for the
prior taxes paid. This applies to foreign taxes as
well. The foreign tax credit has been the backbone
of the U.S. system of eliminating double taxation.
This provision allows foreign income (when repatriated or when taxable under Subpart F) to be
fully included in U.S. taxable income, but with an
allowance of a credit against U.S. taxes for foreign
taxes paid, or deemed paid on repatriated earnings
and profits (see Exhibit 1 and Appendix) .
ALL INCOME TAXED ONCE

While this concept does not directly follow from
the preceding one, it has long been a policy of
U.S. taxation, based on concepts of equity, that no
one should escape taxation if similarly situated
persons are taxed. Thus, the U.S. has been against
the policy of tax sparing.'
The foreign tax credit is also based on this concept. Rather than exempting foreign income from
U.S. tax, the foreign tax credit rules include foreign
income (as repatriated or Subpart F income) in
U.S. taxable income. Thus, the income is subject
to at least the U.S. tax rate, for if the foreign rate
is below the U.S. rate, only part of the U.S. tax
will be eliminated by the foreign tax credit. Another method of taxing income at least once is the
minimum distribution requirement under Subpart
F (see Appendix for an explanation of the principles
of Subpart F). Briefly, this rule states that if a
foreign subsidiary of a U.S. company has "Subpart F income," the amount of this income to be
included in U.S. taxable income will decrease as the
tax rate of the foreign country approaches the
U.S. tax rate.
FORM VERSUS SUBSTANCE

U.S. parent
Dividend income
595
Gross -up
105
Dividend income
700
Add-Foreign taxes
deemed paid, claimed
as credit below
300
Taxable Income
1,000
Tax
48%
480
Less-Foreign tax
credit:
—taxes paid
105
300 (405)
— deemed paid
Net U.S. tax
75
The above example assumes the net Income of the foreign company was
fully repatriated to the parent. If only partially repatriated, the amount of
foreign taxes deemed paid and allowable as a credit (T t) would be:
@

Foreign corporation
Profits
1,000
Foreign income
tax (30% )
(300)
Net Income
700
Dividend to parent
700
Dividend withholding
tax (15% )
(105)
Net dividend
595

AVOIDANCE OF DOUBLE TAXATION

The Internal Revenue Service looks past the
form of a transaction to its true substance, and in
determining taxability, substance is the controlling
factor.
This concept, together with the concept that all
income be taxed once and that all transactions
have a substantial business purpose, forms the basis
for the changes provided by the Revenue Act of
1962. This Act introduced Subpart F which, briefly,
states that certain income of "controlled foreign
corporations" will be subject to U.S. tax even
though the income has not been repatriated. The
income will be considered a "deemed dividend"
for U.S. tax purposes and will be taxable to U.S.
shareholders. The main purpose of this Act was to
discourage the accumulation and reinvestment of
untaxed profits in tax -haven countries and to limit
the use of "paper" or "sham" organizations that
have no business purpose outside of tax avoidance.
I

Lawrence B. Krause and Kenneth W. Dam, Federal Tax Treat ment of Foreiggn Income, The Brookings Institute, Washington,
D.C., 1964, p. 7.
2
Tax 'Institute of America, Taxation of Foreign Income, Prince.
ton, 1966, p. 196.
1 Ibid.
p. 200.
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Subpart F does not make normal manufacturing
profits of foreign subsidiaries immediately taxable
in the U.S. —that is, it does not change the general
rule that earnings of foreign subsidiaries are not
subject to a U.S. tax until repatriated. Also, there
are several exceptions to the "deemed dividend"
requirement such as the minimum distribution,
the 30- percent rule, and the "substantial reduction
of taxes" rule.
While the 1962 Act was not as "earth shattering" for eliminating deferral as some U.S. administrators and legislators desired, it did limit the
artificial diversion of income to low -tax foreign
countries. And, while it did not change the basic
policy of deferral, it has caused concern in many
foreign countries that the United States may tend
to reach out further: "Foreign governments (may)
resent the fact that the U.S. Treasury would receive
tax on income earned in their countries and might
seek ways to discriminate against American firms in
order to capture this tax revenue for themselves." '
Thus, the main fear seems to come from the precedent established by the 1962 Act for taxing certain
"deemed dividends." The national equity and
neutrality concept, discussed above, could carry
this precedent much further.
SUBSTANTIAL BUSINESS PURPOSE

Any transaction in which a business engages that
reduces taxes must have a substantial business purpose. Otherwise, the transaction may be held taxable. Tax minimization is not considered a substantial business purpose, even though to management,
any reduction in the cost of doing business would
seem to be a sound basis for decisions.
Subpart F was designed to limit organizations
that are established solely to avoid tax, as in Section
367 of the Internal Revenue Code which is also
aimed at this practice. The code requires that any
corporation contemplating a transaction regarding
stock in a controlled foreign corporation first obtain IRS approval to the transaction, stating that
its sole purpose is not tax avoidance.
EXCEPTIONS AND INCENTIVES
BASED ON PUBLIC POLICY

Exceptions to these concepts and incentives may
be granted, provided that it is in the national interest (i.e., the "objectives of taxation" warrant the
exception or incentive).
These concepts interact to influence the U.S.
tax law. As may be readily apparent, some of the
concepts are conflicting. Thus, the concepts must
be balanced against each other in the drafting of
any new law or regulation. It is mainly in regards
to the relative importance of one concept vis -a -vis
another that most conflicts among segments of the
U.S. taxing authority take place. Any firm which
is subject to U.S. taxation should have a knowledge
of these concepts, for arguments by the Congress
or President for revised tax laws will usually be
based on the relative merits of one concept over
another.
4

K r a u s e a n d D a m , Op . C i e . , p . 8 8 .
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Certain exceptions that have been granted in the
national interest include:
A reduced tax rate is available for corporations qualifying as a WHTC. Briefly, if over 95 percent of the
gross income of a corporation engaged in Western
Hemisphere trade is from sources outside the
United States, and if over 90 percent of the gross
income is from active conduct of a trade or business (as opposed to passive investment income) the
corporation may qualify as a WHTC.
WES TER N H EM IS P H E R E

TR A D E C O R P O R A T I O N .

" . . . there are

several
exceptions to
the 'deemed
dividend' requirement ..."

A reduced tax rate
is available to corporations earning over 80 percent
of gross income from trading in U.S. possessions.
U. S . P O S S E S S I O N S C O R P O R A T I O N .

E X P O R T TR A D E C O R P O R A T I O N . If Over 75 percent Of
gross income of a corporation is "export trade income," part of this income may be used to reduce
Subpart F income.
LESS

DEV ELOP ED

C O U N T R Y C O R P O R A TI O N .

The fol-

lowing are advantages of an LDCC:
1. Dividends received by a controlled foreign corporation from an LDCC are excludable from Subpart F income to the extent reinvested in less
developed countries.
2. Dividends received by a U.S. corporation from
an LDCC are not subject to gross -up.
3. A United States corporation does not realize
ordinary income on the liquidation or sale of an
LDCC if the stock has been held for at least
10 years.
4. Securities of an LDCC are exempt from the interest equalization tax.
D O M E S TI C

I N TE R N A T I O N A L

SALES

C O R P O R A TI O N

(DISC).

This law, enacted in 1971, provides that a
portion of the profit derived by a DISC through
exporting is deferred for tax purposes.
The U.S. Tax System and Business Decisions
It should be clear from the discussion above that
U.S. income tax laws will have a substantial effect
on the decisions of U.S. firms to enter foreign
markets (and the decisions of foreign firms to enter
the U.S. market). Not that taxes will be the primary stimulus to foreign investment, but as a cost
of doing business, taxes must be considered in any
foreign investment alternative. Foreign investment
is undertaken because it provides greater prospects
for making profits than alternative actions. Since
taxes will affect the profits earned, their effect must
be carefully considered in the decision process.
STRUCTURE OF FOREIGN OPERATIONS

There are four main "forms" that the foreign
operations of a U.S. company can take. The following discusses those forms and the U.S. tax consequences of each.
EX P OR T

OF

P R O D UC TS

UN I T E D S TA TE S .

MA N UF A CTUR ED

IN

TH E

The simplest way a company can
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"Taxes are a
key item in any
investment
model..."

"go international" is to export its products. Exports are taxed just like any sale to a U.S. buyer.
Thus, taxation is neutral with respect to exports.
However, a firm can reduce its taxes by utilizing a
foreign sales company, such as a Domestic Intemational Sales Corporation, a Western Hemisphere
Trade Corporation, or an Export Trade Corporation. Although tax considerations would be a prime
consideration, the savings would have to be weighed
against and additional costs of doing business
through these special forms of organization.
F O R E I G N M A N U F A C T U R I N G B R A N C H . A Company can
enter foreign markets by establishing a manufacturing branch in a foreign country. This would be
similar to establishing a branch in the United
States, since the profits earned by this branch are
fullv taxable in the United States. The U.S. tax
law is neutral with respect to establishment of
foreign branches; however, the host country, with
its own concepts of neutrality, will ensure that this
branch's income is taxed in its country like any local
firm. Thus, the branch faces taxation from both directions —and both are based on neutrality.
Foreign branches have tried to avoid the U.S.
tax by selling to related sales companies at little or
no profit. However, Subpart F has eliminated this
"form versus substance" organization and treats
sales of a manufacturing branch as fully taxable no
matter who the buyer is. Thus, the foreign branch
of a U.S. company has been effectively eliminated
from existence because of the U.S. income tax laws.

United States
income taxes have forced U.S. multinational firms
to operate through foreign subsidiaries. The "place
of incorporation" rule has enabled foreign subsidiaries to shield their income from U.S. tax, although,
of course, they are still taxed by the host country.
This rule, though, can only be stated for foreign
manufacturing subsidiaries selling directly to third
parties. Once the manufacturing subsidiary sells to
related sales companies in second countries, or
holds investments in other subsidiaries, then Subpart F problems can arise. Thus, the structure of
foreign operations has been largely the product of
U.S. tax laws. This influence can be seen today in
the number of U.S. businesses adopting the new
DISC laws. However, the effect of DISC on the
future of foreign subsidiaries remains to be seen.
F O R EI G N MA N U F A C TUR I N G S UBS ID IA R Y.

following are investment factors that are influenced:
R E T U R N O N I N V E S T M E N T . The return on any investment will be enhanced if U.S. taxes can be deferred
and earnings of a foreign subsidiary can be reinvested without incurring U.S. taxation. In this respect, the tax deferral of a foreign subsidiary's income makes the investment more attractive, other
things being equal, and assuming a foreign tax rate
below the U.S. rate. Other tax factors that influence
the return on investment are U.S. tax incentives
(e.g., DISC, WHTC or LDCC), additional compliance costs created by controlled foreign corporations, the ability to utilize the foreign tax credit if
earnings are repatriated, and incentives offered by
tax treaties.

The U.S. factors that influence country selection are tax treaties with the
country, the foreign tax credit's allowance of only
income taxes as a credit (placing countries relying
on indirect taxation at a disadvantage), whether the
country qualifies as a "less developed country," and
tax rates in the country compared with the U.S.
rates.
C O UN TR Y O F I N V E S T M E N T .

The user of an investment
model must consider the cost to the parent company of recovering its investment. This can be
accomplished through repatriation of earnings (subject to full U.S. taxation with the foreign tax
credit) or through sale of the stock of the foreign
subsidiary (taxable at ordinary income tax rates or
capital gains rates 'depending on the circumstances) .
CO ST O F R E P A TR I A TI O N .

O N U. S . F I N A N C I A L I N C O M E . Multinational
firms present consolidated annual reports to their
shareholders. Foreign financial earnings, the foreign
tax credit provisions, and differences between financial earnings and taxable income may make the
effect of foreign subsidiaries on U.S. earnings -pershare very favorable. This can lead to increasing
stock prices, which will enhance the parent company's ability to grow even larger through merger
and acquisition. Thus, foreign investment decisions, because of the U.S. tax law, may enhance
reportable financial earnings.
EFFECT

OTHER DECISIONS

A U.S. firm, rather
than own its' foreign subsidiaries directly, can set
up a holding company. However, provisions of Subpart F have generally eliminated the usefulness of
holding companies, and they will not be discussed
here.
FO R EIG N HOLDING

CO MPA N IES .

INVESTMENT DECISIONS

Taxes are a key item in any investment model
since they affect both profits and cash flow. For
example, the ability to defer taxes is equivalent to
an interest -free loan by the government. Thus, tax
minimization and tax deferral are crucial aspects of
a multinational firm's investment decisions. The
14

Countless other decisions of multinational firms
will be influenced by the U.S. tax laws. Some of the
more important are:
TY P E

OF

P R O D UC T

EX P O RTED

TO

FO REIG N

OPERA-

A United States firm may desire to manufacture component products in the United States and
transfer them to a foreign subsidiary for final assembly and sale. Even though a policy such as this
is helpful to the United States, in many ways (e.g.,
U.S. employment, balance of payments, etc.) , the
U.S. tax law may force the firm to export the
technology to manufacture the component in the
foreign country.
TI O N S .
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Subpart F requires that earnings and profits of controlled
foreign corporations be computed in a way consistent with the Internal Revenue Code's definition of
earnings and profits. Thus, a multinational firm
must be prepared to change the accounting system
of its foreign subsidiaries to meet this requirement.
This is another cost which must be considered
when studying a foreign investment decision.
UNITED STATES ACCOUNTING SYSTEM.

COMPLIANCE COST. In addition to the accounting
system required, the Internal Revenue Service requires numerous reports from multinational fines.
These reports are required under Subpart F for reporting information on controlled foreign corporations and transactions involving stock of foreign
corporations. Also, detailed records are required to
support the foreign tax credit computation. Many
authors have considered compliance costs to be the
principal outcome of the 1962 Revenue Act on
multinational firms not affected by the "tax haven"
provisions.
COUNTRY OF DOMICILE. A final important decision
of the multinational firm is its country of domicile.
Some writers have suggested that if the U.S. tax
authorities should decide to wage a battle against
income deferral, this might be a great stimulus for
the truly multinational firm to leave the U.S. as its
country of domicile. If a firm is truly worldwide,
it should choose as its home country the country
most favorable to it. Taxation may one day become
a chief impetus in changes of corporate homes.

Influence on the U.S. Tax System
The U.S. tax system has forced many U.S. firms
to establish foreign subsidiaries. As a result of this,
there has been some influence by the multinational
firms on the U.S. tax system. The influence is
reflected in two areas: U.S. tax revenues and on
the U.S. tax structure.
INFLUENCE ON TAX REVENUE

The ability of the multinational firm to defer
taxes on its foreign subsidiaries' income prior to
repatriation is bound to have a substantial effect
on U.S. tax revenue! The use of tax- havens to defer
U.S. tax was successfully limited by the Revenue
Act of 1962. Other changes aimed at eliminating
deferral have been the subject of much debate for
years, and they will continue to be discussed as long
as firms find it advantageous economically to go
abroad and defer U.S. taxes.
An additional revenue effect of the multinational
firm is the increased cost of tax administration. The
multinational firm presents many new difficulties
for the Internal Revenue Service. These include attempts to audit operations outside the U.S. and
dealing with complex new regulations.
INFLUENCE ON TAX STRUCTURE

The multinational firm has caused the Treasury
' Estimated at $250 million annually in the Senate Committee and
Fin. Rept. on the Revenue Act of 1962, (S. Rept. 1881, 87 Cong.
2 sess., p. 393).
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Department and Congress to develop many complex rules for dealing with it. For example, Subpart F is one of the most complex provisions of the
Internal Revenue Code, yet there is still dissatisfaction with U.S. tax treatment of the income of
multinational fines. This dissatisfaction has led to
pressure on the structure of the U.S. tax system.
The pressure has been on the basic concepts underlying U.S. taxation. For example, the taxing authority has opposed the "place of incorporation" test
and argued for the dominance of national equity
and neutrality—that is, an end to deferral. On the
other hand, business firms and others have argued
for "international equity" —that is, freeing the U.S.
firm to compete on an equal basis with other countries' businesses by providing permanent deferral of
all foreign income, even income of branches of
U.S. corporations.
There has also been increased discussion of tax
sparing. As other countries find "tax holidays" a
valuable incentive for increasing foreign investment,
the U.S. must consider the possibility of foregoing
the U.S. tax on earnings of subsidiaries in countries
allowing tax sparing. These considerations would
not be necessary if it were not for the existence of
the multinational firm.
Pressures may arise to conform the U.S. tax
system closer to the rest of the world. Thus, proposals have been increasing for the enactment of
U.S. value -added taxes to help relieve the reliance
on the corporate income tax.
These pressures on the U.S. tax system, resulting
from the interaction of the system with the multinational firm, will continue as long as the multinational firm has available to it the arsenal of alternatives not available to the uninational firm.

"There has
also been
increased
discussion of
tax sparing."

Influence on Host Countries
Before the growth of the multinational firm, the
U.S. tax system and its laws and regulations had
only an indirect influence on other countries. As
the U.S. Congress drafted laws to meet its objectives of growth, price stability, balance of payments,
etc., the changes indirectly influenced foreign
countries. For example, a tax policy encouraging
growth in the U.S. at the expense of price stability
could not help but have an effect on the world
economy. While this effect is still important, the
growth of the multinational firm has made the influence of the U.S. tax system on the rest of the
world much more direct.
The multinational firm is also a vehicle for
transmitting the U.S. tax system. The multinational
firm, which is directly subject to U.S. tax laws,
cannot help but arrange its decisions to reflect
these laws. Since the decisions will have an effect on
subsidiaries in other countries, the U.S. tax law is,
in effect, carried directly into those countries. For
example, tax policy encouraging growth (say, by
reduced tax rates or investment incentives) will
give the firm more funds for investment, and this
investment may be undertaken in foreign countries
(again showing that the decisions of a multinational firm may not be what the taxing authority
had in mind). The foreign country, though, may
15

"The U.S. tax
law will be a
key factor
in the
multinational
firm's
repatriation
policy."

be trying to reduce inflation and, thus reduce the
rate of growth. However, the multinational firm,
stimulated by the U.S. tax system, may take actions
which are in direct conflict with the desires of host
countries.
Other decisions of the multinational firm which
reflect the U.S. tax system and which have a direct
effect on host countries include:
EARNINGS REPATRIATION

The U.S. tax law will be a key factor in the multinational firm's repatriation policy. And repatriation
versus reinvestment will have a great effect on
growth, stability and planning in host countries.
TAX -HAVEN COUNTRIES

Subpart F removed many of the former benefits
of tax -haven countries for the multinational firm.
As many multinational firms have abandoned their
tax -haven corporations, there has no doubt been a
revenue loss in those countries (which were at least
receiving a small percentage of base company income). This has the direct effect of forcing former
tax -haven countries to change their tax structures
to recoup the lost revenue. Thus, the U.S, tax
system may cause a direct change in the host
country's tax system through the decisions made by
the multinational firm.
EFFECT OF FOREIGN TAX CREDIT

By making foreign income taxable in the United
States when repatriated and allowing a credit for
foreign taxes, the United States, in effect, says
that foreign income should be subject to at least a
48 percent tax rate. This can have a serious effect
on the ability of foreign countries to utilize tax
incentives such as regional incentives, credits and
tax holidays.
HOST COUNTRY'S PLANNING

As mentioned, changes in the U.S. law regarding
repatriation, deferral, investment controls, etc., and
the effect of these changes on decisions of the
multinational firm, can cause havoc with the ability
of host countries to plan their economies. Any unknown factor causes problems in planning, and the
U.S. tax system, through the multinational firm,
becomes one additional unknown factor that host
countries must contend with in their planning activities.

Appendix
Summary of Subpart F Rules— Deemed Dividends
GENERAL RULE

U.S. shareholders of a controlled foreign corporation are taxed on certain undistributed incomes of
that corporation:
1. A controlled foreign corporation is a foreign
corporation in which more than 50 percent of
its stock is owned by U.S. stockholders. In determining the 50- percent level, only stockholders
holding more than a 10 percent interest are
counted.
2. The undistributed income "base company income" which is taxable is made up of three
parts:
a. F O R E I G N P E R S O N A L HO L D I N G C O M P A N Y I N C O M E . This includes passive Investment Income,
generally from ownership in stock or securities
of other foreign corporations (e.g., dividends,
interest, royalties and rents).
b. F O R E I G N BASE C O M P A N Y SAL ES I N C O M E . This
is "income derived from the purchase and sale
of personal property where the purchase is from,
or the sale to, a related person and where the
property purchased is `manufactured, produced,
grown or extracted outside' and `sold for use,
consumption or disposition outside' the country
of incorporation." For example, goods may be
manufactured in France and sold by a related
company in Luxembourg to a customer in Germany. The Luxembourg company would be the
recipient of base company sales income.
C. F O R E I G N

BASE

COM P A N Y

SE R V I CE

I N CO M E .

This is like the above, but relates to income from
services performed outside the country of incorporation for a related person.
These three classes of base company income are
added together to form Subpart F income.

TAX TREATIES

EXCEPTIONS

A host country may consider a tax treaty as providing stability in its relationship with the United
States. However, if the U.S. tax law is changed,
and that change is contrary to the provisions of a
prior treatv, the treaty provisions are repudiated.
Therefore, treaty provisions cannot be relied on to
prevent the multinational firm from carrying
changes in the U.S. tax law into host countries.

THI R T Y - P E R CE N T R U L E . If base company income is
less than 30 percent of the gross income of the controlled foreign corporation, none of the income is
subject to taxation under Subpart F. (However, if
base company income is greater than 70 percent of
the gross income of the CFC, all gross income is
considered to be Subpart F income.)

Conclusion
This article has stressed that the multinational
firm is in the center of a rough circle. The firm acts
as a "transmitter" between tax systems and as a
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feedback device to each tax system. It is this interaction between the elements of the circle that
represent the interesting and crucial problems facing
the U.S. tax system, the multinational firm, and
host countries. As long as the multinational firm
has available to it alternatives not available to
uninational firms, the countries trying to deal with
the multinational firm in the same way as uninational firms will face many problems.

M I N I M U M D I S TR I B U T I O N P R O V I S I O N S . Under this
provision, a shareholder may elect not to include
Continued on page 26

' S o u r c e : Bureau of National Affairs Tax Ma na g em ent portfolios .
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BUDGETARY CONTROL
IN THE CANVAS
FOOTWEAR INDUSTRY
Frequently, standard midpoint assumptions
or representative line items are used as
standards in order to minimize clerical work.

By Albert Wallace
The philosophy that governs the setting of standard
costs implies that the costs can be achieved only
under ideal operating conditions. Since ideal operating conditions seldom prevail, true standard
costs are seldom achieved. However, it is still important for management to continually strive for
the theoretically best possible cost. In this article,
we will outline a program of manufacturing cost
control using budgeting methods.
The organization under discussion is a multinational corporation with many divisions and diverse product lines. In its footwear products division it has nine plants which produce for domestic
and overseas markets. In each plant, the factory
production group reports to divisional staff production management. In the same way, the factory accounting and finance groups report, through plant
controllers, to the divisional staff controller, with
limited responsibility to the local works manager.
Aggregate manufacturing costs are thus built up
along the same lines as exist in the organization
charts. Final summary reporting is then carried to
the divisional staff level indicating profitability by
line as well as function.
Cost Accounting Reporting Methods
The method usually used for reporting standard
cost of production is to multiply the number of
units produced times standard cost elements. Frequently, standard midpoint assumptions, or representative line items are used as standards in order
to minimize clerical work. In this instance, one of
the factories produces one hundred different items,
which could be categorized more or less by types or
levels of standard cost elements. For reporting purposes, either the weighted average standard cost or
MANAGEMENT ACCOUNTING /OCTOBER 1973

a particular stock number which adequately represents the standard cost of the line would be used.
Out of a one hundred item profile of products,
only eight or ten might be used to generate production reporting data. Where production is reported
by computer, the units, stock numbers, distribution
outlets and sizes are key- entered to magnetic tape
via on -line data recorders and the data are transmitted over voice grade telephone lines to the divisional computer complex. All reporting and matching is done through the master files at the divisional
computer. Uniform editing, reporting, followup, and
correction are thus enhanced by this centralized
method of data gathering and reporting.
The manufacturing groups operate and report on
a "current ideal standard." The standards are engineered by the industrial engineering group for
material and labor elements, and the cost accounting
group translates the engineered data into standard
cost dollars. If significant changes in material specifications or methods are made, the standard costs
are changed to accommodate them. Standard costs
then become the basis for budgetary control as well
as performance reporting and analysis.

A. WALLACE
Augusta Chapter 1969,
is a Cost - General
Accountant at
Uniroyal, Inc.,
Thomson, Ga. Mr.
Wallace attended the
University of
Cincinnati and
Indiana University.
This article was
submitted through the
Augusta Chapter.

Basis of Standard Cost
Material standards always begin with a bill of
materials which describes by shoe component the
material type and stock number, gauges of parts,
die and pattern numbers, and size profile ( range of
shoe sizes in which the particular item will be
produced) . The quantities of material required for
the shoe are calculated and unavoidable scrap
quantities are noted. For the ideal standard, only
quantities required for the shoe under ideal production conditions are included. Only one set of patterns or dies are used to determine the material
quantities required for each shoe style, and usually,
17

Exhibit 1
PERFORMANCE CONTROL REPORT
Variance
$20OF
2000

$2,000
11
200

$2,100
0
150

$10OF
11U
50U

Marginal contribution
Manufacturing fixed costs
Selling expenses
Administrative expenses
Miscellaneous expense and income
Total fixed and miscellaneous

0

$2,211

$2,250

$39F

$2,289

$2,250

$39F

$1,000
450
450
100

$1,000
400
500
150

Net operating profit

$

Budget
$4,800
300
$4,500

$

Aggregate control value
Manufacturing variance
Other variable operating expenses
Total variable cost

Actual
$5,000
500
$4,500

0
5OF
50U
50U

$2,050

$2,000

$50U

239

250

$11U

$

Gross sales
Sales deductions
Net sales

$

"Factory
overhead costs
are estimated
for the
production
year."

F— Indicates Favorable Variance
U—Indicates Unfavorable Variance

the median size is the one used for this purpose.
If the actual production -size curve distribution falls
away from the median size on which the shoe is
costed, the resultant material usage is reported as a
size variation. This approach avoids the necessity
of costing out each size of each item in the product
line.
Labor standards (direct) are based on standard
hours calculated by the industrial engineering group.
Stopwatch study, speed rating, M.T.M., and standard data are some of the methods used to determine standard hours per hundred pair. Like material, labor standards are set assuming an ideal
production environment. The standard hours for
specific labor elements are multiplied by the wage
rates for those elements to get standard labor dollars. Standard direct labor dollars are then accumulated for all the operations required in order to
obtain the standard labor dollars for the particular
shoe being costed.
Overhead standard dollars are based on the production budget for the following year. The production budget is prepared in terms of net pair expected
for delivery from manufacturing to the sales warehouse. In order to determine gross production for
the year, an off quality rate factor also has to be
added to the net production figures. An addition to
gross production is made in the amount of the additional pairs that would be produced utilizing the
budgeted production shifts under an ideal producing environment. This gross production quantity is
then used in calculating the overhead standard.
Factory overhead costs are estimated for the
production year. These costs are based on a normal
year's production under ideal conditions. Elements
included in the estimate are indirect labor, indirect
material, employee benefits, and services by department or cost center. The accumulated overhead
costs are then divided by the gross quantity scheduled so as to obtain standard dollars. By relating
standard burden dollars to the standard labor dollars expected to be generated, the overhead is costed
to each shoe based on that shoe's standard labor.
At this point, discussion of overhead elements
which vary will be referred to as burden while
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overhead elements which are fixed will be referred
to as period costs. For purposes of dividing burden
elements into fixed and variable categories, the following somewhat arbitrary guidelines usually ¢overn:
1. All indirect materials, indirect labor, and services
in producing departments are considered variable.
2. Payroll fringe benefits such as F.I.C.A., unemployment taxes, workmen's compensation, and
the vacation payroll provisions for direct labor
and indirect labor in producing departments are
considered variable.
3. Payroll fringe benefit payments on which the
costs are charged equally each month are considered fixed for all departments.
4. Indirect materials, indirect labor, and services in
non - producing departments are considered fixed.
5. All salaries, salary payroll fringe benefit payments, depreciation, taxes, insurance and rent
are considered fixed.
In working with these guidelines, the accounting
group will deal with some costs which are semi variable in nature. These costs are usually in the
area of factory maintenance and sometimes custodial expense. Costs are accumulated in the fixed
departmental cost centers and are transferred to the
producing departments on a combination of direct
basis and pro rata basis in a special variable burden
category.
In cost estimating, or decision- making, only variable costs are quoted on a standard dollar basis.
Fixed costs are cited as a percent of standard labor
dollars or a percent of control value where full
capacity production is encountered. Where other
than 100 percent of capacity is involved, an adjustment to the fixed cost relationship is made.
Control Values for Performance Reporting
and Inventory Valuation
The control value is the budgeted variable cost
of a unit of production. It is equal to the ratio obtained by dividing the actual manufacturing cost by
MANAGEMENT ACCOUNTING /OCTOBER 1973

4r
the standard manufacturing cost for a particular
element. For example, the budgeted actual material
cost divided by the standard material cost would
give the actual to standard ratio for material in the
period. This would also apply to labor and burden,
and from these would be derived the control value
as follows:

Material
Labor
Burden
Total variable cost

Standard
cost
$1.000
0.500
0.300
$1.800

Act /Std
1.05
1.25
1.05

Control
value
$1.050
0.625
0.315
1

$1.990

The control value on this item will be $1.99 derived from a standard cost of $1.80.
The control value, once established, becomes the
basis for many accounting activities as well as managerial decisions. For example:
Manufacturing costs can be calculated by multiplying units at control value. Control dollars
are then the basis used to value the variable
portion of finished goods inventories.
A fixed finished goods valuation account is maintained under a direct costing rule. The relationship of manufacturing fixed costs to aggregate
manufacturing control value is the one used to
reflect fixed finished goods inventory. Fixed

finished goods inventory value changes proportionate to the variable finished goods inventory
from period to period.
The aggregate manufacturing control value for
the period can be used for reporting manufacturing performance. Where actual manufacturing
variable cost exceeds aggregate control value, an
unfavorable manufacturing variance exists.
Finished goods inventory is charged for the
aggregate control value. If the actual variable
manufacturing cost is greater than the aggregate
control value, the unfavorable manufacturing
variance is charged against earnings in the manufacturing variation expense account. If a significant difference between the actual variable
manufacturing cost and aggregate control value
persists, a deferral of part of this difference
against finished goods inventory is considered in
order to more correctly value the inventory at
cost.
4. Product pricing is accomplished by collecting
control values, variance estimates, and grossing
up the values to cover other costs and expected
profits.
5. Capital expenditure decisions are based on data
in the performance control reports which compare achievement with standard costs. It is an
aid in determining the profitability of further
investment in a particular item or line.

Employees of this canvas footwear corporation are
always busy. Here, one worker gives a sneaker
its sole. (Photo courtesy of Uniroyal, Inc.)
earnings on the commodity- earning's statement in
terms of manufacturing cost variation from the
budget. Since the aggregate control value is the
manufacturing variable cost budget, any manufacturing variation becomes a deviation from the
budget. See Exhibit 1, "Performance Control Report." Detail reporting, as indicated, accommodates
volume variation in fixed costs where warranted, as
well as analysis of elements making up the variances.
The profit data furnished in the report is carried
down to show return on investment.
Manufacturing performance is reported to the
local production management in the form of actual
manufacturing costs as related to standard manufacturing costs by element. The differences, called
manufacturing penalties, are explained by categories such as material price and quantity variations,
labor manning variations, overtime variations, and
efficiency variations, as well as burden variations.
Managerial investigation into areas of unusually
high unfavorable variations follows in order to bring
manufacturing costs into line. See Exhibit 2, "Manufacturing Cost of Production."

Performance Reporting

Inflation Factors

Manufacturing performance is reported to staff
management as a plant or activity contribution to

The sales group, through sales and inventory
accounting, furnishes the number of production
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"The inflation
factors are
then applied
to the standard
dollars..."'

units required to round out the line for the future
period. These units are priced out at current standard cost and the aggregate value of current standard dollars is developed. Future material and wage
prices are furnished by the purchasing and work
force management groups. The future prices are
divided by current prices in order to derive the inflation factors. The inflation factors are then applied to the standard dollars in order to express
them in terms of future standard cost. The inflation factors are usually mixed average factors since
purchase prices of various components escalate at
differing rates. Collective estimates by the production and accounting groups are also gathered in
order to prepare anticipated variances from standard
cost in the areas of material, labor, and burden
penalties.

the estimated prices in the next year by the current
standard prices, is used to determine next year's
standard values for material costs. Dividing next
year's standard value by the current year's aggregate
material cost produces the mixed average rate
( $10,240/$9,800 = 1.05).
Labor is estimated by the work force managers to
average $3.10 per hour next year. Dividing the new
rate by the current year's rate of $2.90 gives an inflation rate of 1.07. Also, next year's standard burden is estimated to be 1.05 times the current year's
levels.
The budget is pulled together as to cost inflation
(current year's standard times budgeted units times
inflation rates) as follows:

Future Year's Budget Preparation

Cost
element

Current year's
standard

Inflation
rates

Next
year's
standard

Material
Labor
Burden

$9,800
5,200
3,120

1.05
1.07
1.05

$10,240
5,564
3,270

The first step in budget preparation is to obtain
from the sales department the number of units and
style types which it believes should be produced in
the coming year. These are priced out at current
standard costs. See Exhibit 3. For material, the
appropriate inflation factor, obtained by dividing
Exhibit 2
MANUFACTURING COST OF PRODUCTION
20
100,000

Operating days
Units produced

$500,000
$199,000
$210, 000
$180,000

Material standard cost
Price variation
Quantity variation
Total actual material cost

$100,000
(3,000)
7, 000
$104,000

Burden standard cost
Expense variation
Efficiency variation
Total actual burden cost

$

Labor standard cost
Price variation (premium time pay)
Manning variation
Efficiency variation
Total actual labor cost

$

List price value of production
Aggregate control value
Actual variable manufacturing cost
Standard manufacturing cost

50, 000
5,000
5,000
4, 000
64, 000

$ 30,000
(1,000)
13, 000
$ 42,000

The budget for manufacturing costs beyond this
point is assembled in conjunction with the production group. Estimates of performances in the different variations are derived. Where possible, these
estimates are expressed in terms of percentage
points of standard dollars for ease in assimilating
into the budget. Future savings programs are considered here as reductions in production costs.
Conclusion
The standard cost concept ties the performance
control report and the manufacturing cost of production report together. In addition, the unit control value is used to charge finished goods inventory
with units produced and to credit finished goods
inventory as units are sold. For the following year.
the manufacturing control budget is based on standard costs derived from prices escalated into future
periods by inflation factors. Thus, the budget is the
collective thinking of management accountants and
production managers .using budget schedule data,
historical data, and managerial judgement.
El

Exhibit 3
ESTIMATING NEXT YEAR'S BUDGET

20

10, 000

$0.85

Fabric
Tot std
$1,500
600
700
$2,800

$0.70 /yd.

Rubber
Unit std
Tot std
$0. 30
$1, 500
0. 30
900
0. 30
600

Chemicals
Unit std
Tot std
$0.30
$1,500
0. 30
900
0. 30
600

Packaging
Unit std
Tot std
$0. 10
500
0. 10
300
0. 10
200

Total
$5,000
2,700
2,100

$0. 90

$0.90

$0.30

$9,800

$3, 000

$0.30 /lb.

$0.75 /yd.

$3, 000

$0.18 /lb.

$0.30 /lb.

$

Unit std
$0. 30
0. 20
0.35

$1,000

$0.11 /pr.

$0.20 /lb.

$0.10 /pr.

1.07

1.00

1.11

. 91

$3, 000

$3,000

$3, 330

910

$

Quantity
scheduled
5,000
3,000
2,000

_

Style
100
101
102
Current year's
tote
Current std
prices
Next year's
estimate
Inflation rate
Next year's
std value

$10, 240
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DECISION TABLES FOR
CLERICAL PROCEDURES
The structure of the decision table . . . a l l o w s the user to understand exactly what the problem entails, and permits him to
concentrate on specific decision points one at a time.

By Marsha A. Berkey
The decision table is a fairly recent arrival on the
systems scene. It was developed as a better means
of documenting computer programs than the complicated and time - consuming flow charts and narratives that had previously been used. The power
of the decision table is that it forces the user to
think logically and to precisely define the elements
of a decision. This power can be put to use in
writing clerical procedures, and in training the
users of such procedures.
The structure of the decision table, in which the
problem is broken down into conditions and actions, allows the user to understand exactly what
the problem entails, and permits him to concentrate on specific decision points one at a time. This
intensive look at the critical points highlights the
problem areas and allows the user to concentrate
his attention on the weak points of a decision solution. This knowledge also allows the user to check
for errors, overlap, and conditions for which solutions are needed.
Decision tables represent an addition to the traditional communication techniques of flow - charting,
matrix -type displays, and narrative. Some forms of
the table have been applied to insurance rates and
price lists as well as to the familiar Federal income
tax form. However, the active application of decision tables did not occur until the late 1960's. At
that time, the impetus for the expanded use of
the tables was the need for a more efficient, effective means of preparing information for computer
programmers.
What Is a Decision Table?
To understand the rest of the discussion, a look
at a decision table will be helpful. The table is set
up in four parts:
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Condition
stub

Condition
entry

Action
stub

Action
entry

The possible conditions are listed in the condition stubs, and whether or not each of these conditions exists is recorded in the condition entry.
The possible actions and the appropriate actions
for a set of conditions are then listed and checked
in the action stubs and action entries respectively.
A completed chart would look like the one illustrated below showing three possible conditions and
two possible actions.

Is credit limit OK?

1

2

3

4

Y

N

N

N

Y

N

N

Y

N

Favorable payment record?
Special clearance obtained?
Approve order
Disapprove order

X

X

X
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X

Columns 1 -4 are the rules, or condition combinations, for which certain actions are specified.
Why Decision Tables?
Flow charts which are usually used for explaining
clerical procedures are lacking in detailed logic, and
are frequently inadequate and cumbersome. They
are hard to follow and they are confusing to the
uninitiated because they are based on conventions
which need to be understood to follow the process.
The charts focus on activities, sequence, and flow,
providing a macroscopic overview which concen21

"Decision
tables avoid
many of these
pitfalls."

trates on the process rather than on the underlying
logic of the solution. It is also possible to get lost
in the maze of arrows and differently shaped boxes
that are shown in complicated flow charts. Decision
tables, on the other hand, allow the user to organize
detailed activities in an easily understood format.
( See Exhibit 1.)
If the problem is not very complicated, a flow
chart can be fitted onto one page. However, when
one or more additional pages are required, the
problem of display arises. In that case, the user
must leaf back and forth through the pages while
trying to follow the process, and he is not presented
with a clear view, but rather a view broken by gaps
in time and space. His ability to understand the
whole procedure is contingent upon his ability to
visualize the several parts as a whole, rather than
on his ability to understand the process itself. With
the decision logic being subordinated to the description of the flow of activities, the flow charts fail to
explain the logic to others.
Narrative documentation also presents difficulties.
Since the basic difficulty is that many people simply

Exhibit 1
COMPARISON OF A FLOWCHART WITH A
DECISION TABLE
FLOW CHART

cannot write, no matter how adept a person is at
understanding and adapting procedures to situations, he may simply not be able to come up with a
written description which will convey the exact
meanings necessary for dealing with complex problems. There is also the difficulty of preparing the
narrative so that it will be understood at all levels.
If the writer is able to clearly set out the meaning
and detail, the narrative will include not only the
decision points and the accompanying logic, but
also all the adjectives, transition phrases, and other
extraneous words that accompany a narrative. The
logic must be packaged for presentation in prose. If
references to previous steps are necessary, the reader
must thumb back through the pages. If more than
one such reference is needed at the same time, it
becomes a question of how many fingers he can
contort to hold sections open for easy reference.
Difficulty also arises when the procedures change.
With narrative documentation, this means reissuing
a whole procedure because of the need to change
one paragraph, or attaching update sheets. The first
approach takes time and money, while the second
brings in the problem of how to index the addendas, and how to make the user aware that they
even exist.
Decision tables avoid many of these pitfalls. By
providing a format and a discipline, decision tables
aid in the analysis of complex situations. The more
variable the factors and the more complex the
problem, the more valuable decision tables become.
This concern with complexity and variables brings
up the concept of requisite variety.
REQUISITE VARIETY

[

DECISION TABLE
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Condition
Condition
Condition
Condition
Condition
Action 1
Action 2
Action 3
— Action 4

1?
2?
3?
4?
5?

1 2 3
N Y Y
N N
N N
N N
N Y
X X

4 5 6 7 8 9 10

I I YIY
N
N
Y
N

N
N
Y
Y

Y
N
Y
N
N
X

Y
N
Y
N
Y

Y
N
Y
Y
N

Y Y
N Y
Y
Y
Y
X

X

X
X

X

1 1XI

X

In preparing clerical forms, certain information is
sought. It is assumed that those filling out the forms
are rational men, and that their responses will fit
the form's requirements. However, this ignores the
fact that there may be mistakes or false answers in
the information provided. Requisite variety requires
that to be in control of a situation, one must have a
reaction to every action. Therefore, if forms, and
the procedures to handle them, are designed to
handle only logical occurrences, the necessary requisite varietv is not present. People can get around
the system by giving answers not programmed into
the system.
Through the decision table, it is possible to find
out how many combinations of conditions are
mathematically possible. Because each condition is
answered "yes or no," then for "n" conditions,
there are 2° possible combinations. This makes it
very difficult to forget a pertinent condition and in
turn makes it easy to lay out the entire set of combinations possible from the listed conditions. In
this way, it is possible to see just what the system
can generate and to determine if the necessary control is present. Although many of these mathematically possible combinations will be nonsensical
or redundant, because of the limited range of actions, it is possible to design a response for them.
The system can be designed so that they can be
taken care of should they happen to occur.
For instance, everyone has at some time seen the
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PROCEDURES
Filling out and evaluating forms - -clerical procedures —has up until this time been handled through
primarily narrative explanations. Procedures require
analysis of a form in some sequence and subsequent
action. Up to this point, this has usually focused
on the process rather than the underlying logic.
"If A, go to B, then follow with D. If X, go to D
immediately." Like a father on Christmas morning,
hopelessly lost in assembling his child's new toy,
this programmer can get lost even though he is
equipped with a simple set of procedures. It is the
logic that he does not understand, and he therefore
cannot think his way out of problems in which he
M AN AG E M E N T ACCOU NTING /OCT OBER 1973

Exhibit 2
METHODS OF ILLUSTRATING INFORMATION
IN DECISION TABLES
RACE /SEX
Is person white?
Is person male?
Tally caucasion male
Tally caucasion female
Tally non - caucasion male
Tally non - caucasion female

1 2 3 4
Y Y N N
Y N Y N
X
X
I IX
X

RACE /SEX
Persons race
Persons sex
Tally

1
C
M
A

2
C
F
B

3
N
M
C

4
N
F
D

Legend:
Tally A
Caucasion males
Tally B
Caucasion females
Tally C
Non - caucasion males
Tally D
Non - caucasion females
C* *Caucasion
N * *Non - caucasion
—

MAINTENANCE
Any situation may change months or years after
it is first studied. This time lag means that the
maintenance programmer is almost certainly not
the same individual as the original writer. Procedure
documentation must be kept current to train new
users. Gaps in time and people make communications and documentation major factors in successful procedure maintenance. Decision tables are easy
to maintain and to update. You need only change
a value in the table to modify the program. This
modification can take the form of splitting rules,
adding new rules, or removing or adding a condition. A new action could be to refer to a subsidiary
table.

In dealing with clerical procedures, there is normally a standardized form that is evaluated after it
has been filled out. Based on this information, decisions are made. Examples of such forms are those
for such things as credit evaluation, inventory ordering, and figuring employee pay. In all of these
cases, if certain conditions are met, an action follows. For example, "If John is less than 15 minutes
late to work, he gets paid for the first half hour's
work." There is a condition, "if late less than 15
minutes," and an action, "pay." This is a fairly
simple example, but it is not hard to imagine the
complexities that will arise if the figuring of pay
must also include some combination of different
pay scales for each work shift, base and incentive
pay plans, overtime, and deduction for union dues,
United Fund, and lottery tickets. While much of
this is now done by computer, someone has to first
understand what the procedure is and then to
document it. It is here that decision tables proved
their value originally, and are still doing so. But
there are still jobs where there is manual handling
of forms, and it is likely that some manual procedures will be around for a long time, due to sizes
of operations, and cost considerations. Even if procedures were handled entirely by computer, some
form of documentation would still be necessary.

—

FOCUS
By focusing on general solutions to a basic problem, decision tables are able to provide answers to a
whole class of related problems, rather than an optimal solution. This emphasis on the general logic,
rather than on specific decisions, and the simplification of the rules for more efficient communication with the user represents the power of the table.
Not only can the finished table be used in many
situations, but by uncovering the decision procedure, operators can better understand what they
are dealing with. Therefore, they can more easily
and reliably deal with exceptions to standard procedure than they could if they had simply learned a
process, as in flowcharting or narratives.

Using Decision Tables to Present
Clerical Procedures

"... their
extension to
clerical
procedures is a
logical step."

—

FLEXIBILITY
Not only does the table help to analyze and solve
the problem of documentation, it also enables the
result to be patterned for the user. There are no
restrictions on the language used, except that it
must be understandable and helpful for those using
the table. The table is only a structure, and any
language form capable of expressing conditions and
actions can be used within it. Exhibit 2 illustrates
two ways of representing the same information.

becomes mired. Decision tables are a powerful tool
in understanding logic, and because of this their
extension to clerical procedures is a logical step.

—

question, " S e x _ ? " The rational approach to this
is considered to be "M" or "F." What happens if
someone answers "Yes" or "No" ? Does this mean
that the form can not be processed, or does the
clerk laugh and continue processing? Requisite
variety demands that all possible conditions such as
this one have a specified answer.
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they
indicate clearly
how to deal
with all
conditions."
"...

In processing procedures, there are two steps.
The first step involves sorting the forms for further
handling. (For example, one person could handle
all forms from Texas, while another looks at those
from Oklahoma.) In the second step, the forms are
actually evaluated, and other forms filled out to
record the evaluation. Decision tables are useful in
both stages, because they indicate clearly how to
deal with all conditions and therebv reduce the
possibility of processing errors.

VALUE OF LOGIC

If an employee understands the underlying logic
of a procedure, he will be able to learn the procedure more quickly. A large percentage of the decisions are normally routine, yet there are exceptions,
and decision tables are an aid in dealing with them.
If the decisions are of a non - critical nature, an
employee can more easily deal with exceptions that
he is permitted to handle if he understands the
logic behind the procedures. Critical decisions can

Exhibit 3
DEVELOPING DECISION TABLES FROM
NARRATIVE
NAR RAT I VE

'/ 2

appear to be or more
of the piece of meat, or
b. Cut is known for its
toughness.
2. Look at rest of selection.
3. If one is found for under
S1.10 /lb. and not rejected

Bone and fat?
Tough?
More selection?
Buy
Go again
Perform hamburger

—

N N Y Y Y
—

Price under $1.10 /lb.?

—

1 2 3 4 5

Leave store

N Y N
N Y
Y N
X
X
X
X
X
X

Hamburger

1 2 3 4 5

Price under S.90 /lb?
Very fatty?

Y Y Y N N
N Y Y

—

a. Bone and fat together

Steak

—

Check steaks:
A. Consider only those under
S1.10 /lb.
1. Reject if:

—

II I.

Find the meat department.

—

11.

Go to a grocery store.

—

I.

DECISION TABLES

I

as in IIIA1, buy and leave

Check Hamburger:
A. Consider only those under
S.90 /lb.
1. Reject if color is '12 white —
meaning a lot of fat.
2. Look at the rest of the
selection.
B. If one is found for under S.90 /lb.,
and not rejected as in IVA1, buy
and leave the store.
C. If nothing purchased here, go

More selection?
Buy
Go again
Perform chicken

—

IV.

—

store.
4. If nothing is purchased
here, go to step IV.

Y N Y N

X
X

X
X

Leave store

X

Chicken

1 2

Price under $.75 /lb?

Y N
X
X X

X

Check Chicken:
A. Consider only that under $35 /lb.
B. Take first thing you see under
$35 /lb, buy and leave store.
C. If find nothing under S.75 /lb,
leave store and go to Mac Donald's.
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Buy
Leave store
Go to MacDonald's

—

V.

—

to step V.

X
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"Conditions
and actions
are clearly

Exhibit 4
ACTIONS POSSIBLE FOR ALL COMBINATIONS
OF A FOUR CONDITION PROBLEM

Steak

1 2 3 4 5 6 7 8 9 10111213141516

Price under $1.10
Bone and fat
Tough
More selection
Go again
Buy
Leave store
Perform hamburger

Y
Y
Y
Y
X

be referred to a supervisor. If the supervisor has to
also devote time to training new employees or implementing new procedures, it will be highly desirable to keep time spent in these areas to a minimum so that he will have time to devote to those
exceptions which require his attention.
In a decision table, conditions and actions are
clearly set out so that they can be viewed as an
entirety. This overall view can then be broken
down into any amount of detail desired. For example, one of the actions could consist of a set of
interrelated procedures. People acquainted with the
procedure would only need to see the notation for a
general action to understand what steps were to
follow. Trainees, however, would be able to turn to
a supporting table to learn the procedure, after
which time they would not need this information.
Because of this, the supporting table would not
need to be contained in the body of the main table,
lessening the volume necessary for daily activities.
To use a table, a clerk merely isolates conditions
and follows through on the table to find the appropriate actions. Well- developed tables are arranged so that actions which normally occur in
sequence are grouped for easy reference.
EMPHASIZE DIFFERENCES

At this time it is necessary to emphasize that
narrative suffers from the problems of time and
space, whereas the decision table is a compact,
logic- centered instrument. The basic drawback with
narrative is the need to include, along with the key
decision conditions and actions, a host of words
used merely to tie the prose together. There are
also the problems of referring to previous examples
and updating, as well as the need to specify the
level of detail necessary in the procedure.
Example
To show an application of a decision table to
clerical procedures, and to illustrate the differences
between the tables and narrative, consider the following example.
A man wants to have steak for supper but his
funds are limited. In purchasing the steak, he does
not usually fill out a form, but if he did, it might
look like this:
MANAGEMENT ACCOUNTING /OCTOBER 1973

Y
Y
Y
N

Y
Y
N
Y

Y Y Y Y
YI N N N
N Y Y N
N Y N Y

Y
N
N
N

IXI
X
X X
X

N
Y
Y
Y
X

N
Y
Y
N

N
Y
N
Y
X

N
Y
N
N

N
Y
Y
Y
X

set out . . . "

N N N
Y Y Y
Y N N
N Y N
X

X X
X X
X

X

X

Cut being considered
Price
Condition of meat (check one)
Bone and fat very predominant
Cut is known for being tough
Check here if no more selection in
this category.

X

X

Y

N

—

Now that he has the pertinent information, how
will he evaluate it and determine whether or not to
buy? First he must set priorities and decide exactly
what it is he wants. A narrative description of the
decision might go like this:
"I'm interested in steak. If the price is more
than $1.10 per pound, I don't want it no matter what quality it is. If it is less than $1.10
per pound, I'll take it if it looks like it is not
half bone and fat, but not if it is known for
being tough —I just don't like tough meat. I
will keep looking for steaks until I either find
one or run out of selection. I really want meat
for supper, so if I run out of selection before I
make a purchase, I'll consider hamburger.
Hamburger has to be less than $.90 per
pound and not all white, meaning fat. If I
can't get hamburger, I'll try chicken.
After spending all of this time in the store,
I'll take the first chicken I see under $.75 per
pound. If I can't find any —looks like it's Mac Donald's again."
A narrative procedure to evaluate this problem is
shown in Exhibit 3 together with the corresponding
decision table. The narrative is developed as one
goes along in the process of writing up the procedure. From the narrative it is then a simple matter
to prepare the decision tables.
In developing the tables, it was decided to make
some assumptions about the level of detail necessary for the user. Therefore, mention of finding a
grocery store and the instructions on what percentage of fat would be rejected were eliminated.
In order to reduce the amount of extraneous information, dashes were added to indicate that it
does not snake any difference whether or not a
particular condition is present. Also, the action "Go
again" means to repeat the table, while "Perform" means to execute another table, from which
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"... the
written work
and time are
reduced..."

you would return to the main table if the action
"Exit" were listed.
Since there are four conditions for the steak
example, there had to be 16 possible combinations
of conditions (2' = 16) . See Exhibit 4, which illustrates the possible combinations and resulting
actions. Since some of these combinations are the
same, except for one condition, they may be combined and a dash may be substituted. For instance,
if there is an indifference to "bone and fat," columns 1 and 5 in Exhibit 4 could be combined to
produce column 4 in Exhibit 3. With additional
consideration, it is possible to organize the actions
and conditions in a sequence that will be easy for
the user to follow.
Knowing how many combinations are possible,
and having a format to follow in solving the problem, made it a simple matter to point out contradictions and things which needed to be clarified.
In the organization of a decision table, the written work and time are reduced by clearly identifying
the logic of a procedure, and by providing a structure to record it. The rigid tabular format makes it
more difficult to forget a pertinent condition. Critical questions can be isolated in a logical manner to
insure that all possible conditions are examined
and handled. At the same time, by presenting a
clear display of alternatives, it becomes easy to
determine redundancy and, therefore, items which
may be excluded.
The decision table uses a simple format with
which most individuals would have little difficulty.
Also, it is not based on complicated rules. An alert
person can easily follow the table and he has only
to match conditions with the related actions. There
is also the advantage of being able to adapt the
table to the situation and the user.
Tables can easily be updated by adding or deleting conditions or rules. While the addition of a
condition will increase the possible combinations

(e.g., from say 2' = 16 to 2' = 32), it will not necessarily double the size of the table. It is quite
likely that nonsense and redundant combinations
will exist and can be combined or eliminated. The
result will still be a table that can be shown in one
location. The rigid tabular format also provides a
structure to follow when checking that the revised
table is cohesive and logical, and that it accounts
for all possible conditions with an action — requisite
variety.
The decision table format clearly sets out the
key decision points. There is not a lot of narrative
around to obscure points that are critical. Too much
detail can sometimes make it difficult to separate
out the critical elements. In narrative it is also
possible to hide one's lack of knowledge under
impressive- sounding words. With decision tables
this is not possible.
If a point is frequently misunderstood, it would
indicate the need for more detail. In a narrative,
time would be needed to read the text and for the
user to visualize the situation in his mind. He
would have to first visualize what is covered by the
procedure and then determine if all conceivable
conditions are covered. In the decision table, gaps
in procedures are highlighted because the table consists solely of decision points and questions.
Conclusion
While decision tables were originally developed
to document computer programs, their forced concentration on logic, while allowing flexibility of
presentation, indicates that they can be usefully
adapted to other areas. Since they lessen the investment in time, space, and cost they are a valuable
addition to the documentation methods normally
used. Also, because the tables provide a way to
better understand and describe procedures, they
open the way to improving interrelated processes,
resulting in greater efficiency.

TAXATION AND THE MULTINATIONAL FIRM
Continued from page 16
in gross income any base company income where
he receives a sufficiently large distribution of the
foreign corporation's current earnings and profits.
"Sufficiently large" depends on the effective tax
rate in the host country. This provision is designed
to relieve a U.S. corporation from tax on Subpart F
income if earnings are repatriated or if the tax rate
in the host country is close to the U.S. rate.
If proof is
given to the IRS that the controlled foreign corporation does not "substantially reduce taxes on any

SUBSTANTIAL REDUCTION OF TAXES RULE.
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items of income of the foreign subsidiary," none of
the income will be treated as Subpart F income.
T R A D E C O R P O R A T I O N . This exception provides for exclusion from Subpart F income of part
of "export trade income." Provisions of this exception are extremely complex, and it has not been
used to a marked degree.

EXPORT

L E S S D E V E L O P E D C O U N T R Y C O R P O R A T I O N . This eXception provides that dividends and interest to a
controlled foreign corporation from LDCC will not
be included in Subpart F income to the extent they
are reinvested in LDC.

M AN AG E M E N T ACC OU NTI NG / OCT OB ER 1973

FIXED CHARACTERISTICS
OF VARIABLE COSTS
There are many sound and simple methods which can analyze
these characteristics without resorting to complex mathematical
formulae or statistical analysis.

By George C. Lyon
Determination of the characteristics of manufacturing cost is an essential part of the budget and cost
procedure and is important in measuring burden
absorption. The importance of a realistic and accurate classification of all cost and expense charged
to the inventory accounts is equally important
whether a full absorption or direct costing system
is used.
Cost Characteristics
The behavior of each element of cost or expense
should be studied by reference to previous periods
and cost and expense history. There are many
sound and simple methods which can analyze these
characteristics without resorting to complex mathematical formulae or statistical analysis, although
there is no objection to the use of these methods.
Any analysis should be made from a substantial
array of data, several years if available, and care
should be taken to adjust the data for special situations, such as nonrecurring and unusual expense,
seasonal factors, market conditions, and other abnormal or unusual deviations from a.normal pattern.
After the past data have been carefully studied,
the budget is constructed using current costs for
each element of cost or expense and, after a comparison with the past experience analysis, adjusting
the budget to actual anticipated expense and classifying all the elements of costs and expense in the
manufacturing burden accounts by their characteristics, which would separate the fixed, semi -fixed,
and variable part of each element.
It will be found, in most cases, that there are
several different patterns. Some expenses, for example, rents on a lease or contract, will remain
rigidly fixed. Other elements of manufacturing costs
will vary directly with production. Some costs will
be partly fixed and partly variable, such as a fixed
or demand charge for power. Telephone charges,
originating in the manufacturing costs centers, will
M A N A G E M E N T ACC OU NTIN G /O CTOB ER 1973

have a small fixed part for the monthly service
charges. Some costs remain fixed up to certain
levels of production or activity and then increase or
decrease in large increments. Costs which have an
apparently variable pattern when charted against
production will be found to have a fixed base or
minimum and will be classified as a mixed cost.
Some common examples of the various characteristics are:
1. Fixed ( for budget term)
a. Rent, space, and occupancy charges including
insurance and taxes
b. Depreciation on buildings, machinery, equipment, etc.
c. Salaries of high level supervision, including
fringe benefits on same
d. Insurance on machinery, equipment, and
property, except inventory
2. Curved, or Semi -fixed ( for budget term)
a. Salaries of departmental foremen and supervisors which are fixed to a specific direct labor
complement (This cost will remain fixed up to
the budgeted direct labor complement, or shift
operation, but will increase sharply if another
shift is added or dropped or there is a substantial change in the direct labor complement requiring additional supervision.)
b. Equipment leased or rented with a minimum
fixed echarge for one shift operation and variable
charge for increased operation
3. Mixed (partly variable and partly fixed within
the budget term)
a. Depreciation, generally treated as strictly
fixed cost, unless treated as a variable cost when
applied to units of production rather than on a
time basis (Amortization of dies, patterns, printing plates, etc. may be treated as strictly variable if applied to units of production or partly
fixed over a period of time.)
b. Similar application for many other examples
of mixed characteristics
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such an
ideal system is
unusual."
"...

Some systems for measuring manufacturing burden treat budgeted fixed costs as an absolute
constant period cost and "spending variances" in
the fixed cost categories as variable, with the annual
budget from which the standard manufacturing
cost rates are derived as the criteria for period fixed
costs regardless of interim changes in circumstances
or conditions.
But the theory and practice of manufacturing
cost determination and absorption is well documented, and there are many sound and established
systems and methods in wide use satisfactorily meeting their particular needs. The problem to be
examined in this article, as suggested by the title, is
the existence of mixed characteristics in what are
usually considered strictly variable costs, particularly in the direct productive labor account.
Fixed Labor Costs
Although there may be many manufacturing
organizations which have encountered the problem
and do treat part of direct productive labor as fixed,
we have no actual knowledge of such treatment
and no previous experience accounting for variations in direct labor costs due to fixed characteristics of this usually variable expense.
THE USUAL METHOD

The usual method of measuring direct labor by
production is to record the output either by an
individual worker, a machine, or group of machines with attendance standards or by groups or
teams of operators, cost centers, or departments.
Time and motion studies, methods applications,
"standard payrolls," and various other fairly rigid
methods are used to match direct labor costs to
standard or anticipated production under normal
or average conditions with appropriate allowances
for nonproductive hours worked and paid for. The
result of this application, often expressed by the
term earned hours, is the value of production in
terms of payroll costs, which, when compared to
the actual payroll for the same period, will result
in a variance, favorable or unfavorable. Reducing
this concept to absurdity, if there is no production
reported, there should be no direct labor earned or
paid for.
The resulting variance, in total, may be attributed
to one overall deviation, usually "efficiency," but in
a sophisticated cost system a chain of reciprocal
variances will be calculated, such as:
1. Hourly rates (over or under standard)
2. Labor usage (more or less people than standard)
3. Labor efficiency (more or less production than
standard)
4. Overtime, night shift premiums (if not included
in standard)
5. Down time (machine breakdown—nonproductive time)
6. Scheduling (waiting for work, unbalanced schedule, etc.)
Depending on the requirements of the person
responsible for the operation of the cost center or
28

department, several other analyses of variances can
be developed.
The importance of direct labor to total costs
will vary widely, but direct labor is usually a substantial part of the total cost susceptible to close
control. Wide variances in direct labor costs, tied
directly to production, will also create variances in
other ancillary costs such as payroll taxes and fringe
benefits. Control of direct labor is therefore an essential part of a sound cost system.
If budgeted or standard costs are used to establish selling prices or at least to determine the cost/
price relationship, it becomes highly important to
determine a realistic and achievable cost standard
for direct labor in the product and to measure the
degree to which the standard is being achieved.
Variances, if completely uncontrollable and part of
the anticipated costs, should therefore be built into
the standard to determine the cost /price factor.
Standards for production cost efficiency should not
include such allowances if they tend to loosen the
standard of labor cost control in the production
line.
PIECE -RATE STANDARDS

One of the most common measures of direct
labor by a standard method is by incentives such as
the piece rate where a worker is paid for pieces or
units he produces. There are other forms of incentives in common use but we are interested only
in the "pure" piece rate method.
In a manufacturing organization where a pure
piece -rate system is in use and where the piece rates
have been fairly set and are acceptable to the worker
or his union and to the employer, a built -in and
practically infallible standard cost is set for each
unit produced. Such a system would never create
a variance because any changes in hourly rates or
base rates can be immediately put into the piece
rate by adjusting it.
However, such an ideal system is unusual. There
are factors that require further measurement of the
cost or value of the production. One common factor
is the state or federal minimum wage laws, which
require that a worker earn a minimum hourly rate.
If the worker cannot produce enough pieces to earn
the minimum statutory rate, his weekly pay is
supplemented to the minimum. The piece rate
should not be changed because it would affect the
cost of paying the other workers who can earn well
above the statutory minimum. In actual practice a
worker who cannot maintain enough production to
earn at least the minimum is replaced. Other factors affecting piece -rate standards include guaranteed hourly rates, bonuses for production over
standard, and the use of machines in producing the
pieces.
Case Study
In the organization we are studying, special conditions exist in the factory in which all the variables
in direct labor costs occur. Because of these special
conditions, an entirely different approach to the
problem of direct labor cost measurement and control was necessary. Studies were made, actual costs
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ship to the actual direct labor cost of producing
each unit. Under any method of cost determination
for direct labor, the time required to produce one
unit, at the current standard hourly rate or by application of a "piece rate," would vary as follows:

THE PROBLEM

The factory manufactures a variety of the same
basic product with style and seasonal variations. The
cost of manufacturing varies in raw materials and
components as well as in direct labor. The average
direct labor content in the manufacturing cost
averages about 30 percent. A 10 percent variance in
the direct labor cost from standard cost used to
determine the selling price is equivalent to the annual operating profit. Variances in raw material and
component costs are not significant and under control. Variations in manufacturing cost are also influenced to some extent by direct labor variances
but fixed manufacturing costs remain fairly constant
during the budget period and are fully reflected in
the cost /price relationship.
The obvious result is that variances in direct labor
are important, for the selling price established
through the cost /price relationships for the various
products in the line is subject to very rigid competitive comparisons.
All items in the product line have a wide range of
direct labor cost, from about $.75 per unit to $1.75
a unit, which is the result of a variety of operations
performed on each unit, and consequently the time
standards for direct labor vary from four per hour to
two or less per hour. In addition, the problem is
compounded by a seasonal pattern, with four different classes of product, which are essentially the
same product. One product has no significant pattern but is produced and sold at approximately the
same rate all year long. The other three classes have
definite seasonal patterns with production lead time
running about three months. The patterns are:

Product
A
B
C
D

Percent production
Winter
Spring
Summer
50
50
50
50
50
50
25
25
25

Fall

25

Percent sales
A
B
C
D

50
25

25

50
50
25
25

50
75
25

Personnel involved in scheduling, production,
and meeting cost performance standards interpret
the problem charted above by the over - simplified
statement that Product C is "harder" to make than
Product D and therefore takes more time, more
production from the direct labor force, and more
direct labor cost.
Product C is "easy" to make, and takes less time,
less production from direct labor force, and less
labor cost, all of which is true but bears no relationMANAGEMENT ACCOUNTING /OCTOBER 1973

Product
A
B
C
D

Production time factors
Units per
Cost per
hour
hour
2
$3.00
4
$3.00
1
$3.00
3
$3.00

"Variance in
piece -rate
costs is
therefore

Cost per
unit
$1.50
.75
$3.00
$1.00

negligible."

$

were analyzed, and the results were applied to a
direct labor standard cost system which treats part
of the productive labor cost as fixed regardless of
production rather than adopts the common concept
of all direct labor costs varying directly with production.

Whether or not Product D is harder to make
than Product A is of no importance as long as the
time allowances or piece -rate calculations reflect this
difference. If it was found that Product C was actually harder to make than Product B, the real definition of harder would be "more difficult to earn the
piece rate" (or the time allowance), and a revision
of the standard should follow. If the original time
measurement for each unit of production was properly made, there should be no degree of difference in
the actual cost per unit when related to the earned
productive hourly rate. In actual practice, with the
piece -rate system, the rates are well established, fair
and equitable and, after years of experience, accepted by labor and management. Variance in piece rate costs is therefore negligible.
However, the production and sales pattern produces an extremely unbalanced production schedule
in which the harder to make product creates blocks
or bottlenecks in the production line because it
takes longer to complete each process; one production center produces more units than the following center can handle, or the reverse occurs where
one production center cannot supply enough units
to keep the next center busy.
Normally the situation would be corrected by a
balanced production schedule with sufficient production to maintain a steady flow of units through
the entire production cycle either by increasing
capacity of both machinery and labor or decreasing
if indicated. If only one product were going through
the line at one period, the solution would be simple.
But because of the seasonal patterns and the varying
time factors per unit, it is not possible to completely
balance the production schedule.
This brings up the problems of maintaining a
steady, experienced labor force. Because of the real
shortage of skilled labor in the industry, it is foolhardy to lay off experienced help when the easy
product is being produced and hope to get them
back when the harder product is in the line. Machine capacity, which in this industry is largely on a
rental or lease basis, is in the nature of fixed charges
and cannot be changed readily to meet fluctuating
demand on a variety of machines, some of which are
used on only one product and not required for the
other products.
So, in effect, this factory operates with a fixed
direct labor payroll and a variable production
schedule which ranges from finished production of
750 to 1,250 units per day. For example, consider
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"Costs . . .
must be
realistic..."

the direct labor payroll together with machine
capacity to produce a maximum of 1,250 units a day
or a minimum of 750 units.
Theoretically, the following cost relationships
should exist:

Total units produced

2,000

fixed allowance for this recurring labor variance was
developed, compared periodically against actual results, and after a constant pattern was developed,
became part of the standard cost in each cost center.
In the case illustrated, the allowance was actually
calculated at 48 percent of the standard earned
payroll, which would have accounted for $720 of
the actual variance of $750, and after a long period
of accumulating these variances, the long term variance is only two or three percent over or under.
Justification for the establishment of these allowances was a management decision based on the
known costs inherent in the method of operation
and on calculation of labor costs for cost /price relationships and selling price determination. Measurement of departmental or cost center efficiency
is not impaired because the allowance is a fixed cost
and only the variation from the allowance is significant.
The important fact is that in the example shown
above, the unit cost of each product, B and C,
would include the allowance, and thus both products bear a proportionate share of the variances
created by inherent problems which neither product
B nor C should be penalized for. If the entire variance caused by the operating problems of the factory were ignored for cost /price relationships and
determination of selling prices, the operating profit
of this company would be severely impaired and
costs and selling prices would not be realistic. On
the other hand, basing the allowance on a percentage of the actual piece -work cost keeps the relationship between the high labor content product and
the low labor product relative so that the cost /price
relationship is not unduly distorted.

Variance per unit

$375

Conclusion

Direct labor
cost per day
Units produced
Cost per unit

Product B

Product C

$750
1,250
$.60

$750
750
$1.00

Piece rate paid for the above production would
produce the same results:

Rate per unit
Units produced
Cost per day

Product B
$.60
1,250
$750

Product C
$1.00
750
$750

Actually the payroll analysis for the same production tabulated above shows the actual results as follows:
Units
produced
1,250
750

Earned
D/L
750
750
$

Rate /unit
.60
1.00
$

Product
B
C

Total earned payroll
Actual payroll

$1,500
2,250

Variance

$ 750

In further analysis of the variance, it was found
that the variance in piece rates actually paid against
earned was negligible and caused by clerical errors
in reporting production or calculating piece -work
pay. The variance in day work was also negligible
because the cost center is largely paid on a piecework basis, and the day work allowance is more or
less constant on a fixed basis. The significant variance in this particular example was in the makeup
or guaranty over piece work earned.
SOLUTION

Careful analysis over a long period (several years)
developed a pattern of variances in the category of
makeup or guaranty type variances, and a standard
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There is no ready -made solution for cost problems, there are no mathematical formulae or statistical principles that offer the ideal solution. Costs,
especially in the manufacturing cost category, must
be realistic regardless of the concept of an "ideal"
standard. All variances in costs and expenses are
not necessarily the result of poor management, inefFiciencv, waste, or indifference and to recognize
and measure, by the method suggested here, the
extra cost and expense incurred through special conditions or situations in the industry or in a given
business cycle over a period of years will result in
a constant interest in, and study of, problems that
create wide fluctuations in costs and a constant program of doing something about correcting or solving those problems.
❑

MANAGEMENT ACCOUNTING /OCTOBER 1973

ABSORPTION BREAK -EVEN
It must be remembered that both direct and absorption
costing break -even use exactly the same data and
basically the same assumptions.

By George R. McGrail and Daniel R. Furlong

PRACTICAL CAPACITY. Only those fixed manufacturing costs which are effective in producing product
should be charged to product. Manufacturing fixed
costs of idle facilities should be charged to revenue
as a loss in the period in which such costs are
incurred. Of the three concepts, practical capacity
results in the lowest fixed cost charged to product.

In the long - running accounting controversy over
the merits and demerits of direct and absorption
costing, very few points or reconciliations have
been reached. In analyzing either direct or absorption costing —when applied to the same
organization —both systems will use exactly the
same accounting data, differing primarily in the AVERAGE ACTIVITY ( CAPAC I T Y ) . All fixed manutiming accorded to the recognition of fixed manu- facturing costs should be charged to the product G. R. McGRAIL
facturing costs. This is the result of the period but over a long -run period of time. In any single is Associate Professor
cost treatment granted to the fixed manufacturing period there may be an over- or under - absorption of Accounting,
of
costs under a direct costing system versus the of fixed costs charged to revenue. The theory that University
Wyoming. He holds a
product cost treatment given these same costs un- costs charged to product should fluctuate as a B.S. degree from
der an absorption costing system. Other differences, result of changes in (production) volume is denied. Eastern Montana
College, an M.B.A.
such as inventory valuation and variations in net
income, are merely the results of this divergent EXPECTED ACTIVITY. All fixed manufacturing costs degree from the
University of Denver
fixed manufacturing cost treatment.
incurred in each year are applicable to and should and a Ph.D. degree
One of the advantages of direct costing most be charged to production of that year!
from the University
frequently cited is the ease with which direct
The practical capacity method most closely ap- of Arkansas.
costing data can be adapted to cost - volume -profit proximates direct costing and is based on the
(break -even) analysis. Yet, since both systems use concept that costs which are not incurred in the
the same accounting data and, in general, differ production of a product should not be included in
only in their respective treatment of fixed manu- the cost of that product. Among the three confacturing cost, it logically follows that some sort cepts listed, average activity is probably the most
of absorption break -even analysis exists.
widely used. Its practical simplicity is probably responsible for its wide use. As will be discussed
Problem Areas
later, this method can lead to some theoretically
The concept of absorption break -even is beset unsound results. However, if the absorption costing
with two major problems. The first is explicit in concept that fixed manufacturing costs are costs D. R. FURLONG
the definition of absorption costing and the second of the product is valid, then expected activity is
is a Senior Assistant
is that profit is a function of sales and production.
the most reasonable approach.
Accountant in the
Depending on the accounting method selected,
A second related problem, as mentioned above, Small Business
varying portions of fixed manufacturing costs are is that "profit (a variable) is a function of two Services Department,
treated as product costs. The extreme or absolute other variables —sales and production. "° To plot a Haskins & Sells,
Denver, Col. He is a
absorption costing system would include all costs break -even point on this basis would require an CPA
and holds B.S.
as product costs. As smaller portions of fixed costs analysis in three dimensions. However, the three and M.S. degrees from
are treated as product costs, the absorption costing variable problem of absorption cost break -even is the University of
system approaches the direct costing method. The not insurmountable. By fixing one of the variables Wyoming.
problem, however, is that absorption costing in- ( profit, sales, or production) the analysis is placed
cludes no set rule for determining which costs are into two dimensions. Depending on the goals or
those related to the product and those which are nature of the enterprise using the absorption break related to the period. Under direct costing, these even analysis, the appropriate variable can be fixed'
rules are clearly defined.
In order to derive general absorption costing re- ' A . W. Patrick. "Di re ct Versus Absorption Costing," The ConApril 1961, p. 168.
lationships, we will use the three degrees of absorp- troller,
Gilbert Amerman, "Facts About Dire ct Costing for Profit D eterAccounting Research, April 1954, p. 166.
tion costing outlined by A. W. Patrick. They are: mination,"
I bid.
L
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"Th is

approach has
three primary
objectives..."

However, the most reasonable variable to fix would
probably be production' This generalization is the
basis for the assumption that production can be
reliably estimated. Once this is done a relationship
between sales and absorption costing profit can be
determined.
A New Approach
In an attempt to remove as many of the absorption costing problems as possible, a new approach
is offered. This approach has three primary objectives: (1) To provide break -even equations for
the three degrees of absorption costing in period
one. (2) To provide break -even equations which
are applicable to the different inventory valuation
methods for periods when beginning inventories
might exist. (3) To present the results of these
equations in graphic form.
The break -even equations will be defined by the
following terms:
AB = Absorption cost break -even point
DB = Direct cost break -even point
NA = Absorption cost break -even point under normal production
NB = Direct cost break -even point under normal
production
Su
Pu
N
Ib
Ie

= Sales in units
= Production in units
= Average or normal production in units
= Beginning inventory in units
= Ending inventory in units

Fm = Total fixed manufacturing costs
Fa = Total fixed selling and administrative costs
K = Total cost of idle facilities
s
fm
vin
va

=
=
=
=

Selling price per unit
Fixed manufacturing cost per unit
Variable manufacturing cost per unit
Variable selling and administrative cost per
unit

Subscripted numbers (e.g., Pu t, Pu,) refer items
above to specific periods, Pu l being production in
units for period one, etc. Subscript "a ", for ex-

ample, refers to the average cost method of inventory evaluation.
Period One Equations
In the first period it is obvious that production
must be greater than or equal to sales (Pu !t Su).
However, this is not a limiting factor since the later
discussion is capable of allowing for future periods.
AVERAGE CAPACITY

Under average capacity, the break -even equation
is as follows:

This equation accounts for the possibility of having
variances, the typical case when average capacity is
used.
EXPECTED CAPACITY

By substituting Pu (actual production) for N
(normal production), equation (1) reduces to:
Fa =Su[s — C P U + v i n + v a ) ,

(2)

This is the equation for expected capacity in which
all fixed costs are allocated to production.
PRACTICAL CAPACITY

The equation for practical capacity is also very
similar:
Fa +K = Sin s — (F
Pu K + vm +va )

(3)

In this equation the cost of idle facilities is treated
as a period cost, similar to the fixed selling and
administrative costs.
The only difference to be found in equations (1),
(2) , and (3) is the method of allocating the fixed
manufacturing costs. Equation (1) represents the
only one of the three methods which allows for
volume variances, the only variances of concern at
this point. With or without variances, all three of
these equations can be represented easily in graphic
form. See Exhibit 1.
Several observations can be made from these
graphs. Total revenue, gross profit, cost of goods
sold, variable selling and administrative costs as well
as fixed manufacturing costs are clearly evident. The
absorption break -even point, or the point where the
traditional income statement would show zero
profit, is the point where the profit,/loss line
crossed or equals the fixed selling and administrative cost line (for average or expected capacity) or
the fixed selling and administrative cost plus cost
of idle facilities line (for practical capacity).
Line XPu creates some very interesting relationships. This line represents the fixed cost absorption
rate, or the fixed costs which have, in fact, been
recognized at various sales levels. Line XPu is the
declining fixed line and is represented by the
formula:

XPu = Fa +Fm— (Pu)(Su)

(4)

Finding the point at which this line intersects
the profit/loss line by setting equation (4) equal to
the formula for the profit/loss line results in the
direct cost break -even formula:
F a +F m =S u Is — ( vm +va ) ]

(5)

Although equations (4) and (5) are based on
F a = S u [ s — ( Fin + v m + v a ) ]

— [Fm — ( Pu ) (
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m)]

(1)

An o r ga n iza tio n will gen era lly h a v e m u c h m o r e c o n t r o l o v e r p r od u ct io n th an it h a s o v e r e i t h e r p r o f it o r s a le s . Pr o d u ct io n c o u ld b e
es tim a te d a t th e sa m e tim e o t h e r b u d ge t est im at es a r e p r e p ar e d .
Re ca ll th a t p r o d u ct io n est im at es a r e th e basis fo r av e ra g e act iv it y .
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Exhi bi t 1
PER IO D O NE - A BSO RP T I O N BR EA K - EV EN
Average capacity
S

,(Su)IsI or T otal revenue

(Bul(s - N
F ) or Total revenue less fixed costs

Fm

- -

X

•[Sulls—

( v + v m ) I or Gross profit

[ S u l I s - ( 'm
, + vm + va) I or Profit /loss before variance

/ [Sul Is —(Fm
NB
/ D B

Fa
NA

AB

Pu
I

T

+ v m +va)l - [ Fml + [ Pu

Fm I

or Profit /loss line

N

i
IF a + F m l - ( (Su)( IT ) l or Declining fixed line at normal production

1
L - -[ Fa + F ml - [(Su)( Fm)1 or Declining fixed line at actual production
0

Units sold

Su

Expected capacity
S

i IBuIlsl or T otal revenue

(Sul (s -s) or Total revenue less fixed costs

Fm
X

[Sul Is-(15U

[Sul is -(TuDB
Fa

a)] or Profit /loss line

- -[ Fa+ Fm l - ( (Sul ( Fm l l or Declining fixed line
Pu
Pu

AB

0

H or Gross profit

Units sold

Practical capacity

S
Fm -K

z

z

_

"

,

Su

(Bu)1s) or Total revenue
(Sulls -( F
+vm)] or Gross Profit

[Sul Is -( FFu K ) 1 or Total revenue less fixed costs

X

/
Fa + K
Fa

0
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AB/
/

DB

[Sul [s -IF-

+vm +va)1 or Profit/lost I ine

-[Fa + Fm] - [(Sul (

1 ] o r Declining fixed line

Pu

Units sold

Su
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"... it serves as
a gauge on the
contribution
margin."
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expected capacity, it can easily be seen that the
same results would be obtained from practical or
average capacity, since the effect of the declining
fixed line is to remove the fixed costs which have
been allocated under absorption costing and to add
back into the analysis total fixed manufacturing
costs. This line, however, is not limited in use to
finding the direct costing break -even point. For
practical and expected capacity, it can serve to establish the per unit fixed manufacturing costs to be
allocated. For average capacity, if Pu is less than
N, the difference in dollars at Pu is the total unfavorable volume variance. If Pu is greater than N,
the difference at N is the total favorable volume
variance. If, per chance, variances are proportionally allocated to both costs of goods sold and the
ending inventory, the portion which should go to
cost of goods sold is the difference between XPu
and XN at Su. The differences between this and
the total variances, of course, will be allocated to
the ending inventory. Also, it is interesting to note
that the area below the declining fixed line represents unabsorbed fixed costs at various sales levels
and the area above represents the fixed costs that
have been absorbed.
The graph for average capacity in Exhibit 1
proves one of the basic direct costing relationships
—the uniqueness of the direct costing break -even
point NB (in terms of sales units) where line XN
(normal production) intersects the profit/loss before variances line (normal profit, if there is such a
thing) is exactly the same as Point DB (also in
terms of sales units), the direct costing break -even
based on actual production. At the same time, however, the absorption break -even point has changed
from point NA (absorption break -even at normal
production) to point AB (absorption break -even at
actual production) .
Another use of the declining fixed line is that it
serves as a gauge on the contribution margin. If
the slope (change in dollars divided by change in
units) of the declining fixed line is less than the
slope of the profit/loss line, there is a contribution
margin of the difference. If the slopes are equal,
there is a zero contribution margin; and if the declining fixed slope is greater, there is a negative
contribution margin. Although this is a direct costing concept, it should be taken advantage of since
the information is available.
Absorption profit or loss is the difference between the profit /loss line and the fixed selling and
administrative cost line Fa, or fixed selling and
administrative plus idle capacity Fa + K. Areas
between these two lines to the left of AB represent
absorption loss, and areas to the right of AB represent absorption profit. The difference between the
profit/loss line and the declining fixed line represents direct costing profit or loss. Areas to the left
of DB signify direct costing losses and areas to the
right, direct costing profits. From these profit relationships, it can be seen that absorption costing
and direct costing produce the same profit when
production and sales are in balance. (This is only
necessarily true in period one or periods where

there are no beginning inventories.) 5
At Pu, the difference between the total revenue
line and the gross profit line gives costs of goods
available for sale. Cost of goods sold is the difference between the total revenue line and the gross
profit line at any Su level. The difference between
cost of goods available for sale and cost of goods
sold is, of course, the ending inventory value. The
derived ending inventory value is carried forward
to the next period and is the basis for the following discussion.

Equations for Periods
with Beginning Inventory
The following sections will consider only expected capacity as the degree of absorption costing.
However, it is possible, using the preceding discussions, to convert to the desired absorption costing method. Under both the first -in, first -out
( FIFO) and the last -in, first -out (LIFO) inventory valuation methods, the cost structure of the
beginning inventory increment can be represented
by:
Iet = ( 'Put 11 + vrn,

(6)

The difference between the FIFO and LIFO inventory valuation methods in determining absorption break -even is, of course, the order in which the
costs of current production and the inventory element are offset against current revenues. Expressed
in mathematical form, the absorption break -even
point under FIFO can be found easily by the application of the following rules, using transfer values
Q, Y, and Z.e
1. Evaluate the equation:
Q

=

Fa.

—

I Ie t ] L s2 —

(

u t

P

+

v

m,

+

va2

(7)

If Q is negative, let Q equal zero, then substitute Su e for Ie t and solve for Sue (the value
necessary for break -even) .
If Q is equal to zero, Iel will equal the Su e required for break -even.
If Q is positive, substitute equation (8) for Q
and solve for Z. The Su e required for break -even
wi l l b e Z + Ie ,
Q

—

Z[ s 2

—

( P u,

2 +
+

V 2 2 , ]

( 8 )

vm

S. If the required value of Z is greater than Pu 21
the absorption break -even point cannot be
reached within the obvious restraint Of Su e :!!
Pu 2 + Ie t.
The rules for finding the absorption break -even
point under LIFO are almost the exact opposite of
the rules for FIFO.
Yuji Ijiri, Robert K. Jaedicke and John L. Livingstone, "T he
Effect of I nventory Costing MeiAods on Full and Direct Costing,"
Journal of Accounting Research, Spring 1965, p. 63.
s Q, Y, and Z in theare
above equations are no more than transfer
values — values which a
the be au for other computations.
I
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in break -even equation form is that of standard
costing. Since standard costing of inventories does
Put + vm2 + va,)] (9) not lend itself to expected capacity, this section will
Q = Fa, —[ P u Z] [ s 2 — FmZ
be considered in terms of average capacity. However, unless there are changes in the standards, this
2. If Q is negative let Q equal zero, then substitute approach will be the same as equation (1), with
Su, for Pu t and solve for Su, (the value neces- the restraint that Su is equal to or less than Pu
sary for break- even).
plus Ie,. If the standards change, the break -even
3. If Q is equal to zero, Pu t will equal the Sue re- equation will accept basically the same form as the
LIFO, FIFO, or average cost break -even equations;
quired for break -even.
4. If Q is positive, substitute equation (10) for Q the form will be dependent on how the change is
and solve for Y. The Sue required for break -even flowed through.
The lower of cost or market inventory method,
will be Y + Pu Z.
like standard costing with changing standards,
would also have to be considered in relation to
Fin' + vi n , + va , )
(10) LIFO, FIFO, or average costs. Specific identification would not lend itself to this analysis.
Except for some discontinuities when FIFO and
If the required value of Y is greater than Ie„
the absorption break -even point cannot be LIFO inventory methods are taken into account,
reached within the obvious restraint of Su, :!!55 there is very little difference between periods with
inventories and periods without inventories. All
PuZ+ Ie,.
lines and areas would represent exactly the same
It is assumed the cost structure of the first peri- things that they do in period one. However, the
od's ending inventory is known, making equation graphs would be slightly unrealistic since the cost
(6) a constant. This will be the case in all of the structures indicate a period of declining prices. In
inventory formulas. These formulas also contain an any case, the analysis would apply equally as well
implicit assumption that the inventory comes from to periods of increasing prices or periods where
only one preceding period, however, this assump- costs did not change at all. It is interesting to note
tion is not a requisite. Equation (6) can be dupli- the fluctuations in the direct and absorption break cated with the appropriate subscripted value re- even points are based on the same relative produc1. Evaluate the equation:

ferring the number of units and the cost structure
to the appropriate period.
The next inventory valuation method to be considered is the average cost method. This approach
results in the most complicated formula of any of
the methods and will be analyzed by components
for simplicity. The average fixed manufacturing
costs per unit would be:

frnZa = (PuZ) (fni.,) + (let ) (f mJ
PuZ+ Ie,

(11)

The calculation of average variable cost per unit
could be accomplished in a similar manner:
vm2a

_
—

(PU0(vm 2) + (Ie,) (vm,)
PuZ+ Ie,

(12)

Once these calculations have been completed,
the equation for absorption break -even takes its
normal form, where Su is the only variable.
Fa = Su. [s2

—

(fM2a

+ v m 2a +

V22 )]

(13)

The subscript "a" indicates that the average fixed
manufacturing costs per unit of period two, and the
average variable costs per unit of period two, are
different from period two's unit fixed and variable
costs
The final inventory valuation method to be put
Equations ( I1) and (12) are possibly misleading in that there is
no vm� • or fm ss. These figures were omitted to show the basis
for the calculation. However the average cost for preceding
periods would probabl y be uQ for computing beginni ng i nventory
values for all periods after period one.

I
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"...the
analysis would
apply equally
as well to
periods of
increasing
prices ..."

tion, costs, and beginning inventory.
One of the major benefits of this entire approach
to absorption costing break -even is that all variances can easily be accommodated. Since the lines
on the graphs will generally represent estimates, or
budgeted figures (upon which variances are based),
the graphs could be saved until actual results are
obtained and then be replotted at that time. Budget
variances would be indicated by increases or decreases in fixed manufacturing or fixed administrative costs during the period. Changes in variable
costs could also be reflected by steeper or less steep
slopes for the compon ents of the profit/loss line,
which would eventually result in an increased or
decreased profit /loss line.

Conclusion
It must be remembered that both direct and
absorption costing break -even use exactly the same
data and basically the same assumptions. However,
with the number and nature of the assumptions involved and the planning or future oriented nature
of the break -even analysis, complete accuracy is all
but impossible. The equations used in this discussion were all based on the structure of the standard
income statement and in that respect are accurate.
The values used in these equations would be almost
entirely estimated figures. They can thus be related
to graphical models of an organization's costs. The
graphs present in easily visualized and easily understood form the sensitivity of net income to changes
in costs, selling prices, sales volume, or production.
The break -even point, when viewed in light of possible change, becomes the break -even area, and then
gains much greater relevance.
El
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A PRIMER ON FRAUD
AND EMBEZZLEMENT
The objectives of control, from a protective angle, are to
make normal operations simple and to make abnormal, or
fraudulent, operations difficult.

By Martin S. Freedman
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To understand properly the requirements for implementing an adequate system of internal check,
the auditor must have a clear conception of fraud
and embezzlement and should understand the
character of the perpetrators of these crimes. Fraud
is deceitfulness or trickery. As applied to accounting,
fraud constitutes any act or omission to act of a
deceitful and, therefore, dishonest nature or negligence so gross that property is taken from its lawful
owner without his knowledge or consent. In accounting, the prevention of fraud through proper
internal check is more desirable than the discovery
of fraud.
Larceny is a felonious crime in which the personal property of another is removed by fraudulent
means. In larceny, there must be trespass (at least
with respect to that part of the property which is
stolen); criminal intent is necessary (the accidental misplacing of inventory by an employee does
not constitute larceny); and the property must be
removed from its natural place. In embezzlement,
there need be no trespass and the property taken
need not be removed from its regular abode. In no
state is embezzlement punishable under the common law, but only by statute law. Fraud may
constitute larceny, embezzlement, or both, and a
legal action to remedy it may originate with the
state, its subdivisions, or an injured person.
The Typical Embezzler
In the depression days of the thirties, the typical
embezzler was a white collar male worker about 36
years old with a wife and two children. He was not
the lowest paid employee in the company but was
in the middle bracket. He was well brought up with
a high school education, was not pschychopathic or
feebleminded, and did not live in a crime infested
area. On the contrary, he lived comfortably and
drove a medium priced car. He travelled occasionally
for weekend trips and for a two week vacation in
the summer. He was a good mixer participating in
community and social affairs. He enjoyed a good
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time and took an occasional drink. His friends, and
very often his wife, concluded his income was about
twice as much as it really was. The balance was
secured by his embezzlements. He lived in every
state, in large and small towns. He was competent,
smart, and well regarded by his employers. He had
been on the job an average of five and a half years.
The embezzler of the seventies is not so easy to
depict. As a rule he submits to the same temptations and fails the trust reposed in him, but is
more likely to be debt ridden. He lives beyond his
means and indulges in excessive drinking or gambling. Women, sick children, or a sick wife may lead
to his troubles. He may be an unskillful business
man who receives or extends credit unwisely. He
may need capital for a sideline business. His supervision may be lax. He may feel underpaid. He is
usually younger than his counterpart of the thirties,
earns more money, and has fewer dependents; he
is less likely to be married; and he has usually
worked a much shorter time for his employer. He is
a product of the change in our times. He is much
more likely to abscond and far less likely to commit
suicide than his predecessor of the thirties.
Causes of Embezzlement
In the past few years as a result of full employment, employers were forced to hire almost anyone
who could be found. Many employees felt there
was a better job just around the corner. Loyalty and
conscientiousness dropped considerably during this
period, and the motivation towards crime increased.
It was relatively easy for those employees looking
for a "fast dollar" to locate a likely job. In contrast
to the depression ridden days, with money being
spent freely, temptations to gambling, liquor, and
dissipation abounded. A large element of the irresponsible, criminal, sick, and juvenile population
would not have found employment, especially not
in positions of trust, in the industrial world of the
1930's. Today, it is the excessive demand for help
in factory and office that provide employment and
frequent opportunities for embezzlers. As for the
remaining group of more normal people among the
MANAGEMENT ACCOUNTING /OCTOBER 1973

embezzlers of today, with less employment turnover and better selection, training, and supervision,
many would not have turned to fraud.

be a trusted employee in the future. There is no
definite pattern, one must rely on the feelings one
has on interviewing a possible employee.

LACK OF INVESTIGATION

Problem Areas

A lack of investigation of a prospective employee
usually starts the chain of events leading to embezzlement. It is easy to investigate the past records
of employees. Particular attention should be placed
upon education, background, and moves from town
to town. Some attention should be placed upon
habits and social interests. For example, a church
worker may be an incipient embezzler, but if you
have a choice, he is less likely to defraud. Undisclosed gaps in an employment record are a tip off
to a possible jail sentence. No one in these days
discriminates against a possible employee for reasons of sex, race, or religion, but his employment,
scholastic and other records can be questioned. A
telephone call to a former employer may reveal a
great deal.
POOR JOB MOTIVATION

Lack of motivation leads almost directly to perpetration of fraud. The man with pride in his
company and job will not readily try to acquire the
fast and dishonest buck. The failure of concerns to
pay a decent wage can lead to fraud in these days
of rapidly mounting personal expenses and inflation.
The scale of salaries should be attuned to the level
of the 1970's not the 1950's and the 1960's. A
good compensation program means a satisfied employee and one less possible defaulter. Do not be
afraid to glamorize the job description. Usually it
is a stimulant, and pride in a job is a motivation.
Abrupt terminations should be avoided wherever
possible. If an employee is being eased out of a job
which has been terminated by necessity, the employer should give reasonable notice. The days
when an employee was booted out onto the street
without notice should be gone for all time. Even
today, a former employee can plan fraud as revenge
for a fancied wrong. This type of employee still
constitutes one of the major sources of fraud.
RECOGNITION

Internal controls lead to measurable performance
standards which contribute to the recognition of an
employee. The efficient employee who performs to
measurable standards will be recognized and on his
way to a better job. If the employee has a college
education and has drafted a desirable goal, the
possibility of embezzlement decreases. A superior
education usually means the employee is not a
possible embezzler. The employee engaged in self
improvement by taking adult education classes is
less likely to be a security risk. The employee without ambition, without motivation, without social
grace is likely to have his head turned by visions of
a fast dollar. He is likely to be a clerk, driver, or
salesman with an occasional petty criminal record.
The one time loser should not be discriminated
against, and a prison sentence should not be held
against a prospective employee. The one time loser
may have learned his lesson the hard way and may
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Some defaulters invent nonexistent customers,
prepare false vouchers for fictitious expenses and
purchases, make false entries in the books of original
entry, and prepare a check for false payment. The
vouchers and checks are prepared in favor of fictitious creditors, and an accomplice accepts them or
forgery is practiced by the regular employee.
Officials approving vouchers should know as much
as possible about the creditors, and if possible, the
auditor should also have a knowledge of them. It
is possible to destroy customers' invoices before
they are posted. The thief has thus abstracted the
payment, and the records do not show either invoice or payment. A purchasing agent could approve a payment in full to a vendor for a short
shipment unless proper controls have been set up
to guard against this procedure.
Purchase discounts may be understated, under footed, not taken with the total amount abstracted
from cash. The auditor must compare purchase
invoice terms with the check register entered and
the checks and must verify footings. Care should
be taken to see that unnecessary merchandise is not
ordered. Very often, these orders might originate
from a department other than the purchasing department. When a department orders many supplies from only one vendor, friendly bias towards
that vendor is possible. The auditor should see
that attempts have been made to purchase the item
from various sources or that there is a need to buy
from one source. For example, supplies for a particular machine must usually be from one source.
The "kick- back" of a friendly vendor to employees
must not be overlooked.
The auditor should be particularly vigilant in
examining invoices for the slightest trace of fraud.
The style and print of the invoice or the use of a
post office box are factors which might indicate a
dummy corporation. The auditor might also examine carefully any loans made to officers and employees. If they are non - interest bearing, inquiry
should be made as to the reason. If the note has
been outstanding for a long time, it may be questioned as to whether there really exists any intention of payment. All notes should be examined as
to covenants, interest, and payment terms. Such
notes can be a lucrative tax benefit to the employee,
for he pays no income tax on borrowings which
could turn out to be permanent additions to his
capital.
The payrolls should be carefully examined to
check salary rates and fringe benefits which may
accrue, especially if the latter appear to be unrealistic. It is common to pad a payroll with either
nonexistent workers or nonworking relatives who
draw good rates of pay. Salary rates and authority
for granting pay increases should always be checked.
Firms have been bilked when a branch manager
raised his salary and proceeded to enjoy it for a
couple of years before he was caught.

"Lack of
motivation
leads ... to
perpetration
of fraud."
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"Endorse- Preventive Checks
ments should
The accountant should be watchful for signs of
the
embezzler, but a system of internal controls
be examined
will prevent his emergence.

without
„
fail . . .

CASH RECEIPTS

The receiving, opening, and distributing of mail
should be controlled by a responsible official other
than the cashier or bookkeeper. The most common
rules for handling cash are as follows:
Control should be established as soon as possible after original receipt
Cash receipts should be kept separate and intact and deposited each day
No substitution of any items such as checks for
cash or payment of expenses from cash receipts
should be permitted
Employees handling cash should not be responsible for records ( for example, customers accounts) to which the cash applies
These rules cannot be applied in every instance.
Common sense business appraisal will show many
cases in which they cannot apply —the possible loss
will be trifling in comparison to the cost of an
additional employee.
ACCOUNTS RECEIVABLE

To control accounts receivable, the following
procedures should be adhered to wherever possible:
1. Allowances for discounts contrary to terms of
sale should be approved by responsible officials
2. All credits to accounts, other than those arising
out of cash remittances and cash discounts,
should be approved by persons in authority
other than cashier or accounts receivable bookkeeper
3. Write -offs of bad debts should be authorized by
responsible officials
4. Records of bad debts less than three years old
must be under control
5. Mail customer statements, which agree with accounts receivable records, at least once a year
with the mailing under control of someone other
than cashier or accounts receivable bookkeeper
6. If customers take exception to statements, or if
statements are returned due to incorrect address,
communicate such exceptions directly to authorized persons other than the cashier or accounts
receivable bookkeeper
Direct confirmation with debtors is the best way
of detecting any irregularities in accounts receivable. If the system of internal check is good, it is
not necessary to use direct confirmation. If needed,
however, a negative confirmation may be used.
BANK RECONCILIATIONS

Frauds have been accomplished and concealed
for years because the employee involved was responsible for bank reconciliation or had access to bank
statements prior to reconciliation. Where this ac38

cess is possible, the checks representing the actual
evidence of fraud may be withdrawn and destroyed
thus making proof of fraud difficult and offsetting
manipulation less evident. Preferably the statement
should be reconciled with the accounting records by
an employee who is outside the direct line of both
the cashier and the disbursement accounting responsibilities. Supplementing this normal internal
reconciliation is the reconciliation made by internal
auditors and the public accountants. One of the
normal tests of the validity of disbursements to
payees comes with examination of the endorsements on returned checks. Endorsements should
be examined without fail; it is a thousand pities that
this safeguard is somewhat perfunctory. Scrutiny
of endorsements has a valuable use in detecting
possible fraud though payments made to fictitious
payees with names designed to resemble established
payees. For example, a regular vendor such as Albion Manufacturing Company might be paraphrased as Albion Trading Corporation or Albion
Manufacturing, Inc. by a defaulter.
Employees should note:
Variations between endorsements which should
be the same (Established vendors may be expected to use the same or similar endorsement
stamps.)
The presence of more than one endorsement on
a normal commercial check (Invariably, checks
received by business firms are deposited without
clearing through a third party.)
An endorsement of any check - cashing agency
(Established businesses or individuals do not do
business with such agencies and any endorsement by them should be the starting point for
a careful investigation of the whole transaction.)
In the course of the reconciliation, checks should
be examined for stale date. Most firms deposit cash
quickly, and any check dated 30 days or so earlier
should be carefully examined. Most firms make a
practice of cancelling checks outstanding more than
six months. Indeed, some firms have this legend
printed on their checks for small amounts so that
they are promptly cashed.
INTERNAL CONTROL OVER SALES

The greatest exposure to fraud, theft, or loss
comes during the time goods are placed on display
until they are purchased by the customer. Sales
personnel as well as store detectives keep watch
against shoplifting. Such measures are a deterrent,
but high losses occur in such departments as millinery, where a woman can put down her old hat,
try on a new one, and walk out with it.
Essential in control of sales income is recording
the sale by sales ticket or cash register. Until this
record is made, the store is not certain whether it
will be paid for its merchandise. This first entry
establishes accountability and control over incoming cash, and charge accounts bring the customer
into the picture as an involuntary auditor of the
work of the sales clerk either through looking at
the cash register total or checking the sales ticket
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or stub. Procedures should be established to provide
that the sale be recorded so the customer can see
the amount. Most department stores now use
"shoppers" whose prime function is internal audit
and who guard against defalcation at the register.
When a customer wants to return an item determine whether the merchandise was originally sold.
A common practice for employees or shoplifters is
to take merchandise and return it for credit. This
results in giving other (and more desired) merchandise, refund, or book credit. Thus an original
theft is converted into a legitimate refund. The requirement that the original sales ticket accompany
the return is one of the safeguards against return of
pilfered merchandise. This rule cannot be strictly
applied because often recipients of gifts will wish
to exchange them. This situation is rarely serious
for the sales slip is in the hands of the original
donor. A dress bought in good faith and then returned with such evident signs of wear that it cannot be sold is just as definite a loss as if it had
been stolen. Unfortunately there are no definite
controls over this kind of fraud and returned sales
can never be subject to rigid controls. Effective
control lies in appraisal of each situation and the
honesty of the person making the claim.
PURCHASES

Once issued, a purchase order is a commitment
by the company to accept and pay for specified
goods and services. For this reason, control must be
maintained over the forms used. Unlike bank checks
which must be signed by some official recognized
by the bank to be valid, purchase orders are rarely
questioned by any outsider for authorized signatures. The usual control is through serial numbering
with all numbers accounted for. This accounting
often is made both in the purchasing department
and in the vouchering department, which receives
a copy of the order as authorization for payment
after invoices and receiving reports have been
properly rendered. Purchasing, receiving, and storeroom functions should be performed by different
individuals held accountable for shortages and overages.
All purchase and sales invoices should be checked
for the following:
1. Quantity received or shipped
2. Approval as to quality or grade
3. Prices
4. Terms
5. Shipping or freight charges
6. Additions and extensions
7. Dates (to prevent re -use or alteration)
Purchase invoices should be approved only upon
evidence of the receipt of the merchandise. Accommodation sales to employees should be billed
properly. Otherwise they may become an effective
means of abstracting merchandise. In evaluating internal control for this purchasing function, some of
the points to consider are:
1. Who determines the specifications? Are they so
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rigid as to limit the sources of supply to a single
supplier? Where this appears necessary, who
approves the purchase?
2. Are competitive bids secured wherever possible?
3. If the order is awarded to other than the lowest
bidder, are the reasons shown on the purchase
records?
4. Are there frequent cases where the lowest bidder is always the same and always slightly
under the next bidder? This may be alright,
or it may be a sign of collusion through revelation of bids to a favored vendor.
5. Do cost plus contracts provide for inspection,
supervision and audit by company representatives?
6. Are requisitions approved by a responsible company executive?
7. Is there any indication of favoritism in the Placing of business? Is there any knowledge of
excessive entertainment or any other close relationship between the company representative
and the vendor?
8. Is separate inspection made for quality and
quantity by a department not directly con cemed with purchasing? Does report of receipt
go directly to voucher unit?
9. Is close control maintained over issuance of
purchase orders both for accounting for order
forms and for higher purchasing approval for
larger orders?
10. Do invoices first go to the voucher unit to
be matched with orders and receiving reports?
11. Are checks in payment of invoices mailed
directly to vendors?

"... an original
theft is
converted into
a legitimate
refund."

Controls should be established over calculations
of trade discounts and the recording of returns and
allowances. There should be definite controls
against the possibility of duplicate payments.
INVENTORY

A common practice is to route a copy of the
purchase order to the receiving department to
notify its staff that the specified material is expected. The same copy may be used to check the
actual quantities received and sent to accounting
where it is matched with the original order and
the vendors' invoice and paid. In some firms, the
actual purchase quantity is not given, which provides a check on the number of units received.
There are pros and cons and either system can be
used depending on the circumstances.
The mechanics are different when large bulk
material such as coal, oil, and chemicals are received. These are shipped in bulk, and there is
no specific weight on the purchase order. The only
available check is the bill of lading. Usually the
empty weight is indicated for a car, and the car
weighed with its cargo, thus getting a weight of the
cargo. This method is not altogether reliable, for
there may be a residue of matter in the car which
could interfere with the correct weight. Inspection
of bulk material is difficult, and in the receipt and
housing of such materials ample room for fraud in
short weight and pilferage exists.
39

"Controls
should be like
dikes..."

The general control principle which applies to
receipt, storage, and final issuance of all commodities is that which governs all internal control:
no employee should have sole responsibility for the
actual transaction (that is, the material handling)
and the related reports and records. Basically, the
requirements for protective internal control of the
receiving and storekeeping functions are:
1. To ensure what has been paid for will be received
2. To provide adequate storage facilities and qualified personnel
3. To require adequate approvals for withdrawal
for use
4. To relate the quantities used to the results obtained in the form of finished products or
services
5. To test that records are accurate through periodic physical inventories
Sales returns and damaged goods can be controlled as there is a definite exchange or credit for
definite quantities of product. The chances of fraud
center around the handling of the damaged product. The principal factors to consider in developing
procedures are:
1. Provision to insure that damaged goods do not
get back into dealers ]lands as first quality merchandise. All items returned should be verified
and rendered unsaleable either by return of
merchandise to a central location for salvage or
destruction on the customer's premises with evidence of destruction (by no means a tight control).
2. Salvage value of damaged merchandise. Many
elaborate plans for return and reprocessing are
usually impractical because the costs of shipment, inspection, and re- working are more than
the value recovered through salvage.
3. Possibility of loss through collusion, between
salesman and dealer. A salesman can give an
allowance to the customer, whether authorized
or not, and then allow him to retain the merchandise. This practice should always be regarded with the utmost suspicion.
Fraud is particularly widespread among route
salesmen. These route salesmen, selling bakery
goods, milk, etc. can sometimes commit fraud
for a long period without arousing any suspicion.
Some of the more common types of fraud against
customers are:
Charging higher prices
Delivering less than the amount sold, where the
customer has no receiving technique and trusts
the salesman
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3. Failure to give the customer the benefit of
special deals, allowances, or free goods
4. "Borrowing" products for resale to other customers (In this case the salesman claims to be
temporarily short because of delayed shipments
from the factory or other plausible excuses.)
5. Various frauds in collusion with customer employees
Conclusion
No business, of course, has for its goal the development of internal controls as an end product.
Business exists to make profits, and profits are
made by manufacturing, selling, and distributing
goods and services. To ensure the retention of
those profits, internal controls are needed that can
answer affirmatively the following questions:
1. Does it control something that is worthwhile to
control?
2. Does it conform to lines of responsibility so that
individuals may be held responsible for variations and given credit for results?
3. Is it in proper perspective to the whole business
picture? Are minor items rigidly controlled because such control is feasible while major items
are less rigidly controlled because control is
harder to establish?
4. Does it meet protective requirements on a
practical basis? Whether in a petty cash fund,
a storeroom, or a variety chain store, the complication and cost of protective control must be
appraised in relation to possible exposure to
fraud, waste, or loss.
5. Does it facilitate business operation? Controls
should be like dikes that direct and control the
flow of business transactions; they should not be
dams that are more hindrance than help.
6. Is it flexible to meet changing business conditions? No business is static. Controls must
change as risks and business conditions alter.
7. Does it help the business make more profit?
This is the hardest question of all as the answer
may depend on the evaluation of "calculated
risks" and hazards of alternative methods.
The objectives of control from a protective angle
are to make normal operations simple and to make
abnormal, or fraudulent, operations difficult and to
bring out the variations which arise in the course
of business operations. Always remember that fraud
is occasional and waste is continual. The vast
majority of employees are honest, and weaknesses
which lead to fraud and waste often arise through
ineffective control. Of the utmost importance in
the development of adequate internal controls are
a sense of relative values, a feeling for the welfare
of the business, and an understanding of how
people work and how they think.
❑
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NOW...
Burroughs technology
offerssmall
computer
users the
management
information and
control advantages
available to
largecomputer users.
fit

through leadership in advanced systems design ...

BURROUGHS
... provides complete, ready - to-install systems for better business
management ... including outstanding small computers, operating system software,
and Business Management System application programs.
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SERIES L BUSINESS MINICOMPUTERS

B 700 SYSTEMS represent a major step up in

...the most widely used such systems in the
world... are ideal for companies which have
outgrown their present accounting systems.
Easy -to -use Series L's store data on randomly
accessed magnetic memory records which permit
both visual reference and electronic data retrieval.
Options include a magnetic memory record
reader, a line printer, cassette tape stations, 96and 80- column card equipment, and Computer compatible magnetic tape for data collection.
A typical L 8000 System costs $25,000, or may
be leased for $725 monthly.

processing power and productivity, and retain
Series L operating simplicity. B 700 Systems are
designed to provide a direct transition from semiautomatic to fully automatic disk and magnetic
tape files.
Burroughs "audit entry" concept makes data
input easy and promotes accuracy. Data entered
through the console is verified and edited
automatically; the console printer creates a
detailed audit trail. Advanced peripheral units
are available for these systems.
B 700 purchase prices average $50,000; lease
prices average $1,250.

Now, the operating and control information every business needs is
available in a complete, ready -to- install small- system package.
What makes it possible? Burroughs family of technologically advanced small
computers and Burroughs Business Management System application programs.
These small but powerful computers incorporate many of the features and
capabilities found in Burroughs larger computer systems. They are easy to
work with, even for the first -time computer user. Their modularity permits
easy expansion right in step with your data processing requirements.
To complement these computers, Burroughs offers Business Management Systems —
interrelated application programs designed to handle the job of capturing,
recording and classifying data, and to provide full -range operating and control information.
With a Business Management System, the Burroughs small computer
user can realize immediate productivity, without the delay that new
program development entails and at a small fraction of the cost.
This combination of Burroughs small computers and Business Management
Systems can help you run your business more profitably now, and in the future.

B 1700 SYSTEMS satisfy business management

BUSINESS MANAGEMENT SYSTEMS from

requirements and can serve engineering and
production, as well. Like Burroughs larger scale
computers, the B 1700 Systems operate on
multiple data processing jobs at the same time.
Their advanced features include "virtual memory"
operation for high system efficiency, and a Master
Control Program for system self- management.
These powerful, 4th - generation systems are
priced in the $100,000 range, and may be leased
for about $2,500.

Burroughs BMSTM' library include application
programs designed to coordinate management
reporting functions with the accounting activity.
The user can select individual program products,
or a complete BMS system, developed by
Burroughs for his line of business.
This integrated business programing concept
saves time and money, particularly for the
organization that does not normally employ a
professional data processing staff.

BURROUGHS
has brought together
a complete system package
... that includes sale or lease of the equipment
licensing of application program products and
Business Management Systems, training in the
use of equipment, system software and
application programs; business forms and
supplies; and maintenance of hardware
and software.
The small computer user can look to
Burroughs as a c o mp le t e source for his data
processing requirements.

Contact your nearest Burroughs office for
a demonstration.
Or, for additional information, mail your
business card to Mr. Jack Arbour in care of
Burroughs, Detroit 48232.
Or, just call Burroughs Information
Center anytime at (313) 356 -8442
and tell us what you want to know. We'll
reply promptly.

Burroughs

OVERHEAD VARIANCE
ANALYSIS AND
CORRECTIVE ACTION
There is a clear distinction between what caused a variance and
the corrective action taken on a variance.

By Anthony F. Sisco, Jr.
Before management can take effective corrective
action to control costs or to reduce them, it needs
to know not onlv the amount of variance, but also
where the variance originated, who is responsible
for it, and what caused it. In other words, analysis
is necessary to bring out the significance of the variance in terms of sources, responsibility, and causes.
The end product of variance analysis ordinarily appears in the form of reports which are prepared for
management.
While variance explanations may help to explain
why current expenditures differ from the budget,
they have limited usefulness in improving the future control of costs because they seldom suggest
corrective action. Variance analysis is not complete
until a decision is made on corrective action to be
taken. The purpose of this article is to describe a
method of identifying significant unfavorable variances and taking corrective action. This method
uses four tools: the overhead performance report,
variance identification, variance analysis- corrective
action, and the final report to management.

The Overhead Performance Report
The overhead performance report is the basis for
the company's overhead analysis. Although it does
not specifically indicate overhead rate variances, it
does indicate overhead dollars that make up the
company's approved overhead rates. A variance on
the performance report indicates a variance in the
overhead rate. Therefore, management should control expenses at the acceptable levels reflected on
the overhead performance report and investigate
and take corrective action on any deviation from
budget.
The overhead performance report serves as a
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"tool" for management in controlling expenses.
The report may be used to:
1. Measure to operate and meet goals
2. Review and report reasons and corrective action
taken on variances
3. Establish or revise objectives as necessary to meet
goals and report to general manager
4. Maintain contact with budget analysts for assistance, suggestions, and methods
The overhead performance report reflects budget,
actual, and variance of overhead expense by account, management responsibility (department,
staff, and total company), month, and year -todate. It originates from the company's budget plan
based on the direct labor volume forecasted for the
budget year. This plan is a detail pricing and
compilation of all overhead expense data by department and is summarized in detail by staff responsibility. The budget is approved by the general
manager. The approved overhead rate is the rate
contained in the overhead performance report on
an annual basis.
Each month budget control submits to data
processing the actual direct labor volume for the
current month for each department. Each time the
actual direct labor volume is submitted, it replaces
the direct labor volume estimate previously submitted for the company's budget plan. The fixed
and variable factors established in the plan pro gram are now applied to the actual monthly direct
labor volume producing the overhead budget required to operate under that particular level of
productive volume activity. This is the budget
reflected in the overhead performance report.
Data processing then integrates the budget with
the actual overhead costs incurred and produces the
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"The
performance
report
segregates the
„

accounts..."

overhead - performance report. This report reflects
current month performance and year -to -date per formance for each expense for each area of responsibility.
The performance report segregates the accounts
by department expenses and assigned expenses. Department expenses are directly generated and incurred by department personnel. The department
heads and staff managers are held responsible for
the control of these expenses. Assigned expenses
are indirectly generated by department personnel
and incurred by the company. These expenses are
either assigned to a specific area or distributed to all
areas proportionately. The department heads and
staff managers are not held responsible for the control of these expenses.
The department head and staff manager may
request the assistance of the budget analyst in
analysing their report or having any questions answered. The overhead performance report serves as
a tool for management in measuring and controlling
expenses at acceptable levels of performance under
varying volumes of activity. It is with the overhead
performance report that unfavorable variances are
highlighted and identified to management.
Variance Identification
In the process of analysing each department's
overhead performance report, the budget analyst
identifies significant variances on items for which
the department is directly responsible. A red circle
around the variance indicates to the staff manager
and department head that the item requires an

explanation and a plan of corrective action. A blue
circle is placed around unfavorable variances that
require attention but do not require reports or
action to reduce them. A standard form is attached
to the overhead performance report (see Exhibit 1)
for use if a request is made to submit corrective
action. Staff managers will compile the corrective
action formulated at the department level and state
a plan of action on the standard form and submit
it to the budget control group of the comptroller's
area.
A review of the overhead performance report at
times indicates that the total actual department
costs experiences are reasonably close to budget
amounts. This is what top management may see.
However, many times individual accounts with unfavorable variances are largely offset by accounts
with favorable variances, and accordingly, the total
department variance does not appear significant.
Substantial cost reductions can be made if these
individual variances are brought to management's
attention for corrective action. Many variances
seem insignificant when viewed in relation to total
costs incurred. But some of these variances are recurring and indicate opportunities for cost reduction when accumulated over a long span of time.
The budget indicated on the overhead performance report, because it is based on the current productive effort, may fluctuate from month to month.
It represents the authorized budget for the actual
level of support activity. All unfavorable variances
should be watched closely, especially on a declining
productive level effort.
Variance Analysis- Corrective Action

Exhibit 1
VARIANCE ANALYSIS-CORRECTIVE ACTION
Month of Januarv. 1973
Lines 1-4 to be completed by budget control
1.
2.
3.
4.

Department
850
Variance:
Account No.
1100
Month
Account name Indirect Labor
Y-T -D
Identified overrun:
This account is currently two people over budget.

—2000
—2000

Lines 5.7 to be completed by department
5. Department Review:
A. Briefly explain what caused the variance.
The department concurrs that the unfavorable variance is due to
having two people over that allowed in the budget.
6. Corrective Action:
A. Briefly, but clearly, state your plan of corrective action to reduce expenditures.
B. Corrective action must represent a "positive approach" to reduce actual cost. (Not requests for budget increases.)
C. If you have no corrective action, so state, and explain why.
Papers are currently being processed for the termination of two employes effective as soon as possible.
7. Year End Prognosis:
A. Briefly state your best estimate as to whether you will beat budget,
meet budget, or overrun budget at year end.
Except for the present overrun, the department expects to meet the
budget in this account for the remainder of the year.

Prepared by
Department Head
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Approved by
Staff Manager

As mentioned earlier, a standard form is used if
a request is made to submit corrective action on a
particular variance. This form is used for only the
red circled items. Blue circled items do not require
a corrective action response and are not entered on
the standard form. Briefly, let us discuss the preparation of the standard submittal form "Variance
Analysis- Corrective Action" ( Exhibit 1) .
BUDGET ANALYST

The budget analyst must use his discretion when
selecting variances for corrective action. The items
must be those for which the departments are directly responsible and that corrective action can be
taken on. The analyst should quickly determine
whether the variance was caused by external factors,
such as budget phasing, budget supplement pending, payment methods of invoices, human error, and
special adjustment. The department cannot be held
responsible for reasons such as these. The analyst
must review the monthly variance. Is the monthly
variance significance in view of the year -to -date
variance? If the year -to -date variance reflects a
significant favorable variance, maybe the monthly
overrun variance needs no corrective action at this
time. However, unfavorable variances should not be
ignored, particularly if they continue to accumulate
for three or four months, but the reporting of
actions to reduce them is not required.
Guidelines can be established as to what is a
MANAGEMENT ACCOUNTING /OCTOBER 1973

significant variance for reporting purposes. An example in terms of amount would be: a variance
is significant when it exceeds 20 percent of the
budgeted amount of any one account in the current
month but is never lower than $1,000. Significance
of variance applies to underruns as well as overruns
but to a lesser degree. If an under variance indicates that a critical function is not being accomplished or the costs are being charged to the wrong
accounts, then action may be required.
It may be necessary to concentrate on one or two
items per month for corrective action and do a
quality job rather than consider a number of items
and have no results. It may also be best to
make a cursory analysis to determine that corrective action can be taken. The budget analyst must
incorporate his judgement with any guidelines.
The budget analyst completes lines one through
four of the standard form before he sends it out. Information such as department, account number, account description, and variance is self explanatory.
On line four, identified overrun, the analyst will
briefly identify the overrun and make a brief statement of the variance. One copy of this form is then
sent to the department heads applicable and one
copy is maintained in a central location of the
budget control department.
DEPARTMENT HEAD

The department head will complete the remaining parts of the standard form. Line five, department review will contain a brief explanation of what
caused the variance. Line six, corrective action, will
contain a definite plan of corrective action to reduce
expenditures in that particular account. If the department head has no plan of corrective action, he
should so state and explain why. Corrective action
must represent a positive approach to reduce actual
cost. Many times the department head disputes the
amount of the approved annual budget instead of
formulating plans to beat it. A report of action
taken should be specific, such as:
1. Indirect labor overrun— Manpower has been reduced to X level or manpower is scheduled for
reduction by X number by a specific date.
2. Material overrun —A review is being made and,
based on the review, specific actions will be reported by a specific date.
There is a clear distinction between what caused
a variance and the corrective action taken on a
variance. Both will be clearly stated on the standard
form.
Line seven, year end prognosis, should contain a
brief statement as to the department head's best
estimate whether he will beat budget, meet budget,
or overrun budget at year end. The department
head may request the assistance of the budget
analyst in completing the corrective action standard
form. Between the two it is likely that favorable results can be obtained.
STAFF MANAGER

The plan of corrective action must be that of the
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staff manager. Before the form is returned to the
budget control department, it is sent to the applicable staff manager for concurrence and approval.
The success of the program depends on his participation.

"All items
should be
measured..."

FOLLOW UP

The budget analysts will review replies of corrective action to ensure they are properly stated and
there is a definite plan of corrective action. If not,
they are returned to staff managers with diplomatic
comments and suggestions. Analysts will also see
that replies are received on schedule. If follow up
gains no response, it should be reported accordingly
in the final report.
Budget analysts will keep a record of variances
submitted each month for corrective action by department, by account, by month. A record is also
kept of the items that require attention but for
which no response is required (blue circles). All
variances are then annualized from the time they
were first reported for measurement purposes.
Final Report
A report is made out quarterly (or monthly)
which summarizes the corrective action information
for the general manager's review. The report may be
segregated in two major sections: corrective - action
items (red circles) and attention -only items (blue
circles) . The corrective- action section will contain
the elements of measurement, action classification,
specifications, and areas of responsibility. The attention -only section will contain measurement only
with significant improvements being singled out.
MEASUREMENT

The basis for measurement of corrective action
results is the annualized variance from the first time
it was reported. This represents the potential overrun in a particular account before identification and
corrective action took place. This figure is then
compared to the annualized year -to date variance at
any particular period depending upon when the
final report is produced. The comparison would
point out if the corrective action taken had produced any results. All items should be measured
even if no action was taken by the department
head, because the program has intangible effects
that cannot be identified. Attention -only items are
measured in the salve manner.
Improvements by quarter may be measured as
follows:

Qtr.
1st
2nd
Totals

Annualized
Actual
Improve variance annualized variances
ments
overruns Mar YTD Jun YTD
to date
$300
$275
$225
$75
200
150
50

...

$500

$275

$375

$125

When reporting for any particular period, the
report is all inclusive; that is, items measured in a
prior period will be measured again in the current
period. The above figures indicate that items reContinued on page 51
47

CONTROLLING
COMPUTER RESULTS
Management must make certain that reluctant department
managers cooperate in mechanization of these functions where
significant benefits will accrue to the company.

By Robert B. Witham

R. B. WITHAM
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During the computer system growth periods of the
1960's, most organizations pointed proudly to their
computer facility and said, "Look what we have!"
Profits were good, economic conditions were favorable, and most organizations could afford the luxury
of a costly computer system. However, as a result of
the recent economic slowdown, many companies
caught in the profit squeeze have begun to look at
their annual data processing expenditures and related results. They are appalled by what they see.
There are five basic reasons why computer installations are not paying for themselves.
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1. Companies are spending too much money for an
in -house computer installation when they do not
need one.
2. Costs are not being controlled within the computer department.
3. Companies are not using computer systems in
areas where there is substantial payoff.
4. The manager of the computer function is a
technician rather than a business man.
5. Management does not take an active part in
developing computer systems and seeing that the
computer is used for "profitable" applications.
These reasons overlap to some degree, but we will
look at each one separately.
Companies Spend Too Much
The big payoff in a computer installation comes
when a company has many profit- making applications prepared on a computer. However, it takes
time to add new applications. The fixed costs in the
computer installation, the most important of which
are the equipment rental and the salaries of the systems and programming personnel, continue regardless of the number of applications that are run on
the computer.
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An organization that initially gets into computer
report preparation, in many cases, would be better
off to start with a "batch" or "on- line" data processing service center in order to use the center's experienced personnel to develop and install the systems on a pay -as- you -go basis. The user will gain
several advantages from this approach.
Costs will be lower because it will be necessary to
pay the service center only for the computer time
required to run the initial applications. The user
will not pay full equipment rental and personnel
costs while he is adding applications.
Most data processing service centers, because of
their large number of customers in many industries,
can draw from their experience in a variety of areas
and recommend systems that will be profitable to
the user. Also, because of their profit motive and desire to keep processing costs competitive, service
centers generally design more efficient systems. The
fact that the service center's customers are geographically removed from the computer facility
creates the need for a more efficient systems design
job especially in the area of quantitative controls.
Absenteeism, turnover, and vacations raise havoc
with smaller computer installations. They result in
tardy reports that could lose their effectiveness because the information is received too late for action
by report users. Also, overtime costs result from
attempting to catch up, and training costs are incurred from hiring new personnel. Service centers
generally have large staffs which eliminate this problem for the computer user.
Computer conversions required to upgrade equipment are costly because of the reprogramming effort involved. When a company is using a service
center, the conversion problem is handled by the
service center, generally at no cost to the user.
Using a service center forces the user to evaluate
the cost benefits of new applications carefully because he will be charged for the resulting programming and additional processing time. Many comMANAGEMENT ACCOUNTING /OCTOBER 1973

panies that own their computer kid themselves by
saying new applications are free because the computer and personnel are there anyway. New systems
result in overtime, extra shifts, more expensive
equipment, and an excessively large systems and
programming staff.
When a company's major systems are running
effectively on the service center's computer, an
evaluation can be made to determine if significant
cost savings would result from installation of an inhouse computer. If this is the case, the transition
can be made with a minimum of difficulty because
the company's internal information flow is already
computer system oriented. Management will have
to be concerned only with problems related to the
installation of the computer. Many computer users
who start with a service center because of the cost
advantage do not install a computer even when it
becomes economically feasible to do so because they
do not wish to be burdened with some of the aforementioned problems.

Costs Not Controlled
The productivity of the research, product development, and advertising sectors of the business enterprise is difficult to measure. These are technical
fields where management does not have sufficient
knowledge to control costs effectively. The only
guides are what other companies in the same industry are spending for these functions or by using
some benchmark that has been established internally. However, this type of information is difficult to
glean from a competitors annual financial statement
because there generally is not much detail available.
Much the same problem exists in controlling the
productivity of the systems development and programming functions. The data recording and computer operation functions are routine and, to a
great extent, machine controlled, so their performance can be measured rather easily. However,
these are generally the lower cost functions within
the computer department.
Many sophisticated companies develop a productivity system for the data recording function in the
computer department. Standards are developed for
each job based upon source document legibility,
number of characters to be recorded, arrangement
of information on the source document, and whether information is numeric, alphabetic, formatted,
etc. Performance reports are prepared on a periodic basis so efficiency of operators and jobs can be
measured and corrective action can be taken in
areas of poor performance.
Some progressive companies go to great length in
developing elaborate programming standards so
precise estimates can be obtained for new programs
and changes. Individual programmers can be evaluated by comparing their performance with these
standards. Substantial cost savings can result from
this approach. Also, programming can be scheduled
more effectively and changes can be made more
rapidly.
Other reasons for high data processing costs are
poor systems, programming, schedule, and operations documentation. How many times have imporMANAGEMENT ACCOUNTING /OCTOBER 1973

tant reports been late because the computer operator did not know which job to work on next? This
results from poor scheduling documentation. In
many cases, the effects of late reports are disastrous,
such as in the case of a production control system
that schedules a factory on a day - today basis.
How many times has a user requested a simple
program change but had to wait six months for the
change if he gets it at all? This could be caused by
poor programming documentation. In some cases,
the documentation is so bad the programmer does
not know how the program is functioning when a
change is requested. This will, of course, make it
difficult to implement changes. This problem is
compounded when the programmer who initially
wrote the program has left the company for greener
pastures.
How many times has a user called the data
processing manager because his report is incorrect
and has to be rerun? Company management would
shudder if they knew the true costs of reruns. Reruns result in overtime and additional shifts and
sometimes additional equipment. Also, reports are
late and the disadvantages of late reports have been
discussed earlier. Poor operations documentation
and inefficient systems design causes reruns.

".. .t he
transition can
be made with a
minimum of
difficulty ..."

Inefficient Application
If you were to ask controllers and data processing
managers what applications were run on their equipment, most of them would proudly say payroll,
accounts receivable, accounts payable, invoicing,
and general ledger. What a waste of computer
powerl All that can be expected, in most cases, is
clerical savings which usually never materialize because the data processing installation costs more
than the displaced clerical personnel or, because of
paternalistic attitudes by the company, no personnel
displacements are made.
On the other hand, look at the costs of having
too little inventory on the shelf. Inventory shortages result in lost sales and profits, lost customers,
or disruption of the carefully planned production
schedule to expedite crisis orders. Excessive inventory results in higher taxes and insurance costs, risks
of obsolescence and deterioration, extra material
handling costs, and loss of investment income because money is tied up in slow moving items.
How many times has a job shop manufacturing
company found out it lost money on a job after the
job was completed? This late information is of
little value unless the job is run again. However, if
it knew it was performing poorly soon after the job
had commenced, it could have taken corrective
action based upon unacceptable performance and
possibly turned a potential loss into a profit.
How much money is lost because of poor production scheduling? What happens if the factory does
not know what to work on next? How much time is
spent by production control expeditors trying to
locate a critical order in the plant so they can "push
it through" to satisfy an important delivery committment?
How many times is an expensive assembly product eighty percent complete on the assembly floor
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computer
systems
concepts . . . "
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when the foreman discovers that missing parts or
components make it impossible to continue the
assembly process? Instead of being shipped on
schedule this item will sit in work in process inventory until the missing items are received, thus
delaying the conversion of this work in process inventory to sales revenue and the resulting cash flow.
How many times does top management receive a
financial statement and notes that sales or gross
profits are off? Lower management personnel are
summoned to accumulate a wealth of detailed information to make an analysis of the reasons for
this poor performance. Wouldn't it be valuable to
know immediately which sales territories, products,
plants, or departments were responsible for these
unfavorable variances? A good computer reporting
system can contain this detail information on a
routine basis.
How many times is a multiplant corporation exposed to the possibility of having one plant reordering a certain raw material or finished goods inventory item while, at the same time, another plant is
overstocked in the same item? Along the same line,
how many times does one division or plant pay a
high interest rate in borrowing money to satisfy
short term working capital requirements while other
corporate locations have cash reserves far in excess
of their short range operating requirements?
These are some very common problems that can
be eliminated or reduced through the use of computer systems. Substantial cost savings will result.
One reason companies are using computers for
unprofitable applications is that they have ordered a
computer without knowledge of what they are going
to do with it. Then they rush to add applications
quickly to make it look like the computer is paying
for itself. The aforementioned accounting and
bookkeeping applications are done first because they
are the simplest and most routine.

ably will not take the time, or management consultants, who will cost money. There are two solutions to this problem in the small installation.

The Manager Is a Technician

Management Remains Inactive

Pick up the help wanted section of any large
city's Sundav newspaper and look at the openings
for data processing managers. Most of them, after
specifying some pretty exacting educational requirements, list the computer systems with which
the candidate must be familiar. Then follows the
bewildering list of abbreviations that have become
such an integral part of computer jargon. These abbreviations primarily relate to programming languages and types of operating systems to which the
candidate must have been exposed.
Most companies seek the classic approach to data
processing management. The candidate should have
progressed within the data processing function from
operator, operations supervisor, programmer, and
programming supervisor to data processing manager.
This approach is satisfactory in situations where
there is a small computer installation and the manager is going to be a combination systems man,
programmer, operator, and supervisor. However, this
means that the candidate probably is limited in his
knowledge of business concepts in general and will
need help from either his management, who prob-

When the computer first arrives on the premises,
many department managers are anxious to use the
equipment for any application that makes their
function simpler. Other managers are disinterested
and do not want computer systems disrupting their
normal operating routines. Only top management
can establish priorities in these situations so that
the computer is used for the more profitable applications that were mentioned previously.
Top management should also institute a program
to review periodically the performance of the computer function to make certain that the installation
is paying for itself. If mechanization of invoicing
was supposed to eliminate four clerks, management
should make certain that the clerical staff was reduced. If inventory should have been reduced by
$300,000 after one year, management should periodically review the inventory level to see if the
projected results were obtained.
In situations where the data processing manager
is more of a technician than a business man, management must work closely with him to make certain that the equipment is being used for profitable
applications rather than simple ones.

Hire a higher priced data processing manager
who knows something about business and, if he
is not technically oriented, either subcontract
the programming or hire a programmer. This
technique has no real financial advantage over
hiring the technician who can write programs
and supplementing his efforts by hiring a management consultant.
Utilize a service center as indicated earlier because, in many cases, they have both good technicians and sound business management personnel on their staffs.
In larger computer installations, the manager
should have a good exposure to the technical aspects of data processing but, above all, should have
sound knowledge of business concepts. Top management must rely on him for guidance in developing new systems. He is primarily an administrator, a
long range planner, and a salesman. He must not be
awed by top management and he must have ability
to communicate effectively both orally and in writing. He will have programming and operations
technicians on his staff to advise him on technical
matters. However, he must have a good understanding of sound computer systems concepts especially
in the area of controls.
Also, a manager who knows business concepts
understands the interrelationships of information
flow within the business enterprise. This understanding will facilitate his overseeing the development of comprehensive management information
systems and
result in using a minimum number
of files and transactions thereby improving the
overall efficiency of the system.
will

he must
have a good
understanding
of sound
"...
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Management also must make certain that reluctant department managers cooperate in mechanization of their function where significant benefits will
accrue to the company. Many systems require more
time to install than necessary because certain department managers do not cooperate because they do
not want those systems analysts interfering with
their operation. These individuals can be exceptional bottlenecks in the design and installation of a
comprehensive management information system
which involves many different departments.
A similar problem exists in systems such as cost,
production control, and inventory control where
important input must be received from factory
departments. Direct labor personnel and their supervisors are more interested in meeting schedules, attaining acceptable quality levels, and earning incentive bonuses than they are in filling out paperwork.
Top management through factory management
must solicit and, if necessary, demand cooperation
from the factory departments in the area of information reporting. Otherwise, the company will
spend a great deal of money for a computer installation that is turning out timely but inaccurate

reports. For best results the flow of factory paperwork should be established before the computer
system is installed. Many companies receiving poor
information assume a computer system will solve
the problem. Obviously, this is not true.
Conclusion
Computers can be used effectively and controlled
properly. They can pay off and, in the case of some
larger companies, may be necessary for the company's survival in the competitive business world.
Computers are fast, but they must be directed to
think. This direction can come only from all management levels with assistance from systems development and programming personnel. Because of the
importance of the computer function, top management should direct its use in profitable areas
and followup its performance. Otherwise, the computer department will be nothing more than a
costly and unprofitable function. If management
paid as much attention to the computer function in
good economic times as they do in bad economic
times, a larger number of computer installations
would be profitable.
❑

"Computers
are fast, but
they must be
directed to
think."

OVERHEAD VARIANCE ANALYSIS AND
CORRECTIVE ACTION
Continued from page 47

SPECIFIC ACTIONS

ported in the first quarter reflected an improvement
of $25 and a further improvement in the second
quarter of $50 or a year -to -date improvement of
$75. The year -to -date actual annualized variances
must be carefully scrutinized by the budget analyst
for items affected by external sources. For example,
the budget may have been adjusted, actuals may
have been adjusted, or other action for which the
department head was not responsible may have
occurred. These items should be omitted from the
report.

Specific controls or corrective action taken on requested items can be listed and described in detail.
Included will be the department number, account
description, corrective action taken, and amount of
improvement. Staff managers and department heads
who have developed a plan of corrective action and
have reduced cost are hereby given credit for their
effort.
The same items reported above may also be presented by area of responsibility noting the number
of items and the amount of improvement for each
area.

ACTION CLASSIFICATION

Conclusion

The responses of items submitted for corrective
action may be classified in the following manner:
a. Control or action taken
b. Overrun prediction
c. No action
d. Budget phasing
e. No reply
Total improvement

2nd qtr.
$10
2
10
20
3

To date
$65
5
20
30
5

$50

$125

Improvements in classifications other than control or action taken should be credited to the corrective action program, if for nothing else simply
for exposure.
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We have developed a method for recording details of overhead budget variance analysis and retaining sufficient documentation to indicate details
of overhead variances reviewed, items questioned,
corrective actions taken, and results achieved. The
intent of documentation required should be that
needed to provide a clear audit trail to causes of
significant overhead variances and the action taken
to correct them. Although the measurement method
described here may not be absolutely accurate or the
savings claimed connected to a specific action taken,
variance improvements would indicate the corrective action program had some bearing on reducing
costs. It also indicates that the highlighting of
specific overruns and exposing them for further visibility has its merits in this program.
❑
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BEHAVIORAL IMPLICATIONS
OF INTERNAL AUDITING
Even though the internal audit function is widely recognized as
a vital element in successful management, it should not be
regarded as an estranged, autonomous activity.

By Jeanne H. Nelson
Internal auditing is a tool of managerial control.
It functions by measuring and evaluating the
effectiveness of other controls. When internal
auditing initially came into use, the audits were of
a limited and well- defined nature. They consisted
primarily in verification of accounts and financial
H. NELSON reports with little thought given to the full range
of services to be derived from such an activity. As
is a Ph.D. candidate
organizations increased in size and complexity, the
in marketing at the
Graduate School
audit function became more complex and, conseof Business, The
quently, more vague. Attempts at clarification led
University of
to recognition of behavioral aspects inherent in a
Alabama. Ms. Nelson
broadened scope of audit endeavors.
received her B.A. and
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Regardless of how broad or narrow the audit
Psychology from
scope, there are behavioral implications in every
Northeast Louisiana
phase of the auditor's work. (The terms "internal
University. The author
auditor"
or "auditor" used hereafter refer to the
expresses her
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bead of the internal auditing department.) As one
invaluable assistance
noted psychologist points out, the direct impact of
and encouragement
every
force and event in the work situation is attribfrom Dr. /. Marion
utable
to the actions of people who comprise the
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organization. The forces and events give rise not
only to individuals but also to the subtle, fleeting
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This article considers the behavioral implications
Chapter.
related to the following selected areas: mental independence, independence of position, responsibility for maintaining discipline, knowledge of goals,
personalitv, ability to cope with conflict, and writing the report.
Attaining Mental Independence
Behavioral forces are influenced by the auditor's
position within the organization. Two fundamental
questions are how much independence is to be
afforded the auditor and to whom should he be
responsible. Some authorities believe the auditor
should be directly answerable to the chief officers
of the firm, because they are the primary users of
his services. Others feel the auditing function is
hest carried out if the auditor reports to the board
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of directors in a manner completely independent
of the executive administration of the organization.
REPORTING TO MANAGEMENT

There are important considerations
in the decision between reporting to management
and reporting to the board of directors. Objectivity,
for instance, may be difficult to achieve in making
an appraisal when the auditor's economic and job
security are controlled by those directly affected by
his appraisal. The auditor may be hesitant in criticizing the activities of management and would
likely view the work under audit in a prejudicial
manner favorable to the particular individual involved.
O BJ E C TIV ITY.

The phenomenon brought about by
the attempt to achieve objectivity is similar to what
has been called the halo effect. The specific behaviors of an individual are judged on the basis of
one's general impression. If the perception is positive, specific actions will receive superior ratings;
while an unfavorable reaction engenders adverse
evaluations' In view of the auditor's dependence
upon the management of the firm, the halo effect
can definitely influence the auditor.
HALO EF F EC T.

D I S S O N A N C E . With
the formation of
favorable impressions, another problem may arise
relating to the function of the auditor. The act of
criticizing management nlav create cognitive dissonance within the auditor. The theory of cognitive
dissonance holds that two cognitions ". .. are in
dissonant relation if, considering these two alone,
the obverse of one element would follow from the
other. "' In other words, dissonance results if the
individual makes an overt response which expresses
an attitude incompatible with actual feelings. The
most common manner for alleviating this state is
for the individual to change the inner attitude so
it is more consistent with the outward behavior. In
this case, changing his attitude toward the chief
executives to an adverse one would likely cause
COG NITIVE

All fo o t n o t e s ap p e a r a t t h e e n d o f t h e a r t ic le .
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While the auditor
is hesitant to be critical and may be somewhat
biased in reporting to the chief executive, the issue
is clouded even further because an auditor must be
effective or risk losing his job. This situation constitutes one of the most common types of simple
approach- avoidance conflicts in the American culture— dependence versus independence! The position has both attracting and repelling qualities. The
auditor is not enthusiastic toward appraisals of the
actions of those upon whom so many of his needs
depend, vet he must be effective in this function
to keep his position secured and therefore insure
the satisfaction of these needs. The appraisal function relies on independence, but the auditor's position is tied to or dependent upon the attitudes of
those being appraised. The auditor has a conflict
between the necessity of perfonning his job and
the anxieties attached to its performance.
AP P R O A C H - A V O I D A N C E C O N F L I C T .

R E S E N T M E N T . The auditor must be able to work
closely with and gain the confidence of those with
whom he works. If other officials of the firm are
bypassed to have directions handed down directly
from the board of directors, resentment against the
auditor and his suggestions could arise. Since
greater cooperation can be achieved by reporting
to management, to overcome any initial resentment
the auditor should convey that his function is one
of aiding rather than critiquing the work of each
department and individual. This attitude may be
communicated more easily and more credibly if
the auditor reports to the administrative level of
the organization.

REPORTING TO THE BOARD

Some authorities feel that the auditor can be
most effective if he reports exclusively to the board
of directors, thus eliminating his responsibility to
his immediate superiors. While this arrangement
would result in greater independence, the question
remains whether the gains from the added independence exceed the costs of attaining it. The
probability of management resentment against the
auditor and his recommendations is one consideration. If bypassed, management is placed in a
secondary position regarding the operations of the
organization. A probable result is an uncooperative
attitude that will tend to spread through the
organization and influence all its members. The
auditor will be considered an outsider to be regarded with suspicion and hostility.
MA N A G E M E N T ACC OU NTIN G /O CTOB ER 1973

Whether top management understands the situation well enough to know what areas require
special attention from the auditor and whether the
time lag in answering this question will reduce
effectiveness must also be considered. Since the
primary function of the internal auditor is managerial control, the effectiveness of the performance of this function could depend upon the
auditor reporting directly to the management group.

"The auditor
must feel unrestricted ..."

Attaining Independence
The concept of independence implies freedom
from personal attachment, freedom from mutuality of interest, and freedom from control by others
The auditor and the auditing staff actually have
no formal independence except as it is assigned
from the person to whom they report. This person
must have the necessary authority, or the independence of the auditor may not be assured.
Independence can be achieved by giving the auditing department an official status or identity apart
from the jurisdiction of any other department in
the organization. Separate identity provides cues
to members of the organization to enable them to
perceive accurately and, therefore, to react appropriately toward the members of the auditing
department.
In addition to status or identity, the ability of
the auditor to maintain perspective while performing work may be a contributing factor in the
achievement of independence. The auditor could
lose perspective with respect to the overall situation
if he overly concerns himself with detail. Loss of
perspective is more probable if the auditor is working in only one area or on one set of policies
where he is likely to be influenced by internal
company matters. Repetition and resulting boredom may cause important information to be overlooked. To avoid the dangers from constant detailed checking, investigations should be performed
only at specified intervals and should be rotated
among the auditing staff. The assignment of an
assistant to the audit of one or two departments
should also be avoided if the assistants are to
retain perspective of the total situation.
s

greater problems for the auditor. It is far more
probable that the auditor would modify his outward behavior so that the dissonant state does not
occur, even though less effective performance may
result. Some studies have pointed out that in resolving cognitive discrepancies, subjects seek not
only the attainment of balance and consistency,
but also the solution that maximizes potential gain
and minimizes potential loss.' Modification in perceptible overt behavior might neither maximize the
potential rewards to the auditor, nor minimize his
loss.

Management Backing and Approval
It must also be obvious to the auditor and to all
company personnel that management supports the
auditing group activities. The pervasive attitude
should be one of encouragement and cooperation
and must be accompanied by prompt action on the
part of management. The auditor must feel unrestricted in making his evaluation and free from
the threat of retaliation. Management may be
hesitant to get involved in a new field and often
is more inclined to follow the familiar path of
minimum effort. Under these conditions the level
of support will not be provided because management lacks an adequate understanding of the functions of the auditor and the wide range of services
he can render. Often this failure of support occurs
when the auditing function is viewed as purely
technical in nature and, therefore, not easily understood by those outside the accounting profession.
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In any subordinate - superior relationship, the subordinate is dependent upon the superior for the
satisfaction of a variety of needs such as job, promotions, and prestige. This dependence can have many
consequences, depending upon how the relationship
is handled.' While the management- auditor relationship should not be that of a superior and a
subordinate, the actions taken by management can
have the same effect if the necessary precautions
are not taken. One of the most important factors in
achieving independence within this relationship is
that the auditor have a sense of security in performing his role. This feeling can occur only when he
knows that he has the genuine approval of the
management group. The security such an atmosphere creates leads to active independence on the
part of the auditor. He develops his skills and
utilizes his abilities more fully. The absence of an
attitude of security and independence leads to an
anxious, threatened feeling on the part of the auditor
and hinders his effectiveness.
Approval from Auditor
A secure feeling by other company personnel is
also necessary if the auditor is to receive their cooperation. Those individuals with whom the auditor
works must know that they have the approval of the
auditor in the sense that he considers them competent in their work. Without it, they, too, will
feel threatened and, consequently, will view the
auditor's actions with suspicion. A suspicious attitude creates problems in maintaining discipline
and high standards of performance as well as effecting resistance to the auditor's efforts!
Maintaining Discipline
The maintenance of effective discipline in the
operations of the company may be properly viewed
as one area of auditor responsibility. In achieving
this end, employees must feel that they have the
willing backing of superiors as they carry out prescribed duties; at the same time, they must know
that deviation or omissions will not be tolerated
without retribution!
For effective discipline as well as a sense of
security, employees must know what is expected of
them. All relevant aspects of the organization must
be made known to each employee. The goals, objectives, policies, rules, and procedures which apply
to each individual or each department should be
fully conveyed. Consequently, employees will be
able to avoid the ineffectiveness of trial- and -error
behavior and the plague of the constant threat of
punishment.
Knowledge of Goals
Knowledge of the goals toward which he is
working is vital to an employee's effectiveness and
efficiency on the job. He will better understand the
direction in which he is moving and, therefore,
tend to be more attentive to his job. He will perform with more energy and turn out better work.ro
Two theories tend to support this viewpoint.
According to expectancy theory, anticipation of
the goal results in an increase in the activity level
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or general excitement level of the individual. This
excitement, then, can be channeled into those
responses which are expected to lead to the goal."
Knowledge of the goals or objectives applicable to
each employee should result in an increase in efficiency and effectiveness.
The Gestalt theory views goals as end - situations
which provide motivation for performance through
the principle of closure. According to the Gestalts,
areas which are closed or complete are more easily
perceived by the individual. If he views a situation
as incomplete, a state of tension occurs which
motivates him toward the completion of the situation by the attainment of the goal. Without a perception of the total situation, the individual is not
aware of the relationship between his actions and
their ultimate purpose. Without the insight provided by knowledge of the goals or objectives
toward which he is working, the individual is not
as effective in his work, because he is working
either mechanically or by trial- and -error 12
From these examples, it becomes clear that the
role of the auditor can be facilitated if all employees
are kept fully informed on all matters which are
relevant to and have an influence upon the performance of their role in the organization. In
many cases, it is the function of the auditor to
provide them with such information.
Personality of the Auditor
Perhaps the most important factor in the determination of the auditor's effectiveness in his job
is not to whom he reports, but how successful he is
in developing a good relationship with his associates. The critical factor may be in the personality
of the auditor and not in the characteristics of his
position or the degree of independence he enjoys.
Those traits which are perhaps most needed in this
position are confidence, objectivity, personal magnetism, and persuasiveness.
CONFIDENCE AND OBJECTIVITY

Apart from the independence created by his
status in the organization, the auditor needs independence or self - confidence in his personality makeup. Independence implies confidence in one's abiland
ities and judgment and, therefore, a strong
the courage to stand firm in one's convictions. It
also implies a certain degree of objectivity.
Prejudice on the part of the auditor can be
identified as arising from three sources: the punishment or reward directly related to his audit conclusions, emotional attitudes or "blind spots" relating
to those being audited, and concern over the resulting punishment or rewards to the person being
audited. Both independence and objectivity are
essential in the auditor's position. If evaluations
and recommendations are made in a hesitant and
subdued manner, management will hesitate to place
confidence in these proposals.
will

"...the
auditor needs
independence . . . "

PERSONAL MAGNETISM AND PERSUASIVENESS

Personal magnetism has been defined as "... the
power to attract to one's self the respect and confidence of other people." 13 The auditor must be able
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to get along with and gain the respect of management and other personnel while making judgments
about their activities. Normally, a coercive or overbearing attitude does not contribute to success in
the long run. However, a willingness to provide
support to company personnel in solving problems
and managing their own areas of responsibility increases the auditor's probability of being able to
constructively influence the behavior of others.
While persuasiveness is defined as the ability of
an individual to induce another to believe or to do
something, the persuasive person can discern relevant from irrelevant facts in a given situation and
marshal and present them convincingly.1 4 The
ability to influence both management and operating
personnel is an important determinant of the ultimate success of the auditing program.
Coping With Conflicts
An auditor has many areas of responsibility, all
dealing with human behavior. If he is checking
compliance with the accounting policies and procedures of the firm, he is interested not only in
employee behavior but also in the effectiveness of
management's attaining objectives. In the verification of financial data, he reflects on the competency
of the accountants and other company personnel.
In making recommendations for changes or improvements, logic and persuasion or a "selling job"
are appropriate. The list is endless. Many of these
activities carry conflicts either within the auditor
or between him and other members of the organization.
Normally, the findings and suggestions provided
by the audit are reported to executives who have
authority to initiate needed action. However, for
relatively inconsequential matters this procedure
may be disregarded and the problem discussed directly with the employee involved. When more
serious problems are under study, one course of
action is to inform management of the nature of
the error and the suggested remedy. Whether or
not the persons directly involved in such reports are
advised of the problem by the auditor or by someone else, the auditor is the acknowledged instigator
of any action taken and becomes subject to criticism.
TEMPORARY SUPPRESSION OF RESPONSE

Punishment generally is regarded as ineffective in
eliminating undesirable responses unless an alternate action is available. Likewise, criticism, a form
of social punishment, may temporarily suppress a
particular behavior. But criticism alone will not
eliminate the unsuitable practice. As an illustration
of the relevancy of this discussion to the audit
function, consider an auditor's criticism of the
practice of allowing the bookkeeper in a small
office to both sign checks and reconcile bank accounts. Unless the auditor provides an equally
compatible alternate procedure and explains the
control and operational advantages of the new
procedure, he can expect a range of responses from
grudging compliance to outright sabotage. In any
case the effect is negative.
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CONDITIONING OF FEAR

The employee whose work is criticized, however
indirectly, may react in still another manner.
Through the process of "classical conditioning,"
the person responsible for the criticism may come
to be disliked and feared by the person being
criticized. Classical conditioning is learning in
which a previously neutral stimulus is paired a
number of times with an unconditioned stimulus,
so that eventually the neutral stimulus comes to
elicit the unconditioned response when presented
alone. In this case there is a conditioned emotional
response. What occurs is that the neutral or conditioning stimulus (the auditor) is paired a number
of times with the unconditioned stimulus (the
criticism presented by the auditor) so that eventually the auditor elicits the fear response merely
by his presence or by the thought of him. In this
case the conditioned response, fear, occurs prior to
the presentation of the unconditioned stimulus,
and is therefore called an anticipatory conditioned
.15
response

"Many of these
activities carry
conflicts ..."

ANTICIPATORY REACTION

The employee may have certain psychological
responses resulting from the knowledge that his
work will be checked from time to time. An anticipatory conditioned emotional response, such as
fear, could then become the stimulus for other
anticipatory responses by the employee. Because of
the repetitiveness of much of the work in an organization, there is a tendency for its handling to
become mechanical and for the employee to become less conscientious or alert. As the audit comes
to be an expected occurrence, fear is aroused and
evokes an anticipatory reaction on the part of the
employee.
There is some indication that an anticipatory
reaction will kindle a comparison of a worker's behavior with what he believes to be the set of judging criteria used by the auditor. These criteria
usually are inferred from previous audits. The
comparison causes modifications in behavior where
differences are believed to exist. The effect is that
any suggestions which are expected, based upon this
reaction, will be acted upon before the audit takes
place.1 6 The actual performance of the audit should,
therefore, provide reinforcement for the anticipatory
reaction if the result is a reduction of fear or
criticism.
The actual audit
may be carried out either on a fixed or a variable
periodic basis. These schedules will affect the anticipatory behavior of those being audited in different ways. When the auditing occurs periodically,
rather than on a continuous basis, this is intermittent or partial reinforcement. If it occurs, for example, every six months, this is a fixed - interval
schedule of reinforcement. This type of schedule
usually results in an absence of the anticipatory
reaction at the beginning of the non - reinforcement
period, followed by an acceleration of the response
as reinforcement approaches. If the audit occurs on
a variable - interval schedule, such as after every three
SCHEDULES OF RE I N FORCE ME N T .
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months, four months, and five months, the anticipatory response remains stable at a constant rate
over each i n t e r v a l . 1 7

must be
PERIODIC

considered."

REINFOR CEMENT OF

A N TI C I P A TO R Y REA C-

TION. The anticipatory response cannot be expected
to continue for an extended period of time unless
the conditioned stimulus, the auditor, is occasionally accompanied by the original or unconditioned
stimulus, the criticism. In the case of classical conditioning, the unconditioned stimulus must be presented periodically with the conditioned stimulus
to reinforce and maintain the unconditioned response. Since the fear response becomes the unconditioned stimulus in setting up the anticipatory
reaction, the fear response must be maintained.
While the consequent behavior of the employee
tends away from fear - producing situations, to the
extent that the correct set of criteria is affected and
the employee is reinforced, such behavior gradually
will disappear if the auditor no longer reinforces
the reaction. As the criticism and, consequently, the
fear disappears, the anticipatory reaction will also
disappear until this emotion is again evoked from
the audit.
In all likelihood the employee occasionally will
misjudge in his comparison of criteria and, as a
result, will draw criticism from the auditor. Yet
even in this way the employee actually maintains
a more efficient level of performance than would
occur without the anticipatory reaction. Therefore,
it may be advisable for the auditor to be capable
of arousing some level of fear in those he audits, so
that such responses can be initiated and maintained. However, any detrimental effects resulting
fr om t h e th r e a t e n e d fe e l i n g o f t h e e m p l o y e e wo u l d

be of such a nature as will be most understandable
to the particular officer receiving it if effective action is the auditor's purpose. Irrelevant information
and compilations of figures only complicate the
matter. A person cannot be expected to act, much
less act enthusiastically, on information he must
decipher to understand. And he cannot be expected
to react to the sender of such information without
resentment. The response to the auditor's recommendations not only depends upon the penalties or
rewards attached to the response, but also to the
relationship between the auditor and the receiver.

Conclusion
Even though the internal audit function is widely
recognized as a vital element in successful management, it should not be regarded as an estranged,
autonomous activity. Internal auditing, as part of
the management team, requires proper linkage,
synchronization, and lubrication if it is expected to
contribute materially to the forward motion of
business operation. As in any teamwork situation,
the consistent winner combines talent, skill, and
motivation in the most advantageous mix. Understanding the human behavioral aspects and implications of the internal audit process is the first
step toward winning the race.
' D o u g l a s M c G r e g o r , Leaders hip and Mo t iv at io n , Massach u setts
In st it u t e of Tec h n o lo gy , C a m b r id g e , Mass ., 1966, p . 50.
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.
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have to be weighed against these gains.
W riting the Report
As the auditor prepares his report, the human
element again must be considered. Unmerited censure or praise should be avoided. Instead, the facts
should be presented in a manner relevant to the
executive and the consequent action should be left
to his discretion. The content of each report should

13 L y m a n W . P o r t e r a n d E d w a r d E . L a w le r , I I I , M a n a g e r ia l At ti tudes and Perform anc e, Ric h a r d D . I r w in I n c ., Ho m e wo o d , III.,
1968, P. 10.
14 Er n e st R . H ilg a r d a n d Go r d o n H . Bo w er , Theor ies of L earn ing,
th ir d ed itio n , Ap p let o n - Century- Crofts, Ne w Yo r k , 1966, p p .
235 -257.
1 1 Elm o r e Pete rsen an d G r o s v e n o r E . Plo w m a n , Busi ness Or g an iz atio n a n d Ma n a g e m e n t , fo u rt h ed i tion , R ic h a r d D . I r w in , H o m e w ood, Ill., 1958, p. 60.

" Ibid. , p. 62.
n Mo r ga n a nd Ki ng, O p . Cit., p. 247.

Swap, Anyone?
NAA has received a number of requests from new library
subscribers for copies of the January 1973 issue of MANAGEMENT ACCOUNTING, which is now out of print. Reprinting of
that issue is not feasible because of the prohibitively high
costs for the small supply needed. So ... we are appealing to
you, the reader. If you have a copy of the January 1973 issue
Of M A N A G E M E N T A C C O U N T I N G in good condition and would
like to swap it for any NAA Accounting Practice Report,
please send the issue to the Managing Editor and indicate
vour choice of the APR desired in exchange.
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LETTERS
Continued from page 8
I confess that we are not completely qualified nor do we use
elaborate means to measure personnel behavior, but "the proof
of the pudding is in the eating." The records that are legible,
free of errors, neat, orderly, and contain concise explanations
are, as a rule, a reflection of a person who is contributing to the
goals of the company. The value of this person may not appear
as a single item in the balance sheet, but, nevertheless, it is
there.

What you need
•
is some
WIS -ful
thinking!
I�

Thaddeus J. Schultz
San Juan Chapter

I�

Santurce, Puerto Rico
With the most efficient, dependable, fast, and accu-

Purchasing a Computer
Mr. Thomas A. Sabol's article, "Purchasing a Computer,"
MANAGEMENT

A C C O U N T I N G , October 1972, well pointed out
the intangible problems associated with buying a computer.
However, I am not convinced that a feasibility study conducted
by knowledgeable CPAs is necessary to save a client from falling victim to a fast - talking computer salesman.
Generally speaking, I am not sure that professional computer
salesmen subscribe to the school of caveat emptor as suggested in Mr. Sabol's article, and his article does not adequately
support this implication.
In particular, Mr. Sabol cites one survey of 100 small business which had installed computer systems: 49 of t he companies performed a feasibility study prior to installation and 51
did not, but 63 percent of the companies surveyed expressed at
least some disillusionment with their choice. I feel it is important to know:

1. How many of the 63 companies conducted a feasibility
study and how ma ny did not? Also, who conducted each
of the related feasibility studies?
2. What were the reasons given for disillusionment?
In summary, if it turns out that small businesses are generally as satisfied with a computer salesmen's recommendations as
they are with a CPA's, then why hire a CPA to con duct a
feasibility study?
Terry J. Bell
Minneapolis Northstar Chapter

White Bear Lake, Minn.
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and especially enjoyed Mr. Half's style. It was so very different
from the style normally found in a technical journal. While
the entire article is filled with very worthwhile advice, one
particular section, regarding an employee who had another job
offer, caught my attention. Mr. Half suggests that the manager
should not attempt to retain the employee either through
meeting or exceeding the outside offer. He reasons that the
employee is going to leave anyway even if the manager were to
meet the requirements of the second job offer.
Wh e n an unhappy employee pulls this type of "hold -up,"
he has already been lost and meeting his requirements only
postpones the inevitable. The best remedy for this situation is
to take all possible steps to keep employees in a pleasant job
situation with decent merit raises initiated by the manager.
Don't wait for the employee to act.
Richard G. Roberts, Jr.
Controller
GTS Cor p.

Manager Should Not Attempt to Retain Employee
Congratulations on the article by Mr. Robert Half, titled
"Gamesmanship in Salary Management," in the March issue
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t h e a rt ic le ve ry m u c h

New Orleans, La.
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Books

FOR THE MANAGEMENT ACCOUNTANT

A guide for those who have the responsibility of preparing
statements to present to lending organizations, it provides step
Functions, Techniques, and Skills
by step explanations of how to develop forecasts of operations,
M. Gene Newport
related cash flows, pro -forma balance sheets, and estimated borAddison - Wesley Publishing Co. Inc., Reading, Mass. 01867, rowing requirements suited to the bankers' needs.
THE TOOLS OF MANAGING;

1972,193 pp., paperbound,$4.95.

This book contains an exploration of the fundamental concepts
of management and its tools. It covers the areas of planning,
organization, control, communication, motivation, and social
responsibilities, and gives brief reference to accounting for
human assets.

FINANCIAL PLANNING AND MANAGEMENT
A Budgetary Approach
Donald E. Vaughn, Richard L. Norgaard and Hite Bennett
Goodyear Publishing Co., Inc., 15115 Sunset Blvd., Pacific
Palisades, Calif. 90272, 1972, 514pp., clothbound,$12.95.

MANPOWER PLANNING AND PROGRAMMING
Elmer H. Burack and James W. Walker, Editors
Allyn and Bacon, Inc., 470 Atlantic Ave., Boston, Mass. 02210,
1972, 452 pp., clothbound,$11.95.
The authors describe in detail, within the context of technological, social and economic change, approaches for manpower planning and programming in large organizations. They
provide both a comprehensive conceptual perspective and
specific details on the emerging manpower planning function.

The authors provide a broad approach to the subject of capital
budgeting. From a discussion of organizational plans in Chapter
One they review evaluation techniques, describe working capital
requirements, the cost of capital and the allocation of resources
to operating division to promote growth and control capital expenditure.

COMPANY PROSPECTUSES: THE
ACCOUNTANT'S ROLE
The Institute of Chartered Accountants of Scotland

THE QUANTIFICATION OF CONCERN
Some Aspects of Social Accounting

The Accountants' Publishing Co. Ltd., 27 Queen St., Edinburgh 2,Scotland, 1970, 85 pp., paperbound, U.K. price, £.1.50.

Eli Goldston
Columbia University Press, 562 W. 113 St., New York, N.Y.

An authoritative guide for those filing prospectuses in the British Isles. A comparison with the U.S. and Canada is included.

10025, 1972,76 pp., clothbound,$4.50.

The author provides a basis for understanding social trends and
explains corporate profit goals. He outlines the accounting
procedures suited to provide socially desired corporate behavior.

OBJECTIVES AND CONCEPTS OF

FINANCIAL STATEMENTS
Accounting Research Study No. 3
W. John Kenley and George J. Staubus
Accountancy Research Foundation, 49 Exhibition St., Melbourne, Vic. 3000,Australia, 1972, 106 pp., paperbound, $3.50.
This study has two purposes: to identify the objectives of preparing published financial statements along with the most commonly accepted guidelines, and to suggest alternative objectives
and guidelines to the profession.

HOW TO WIN PROFITS AND INFLUENCE BANKERS
The Art of Practical Projecting
Richard C. Belew
Van Nostrand Reinhold Co., 450 W. 33 St., New York, N.Y.
10001,1973,176 pp.,clothbound, $19.95.
58

FINANCIAL REPORTING IN THE EXTRACTIVE
INDUSTRIES: AN AUSTRALIAN SURVEY
Roy Lourens and Susan Henderson
Australian Society of Accountants, 49 Exhibition St., Melbourne 3000, Victoria, Australia, 1972,82 pp., papercover, $3.00.
This research study was financed partly by a grant from the
Australian Society of Accountants and partly by 14 Australian
companies. It provides a summary of accounting practices presently used by the Australian extractive industries.

A GUIDE TO CAPITAL EXPENDITURE ANALYSIS
Moustafa H. Abdelsamad
Amacom, a Division of American Management Assn., 135 W.
50 St., New York, N.Y. 10020, 1972, 334 pp., clothbound,
$21.95, Members: $18.75.
Based in part on the author's doctoral dissertation at George
Washington University, the book provides a survey of current
practice in capital expenditure analysis. The survey was drawn
from reponses to 200 questionnaires from members of the 1968
Fortune directory of largest companies and from executive interviews.
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NAA ESTABLISHES
STUDENT MEMBERSHIPS
Under a new policy the Association will admit college students
to full membership status at a reduced rate.

will

For the first time, the Association has established a
special classification of membership for full -time
college students. The new policy was approved by
the NAA Board of Directors earlier this year and
became effective on July 1, 1973.
Under the policy, students
be permitted
to join the Association at a reduced rate, in recognition of their nonemployment in the job market.
The only requirements for such memberships are
that the student must be carrying a minimum of
12 credit hours and that he must obtain a faculty
member's signature on the application form submitted to the NAA office.
The cost to the student is $10.00 per year, about
the price of a good textbook. For this amount, the
student will receive —like regular members -12
monthly issues Of MANAGEMENT ACCOUNTING and
all new NAA research publications, either free or at
a special low member rate.
In addition, the student will have access to the
facilities of the NAA library and the technical inquiry service. These two unique sources of reference
and information can be very valuable to the student
working on a project or term paper.
Under this new program, students have the option to affiliate with the local NAA chapter. This
opportunity enables students to take advantage of
all the chapter services and activities, including attending the regular technical meetings, participating
in seminars, and writing manuscripts. They can also
take advantage of the chapter employment service.
Th e local chapter in turn will derive benefits.
From a financial point of view, the chapter will
receive 25 percent of the student membership fee
for every student who affiliates. More importantly,
the student membership creates a new instrument
with which to build a strong relationship between
the business and academic communities.
The new program marks a major effort by the
Association to build ties with business and accounting students before they graduate, according to
MANAGEMENT ACCOUNTING /OCTOBER 1973

Executive Director William M. Young, Jr. "Most
of our current members joined the Association after
working in the field for a number of years following
graduation," he pointed out. "But the Association
can be most valuable just at the stage when a man
or woman is starting out. The people he meets at
chapter meetings, the speakers and the experiences
he gains through participation in NAA activities —
all can be determining factors in a young accountant's career. We believe if we introduce the Association to a student even before he enters the field,
we are providing him opportunities at a critical
time. For example, if, after graduation, he feels the
need for more specialized knowledge in the field
of management accounting, then he can establish
the Certificate in Management Accounting as his
next educational goal."
The practical information that students can obtain from attending chapter technical meetings and
talking with other members working in the profession can offer a valuable balance to the theory
of classroom teaching. Moreover, students who do
affiliate with a local chapter of the Association will
find that entry into the field is much easier because
of the knowledge and experience they have gained
in the chapter and Association.
Many chapters will establish projects aimed at informing accounting students of the membership.
Working with accounting and business faculty, advisors, accounting clubs and fraternities, NAA chapters can familiarize the academic community with
the opportunities offered by the new membership
policy. One way to introduce the policy in the local
area is to invite students to attend a chapter meeting.
Th e accounting and business student of today
is next year's business manager and executive. Help.
ing him along in his career through a student membership now will increase his interest in the field
and greatly contribute to his desire to remain
in it.
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THE PRESIDENT'S MESSAGE

ROBERT BEYER

As a tool for education, self- advancement and research in accounting, the Association accomplished a number of significant things during my
term. Some programs were successfully launched;
others are in the formative stages.
I am proud that the Certificate in Management
Accounting is a reality today. After years of discussion and hard work, the first examination was
held and more than 400 people took one or more
parts of the examination. From the response that
the Association has received, it is obvious the concept of formalizing the body of knowledge used in
management accounting was long overdue.
The Management Accounting Practices Committee, on which I had the pleasure of serving before
my election to the presidency, has published a
number of excellent statements. To mention only
one, the paper on interim financial reporting received praise and support in financial and business
circles. The Committee is also doing important
work in cooperation with the Cost Accounting
Standards Board and the Financial Accounting
Standards Board, although these efforts are not
as visible as the published statements.
In regard to the FASB, I am gratified that members seem to be responding well to solicitations
for financial support to the Board. It is in the
interest of us all that the top standards - making
body in the accounting field remains in the private
sector.
One of my major interests has been in the
area of social accounting, so I am particularly
pleased that the Committee on Accounting for
Corporate Social Performance —a new committee
—is progressing. This committee is still in the early
stage of its work but I believe its activities will
ultimately establish the Association as a pioneer
in the area of social responsibilities of business.
Members' social concern and desire to help in
their area of expertise have been given an excellent outlet in the Socio- Economic Program. Our
Association is making a stunning demonstration of
how much can be achieved in this area, thanks to
the initiative and willingness of members to participate. It reaffirms the inherent wisdom in our
tradition of voluntaryism.
In short, the activities I have summarized and
others that are mentioned in this Annual Report
are giving your Association a new, dynamic image.
All of these activities were the product of many
people's effort and, of course, we can't mention
all of them. But I do want to express my sincerest
gratitude to the people who have substituted for
me during my illness — namely, the past national
presidents, my fellow outstanding class of 1972 -73,
the executive committee, and the other past national officers.

ROBERT BEYER
President, 1972 -73
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PLANNING
Recent changes in the Association's activities have
made it necessary to revise the Constitution and
By -Laws. Taking up the project, the Committee on
Planning broke it down into two parts. The initial
phase was completed when the proposed amendments to the Constitution were approved by the
Board of Directors and subsequently submitted to
the membership for a vote. The second phase —
the amendment of the By- Laws —is an ongoing
project for the 1973 -74 committee.
In summary, the proposed amendments would
give the Board of Directors more flexibility in
scheduling the Annual Meeting and permit, if
desired, a mail vote on the annual election of
officers and directors. A proposed addition to the
purposes of the Association states that one objective is to recognize educational attainment and
professional competence of management accountants, a purpose implied but not specifically enumerated in the current Constitution. This change
was made in light of the establishment of the
Certificate in Management Accounting program.
Other changes would clarify an article of the
Constitution and revise the procedure for amending the Constitution and By -Laws. Under this proposal, it would no longer be necessary to submit
a proposed amendment to the entire membership
—after the Board of Directors unanimously voted
it down.
These revisions were published in the September issue of MANAGEMENT ACCOUNTING. If a
majority of those members voting approve them,
the revisions will become part of the Constitution.
The Committee discussed a permanent location
for the Institute of Management Accounting, proposed changes to the format of the Annual Conference and made recommendations for the eventual rescheduling of some of the functions held
at the Annual Conference. Two other areas that
engaged its attention were the decline in membership and the need for more fruitful promotion of
the LEAP program.

rr

Charter for Northeast Suburban
Philadelphia is presented to Chapter's
President-elect John F. Whiteley by NAA
Vice President Vernon C. Quarles (right).
Philadelphia Chapter President Robert R.
Meyer looks on.
in a three -year span were major factors in the
membership decline. The analysis showed, however, that these factors had very little effect on
the chapters' performance on acquisition of new
members. Where the slippage has occurred is in
the retention area.
Working with the staff, the Committee on
Membership discussed a number of actions to
improve both membership retention and membership acquisition. These recommendations include
shortening the billing period but holding the
warning -of- termination list for two months to
compensate for the large number of members
who do not get their checks in on time. The staff
plans to send key prospects complimentary copies
of MANAGEMENT ACCOUNTING, hold regional
seminars for chapter membership directors, prepare additional promotional material to help
chapter recruitment in selected areas, and devise
new efforts to encourage more participation by
existing members to help retention rates.

Student Membership
MEMBERSHIP AND CHAPTER
GROWTH
The Association suffered another decline in number of members, during the year. There are some
rays of sunshine on the horizon, however. Where
the rate of membership loss at the end of fiscal
year 1972 was approximately seven percent; at the
end of June 30, 1973, the membership declined
only 2.4 percent —an indication that the adverse
trend is bottoming out.
Moreover, approximately 1,500 more new members were elected to the Association in 1972 -73
than were elected a year ago. The Committee
on Membership also noted that the resignations
were below last year's figures, but that "we are
still in the red."
A Committee analysis indicated that two dues
increases, continuing inflation and one recession
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In a significant action, the Association moved
to open its rolls for the first time to students.
Effective July 1, 1973, students may become members of the Association at a reduced rate of $10
a year. This membership includes chapter affiliation if desired. The only restrictions attached by
the Board of Directors are the provisions that the
student must carry a minimum of 12 hours, or
the equivalent, a semester and that a faculty member's signature must be secured.
Chapters will benefit because for each student
who affiliates with a chapter, a rebate of $2.50
will be made. Student memberships, however, will
not affect the chapter competition in any way.
For a number of years NAA has encouraged
student interest in accounting, most recently
through the Student Publication Service. With
establishment of a full membership category
for accounting students, NAA has created an in63
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Luis C. Diaz (left), president of the
Philippine Chapter, receives charter from
William M. Young, Jr., NAA Executive
Director, and Mrs. Young.

San Jose President Charles R. Leone
(center) accepts the Carter Trophy and
9th place banner from J. G. Underwood
(left), NAA past president, and Wade B.
Salisbury, chairman of Chapter Operations
Committee.

strument with which to build a stronger relationship between the business and academic communities. The action also potentially broadens the
reach and impact of all Association programs.
Far East Expansion
A substantial impetus to membership growth
is achieved through the formation of new chapters.
During 1972 -73, 13 new chapters were chartered
by the Association —two of them "firsts" in the
Far East. The names of the chapters and their
charter dates are:

On June 30, 1973, there were 294 chapters and
64,780 members in the Association. It is believed
that this record number of chapters which form
a broader base for the Association will lead to a
record number of members affiliated with NAA.

CHAPTER OPERATIONS
Within the framework of the NAA chapter competition, the month -to -month routine operation of
chapters is conducted. The Committee on Chapter
Operations has as its responsibility continuing review of this area of Association activities and the
responsibility to make recommendations for improvements or revisions.
Much of its activity is directed toward the rules
of the competition which are designed to create
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James C. Caldwell (center), president of
the Lubbock Area Chapter, accepts the
I. Wayne Keller Trophy.
incentives for chapters to carry out designated
activities for the benefit of the chapter membership. Following is a sample of significant actions of
the Committee on Chapter Operations.
*To provide additional incentives for meeting
attendance, the Committee recommended, and
the NAA Board approved, the awarding of a bonus
to those chapters which consistently record good
attendance.

October 1, 1972 — Philippine
October 1, 1972—Turin (Italy)
October 1, 1972—Tokyo (Japan)
December 1, 1972 —Delmarva (Delaware Maryland- Virginia)
January 1, 1973 –Suisse Romande (Switzerland)
February 1, 1973— Eastern Carolina
April 1, 1973—Northeast Suburban Philadelphia
April 1, 1973 —Swiss
June 1, 1973 — Northwestern Ohio
June 1, 1973— Northwest Suburban Chicago
June 1, 1973—San Diego County -East
June 1, 1973 —Ventura County (Calif.)
July 1, 1973—Palm Beach County (Fla.)

*To improve the timing and quality of the
educational planning in the Professional Development area, additional credit was made available.
The revised credit allocation will also encourage
chapters to effectively conduct additional courses
and seminars.
* Credit has been allocated for the submission
of the names of the appointed chapter auditors
prior to the close of the chapter year.
* Credit was revised on manuscript submissions
to make this area more equitable for all chapters.
* To encourage chapters to submit quarterly
reports on socio- economic activities, credit of 10
points was added, effective with the 1974 -75 year.
In other actions, the Operations Committee and
the National Board approved the withdrawal of
charters of the Cumberland Area and Jersey City Hudson Chapters because of lack of support and
M AN AG E M E N T ACC OUN TIN G /OC TOB ER 1973

On behalf of Waterloo -Cedar Falls Chapter,
NAA Vice President Warren W. Byrne
accepts Keller Trophy won in 1972 -73.
leadership in both areas. Current members of
those chapters were transferred to neighboring
chapters or to ELA status, according to their choice.
With few exceptions, the NAA chapters continue
to conduct operations efficiently and effectively.
The competition is the primary reason why chapter
operations are so successful.
International Chapters
The NAA international family grew a little more,
with four new chapters chartered in the fiscal
year. There are now 15 international chapters,
eight of them in Latin America, five in Europe and
two in the Far East.
Because of internal unrest in Chile, Santiago
Chapter was forced to suspend operations. The
continued translation of articles into other languages, and other benefits under consideration for
international chapters, should spur the growth of
both chapters and members outside the United
States.

EDUCATIONAL ACTIVITIES
The Association's educational division now encompasses a wide range of programs for the professional development of members. They run the
gamut from the nationwide Continuing Education
Program to local LEAP and In -House educational
programs; from technical information services
headquartered at the NAA office in New York to
an ongoing research program.
The most widely known NAA educational effort
is the Continuing Education Program (CEP) which
is held in major cities every year. Both the Fall
and Spring programs showed results which were
over budget by approximately ten percent as measured in terms of number of participants and man days. It is significant these results were achieved
even though the cost - per -day of the courses was
increased. Because of an apparent decline in interest, however, the seminar programs were cancelled.
MANAGEMENT ACCOUNTING /OCTOBER 1973

First NAA In -House CEP Programs were
conducted during 1972 -73. Here's one held
at Savannah Foods & Industries.
Two new courses were added to the program
held in Chicago in the Spring and both were well
received. The courses are "Human Resource Management and Accounting" and "Management by
Objectives for the Financial Manager."
In -House CEP
This year NAA began conducting In -House CEP
programs on the actual plant site of corporations
desiring such instruction. The reception accorded
this new program exceeded budget expectations.
Nine programs were conducted for accounting
firms, industry, government and educational institutions. Four programs were conducted for one
corporation alone, which would indicate that industry is initially pleased with the program.
As established, the program is carried out by
professional instructors from both the staff and
universities. The In -House CEP program has been
publicized in a mailing to the American Society
of Training Directors, in the latest Continuing
Education brochure, and in MANAGEMENT ACCOUNTING. As a supplement to the CEP program,
it extends the coverage of the educational effort
to more organizations and more managers than
ever before.
Extended Discussion Outlines
In support of chapter professional development,
the Association has developed and made available
15 discussion outlines called Extended Discussion
Outlines. Designed as a means for chapter members to discuss technical topics, the outlines include questions, some exhibit material and reading
references. The outlines are meant to provide
enough material so that chapters can satisfy the
requirement that in order to qualify for Professional Development credit, seminars and courses must
have a duration of at least one hour per session
and three hours per subject.
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1972 -73. Some 410 candidates sat for the examina-

Scenes like the one above were duplicated
throughout the country as first examination
for Certificate in Management Accounting
was held in December 1972.
Local Education Activities Program
The number of LEAP workbooks sold and
courses conducted has declined, causing a drop
for the first time since 1967 -68 in the total results
of the combined educational programs. Intensive
efforts will be made to revive interest in the program; at the same time new LEAP materials will
be added and disseminated as they are prepared.
A new course, "Using Accounting Information for
Pricing Policies and Decisions" was recently conducted by the Texas Council with good results.

RESEARCH
Defense Contract Costing: The State of the Art by
James Bullock was published in 1972. Several research projects are nearing completion and at least
two will be published during 1973 -74 as Books for
the Management Accountant. Human Resource
Accounting: Past, Present and Future by Research
Director Steve Landekich and Edwin H. Caplan,
professor of accounting at the University of New
Mexico, will be published this Fall.
Other projects nearing publication are Some
Behavioral Effects of Participative Budgeting, Accounting Practice Reports: Speeding Up Interim
Closings and Reports, and Accounting for Supplies.
A study on Financial Planning and Modeling is
still in the development stage.
Two new projects were undertaken by the Research Department under the direction of the
Committee on Research. A project on Business
Decision Models will be conducted in cooperation
with the Society of Industrial Accountants of
Canada. A study design is being developed for a
project called Labor Cost and Performance.

INSTITUTE OF MANAGEMENT
ACCOUNTING
The Certificate in Management Accounting was
successfully launched by the Association during
Be

tion in December at sites throughout the country,
and 61 out of 285 who sat for the full examination
successfully passed all five parts. Thirteen of the
61 were awarded Certificates of Distinguished Performance at the Annual Meeting for attaining the
highest grades in the examinations.
Three candidates were presented the Robert
Beyer Gold, Silver and Bronze Medals for achieving, respectively, the highest, second highest and
third highest grades. They are Robert F. Garland,
Gold Medal; Ronald J. Huefner, Silver Medal, and
Gary A. Luoma, Bronze Medal.
The examinations were administered by the
Institute of Management Accounting which is governed by a nine - member Board of Regents. The
chairman of the Board of Regents announced that
the next examination will be given December 51
6 and 7, 1973, in about 25 locations throughout
the country.
The Board appointed two new subcommittees
of the Institute, one of which will work with the
NAA staff and its PR counsel on publicity for the
program, and the other will work with the Committee on Education to coordinate work on the
requirement of continuing education for holders
of the Certificate.
The Board discussed a site for the Institute
of Management Accounting, considering a number
of locations. In selecting a site, it adhered to these
criteria: access to adequate grading resources,
regular contact of the professional members of the
Institute with persons active in the several fields
covered by the examination, access to an airport
with regular flights between major U.S. cities and
desirability of the location as a place to live from
the point of view of the professional staff.
The trustees agreed that Ann Arbor, Mich., would
be the best site for the Institute at this time. The
NAA Board of Directors subsequently approved a
motion that Ann Arbor be the site of the Institute,
that the address at Ann Arbor be the Institute
address and that the Institute not be located at a
university campus.

MANAGEMENT ACCOUNTING
PRACTICES
This year marked the adoption by the Management Accounting Practices Committee of a series
of official statements, "Statements on Management Accounting Practices by the National Association of Accountants." These statements, which
provide guidelines to the Association membership
on management accounting subjects, are being
printed in a booklet format and supplied in single
copies to members free upon request. "Concepts
for Contract Costing," "Guidelines for Interim Financial Reporting," and "Financial Reporting by
Diversified Companies" are statements approved
in the prior year and represent Statements number
1 through 3 in the series. Statement No. 4 "Fixed
Asset Accounting: The Capitalization of Costs,"
was approved and published in the January 1973
issue of MANAGEMENT ACCOUNTING, having
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appeared in preliminary form in the July 1972
issue as "The Capitalization of Costs as Opposed
to Charging the Cost Off as an Expense."
A report on Statement No. 5, "Criteria for Make or -Buy Decisions," appeared in MANAGEMENT
ACCOUNTING in September 1973. The MAP Committee Statement of Objectives appears elsewhere
in this issue.
The Committee represented NAA in responding
to a Securities and Exchange Commission study on
the use of forecast information with statements
filed with the Commission. MAP submitted a written position paper to the SEC (which was published in the February 1973 issue of this magazine)
and a Committee member, Dudley E. Browne,
gave oral testimony at the open hearings.
One of MAP's subcommittees, the Subcommittee
for Responses to the Cost Accounting Standards
Board, submitted formal comments to the CASB
on exposure drafts of proposed Cost Accounting
Standards or other statements of position. Among
those subjects covered by subcommittee responses
were "Capitalization of Tangible Assets," "Allocation of Home Office Expenses to Segments," "Depreciation of Tangible Capital Assets," "Inventory
Pricing," "Unallowable Costs," and "Cost Accounting Period." An article covering MAP's role vis-a vis the CASB appeared in the August 1973 issue
of MANAGEMENT ACCOUNTING.
In other actions, the MAP Committee continued
to carry out its obligation to express NAA's official
position on relevant accounting matters by responding to positions taken by other organizations.
The Committee sent its comments to the SEC
on proposed amendments to its Regulation S -X
concerning disclosure of cash and cash items,
significant accounting policies, and tax expense.
A letter was sent to the Internal Revenue Service
expressing a dissenting opinion with respect to
the proposed rules which would require the use
of the full- absorption method of inventory costing.
To assist the American Institute of CPAs in
accounting rule- making, the MAP Committee submitted written comments on exposure drafts
currently being considered by the Accounting
Principles Board. Included among them were "Accounting for Non - Monetary Transactions" and
"Reporting the Effects of Extraordinary Events and
Transactions."
To provide direct lines of communications between the newly created Financial Accounting
Standards Board and supporting organizations,
Arthur L. Litke, a member of FASB, was appointed
an ex- officio member of the Committee.
Another new development this year was the
creation of the MAP Newsletter, which is distributed to the full membership and is designed to
provide current information about MAP Committee activities. It will be issued on an as- needed
basis.
Through its subcommittees, the MAP Committee
has other projects currently in progress on depreciation accounting, accounting for research and
development costs, accounting terminology, and
inventory measurement. A discussion draft, "GuideMANAGEMENT ACCOUNTING /OCTOBER 1973

Part of the audience at a general session of
the Annual International Conference in Dallas.
lines for Inventory Valuation," was published
earlier this year.

CONFERENCES
A new site for the Annual Conference — Dallas,
Texas —drew hundreds of members and their
families to make the 1973 Annual Conference
a rousing success. Continuing the policy of making
this event self- supporting, the Association recovered a little more than it spent in holding
the Conference. Attendance at the Conference at
its height reached 2,250 people.
Regional conferences in Richmond, Va., and
Scottsdale, Ariz., were well conducted and well
attended by area accountants.

PUBLICATIONS
Effective with the July issue of MANAGEMENT ACCOUNTING, printing for the Association's monthly
magazine was transferred to the Lancaster, Pa.,
plant of Donnelley Printing Co. The move was
taken to improve service and step up the mailing
date of the magazine to the first day of the month
rather than the tenth as in the old contract.
During the year advertising in the magazine
grew 20 percent from the 1971 -72 level. The Committee on Publications is aiming for a 30 percent
increase for the 1973 -74 year. A new advertising
brochure was designed and printed to help the
magazine's ad representatives to boost sales.
During the Association year, library subscriptions to MANAGEMENT ACCOUNTING rose 24
percent. One reason for this gain is that the NAA
Board of Directors changed its policy to permit
business libraries to subscribe to the magazine.
Plans to publish collections of articles dealing
with specific topics drawn from MANAGEMENT
ACCOUNTING are going forward. The first such
collection will be on "Management Accounting
in Multi- National Corporations." Other topics are
being considered for this series.
Nine research reports were reprinted and a
standard format adopted for all future reprints
of research reports. Future reprints will have a soft
back with coated paper covers.
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PUBLIC RELATIONS

SOCIO- ECONOMIC PROGRAM

The Socio- Economic Program and the Certificate
in Management Accounting Program generated
substantial publicity for the Association in leading
financial and accounting publications. For example, a half -page article on the Socio- Economic
Program appeared in the July 1973 issue of Nation's Business, a monthly publication of the U.S.
Chamber of Commerce.
Titled "'Barn Raisings' for Minority Entrepreneurs," the article quotes Executive Director William M. Young, Jr., as saying: "Our objective is
to teach these businessmen how to set up a workable accounting system rather than do it for them.
They are reluctant at the start to accept our help.
But once they see what it does for their businesses
they're completely sold."
The Association's public relations counsel also
arranged for a series of luncheons between Mr.
Young and columnists and writers from United
Features Syndicate, New York Times, United Press,
Wall Street Journal and others. Not only has the
Association received increased mention as a result, but it is clear that NAA is now a "visible"
organization in editorial offices, as compared to
our relative anonymity before.
Other promotion and publicity activities carried
out under the direction of the Committee on Public Relations were a special promotion of the CEP
program, development of a new folder on the
insurance program and an effort directed toward
advising special audiences about the Certificate in
Management Accounting and the first examination
in December 1972.

Thanks to the willingness of members to donate
time and effort to help disadvantaged businessmen
get started, the Socio- Economic Program had an
outstanding year. One reflection of its success was
the presentation of the 1973 Management Achievement Award to the Association by the American
Society of Association Executives.
Moreover, articles and stories have appeared in
McCall's Magazine, Nation's Business, the United
Press International affiliates and other publications
and media outlets.
More than 225 chapters have appointed directors of Socio- Economic Programs. Approximately
1,238 advisors accepted 2,471 cases, completed
1,799, with 672 still in process. NAA volunteers
have donated more than 49,000 man hours with an
estimated value of more than $2 million.
The name of the anonymous donor who contributed $100,000 to get the program off the
ground was announced at the Annual Conference
in Dallas. He is S. Alden Pendleton, a past national
vice president of NAA.
An additional contract awarded by the Government for 1973 -74 will ensure that NAA can continue to carry out this worthwhile activity.

NATIONAL ASSOCIATION OF ACCOUNTANTS

Current Operating Fund Expenses
Classified As to the Nature of the Expenditures
Year Ended June 30, 1973
(M Dollars)
Total payments to chapters . . . . . . . . . . . . . . . . . . .
Publications (production and mailing costs only) .
Printing and supplies . . . . . . . . . . . . . . . . . . . . . . . .
Salaries — administrative and clerical . . . . . . . . . . .
Contract payments & temporary help . . . . . . . . . .
Travel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Meetings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Advertising and promotion . . . . . . . . . . . . . . . . . . .
Conference expenses . . . . . . . . . . . . . . . . . . . . . . . .
General expense:
Rents and related costs . . . . . . . . . . . . . . . . . . . .
Equipment— rented . . . . . . . . . . . . . . . . . . . . . . .
— maintenance & depreciation . . . .
General postage . . . . . . . . . . . . . . . . . . . . . . . . . .
Employee benefits . . . . . . . . . . . . . . . . . . . . . . . .
General services —tel. and tel., delivery,
insurance, etc.
....
Other — auditing, legal, consulting fees, etc... .
Special project expenses . . . . . . . . . . . . . . . . . . .

562.0
172.5
133.4
1,233.6
89.1
153.1
37.3
81.4
100.9
$202.9
70.2
21.1
61.2
208.3
49.9
33.1
46.4

A very active and successful year under the leadership of President Doren Vest was held by the
Stuart Cameron McLeod Society. The Society held
its Mid -Year meeting at the Breakers Hotel in Palm
Beach, Fla., in November. More than 100 members
and their wives attended the three -day business
and technical programs.
The Society also participated in the activities of
two regional meetings. In November, a reception
and dinner attracted about 60 members and their
wives to the Western Regional Conference. At the
Mid - Atlantic Regional Conference in Richmond,
Va., Society members got together at a dinner
and an evening of fun.
Members in the New England area held the
second Stuart Cameron McLeod Society regional
meeting in North Falmouth, Mass.
The Annual Meeting and dinner of the Society
was held in the Fairmont Hotel In Dallas, More
than 350 members and their wives attended this
affair, at which 44 new members were inducted.

FINANCIAL

693.1
$3,256.4

NOTE: Information on this page was prepared by national staff and is
not covered by the auditor's report.
88

STUART CAMERON McLEOD
SOCIETY

The installation of a UNIVAC 9400 computer was
completed, going on line April 1, 1973. With the
increased capacity made available by the computer, NAA made a smooth transition to cycle
billing of members. The cash flow anticipated after
the conversion has been realized and the balance
invested in short term investments.
The NAA Employees' Pension Plan was modified
MANAGEMENT ACCOUNTING /OCTOBER 1973

by the Board of Directors in order to bring it in
line with the latest trends in pension plan thinking.
It is also designed to take into consideration the
unique pension situation of Association employees
and the needs of the Association in particular.

THE NAA DOLLAR: WHERE IT COMES FROM; WHERE IT GOES
1972 -73
SOUR CES

Insurance

MEMORIAL EDUCATION FUND
Numerous contributions were received on behalf
of NAA members and others for the Memorial
Education Fund.
The Fund was established to allow individuals
and organizations to support the educational objectives of the Association and at the same time
memorialize individuals. Responsibility for the
Fund is vested in a three - member committee and
all actions of this committee are subject to the
approval of the Executive Committee. Income
earned by the Fund, as well as any part of the
principal, must be used exclusively for educational
purposes.
With sincere appreciation, the donors to the
Fund in 1972 -73 are listed below. The individuals
memorialized by the contributions are:
Eugene M. Rock
A. L. Erickson
Rawn Brinkley
Henry Pirkey
Otis J. Chamberlain
Theodore C. VaitNort
Organizations donating to Fund:
Akron Chaper
Albuquerque Chapter
Atlanta North Chapter
Canton Chapter
Cincinnati Chapter
Des Moines Chapter
Elmira Area Chapter
Fox River Valley Chapter
Florida West Central Chapter
Illowa Chapter
Muscle Shoals Chapter
New Orleans Chapter
New York Chapter
North Alabama Chapter
North Texas Chapter
Norwich Chapter
Oakland -East Bay Chapter
Peninsula -Palo Alto Chapter
Pennsylvania Northeast Chapter
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An additional five P
percent in reduction in Premiums has been made in group
g P life insurance
premiums, bringing the total reduction in premiums since the programs inception to 30 per cent. There are about 18,000 members covered
by the insurance for a total coverage of $162,582,000.
On January 1, 1973, there were 1,446 members
insured under the NAA Group Hospital Indemnity
Program and 1,125 members enrolled under the
Group Accident Insurance Program.
As one of its major actions, the Insurance Committee voted to offer a Group Long Term Disability
Insurance Program to members as soon as it can
be implemented.

E X P E N D I TU R E S B Y
MA J OR FUNCTIONS

Portland- Willamette Chapter
Redwood Empire Chapter
Richmond Chapter
St. Louis Chapter
Seattle Chapter
South Jersey Chapter
Spokane Chapter
Waterloo -Cedar Falls Chapter
Wichita Chapter
Stuart Cameron McLeod Society—
Board of Governors
The General Tire Foundation
Jacuzzi Bros., Inc.
Individuals donating to the Fund:
Jean Adamoli
Leslie I. Asher
Arthur P. Bartholomew
Mr. and Mrs. William H. Beadle
Mr. and Mrs. Robert Beyer
Donald C. Brabston
Spruville Braden, Jr.
Dudley E. Browne
Mr. and Mrs. Joseph L. Brumit
Mr. and Mrs. Robert Chapman
Harry W. Cherry
Michael R. Cloney
Albert Cohen
James D. Collier
Dianne Dalena
Robert I. Dickey
Helen Dolan
R. Leslie Ellis
Angelina Encarnacion
Mr. and Mrs. G. William Fahey
Lafe P. Fox
Betty Francin
Lotte Frankel
Mr. and Mrs. John C. Freeman
Vincent Garcia
Mr. and Mrs. George D. Gee
Raymond Goldstein
Dorothy Green
John E. Hampel
Mr. and Mrs. Russell W. Hardy
John D. Harrington
Mr. and Mrs. Firman H. Hass
Charles H. Hawkins
Mr. and Mrs. Paul M. Herring

Mr. and Mrs. James A. Higgins
Ellen Huxley
John B. Inglis
Dorothy Innella
Mr. and Mrs. Charles R. Israel
Lorraine Johanson
I. Wayne Keller
E. W. Kelley
Olive Kelley
Mr. and Mrs. Chester R. Kennedy
Gordon Knapp
John T.
d
Stephen Lan
Lanekich
Mr. and Mrs. J. Will Lewis
Mr. and Mrs. Alexander Lindsay
Gary Lising
Pedro Lopez
Mr. and Mrs. R. Terry Lyle
Donald MacKenzie
William B. McCloskey
J. E. McMillen
J. E. Meredith
Grant U. Meyers
R. A. Morgan
Robert Nolan
Carl G. Orne
Herman A. Papenfoth
Richard J. Pratt
Stanley A. Pressler
Mr. and Mrs. Robert Randall
Margaret Ray
D. W. Rewick
Kenneth R. Rickey
Roberto Rodriquez
Mr. and Mrs. Keith Rosen
Ray Sabater
Mr. and Mrs. Charles D. Sands
Robert E. Scharff, Jr.
Mr. and Mrs. Charles T. Smith, Jr.
Colin A. Stillwagen
Manuel R. Sylvester
Ida Szeremeth
Arthur S. Taylor
Michael Teach
Charles H. Towns
Mr. and Mrs. J. G. Underwood
Mr. and Mrs. John E. Vavasour
Madeline Villardi
Evelyn Willets
Mr. and Mrs. Donald M. Woodard
Larry Xinakes
Mr. and Mrs. W. M. Young, Jr.
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STATEMENTS OF ASSETS, LIABILITIES AN D F UND BALANCES
LIABILITIES A N D FU ND BALANCES

ASSETS
1 " . .

1 1 1 -

qn

'fin
As Adjusted
(See Note C)

As Adjusted
(See Note C)

CURRENT OPERATING F UND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost which approximates
market.......................................
Fi xed a s s et s , net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 120,583

$

13,802

2,018,232
135,772

1,325,000
138,659

76,571

26,092

$2,351,158

$1,503,553

$

225,193
1,458,227
65,015
602,723

$ 123,901
946,963
65,015
367,674

$2,351,158

$1,503,553

$2,256,722
99,950
33,436

$2,105,803
84,160
66,759

$2,390,108

$2,256,722

42,142
4,120
2,135

38,195
1,865
2,082

Accoun ts pa yable and a ccrued lia biliti es .. ..... .....
Deferred membership dues . . . . . . . . . . . . . . . . . . . . . . .
Socio- Economic Program contributed reserve ........
Fund balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

RESERVE F UND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost (quoted market value
approximates $2,362,000 and $2,437,000, respectively)

2,363,604

2,213,202

Fund Balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Initiation fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Net gain on sale of securities . . . . . . . . . . . . . . . . . . .

$2,390,108

$2,256,722

End of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

26,504

$

43,520
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48,397

$

42,142

End of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

See Notes to Financial Statements.

48,397

$

Fund Balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Donations received . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

7,142
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Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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42,142

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF REVENUES AND EXPENSES AND CHANGE
IN FUND BALANCE - CURRENT OPERATING FUND
For the Year Ended June 30
1973
1972
As Adjusted
(See Note Q
REVENUES:
Mem bershi pdues ........................ ...............................
Continuing education program- registration fees and sales of materials ........
Annual conference - registration fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest and dividends on Reserve Fund investments ..........................
Interest on Current Operating Fund investments .............................
Adv erti sing and sal es of publicat ions .. .. ... .. .. ... .. .. ... .. .. ... .. .. ... .. ..
Institute of Management Accounting- registration and examination fees ........
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$2,727,896
397,768
138,149
78,421
67,452
128,694
63,739
23,084

$2,758,068
282,944
119,845
74,683
66,370
111,370

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3,625,203

3,433,280

Chapt er rel at ions . .. .. .. .. .. .. .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..
Payments to chapters .... ................. ....... ........................
Cont i nui n g edu cat i on p rogra m . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Annual conf erence .. .. .. . .. .. .. .. .. .. .. .. . .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .
Publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Research studies on management accounting ................................
Prom ot i o n an d p ubl i c re l at i ons . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
General off ice serv ices and member records .................................
Administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Insti t ute of Managem ent Account ing .. . .. . . .. . .. . . .. . .. . . .. . .. . . .. . .. . . .. . .

258,502
562,035
410,280
133,755
355,738
97,659
238,039
955,958
243,634
134,554

237,663
542,251
388,252
117,395
431,374
126,172
192,965
871,846
213,460

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
EXCESS OF REVENUES OVER EXPENSES .....................................

3,390,154

3,121,378

235,049

311,902

FUND BALANCE, BEGINNING OF YEAR AS ADJUSTED ......................

367,674

55,772

F UND BAL ANC E, END O F YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 602,723

$ 367,674

20,000

EXPENSES:

See Notes to Financial Statements.
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NAT IONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF CHANGES IN FINANCIAL POSITION CURRENT OPERATING FUND
For the Year Ended June 30
1972
1973
As Adjusted
(See Note C)
SOURCES OF FUNDS:
From operations:
Ex c e s s o f r ev e n u es o v e r e xp e n s es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Expenses not requiring outlays of funds:
Depr ec ia t io n an d a m o rt iza ti on o f f ixed a s sets . .. . .. .. .. . .. .. .. .. . .. .. .. .
Am o r t i za t i o n o f d e f e r r e d c h a r g e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in deferred membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in acco unts pay able and accrued liabili ties ... ........ ........ .......
De c r e a s e i n m a r k e t a b l e s e c u r i t i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
De c r e a s e i n p r e p a i d p en s i o n c o s t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dec r ea s e i n ot h er a s set s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$235,049

$311,902

15,694
3,118

14,249
3,271

253,861
511,264
101,292

329,422

68,000
20,500
16,265

Total sources . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

866,417

434,187

USES OF FUNDS:
Increase in marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease i n accounts payable a nd accrued liabilit ies ...... .......... .........
Decrease in deferred membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Acquisitions of fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in amount due Memorial Education Fund . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

693,232

Total uses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

759,636

509,538

NET INCREASE (DECREASE) IN CASH BALANCE .. . .. .. .. .. . .. .. .. .. . .. .. .. .
CASH, BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

106,781
13,802

(75,351)
89,153

CASH, END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$120,583

13,802

123,558
360,265
12,807
25,715

$

53,597

See Notes to Financial Statements.

NOTES TO FINANCIAL STATEMENTS

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Chapter Treasuries and Regional Councils
The funds and accounts of Chapter Treasuries and Regional Councils are not included in the accompanying
financial statements.
72

Socio- Economic Program
The Association conducts a Socio- Economic Program
which is funded by the United States Department of Commerce —Office of Minority Business Enterprise under a
cost reimbursement type contract in the amount of
$152,400. The expenditures under the Program and the reimbursements thereof are not included in the revenues
and expenses of the Current Operating Fund.
M A N A G E M E N T AC CO U NTING / O CTO BE R 1973

Notes to Financial Statements (continued)
Marketable Securities
Investments are carried at cost (average basis).
Fixed Assets
Fixed assets are carried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are amortized over the term of the lease or the estimated useful
lives of the assets, whichever is the shorter period. Other
fixed assets are depreciated over their estimated useful
lives.
See Note C for additional information.
Revenue Recognition
Membership dues are recorded as income during the
applicable membership period.
Revenues from registration and examination fees are recorded as income when earned.
Advertising revenues are recorded as income when the
applicable publications are issued.
ResearchStudies
Costs of research studies are charged to expense as incurred.
B. SPECIAL PURPOSE FUNDS
The Reserve Fund was established for the purpose of providing funds which may be utilized to insure continuous
extension and development of activities for the best interests of members. The principal of the Reserve Fund is
accumulated through initiation fees and gains and losses
on sales of securities of the Fund. Interest and dividends
earned on investments of the Fund are recorded in the
Current Operating Fund. No appropriations may be made
from the Fund except upon affirmative vote of the majority of the Board of Directors.
The Memorial Education Fund was established for the
purpose of accepting and holding funds to support and
further the educational goals of the Association. Donations
and gifts are received by the Fund from interested parties.
All money and property received by the Fund is administered separately from the other funds of the Association by
a committee whose actions are subject to the approval of
the Executive Committee.
C. FIXED ASSETS
The Association's financial statements as of and for the
year ended June 30, 1972 were examined by other independent accountants whose opinion thereon was qualified because the Association's practice was to charge the
costs of fixed asset acquisitions to Current Operating Fund
expense as incurred which was not in conformity with generally accepted accounting principles. Effective July 1, 1972
the Association adopted the practice of capitalizing such
costs in accordance with generally accepted accounting
principles and applied the change retroactively to encompass fixed assets acquired in connection with and subsequent to the Association's office relocation during 1970.
Said change has resulted in a decrease of $2,887 and
$14,249 in the excess of revenues over expenses for the
years ended June 30, 1973 and 1972, respectively. The
Current Operating Fund balances have been adjusted as
follows:
July 1
1972
1971
As previously reported .......... $229,018 $ (97,133)
Adjustment . . . . . . . . . . . . . . . . . . . .
138,656 152,905
As ad j ust e d . . . . . . . . . . . . . . . . . . . . $367,674 $ 55,772
MANAGEMENT ACCOUNTING /OCTOBER 1973

Fixed assets at June 30, 1973 and 1972 consist of:
1973
1972
$ 96,417 $ 86,418
83,547
80,739
179,964 167,157

Furniture, fixtures and equipment .
Leasehold improvements . . . . . . . .
Total . . . . . . . . . . . . . . . . . . . . .
Less accumulated depreciation and
amortization . . . . . . . . . . . . . . . . .
44,192
28,498
Fixed assets —net $135,772 $138,659
D. PENSION PLAN
The Association has a non - contributory pension plan
covering substantially all employees. Total pension expense for the years ended June 30, 1973 and 1972
amounted to $90,000 and $100,500 (which amount includes previously deferred costs of $20,500), respectively.
A change in the actuarial interest assumption during the
year ended June 30, 1973 resulted in a reduction of approximately $20,000 in 1973 pension expense. At June 30,
1973 pension fund assets exceeded the actuarially computed value of vested benefits. It is the Association's policy
to fund pension costs accrued.
COMMITMENTS
The Association's lease for office space requires annual
rental payments of approximately $240,000 to 1985. Two
portions of the premises have been subleased at annual
rentals of approximately $37,000 and $21,000 through
1980 and 1975, respectively.
The Association has agreed to purchase electronic data
processing equipment for approximately $340,000. Management expects that the purchase will be consummated
during the latter part of 1973.
RECLASSIFICATIONS
Certain amounts have been reclassified in the 1972 financial statements to conform with the 1973 presentation.
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ACCOUNTANTS' OPINION

To the Board of Directors of the
National Association of Accountants:
We have examined the statements of assets, liabilities and fund
balances of the Current Operating Fund, Reserve Fund, and Memorial
Education Fund of the National Association of Accountants as of
June 30, 1973, and the related statements of revenues and expenses
and change in fund balance, and changes in financial position of
the Current Operating Fund for the year then ended.
Our examination was made in accordance with generally accepted auditing standards, and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary In
the circumstances.
In our opinion, the accompanying financial statements present
fairly the assets, liabilities and fund balances of the Current
Operating Fund, Reserve Fund and Memorial Education Fund of the
National Association of Accountants as of June 30, 1973, and the
results of operations, change in fund balance and changes in financial position of the Current Operating Fund, and the changes In
fund balances of the Reserve Fund and the Memorial Education Fund
for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of
the preceding year after giving retroactive effect to the change
in the method of accounting for fixed assets as described in
Note ., to the financial statements.

August 15, 1973
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THE EXECUTIVE DIRECTOR'S
REPORT

WILLIAM M. YOUNG, JR.
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Continuity and improvement were the key words
for 1972 -73. Two new programs successfully
passed their first marketing tests. The Certificate in Management Accounting attracted more
than 400 candidates at the first examination in
December. The In -House CEP Program, which
consists of courses held right on the corporation
plant site, met with a very encouraging response
from industry, public accounting, government and
nonprofit organizations.
The new computer which gives us increased
capacity for membership service was phased
smoothly into our data processing operation. We
now have on -line, instant retrieval of membership
and chapter competition data. New applications
are gradually being programmed into its memory
banks.
At the same time we completed a reorganization
of the office staff and formalized a program of
systems and procedures review. In the first year
of our experience, cycle billing worked very well.
The Socio- Economic Program, one of the most
rewarding efforts we have ever undertaken, brought
us national recognition when the American Society
of Association Executive awarded NAA the 1973
Management Achievement Award. This is the first
time the Association has been so honored.
In a series of "backgrounders," we met with
media representatives from a number of publications and news services. As a result, several stories
appeared in magazines and newspapers, as well as
other outlets. This exposure in the national media,
in some publications for the first time, has increased the recognition value of our Association.
Also in the theme of continuity, a number of
NAA officers, members and myself flew to Australia for the 10th International Accounting Congress.
The timing was opportune. We presented charters
to the Philippine and Tokyo chapters, our first
Asian chapters.
As noted elsewhere in the report, our cooperation with other accounting organizations continues. Not only are we cooperating with such
agencies as the Cost Accounting Standards Board
and Securities & Exchange Commission, we are
taking a very active role in support of the Financial
Accounting Standards Board. Our efforts on behalf of this organization are unique, in that we are
urging individuals —not organizations —to support
the Board by voting with a contribution.
Our normal operations go on but we haven't
stopped innovating. We are seeking more ways of
enhancing the self - development of members, believing that continued education is the key to
survival in the knowledge revolution. This effort
has led the Association to investigate cassette programs for self study courses. You'll hear more
about this new approach as the program crystallizes.
Despite a disappointing membership picture,
our overall financial position is excellent. A very
MANAGEMENT ACCOUNTING /OCTOBER 1973

NAA's computer center today —now that installation is complete and computer is in full operation.

successful Annual Conference in Dallas is only
one of the activities that passed the break -even
point during the fiscal year.
As you know, President Beyer became ill at the
beginning of 1972 -73 and was unable to participate in most of the activities. We salute him for

ship that this Association enjoys. The 1972 -73
"team" is listed on the following pages; they
deserve a heartfelt "well done."
4� /3p/ � %

�

.

his courageous f ight to return to the ranks of

active leadership. The officers, directors, committee chairmen and members who carried on in
his absence exemplify the high quality of leader-

WILLIAM M. YOUNG, Jr.
Executive Director

COMMITTEES
EXECUTIVE COMMITTEE
President
ROBERT BEYER,
Colorado Springs - Pueblo
Vice Presidents
WARREN W. BYRNE, Illinois Northeast
ROBERT L. CHAPLIN, Fort Wayne
ROBERT L. CRAMER, Mid - Florida
G. W ILLIAM FAHEY, San Francisco
CHESTER R. KENNEDY, Pittsburgh
WILLIAM D. LEE,
Orange Coast California
JAMES E. McMILLEN, Central Texas
ROBERT B. OAKLEAF,
Olean- Bradford Area
ROBERT L. PYLE, Cleveland
VERNON C. QUARLES, Delaware
CHARLES T. SMITH, JR., Atlanta Central
ARTHUR S. TAYLOR, Boston
Treasurer
CLEMENS A. ERDAHL, New York
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Appointed Members
R. LEE BRUMMET ('73),
Raleigh- Durham Area
L. DEAN CARPENTER ('73), Chicago
W. ATLEE DAVIS, JR. ('74), Delaware
LAFE P. FOX ('74), Cleveland
CHARLES R. KNUTSON ('75),
Saginaw Valley
A. T. SAMUELSON ('75), Washington
Past Presidents
ETTORE BARBATELLI, Milwaukee
JULIUS G. UNDERWOOD,
Harrisburg Area
Chairmen of Standing Committees
ARTHUR P. BARTHOLOMEW,
New York
R. LESLIE ELLIS, Lancaster
WILLIAM L. FERRARA,
Central Pennsylvania
GORDON A. JOHNSON, Rochester
CHARLES W. LAMDEN, New York
CLARENCE LANGER, Miami

CHARLES R. MILLER, Pittsburgh
CHARLES S. MYERLY, Charlotte Blue
WADE B. SALISBURY, San Jose
EMIL SCHARFF, JR., San Diego

STANDING COMMITTEES
CHAPTER OPERATIONS
WADE B. SALISBURY, San Jose,
Chairman
DEAN W. ARNOLD, W ichita
CARLOS A. Del RIO, North Alabama
CHARLES C. Di MARIA,
West Bergen- Passaic
JERRY L. DODSON, Joplin Tri -State
EDWARD L. DUNN, Oakland County
JAMES A. FALCONE, Erie
EARL E. FREDERICK, Butler Area
J. WILL LEWIS, Salt Lake Area
THOMAS P. McCONNELL, Westchester
JOHN T. McHALE,
Pennsylvania Northeast
FRANCIS J. MEJSTRICK, Morristown
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COMMITTEE CHAIRMEN

r.
Y

SALISBURY

�

FERRARA

RALPH E. MEYER, Ohio Mid - Eastern
GARY G. MICHAEL, Boise
DAVID M. MURRAY,
Olean- Bradford Area
DONALD M. MUTZABAUGH,
Washington
ROBERT E. PATERSON, New York
ALBERT W. PATRICK, Blue Grass Area
MELVIN M. PECHON, New Orleans
THADDEUS J. SCHULTZ, San Juan
ROBERT E. SOBRASKE, San Jose
ROBERT E. STOCKMEYER, Evansville
JOHN S. SURABIAN, JR.,
Southwest Los Angeles
ARTHUR T. SWICK, Chicago
EDWIN T. TAYLOR, San Jose
ROBERT W. VERNON,
Orange Coast California
RAYMOND W. W ITHROW ,
Beaver Valley

EDUCATION
WILLIAM L. FERRARA,
Central Pennsylvania, Chairman
GERMAIN B. BOER, Tulsa
JAMES N. BROWNE, III, Piedmont
HARRY W. CHERRY, Wilmington, N. C.
CARL D. CRANKSHAW, Ann Arbor
DONALD D. DECKER, Mid - Missouri
GERALD W. DEVLIN, New York
DORA R. HERRING, Jackson
JAMES H. HOPPER, Jackson
LARRY N. KILLOUGH, Roanoke
ALFRED M. KING, Racine - Kenosha
JOSEPH C. KRALLINGER, Philadelphia
GORDON E. LOUVAU,

Oakland -East Bay
DEAN R. LUXTON
Massachusetts North Shore
FRED J. MATTSCHECK,
Harrisburg Area
VERNON C. OWENS, 1R.,
Birmingham
ROBERT E. PATTERSON, Lancaster
EDWARD W. RODGERS, Dayton
PATRICK L. ROMANO,
East Bergen - Rockland
DONALD F. STANHOPE,
Member -At -Large
MANUEL R. SYLVESTER, Hawaii
FINANCE
R. LESLIE ELLIS, Lancaster, Chairman
ROBERT W. ARNOLD,
South Birmingham
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ELLIS

LANGER

JOHNSON

WILLIAM H. BEADLE, New York
ROBERT G. CHAPMAN, Los Angeles
CLEMENS A. ERDAHL, New York
GEORGE D. GEE, Kansas City
JOHN T. KOKOS, Indianapolis
EARL A. MATHENEY, Charlotte Blue
JAMES A. McFADDEN, JR., Trenton
R. TERRY LYLE, Florida West Central
JACK W. ROBINSON, Tulsa
JAMES J. RUTHERFORD, Montgomery
COLIN A. STILLWAGEN, San Diego
JAMES C. STEPHENSON,
South Birmingham

BARTHOLOMEW

MYERLY

KIRTLAND FLYNN, Charlotte Blue
DONALD C. JENSEN, Columbus
JOHN MARDER, West Los Angeles
GEORGE McBRIDE, Baltimore
RALPH N. NEWKIRK, JR., South Jersey
JAMES H. O'DELL, Atlanta Central
MATTHEW J. O'ROURKE, Philadelphia
VINSON A. PARSONS, Asheville
R. WAYNE PAYNE, Memphis
GEORGE J. REILLY, Houston
FRITZ B. THOMAS, III, Lancaster
WILLIAM WARSHAUER, Washington

PLANNING
MEMBERSHIP
CLARENCE LANGER, Miami, Chairman
MARTIN AMLUNG, Louisville
HAROLD ARNETT, Ann Arbor
ROBERT E. BRITTLE, Richmond
JOHN E. BUELT, St. Louis
FRANK COOK, Detroit
RICHARD GRUNDY,
Orange Coast California
RICHARD W. HARRIS, Los Angeles
CLARK JOHNSON, Raritan Valley
MARSHALL JOHNSON, Los Angeles
WILLIAM A. MERTSCHING, Denver
KEITH R. NORBY, Orange Coast Calif.
RONALD OMEY, Seattle
BROOKS PROBST, Williamsport
PHIL REITZ, JR., Evansville
PAUL C. SMITH, South Jersey
ROBERT L. SMITTEN,
Minneapolis Northstar
LUCILLE TAYLOR, Richmond

ARTHUR P. BARTHOLOMEW,
New York, Chairman
RICHARD E. AUSTIN, Pittsburgh
ROBERT G. CHAPMAN, Los Angeles
VINCENT B. GRANDE, Knoxville
JOHN H. HAMPEL, Cincinnati
CHARLES H. HAWKINS, Portland
JOHN T. KOKOS, Indianapolis
THOMAS L. MORISON, Boston
CARL G. ORNE, Oakland -East Bay
DAVID W . REWICK, Chicago

PUBLIC RELATIONS
CHARLES S. MYERLY, Charlotte Gold,
Chairman
JERRY M. BALDWIN, Baton Rouge
LEE B. BROWN, Washington
ARTHUR E. CARLSON, South Jersey
ROBERT V. DODD, Boston
JAMES D. LEMON, Scottsdale Area

HARRY T URNAU, C inc innati

T O M R. LO CKE, Austin Area

WILLIAM P. WALSH, Brooklyn

DAVID B. McNITT, Elkhart Area
RICHARD H. NEWMARK, Ft. Lauderdale
LEO C. OLSEN, Peninsula -Palo Alto

NEW CHAPTER FORMATION
GORDON A. JOHNSON, Rochester,
Chairman
RICHARD E. BERGQUIST, Waterbury
ELIAS BESSUDO, Mexico
JOHN S. BILLINGS, Peninsula -Palo Alto
RICHARD L. CEBROWSKI,
Waukesha Area
WILLIAM M. CREED,
Macomb County- Michigan
J. LAWRENCE DE LUCIA,
San Fernando Valley
ROBERTS. DURNWALD, Cleveland East
HARVEY ECKERT, Central Pennsylvania
HILLIARD M. EURE, III,
Piedmont Greensboro

DAVID B. PETERSON, Dayton
JOHN L. RHOADS, Birmingham
LEONARD RYNSKI, Detroit
CHARLES E. TOTHERO, Reading
LOUIS VLASHO, Dayton
GUY B. WILSON, Orange County
LYLE H. ZIMMERMAN, Raritan Valley

PUBLICATIONS
EMIL SCHARFF, JR., San Diego,
Chairman
RICHARD W. BERKAU, Seattle
JAMES W. BROWN, Nashville
ARTHUR E. CARLSON, St. Louis
JOHN J. FOX, Detroit
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COMMITTEE CHAIRMEN
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SCHARFF

LAMDEN

MILLER

GOMEZ

DONACHIE

ROBERT A. LINEBERGER,
Orange County
HARVEY MASIMORE, Peoria
MARY LOU MOODY, Phoenix
G. KENNETH NELSON,
Central Pennsylvania
RICHARD NEWELL, Boston
EDW ARD M. PALUGA, Chicago
JAMES W. PATTILLO, Baton Rouge
EARL J. POTTER, Westchester
HOMER E. RUEGER, Ann Arbor
ROBERT L. SHULTIS, Morristown
KENNETH M. SIME, Los Angeles
JIM A. SMITH, Austin Area
RODERICK G. TURNER, Atlanta Central
ROBERT J. WEAFER, Boston
KENNETH T. WOODRUFF, St. Paul

HAROLD E. LITTLE,
Washington Tri- Cities
HERBERT A. O'KEEFE, JR., Savannah
JOSEPH PAOLETTI, Trenton
RONALD J. PATTEN, Roanoke
S. ALDEN PENDLETON, Pittsburgh
HERBERT R. POHL, North Texas
RAYMOND A. REHFELD,
Alameda County South
LEO R. SMENTOWSKI,
Colorado Springs - Pueblo
GEORGE D. SMITH, Piedmont
GALEN F. STRIEMER, Philadelphia
RICHARD W. TAEPKE, Western Wayne
JEWEL E. WELCH, Greater Topeka Area
WILLIAM R. WIEBE, SR.,
Mass. North Central

RESEARCH

OTHER COMMITTEES

CHARLES W. LAMDEN, New York,
Chairman
MORTON BACKER, Springfield
LEO J. BARNECUT, JR., Seattle
JAMES B. BOWER, Madison
PAUL B. CATE, New York
HENRY L. CLAYTON, SR., Elmira
GERALDINE F. DOMINIAK, Fort Worth
G. KENNETH DYE, Trenton
JAMES DON EDWARDS,
Lansing - Jackson
HOMER R. FILLER, Westchester
WILLIS A. LEONHARDI, Chicago
RAY L. LONGENECKER, Lancaster
DOUGLAS E. NORBERG, Los Angeles
HADLEY SCHAEFER, Ann Arbor
HENRY A. SCHWARTZ,
Member -At -Large
HERBERT H. SEIFFERT, Raritan Valley
JAMES E. SEITZ, San Francisco
WILLIAM A. TERRILL, Member -At -Large
ARTHUR B. TOAN, JR., New York
CALVIN A. VOBROUCEK, Peoria

INTERNATIONAL CHAPTERS

SOCIO- ECONOMIC PROGRAMS
CHARLES R. MILLER, Pittsburgh,
Chairman
RALPH J. ARCERI,
Palos Verdes - Torrance
WILLIAM J. BLEIL, Erie
L. DEAN CARPENTER, Chicago
DAN CASHIER, Conejo Valley
W. ATLEE DAVIS, JR., Delaware
PHILIP C. DESPAIN, Salt Lake Area
FRANK E. DOELER, Indianapolis
MILTON J. KEENE, Pittsburgh
KENNETH LEWIS, Mass. Route 128
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LUIS GOMEZ, Westchester, Chairman
ALAN B. ANSON, Buenos Aires
PIO BERSANI, Milan
GEORGE E. BLAY, Miami
ROGER E. BLIN, France
CEDRIC D. BRIDGER, Buenos Aires
LEON CAILLET, France
MIGUEL A. DAVILA, Mexico
CARLOS A. del RIO, North Alabama
ROBERT I. DICKEY, Sangamon Valley
ELMER F. FISHER, Frankfurt
CARLOS FRANKY, Bogota
AMERICO M. FLORENTINO,
Rio de Janeiro
IAN D. GORDON, Medellin
JOHN R. JONES, Frankfurt
RAUL MANYARI, Lima
CLAUDIO MUOLLO, Milan
HUGO OSPINA, Medellin
RICHARD H. PARIS, Sao Paulo
JAIME J. SIDI- Y- GABBAI, Rio de Janeiro
MIGUEL TANJIAN BERNAL, Mexico
PATRICIO VARGAS, Sao Paulo
LUIS E. VIATELA, Bogota
WILLIAM U. WESTERFIELD,
North Jersey Shore

MANAGEMENT ACCOUNTING
PRACTICES
ROBERT J. DONACHIE, Dallas,
Chairman
ROBERT N. ANTHONY,
Mass. Route 128
NORTON M. BEDFORD,
Sangamon Valley

ROBERTSON

KELLEY

DONALD C. BRABSTON, Birmingham
DUDLEY E. BROWNE,
San Fernando Valley
E. W. KELLEY, Member -At -Large
ROBERT A. MORGAN, Peoria
R. WAYNE OATES, Pittsburgh
BERNARD H. SEMLER, Illinois Northeast

1973 ANNUAL INTERNATIONAL
CONFERENCE CHAIRMEN
DAVID F. ROBERTSON, Dallas,
Operations
E. W. KELLEY, Member -At- Large,
Program

BOARD OF REGENTS OF THE

INSTITUTE OF MANAGEMENT
ACCOUNTING
HERBERT C. KNORTZ, Chairman, Senior
Vice President & Comptroller, International Telephone & Telegraph Corp., 320
Park Avenue, New York, N. Y. 10022
R. LEE BRUMMET, Willard J. Graham
Professor of Business Administration,
School of Business Administration, University of North Carolina, Chapel Hill,
N. C. 27514
EDWIN H. CAPLAN, Professor of Accounting, School of Business and Administrative Sciences, University of New
Mexico, Albuquerque, N. M. 87106
DONALD H. CRAMER, Partner — Touche
Ross & Co., 1633 Broadway, New York,
N. Y. 10019
WALTER B. McFARLAND, Lecturer in
Accounting, Division of Business and
Economics, California State College,
Hayward, Calif. 94542
STANLEY A. PRESSLER, Partner —Harry
Stephens & Co., P.O. Box 206, Bloomington, Ind. 47401
ALLAN H. SEED, III, Vice President —
New Business Development, The Gillette
Company, Safety Razor Division, Gillette
Park, Boston, Mass. 02106
ROBERT B. SWEENEY, Head, Department of Accounting, University of Alabama, P.O. Box 6271, University, Ala.
35486
THOMAS H. WILLIAMS, Professor of
Accounting, University of Texas, Department of Accounting, Austin, Tex. 78712
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MANAGEMENT ACCOUNTING
PRACTICES COMMITTEE
STATEMENT OF OBJECTIVES
The Committee on Management Accounting Practices was
formed in 1969 at the recommendation of the Long -Range
Objectives Committee chaired by Mr. I. Wayne Keller, who
subsequently served as the first Chairman.
Since the formation of the MAP Committee, there has been
substantial evidence of change in the whole field of accounting
and reporting. The report of the Wheat Committee, establishment of the Trueblood Committee, and the ultimate establishment of the Financial Accounting Standards Board represent
important steps on the way toward improving accounting and
reporting practices.
In view of this changing environment, it seemed entirely

appropriate for the MAP Committee of NAA to reaffirm its
objectives, sharpen its focus, and clarify the policies and practices to be followed in meeting its responsibility to the NAA
membership. This was accomplished in July 1972 by the
adoption of a formal statement of policy by the MAP Committee. This policy statement forms the basis of the accompauying pronouncement written by Mr. Robert A. Morgan,
and subsequently approved by the MAP Committee in June
1973. It should be of particular interest to NAA members
concerned with having a voice in the establishment of sound
financial accounting and reporting principles and the development of management accounting and reporting practices.

PREAMBLE:

PRINCIPAL OBJECTIVES

The National Association of Accountants is an international
organization having as two of its principal purposes:

Among the policies established by the Management Accounting Practices Committee as mandated by the By -Laws are the
statements of the Committee's objectives:

"(a) . .. develop through research, discussion and exchange of information a better understanding of the
sources, types, purposes and uses of accounting and related data as applied to all types of economic ent
deavor;
"(e) ... provide opportunities for members to increase
their knowledge of accounting practices and method s . . . " 2
Included among the various committees provided by the ByLaws of the National Association of Accountants is the
Management Accounting Practices Committee described as
follows:
"This committee shall consist of not less than nine members with terms of three years, with the terms of appointment providing continuity of membership.
"It shall be composed of ]members oriented toward industry, public accounting, and education with a majority
in the first category.
"It shall have the responsibility for issuing authoritative
statements on accounting principles and practices by
such means and in such media as it shall determine. It
shall establish policies in this respect and submit such
policies to the Executive Committee for approval." 3

The principal objectives of the Management Accounting
Practices Committee are:
—To express the official position of NAA on relevant
accounting matters to other professional groups, government bodies, the financial community, and the
general public.
—To provide guidelines to the membership of the
Association and business management on management accounting concepts, policies and practices.4
In carrying out these objectives, the Committee recognizes
that the influence of its statements is not determined by
sanction of official authority. Rather, the reputation of the
Committee and, therefore, NAA as a whole, will be determined
by the quality of its work, the continued support of the Executive Committee and the methods used to make known its
position.
DEFINITIONS
Relevant accounting matters: Although the Committee
recognizes that financial statements have different uses, by
different users, it considers as a relevant accounting matter, for
purposes of determining its scope of attention, any matter
having to do with the recording, classification, presentation or

I

Constitution and By -Laws National Association of Accountants, 919 Third Avenue, New York, N. Y. 10022, effective July 1, 1971.
Ibid
Ibid.
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Management Accounting Committee Report to the Executive Committee ( N M )
September 18 -20, 1972.
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BRABSTON

interpretation of any financial transactions which management
can or may affect by discretionary decisions or actions.
Management accounting concepts: The Committee understands the term, "management accounting" to mean any kind
of accounting technique or practice in the recording, classification, measurement, presentation, or interpretation of any
historical or proposed transaction of an enterprise which is intended to be useful to the management of that enterprise
( profit- seeking or otherwise) in carrying out its managerial
responsibilities. Any concept which relates to such techniques
or practices is defined as a "management accounting concept."

SCOPE
Because "management accounting concepts" are also related
to concepts useful to other users of accounting and because
"relevant accounting matters" are discussed universally, the
Committee considers its scope of attention to be very broad.
It must be attuned to the developments occurring in all fields
of accountancy, taxation, and other governmental regulation or
enterprises. It must be prepared to study the proposals of
others and to offer comments, suggestions, support or criticism
when its objectives are affected.

SUB-OBJECTIVES
To achieve its principal objectives, the Committee has developed the following list of supporting sub - objectives. The list
is not intended to be all- inclusive, but is intended to be
indicative of the accounting subjects or communication means
which are believed to be of special concern to the Committee:

BROWNE

HOLT

2. Provide sound information and education to NAA members
on management accounting practices and reporting concepts
which, when followed, will produce accurate, timely, economical, and informative data for improvement of the management decision - making process.
Some examples of the management accounting subjects
which the Committee should study and communicate its
opinions to others are:
A. Management Accounting Terminology
B. Accounting Reports and Statements by Management
(both internal and external)
C. Cost Accounting Concepts
(1) Direct Costing
(2) Relevant Costing
(3) Replacement Costing
D. Accounting for Particular Decisions
(1)
(2)
(3)
(4)
(5)
(6)

Make -Buy
Purchase -Lease
Continue - Discontinue
Expand - Contract
Acquire - Divest
Pricing

E. Alternatives for Determining Profitability
1. Develop a communication program that will actively express
management accounting opinions on accounting standards and
reporting practices and related subjects to other professional
groups, the financial community, and the general public, so
that such accounting standards and reporting practices required
by professional groups, governmental agencies, and others
shall:

(1)
(2)
(3)
(4)
(5)

Inventory and Capital Asset Valuation Methods
Depreciation Methods
Price Level Techniques
Research and Development
Deferral or Accrual Techniques

F. Measurement Techniques
A. Be reasonably consistent with normal methods of accounting required for management purposes.
B. Adequately inform those with a right to know while
adequately protecting the confidentiality of information,
the principal value of which is competitive.

(1) Return on Investment
(2) Cash Flow and Liquidity
(3) Productivity
G. Profit Planning

This will be achieved through liaison and cooperation with
such agencies as the Financial Accounting Standards Board,
Cost Accounting Standards Board, Securities and Exchange
Commission, Internal Revenue Service, other government
agencies, and appropriate committees of other accounting or
financial organizations throughout the world.
80

(1) Budgets and Forecasts
(2) Financial Modeling
(3) Long -range Planning
H. Communication Methods
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MAP COMMITTEE

HUDGINS

MORGAN

SHILLINGLAW

(1) Internal
(2) External

"In the past, management exercised a wide range of discretion in determining what accounting practices were
used in reporting to persons outside the management
group. However, external reports must now conform to
standards established by governmental agencies and other
groups which possess authority to prescribe what accounting practices shall be used in preparing reports they
receive or for which they accept responsibility. It seems
reasonable to conclude that these standards are likely to
be more useful and more effective if management accountants have opportunity for full participation in
establishing the standards."

1. Special Matters
(1)
(2)
(3)
(4)

Cost vs. Current Value
Comparison with Goals
Frequency of Various Reports
Compliance with External Requirements
(governmental, etc.)
(5) Human Resources Accounting
SUMMARY

The work of the Committee is premised on a conclusion of
the NAA Committee on Long -Range Objectives which stated:,,
"Accounting is not a 'tool' of management, but is rather an
integral part of the management process."
A further conclusion which guides the Committee is one included in the report on "The Field of Management Accounting" published by NAA which stated:e

Committee on
Management Accounting Practices
1973 -74
Robert J. Donachie— Dallas (Chairman)
Executive Vice President
Earth Resources Co.
Dallas, Tex.
Dr. Norton M. Bedford— Sangamon Valley
Weldon Powell Memorial
Professorship in Accountancy
University of Illinois
College of Commerce
Urbana, Ill.

UNDERWOOD

In all of its work the Committee encourages and seeks the
advice and counsel of the NAA membership and other interested persons.
5
Quoted in report on "The Field of Management Accounting," NAA Bulletin,
Section 3, Volume XLIV, number 10, June 1963, The National Association of
Accountants, New York, N. Y., p. 21-22.
9

Ibid.

Paul W. Holt— Bridgeport
Division Vice President
Sikorsky Aircraft
Stratford, Conn.
Samuel E. Hudgins — Atlanta Central
Partner
Arthur Andersen & Co.
Atlanta, Ga.
Robert A. Morgan— Peoria
Controller
Caterpillar Tractor Co.
Peoria, Ill.

Donald C. Brabston — Birmingham
Partner
Ernst & Ernst
Birmingham, Ala.

Dr. Gordon Stiillinglaw —At Large
Professor of Accounting
Columbia University Graduate School of
Business Administration
New York, N.Y.

Dudley E. Browne —San Fernando Valley
Consultant
Lockheed Aircraft Corp.
Los Angeles, Calif.

Julius G. Underwood — Harrisburg Area
President
Harsco Corporation
Camp Hill, Pa.
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Chapter/ Member News
for the Western Region for Marshall and
Stevens, Inc.... JOHN A. VocE has been
promoted to vice president- administration, Jernberg Forgings Co.
DAROLD P. ADAMI, Dallas, has been
named vice president- finance for Harwicke -Etter Co.
ROBERT HENNING, Fox River Valley, is
now controller of William S. Pine, Inc.,
in Los Angeles.
PATRICK WILLIAMS, Greater Ozarks, was
promoted to comptroller and accounting
manager of Springfield City Utilities.
DONALD J. R. POTTS, Hartford, has been
named vice president, finance and administration, for the Optical Products
Div., American Optical Corp.

Long -time Baltimore Chapter Secretary Gladys Benallack poses
with nine of the 13 past presidents she has served. The chapter
honored her as she became an Emeritus Life Associate — again.
See story below.
She's an ELA— Again!
Last July the listing of those NAA members placed on Emeritus Life Associate
status included the name of Miss Gladys
Benallack and therein lies a tale. It seems
that Miss Benallack had retired from
active business once before and become
an ELA. Her boss persuaded her to go
back to work so she became active again
until her second retirement this year.
Miss Benallack served the Baltimore
Chapter 14 years as chapter secretary.
During that time she lost only one point
in the chapter competition activities under her control, according to Robert R.
Elliott, one of the presidents she served
and a past national vice president.
Recently, the chapter honored her
upon her retirement as chapter secretary.
At the ceremony Miss Benallack posed
with nine of the 13 past chapter presidents she had served. (See above)
We add our tribute to that of the
Baltimore Chapter and hope that Miss
Benallack will have an active retirement
—❑again.
❑
Emeritus Life Associates
ALFRED J. BARSHAM, Member -at- Large,
England.
CLAUDE D. BROWN, Daytona Beach, past
president; Stuart Cameron McLeod Society.
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ANNA R. BURNS, Philadelphia.
LESTER L. FARRELL, Pittsburgh.
J. M. FREI, JR., New York.
HOWARD A. GRIEM, Milwaukee.
G. W. JEDLICKA, Cleveland.
JOSEPH C. LANGER, Delaware County.
WILLIAM W. LEECE, Milwaukee.
EUGENE W. LIPTAK, Cleveland, past
president. SCMS.
OLIVER V. PATTON, Memphis, past president.
OTTO R. PECHA, JR., Chicago.
FREDERICK S. RANDALL, Kalamazoo.
MARVIN G. SAME, Rochester.
CHARLES H. SHULTZ, Lancaster.
B. J. STEGER, Toledo.
JAYR. STEWART, Pittsburgh.
LEWIS E. WILLIAMS, Syracuse.
EDMUND L. WORFOLK, New Haven.
THOMAS C. YEAMAN, Richmond.

BURDETTE K. BOSTROM, Jamestown -Warren, recently was elected secretary-treasurer of Dahlstrom Mfg. Co.
MICHAEL J. EASTERDAY, Kansas City, is
now a partner, Peat, Marwick, Mitchell
& Co.
WALLACE G. WALKER, Knoxville, was
appointed administrative manager of the
Mead Corp. plant at Stevenson, Ala.
JARVIS GREER, Memphis, was recently
elected partner, Price Waterhouse & Co.

AMorristown
RMSTRONG

MEI
STRICK
Morristown

Two Morristown members have been
named by Suburban Propane. HOWARD
B. ARMSTRONG was elected financial vice
president and FRANCIS J. MEJSTRICK,
treasurer of the company. Mr. Mejstrick
is a past national director of NAA.
HERBERT O. KITTRELL, New Orleans,
has been appointed regional director of
Promotions and New Positions
WILLIAM E. SCHANZ, JR., Akron, has security and audit, U.S. Treasury Departjoined Marlite division of Masonite ment, Bureau of Customs.
JAMES O. ALLEN, Northwestern MichiCorp., as controller.
gan, was named controller for Chef
E. L. HOWARTH, Beaver Valley president,
is now controller, Globe Refractories, Pierre, Inc.
Inc., subsidiary of Combustion Engineer- GEORGE P. CUTLER, Oakland -East Bay,
has been named corporate controller of
ing.
RICHARD D. LILLARD, Chicago, has been Cutter Laboratories, Inc.
named director of business development ROBERT KRUML, Omaha, has been proMANAGEMENTACCOUNTING/OCTOBER1973

moted to manager of finance of American
Community Stores Corp., a division of
Cullum Co. Corp.
HENRY

H.

YAM AN O,

Orange County,

is

now controller of Standard Communications.

president-administration of the motor
di v i si o n . . .. S T AN L E Y P . V R OM AN is no w

secretary- treasurer of Kisco Company.
R A Y M O N D V . BE CCI O,

San Francisco, was
elected vice president and chief financial
officer of American Building Maintenance
Industries.

E.
GOLDNETZ,
Pittsburgh, has
been appointed comptroller of American
Bridge Div., U.S. Steel Corp... . J O S E P H
V. NEWMAN has been elected vice president of Dravo Corp. He will continue as
controller of the company. He is a past
chapter president.

W A D E B . S A L I S B U R Y , San Jose, has been
appointed partner -in- charge of the Dallas,
Texas office of Price Waterhouse & Co.
He is a past chapter president and a past
national vice president.

Raritan Valley, is
now assistant to the vice president of
finance, BASF Wyandotte Corp.

JOHN W .

DEAN

WILLIAM

WESTMAN,

M AR Y C ROS S, Richmond has been named
comptroller of Realty International....
ELBERT R . HINES was n a m e d

Se n io r v ic e

president and controller of Bank of Virginia

Co.

.

.

.

LANTY

M .

RUNNER

Seattle, was promoted
to treasurer- controller, Day's, Inc.
ROGE R D . OL S ON ,

WAGNER,

South Central Indiana, was promoted to general accounting
manager at Cummins Engine Co.
N I C H O L A S S . P A G A N , South Jersey, was
named controller with Reynolds Retail
Specialty Stores.

has
BR UC E F L E M I N G ,

been elected vice president of finance of
E. G. Bowles Co.
JAM ES J . CON W AY , JR .,

Sabine, was promoted to corporation treasurer of First
Security National Corp.
DALE

W .

HUMPHREY,

St.

Lo u is ,

has

joined Emerson Electric Co., as vice

BECKE
CLASSES IN

Southwest Los Angeles,
has been named assistant controller,
Purex Corp., Ltd.
WARREN

CPA REVIE

SINCE 1971:
ATLANTA
BOSTON
FT. W ORTH
INDIANAPOLIS
LONG ISLAND
MIAM I
NEW ORLEANS
SAN JOSE

GLE N

V . S M I T H , Waukesha Area, has
been named controller, A. O. Smith Co.

R. A. RONDEAU, Worcester Area, has
been named treasurer at Reed & Prince
Mfg.
In Memoriam
FRAN K ABRAM S,

72, New York, 1943.
E. ANTOS, 74, Chicago, 1939.
Emeritus Life Associate.

JOHN

HAROLD A. ARMANN,

56 Cleveland, 1965.

J . E . AND ER SO N,

82, Akron, 1939. Emeritus Life Associate.
ROBE RT L . BAKER, 6 1 , Sangamon Valley,
1939.
J.

M .

BE NTH AL ,

66, Oakland County,

1940. ELA.
C. L. CLAYT ON,
S. W .

D AL T O N ,

68, Salt Lake Area, 1962.
72, Chattanooga, 1939.

FRAN CKE,

72, Atlanta North, past

ELA.

J. C .

SOUTHERN
OPPORTUNITIES

IN 36 MAJOR CITIES IN THE U.S.A...
Students may enroll in any one or c ombination
of the tour parts
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ANDY C. DOLL, Tucson, has been appointed assistant vice president and assistant controller of Southern Arizona
Bank.

1

and growing

CLEVELAND

SINCE 1970:
CINC INN ATI
DENVER
MILW AUKEE
MN N EA P OL IS
NEW ARK
SAN DIEGO
SANTA ANA
ST. LOUIS

BIC K ER TO N ,

Syracuse, was
named vice president- administration for
Crucible Specialty Metals Div. of Colt
Industries. He is also vice president -control ler .... CHERYL M. JOHNS has been

SINCE 1959:

SINCE 1965:
CHICAGO
DALLAS
DAYTON
DETROIT
HOUSTON
LOS ANGELES
SAN FRANCISCO
NEW YORK

T.

elected assistant secretary and assistant
treasurer of Edward Joy Co.... M A R I E
LEWIS is now vice president of J. W.
Willard Associates, Inc.

After taking
our those
courses
of our students
pass
parts
of the next CPA exam.

1200 of our former students successfully completed
the CPA exam, from one to four parts,
in May 1972
which represents

1/5 0FUSA

. our students consistently rank among the top 40
1st in U.S.A. — in the U.S.A.
George H. Matters
MAY 1971
. t ea.

SINCE 1972:
COLUMBUS
HARTFORD
HONOLULU
JACKSONVILLE
MEMPHIS
PHILADELPHIA
PITTSBURGH
SAN AN TONIO
SAN J UAN
SEATTLE
NEW — 1973:
TAMPA
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TERMS BEGIN
JUNE 1 AND DEC. 1

W e 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.

• CONFIDENTIAL SERVICE
Your present position will in no way be
jeopardized. W e have had over 12 years
experience in the placement of profes.
sional personnel.

• OUR FEES ARE PAID BY
MANAGEMENT
Pleas e s e n d y o u r re s u m e w i t h c u r r e n t
s a l a r y , o r w ri te f o r o u r Pr of es s io na l
Re s u m e Ki t .

CHARLES EDWARDS, CEC, Mgr.

BECKERCPA
REVIEWCOURSE

Accounting Division

Call "In fo rm a ti on Ope rat or" for
telephone num ber in your c ity or
Reverse Charges to 216 - 696 -0969.

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

National Headquarters
146 Engineers Bldg.
Cleveland, Ohio 44114

Iwo � 1
Em pl . Y. W

S . - P o
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president, 1948. Emeritus Life Associate.

E. H E N L E Y ,
Valley, 1957.

58,

CECIL

SaI1 Fernando

Time Off

C A R L V . GES SAR O, 3 1

, Hartford, 1971.
W. C. HORN, 42, Akron, 1959.

65, Detroit, past president, 1953. Stuart Cameron McLeod Society.
HENRY S.
KR E I D E R , 8 7 , Philadelphia,
1923. ELA.
R A L P H G . M C C L O T C H E Y , 4 8 , L o s Angeles, 1970.
F R E D E R I C K A . M O O R E C R O F T , 4 8 , Buffalo,
1960.
J A M E S H. PITTS, 67, Oklahoma City,
1966.
J. L. PRIMM, 63, Dallas, 1961.
ARM AN D F . Q U E R E , 7 0 , New Orleans,
1970. ELA.
L E O N E . JACK MAN,

SLOAN

P.

SID ER ,

68

, New York, past
president, 1959. ELA.
M.

H . SOD ER BER G, 7 5

Moss

, Rockford, 1929.

M . T HR E L KE L D ,

72, Tulsa, 1944.

ELA.
WILLIAM

M .

TR ANT,

Denver, 1957.

ELA.
F R E D E R I C K S . W I L L I A M S , 6 0 , Delaware,
1960.
D. C. WILSON, 68, Akron, 1939. ELA.
HAR OLD J. W I LS ON ,
G.

J.

64, Albany, 1971.

W UBB EN H O R S T',

48, New York,

uptn� c�

1959.

FEDERAL
OPPORTUNITY
The Federal Home Loan Bank
Board is seeking a Director of
Internal Audits and Chief Accountant in Washington, D. C.
Key to the position is extensive
knowledge in internal auditing
procedures as well as accounting practices and problems of
the savings and loan industry
as a CPA dealing at the corporate level in a financial institution. This position is in the
Federal competitive service with
a salary range from $26,898 to
$34,971, depending on qualifications. Please forward resume
including salary history in confidence to:

William D. Boyer,

_o tcj

"I'm just wondering how my company will handle the�ransom�—

write it off as an extraordinary item or as goodwill."

A Million vs. a Billion:
The Difference
Enormous figures are bandied about
lightly these days. After all, who can
really comprehend a trillion - dollar

Mark -up Is Not Profit
"People get confused between the markup on a product in a grocery store or a
clothing store and the rate of profit of
that store. You often hear that a suit
is bought for $60 by the retailer and

ec o n o m y ? O n e of ou r m e m b e r s pa ssed

t h e n is sold for $ 9 0 , so t h e mark -up is

on this little anecdote to put the figures

50 percent. But that's not his profit,
because he has to pay for the rent of
the store; he has to pay taxes; he has
to pay the help; he has to pay for the
inventory and by the time he computes
all these other costs, it may turn out
that he's actually losing money, as many
retailers do from time to time. So there's
a confusion between mark -up and Prof-

in perspective.
It seems while involved in an Army
cost - effectiveness study, a general officer
remarked that most people don't know
the difference between a million and a
billion dollars. He offered this analogy:
"A million dollars in thousand dollar
bills can be held in one of your hands.
A billion dollars in thousand dollar bills
makes a stack higher than the Washington Monument."

it. "

—Dr.�Carl�Madden,�chief�economist
Chamber of Commerce of the U.S.
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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.
Worlds Largest
Financial & EDP
9
Personnel Specialists. Offi ces:
ALEXANDRIA
5055 Seminary Rd
17031931 3600
ALLENTOWN
Hotel Traylor Building
391506
ATLANTA
ATLANTA
3379 Peachtree Rd. N.E.
1404111MORE 8
BALTIMORE
The 0uadrangle —Cron Keys
13011 3237770
BOSTON
140 Federal St.
161714236440
CHARLOTTE
4801 E. Irtdeoendence Blvd.
17041535.3370
CHICAGO
333 N Michigan Ave.
13121 7826930
CINCINNATI

CLEVELAND
1367 E. 6th St.
12161 621.0670
DALLAS
2214 Bryan Tower
121417429771
DENVER
1612Court Plxe
3031244 2925
DETROIT
670 Honeywell Center
Sout ifteld
13131 3541535
HARTFORD
111 Pearl St
12031 278 -7170
HOUSTON
1200 Central Nal'1 Bank Bldg.
17131 2280056
INDIANAPOLIS

KANSAS CITY, MO.
127 West 10th St

81614744583

LONG ISLAND
420 Jercho Turnpike
Jericho
15161 8228080
LOS ANGELES
3500 Wilshire Blvd.
LOUISVILLE
680 South 4th St.
MEMPHIS
12 S. Mein St.
1901) 5238950
MIAMI
1190 N.E. 163 St .
North Miami Beach
130519470684
MILWAUKEE
fi33 West Wisconsin Ave.
MINNE719380
MINNEAPOLIS
80 South 8th St.
(612) 3368636
NEWARK

606 Ter r ac e Hi lton

9 Nor th I lli noi s St

1180 Ray mond Blvd.

1513) 621 7711

13171636.5441

120116233661

NEW YORK
330 Madison Ave
21219881300
OMAHA
7101 Mercy Rd.
140213978107
ORANGE, CAL.
500 South Main St.
171418354103
PHILADE LPMIA
2 Penn Center Pla:a
127515884580
PHOENIX
1517 Del Webb TawrwHOUSe
1602) 2781688
PITTSBURGH
Gareway Towers
(412) 471 5946
PORTLAND,ORE.
610 S.W. Auer St.
(5031 222'9778
PROVIDENCE
400 Turks Head Bldg.
14011 2748700
5T. LOUIS
7733
Forsyth Blvd.
C
lay ton
M
(314) 727

SAN FRANCISCO
111 Fine St.
41514341900
SAN JOSE
1175 North First St,
14081 293
S2 5 Poarth Ave.
12061 624 -9000
STAMFORD
111 Prospect St.
12031 3254158
WASHINGTON, D.C.
7316 Wisconsin Ave. N.W.
(3011 6541850
WILMINGTON
1102 West St.
13021 6523244
LONDON E C 2, England
17 Finsbury Square
016384394
TORONTO, Canada
15 Toronto St,
1416 B6B 1314
C
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