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Now
take a client
from bankruptcy to riches
wPithout changing 3our PenThis Bic 4 -color pen has to be the easiest way anyone
ever thought of to take someone from out of the red and into
the black.
And, if you press two more buttons, you can use it to
write anything else you can think of in blue or green.
The price of this little marvel, in medium or fine points,
is $1.19. And for our 2 -color pen is 69 .
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to acquire another, professional
valuation counsel can answer
vital questions.
Is the record of tangible and
intangible assets accurate?
What is the market condition of
the production lines? What
capital expenditures are
needed? What are the tax
implications related to
property values?

Questions such as these
are readily and accurately
answered by American
Appraisal, For more
information, write for
Brochure 15, or call
M r . W o r t h a t 800 - 558 -9833.
Th e A m e r i c a n A p p r a i s a l C o m p a n y , In c .
5 2 5 E Michigan St. Milwaukee. W I 53201
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PRESIDENT'S PERSPECTIVE

Other NAA Benefits
In this space I have discussed some of the formal and informal
benefits of NAA membership. It is true that NAA pursues its
primary objective of self- advancement of members through the
publication of educational materials and the sponsorship of
technical programs.
We have long recognized, however, that there are still other
ways of serving members.
Thanks to the mass purchasing power of the NAA membership
we discovered that a low -cost life insurance program could be
offered at a considerable savings. First introduced in 1968, the
plan was so successful that premiums have been reduced 30
percent since the initial offering.
As a result of the favorable reception given the original
insurance plan, NAA has expanded the membership group
insurance program. This year, for the first time, there are four
plans available to members: life insurance, in- hospital indemnity,
accident insurance, and an income protection plan. Available
only to members of the Association, each plan can be tailored to
the individual member's need and budget. (For additional
information, write to C. R. Miller, Director of Finance and
Administration, care of the Association's office.)
Educational self- advancement will continue to be the primary
objective of the Association. But other services —such as the
insurance program —are benefits that you should be aware of.
This additional benefit of the NAA membership is something
that your colleagues could be interested in, too.

ROBERT CHAPMAN
President, 1973 -74
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contractors—who
supply conduit pipe
among many other
items —have their own
special budgeting
problems. See article
on page 37.
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NEW DIRECTIONS IN FINANCIAL REPORTING
By Floyd A. Beams
Identified in this article, is a pattern of recent changes in financial reporting
requirements. The author summarizes possible changes that are being debated
currently, and he considers several alternative approaches for presenting new types of
information in financial reports.
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THE VALUE -ADDED TAX
By Steven D. Garton

Few people know about or understand the value -added tax and the possibilities it may
offer in the search for tax reform. How it is defined, how it works, and its possible
effects on individuals and the economy are some of the areas discussed by the author.
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PROPOSED CODE OF PROFESSIONAL CONDUCT
By Joyce C. Lambert
The author undertook a study to develop a code of professional conduct for
management accountants. The code was submitted in a questionnaire form to a sample
of the NAA membership. In this article, she presents the reaction response to elements
of her proposed code.
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FINANCIAL SYSTEMS DEVELOPMENT
By Glenn V. Schultz
An approach to developing a financial information system is presented here which will
provide uniform, flexible, enterprise subsystems with faster response at reduced costs.
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THE INVESTMENT OF IDLE CASH FUNDS
By Harold F. Zick
Cash management and the investment of idle funds deals with the importance of
formalized procedures for preparing cash forecasts and forecasts of cash position. The
author discusses the two functions involved: determining, through cash management
procedures, how much cash is available for investment and selecting the investment.
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UNMEASURED COSTS: A CHECKLIST
By Dixon Fagerberg, Jr.
A checklist of the ten types of commonly unmeasured costs is presented by the author.
He states that these costs focus on psychological factors underlying the
nonmeasurement and the human faults characteristically accompanying those factors.
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SECURITY AND COMPUTERIZED SYSTEMS
By John L. Carlton

The author identifies four major areas of security that must be provided for in a firm's
computerized information system, and discusses management's role in providing
security.
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of the things he can control. This article presents a very simplified adaptation of the
flexible budgeting system.
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Accounting for Corporate
Social Responsibility
Mention "corporate social responsibility" to some businessmen and
you're likely to get an emotional response. They might echo Milton
Friedman (as he reiterated at the NAM Congress, see page 47) that
the only responsibility of the corporation is to make a profit for its
stockholders. Yet in a time when public concern over social questions is at an unprecedented height, accountants might do well to
start thinking about their social and ethical responsibilities.
This issue alludes to some of the ramifications of the problem. In
a survey of NAA members discussed on page 19, more than 82 percent of respondents agreed that there is a need for a code of professional conduct for accountants in industry.
More than a yea r ago the National Association of Accountants
established a Committee on Accounting for Corporate Social Performance. The Committee was charged with the task of developing
procedures and standards for measuring social benefits that are
created, in comparison with the costs incurred. The first report of
this committee is published in this issue on page 39. The Committee
is working in virgin territory. It may be t rying to quantify the unquantifiable. However, its work is very important in that it demonstrates that we accountants are not deaf to the cries for increased
social and ethical responsibility.
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have a social responsibility, you should make your views known to
the Committee. After all, the final product will depend to a large
extent on the nature of the input received.

articles on the subject in the near future. In "Multinational Financing and Accounting Harmony," Frederick D. S. Choi discusses the
feasibility of international disclosure standards; and Donald A. Cal-
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Our New NCR 299
Electronic Accounting
System.'
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We call it
"The Easy One"
Modular. Flexible. Powerful. Often used phrases
with today's accounting computers. W hile our
new 299 system is all these —and more, we
call it sim ply "The Easy One." Here's why.

EASY COMPUTATION —The NCR 299
performs all electronic accounting
functions. PLUS it has the power to
make computer decisions. Stores
alpha and numeric information. And it
never forgets, even if the power is off.
EASY PROGRAMMING —All that's
needed to encode a program is a pen.
Program can be modified any time,
anywhere. No program panel
needed. Simply insert program card.
"The Easy One" does the rest.
EASY OPERATION— Human - factors
design and operator lead- through
keep the operator comfortable and
informed of proper sequence. Variety
of forms processed quickly with
individually controlled split platen.
EASY PRINTING —NCR serial ball
printer moves rapidly across forms.
Eliminates slower, space- consuming
carriage. Produces original and
7 -plus copies in clear, crisp,
easy -to -read print.
EASY INVESTMENT —Best of all, our
new NCR 299 system is easy to own.
Price is comparable to
less powerful accounting machines.
Installation is easy, too.
And it's available now.
For information on how the NCR 299 can
handle your specific requirements, phone
your local NCR office. Or write 299 Systems,
NCR Domestic Marketing, Dayton, Ohio 45479.
Ask about "The Easy One."

Terminals & Computers
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Letters

TO THE EDITOR

The "Test of How You Think"
The recent article, "The Management Accountant and
Creativity," by John B.Edwards appearing in the September
1973 Issue of MANAGEMENT ACCOUNTING was most informative
and thought provoking. How many readers attempted the
"Test of How You Think ?" How many readers tried to connect the dots by staving within the framework of the dots?
This little test points out one thing— problems that appear
to be insurniountabIq can be satisfactorily resolved if one keeps
an open mind and doesn't restrict his thinking. Likewise, the
management accountant of todav, as well as the future, needs
to keep an open mind in order to make sound economic
decisions.
J. A. Rectenwald
Lake Superior Chapter
Duluth, Minn.

Behavioral Implications . . . Superbly Covered
Jeanne H. Nelson's article, 'Behavioral Implications of Internal Auditing," October 1973, superbly covered all behavioral
aspects of the auditor in verifying a company's records and
authenticity of financial data.
One important area was lightly reviewed and summarized by
Ms. Nelson's statement "... he [auditor] is interested not only
in employee behavior but also in the effectiveness of management's attaining objectives." All too often top management
establishes the upcoming year's sales and profit objectives only
to have the vast majority of personnel lose sight of the goals in
a short period of time. Attaining objectives is not only a sales
and production responsibility but is the duty of all other employees and the obligation of all managers to work towards this
end.
The internal auditor should know the short -term and longterm objectives. As records and financial data are reviewed,
significant changes in sales, costs, and expenses should be
evaluated to insure those changes resulting from management
decisions were made on a basis consistent with approved objectives.
Realistic growth objectives can only be attained through a
concentrated effort by all employees. The scope of the internal
auditor's job should include samplings which would determine
the actual efficiency of the methods currently in use.
John Galla
Cleveland East Chapter
Willowick, Ohio

Further Insight on Internal Auditors
I read with great interest Jeanne H. Nelson's article entitled
"Behavioral Implications of Internal Auditing" which appeared
In the October 1973 issue of MANAGEMENT ACCOUNTING. It
gave me a further insight into why internal auditors act and
react the way they do.
Many of the points made by the author related to an assumption that the internal auditor may weigh his comments
and recommendations because of fear for his job security. I

would agree that this fear may be present; but if it is, then the
auditor does not have the proper understanding of his job.
In interviewing candidates for positions in our firm, I make
it a point to seek out their views on "compromising" situations.
I look for auditors who are flexible in their opinions, constructively critical, and who have principled convictions which
cannot be compromised because of fear for their jobs. My
experience has shown me that the most competent auditors will
not stay with you if management insists on unabiding loyalty
and holds the fear of unemployment over their heads.
One possible way of eliminating or sufficiently reducing this
fear is to invite the comments of management to the reports of
the auditor. They may and often do disagree with the findings
but I have yet to find a management objection which criticizes
the auditor.
The auditor should welcome these differences of opinion
with management, and management would be selling itself
short if it bought every recommendation without question. The
auditor should also know and convey to management that his
recommendations are not the only course of action. Better
solutions may exist and it is up to management to determine
the best direction to reach the desired objective.
Management respects the auditor who measures his effectiveness not by how he lies for others but how well he stands for
himself.
Gerald N. Stevens
Director of Internal Audit
Insilco Corporation
Cheshire, Conn.

Forecast Disclosure Must Meet Investors' Needs
In the article "Forecast Disclosure" by Charles H. Mott
which appears in the July 1973 issue of MANAGEMENT
ACCOUNTING, the author discusses various arguments for and
against the publication of financial forecasts in corporate annual
reports. Although Mr. Mott does point out some central issues
in the forecast disclosure controversy, he ignores the most important aspect of this subject. Namely, that the disclosure of
any financial data should be thought of in terms of its usefulness to its primary readers. The topic of forecast disclosure
should focus on whether financial forecasts meet the information needs of stockholders in making current decisions regarding their investments in a firm. We as accountants must ask
whether the publication of financial forecasts will meet these
needs of stockholders better than the existing reports.
Currently, the onlv financial information which investors are
given in corporate annual reports are the traditional general
purpose financial statements. But stockholders base their decisions upon future expectations. All accountants will agree that
the traditional statements represent only approximations of the
past. They are prepared from subjective opinions, probabilistic
estimates, and the best data available at a point in time.
There are many theoretical and practical limitations underlying
each numerical expression of income and asset valuation. Yet
these traditional financial statements represent the only information which investors are given in order to assess the future
value of the firm.
MANAGEMENT ACCOUNTING /FEBRUARY 1974

To meet the needs of investors, meaningful and well prepared forecasts,
through cash flows, should be provided
which will show management's expectations of the firm. Individual shareholders
can evaluate such expectations according
to their own personal utility and risk preferences.
James R. Davis
Canton Chapter
Alliance, Ohio

Forecast Disclosure Is Not Harmful
Mr. Charles H. Mott in his article,
"Forecast Disclosure," MANAGEMENT ACCOUNTING, July 1973, indicates that management prepared forecasts are generally
more accurate than externally prepared
forecasts. Mr. Mott goes on to cite this as
one of the advantages of forecast disclosure. Interestingly, a research study on
forecast accuracy conducted by the Financial Executives Institute concludes
"... public disclosure of internal forecasts
would seem to have limited usefulness to
the investor because of the inaccuracy of
the forecasts." Generally, I concur with
Mr. Mott, but not with his statement
that internal forecasts were found on the
average to be accurate within approximately five percent. Conclusive studies
on the accuracy of the budgetary process
(projection of sales, expenses, earnings,
etc.) are simply not available. An important point is, however, that some firms
can forecast certain budgetary elements
with sufficient accuracy to justify disclosure to nonmanagerial users.
Another question raised in Mr. Mott's
article concerns forecasting and legal liability. Mr. Mott states that as yet there
are no acceptable legal standards for reviewing deviations between actual and
forecast. Quite the contrary, the case of
Dolgow v. Anderson (53 F.R.D. 664
(E.D.N.Y. 1971), aff'd, 464 F. 2d 437
( 2nd Cir. 1972) ) pertains to this question. Dolgow involves a class action
brought by Monsanto common stockholders alleging that forecasts were deliberately misstated in order to drive up
market price. In brief, the Court found
that the forecasts were appropriately prepared and extensively reviewed by company personnel best qualified to do so;
consequently, plaintiffs were not permitted to recover.
Mr. John Burton, chief accountant of
the SEC, also made a most unique statement on forecast liability. He remarked
in a recent public speech that failure to
disclose a forecast may bring more liability than disclosing one that is later
MANAGEMENT ACCOUNTING /FEBRUARY 1974
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your new building.
Begin with revolutionary computerized
cost segregation. Add
maximized Investment
Tax Credit. Utilize the
additional funds generated
by depreciating components

i ndi v i dual l y. Ask f or t he f act s.

Before you merge or acquire, dig for real values.
Know the values and tax consequences before
you consider any business combination.
Special M/S programs can give you the important
hard look before the big leap.

Keepinsurancecostsdown/coverageup.
New, fast, flexible valuation and updating methods
can keep you on top of changing values.
Could save you money. Could save your business.

Use the new M/S Simpraisal to save time and costs.
It's a revolution in simplicity for insurance valuation
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Call the M/S Revolutionary Valuation Consultant
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AUTOMATIC DATA PROCESSING
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3
Clifton, New Jersey
(201) 472 -2222
Gentlemen:
I certainly want to know more. Please send me
the free booklets checked below explaining how
you could process some, or all, of our bookkeeping
chores.
El Accounts Receivable
Accounts Payable
General Ledger /Financial Reports
Payroll Preparation
Please have an ADP representative call for
an appointment.

more then 20,000 clients, and
we're listed on the New York
Stock Exchange.
We can provide you and your
"'
company with all the benefits
our other customers enjoy.
Savings in time and overhead.
Increased efficiency, speed and accuracy. Instant cash flow and working capital reports.
Plus meaningful management information
to help you control your business better.
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We've been told by experts
W.,
in the field — people just
like you —that these booklets contain some of the
most helpful and factual in formation they have read.
Not generalities, but specific
profit pointers that can be of help to you...
and your firm.
Perhaps that's because the booklets are
based on practical experience gained from
working with all types and sizes of businesses for nearly 25 years. ADP is the
nation's largest processor of payrolls, accounts receivable, accounts payable, general ledger /financial reports. We service

■

MaJudomatic Data Processing
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missed, especially if insiders are trading
with knowledge of an unreleased forecast.
Finally, Mr. Mott states that one argument against forecast disclosure is competitive harm. I personally believe this to
be an illusion in that a firm's competitive
advantage is dependent upon the nature
of its facilities, technical know -how, management skills, and the ability of the work
force. Such details cannot be abstracted
from a condensed forecast to the detriment of competition.
Dan M. Guy
Member of the Faculty
Texas Tech University
Lubbock, Tex.

Measuring Productivity and Efficiency
The article, appearing in the November
1973 issue, titled "Measuring Productivity and Efficiency" by Frank W. Kolmin
and Michael J. Cerullo, tackles the very
important topic of how to relate data
derived from a cost system in a manner
meaningful to operating management.
However, I fail to see how the gyrations
of converting actual production units to
equivalent units provides any more information than if one were to just compare monthly standard labor outputs.
The authors should have carried out
their analysis one more step. By dividing
the equivalent productions base or standard payroll by a factor representing
shift availability or unit shifts employed,
they would then show that even though
February ranked third in terms of total
output it might rank first in terms of
shift output. It is conceivable that January's production utilized more overtime
and had more production days in the
month than February.
Any ratio of production efficiency by
itself is a very dangerous bit of management information. If a single measurement is overemphasized to management,
you could end up with an excessive inventory in low margin items simply because the manufacturing departments
find it is easier to manufacture product
A even though product B has a higher
margin and is in a stock out position,
Norman Weinstock
Gotham Construction No. II, Inc.
New York, N. Y.

How About That?
An article on controlling computer results by Robert B. Witham in the
MANAGEMENT ACCOUNTING /FEBRUARY 1974

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

TOSHIBA

In To uch with To mo rrow

October 1973 issue Of MANAGEMENT
as a by- product of data already in
their computer. For example, miscellaneACCOUNTING does not use EDP jargon. ...
How about that?
ous expense is one item most auditors
Mr. Witham's suggestion relative to want details on, so we prepared a schedusing service centers until the firm is ule each month with sufficient references
certain that a computer should be in- to find the source document within one
stalled certainly does cover many key minute. Sales tax reports can be another
situations. Service centers or service monthly by- product of great help and we
bureaus, as they are sometimes called, use them to back -up reports submitted
usually are stronger in certain areas. In to municipalities. This can be especially
our case, we found a center willing to helpful in cases such as the State of
write, run, and produce new reports at no Washington that has two sales tax rates,
cost to us if they were salable to other depending upon the town.
users or potential users.
Another advantage available to us was
We showed our service center the type getting the computer to produce the
of year -end reports that we prepared by necessary financial report required under
hand for audits and other purposes, and our dealer franchise. Before, we usually
we created schedules to save that work
Continued on page 42
11
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FASB Issues First Standard on Foreign Currency Translation
The first statement of financial accounting standards issued by the Financial Accounting Standards
Board late last year would require corporations to disclose in their financial statements six categories of information concerning foreign currency translation. In issuing the statement, the Board
pointed out that it is working on a comprehensive project that embraces all accounting issues
related to foreign currency translation. The statement, which is effective for financial reports reporting results of operations for fiscal periods ending after Nov. 30, 1973, should lead to some
standardization of what corporations disclose in the translation of foreign currency into dollars.
The Board does allow for some flexibility in the "how" of reporting. Companies may make the
disclosures through captioned amounts separately identified in the body of financial statements,
by a description in the summary of significant accounting policies, by explanation in notes to financial statements, or by combinations of these methods. In regard to the MAP Committee suggestion that translation gains be shown net of income taxes, the Board noted it "would prefer to
consider the matter further before requiring such disclosures" because of the complexity in determining the taxability of exchange adjustments and the interrelationship of such with the provisions of APB Opinions No. 23 and No. 24. The text of the actual statement may be obtained at
a nominal cost from: Publications Division, FASB, High Ridge Park, Stamford, Conn. 06905.
SEC Issues Guidelines on Quarterly Corporate Financial Reports (10 -Q)
In new guidelines for the filing of corporate 10 -Q reports to the Commission, the Securities &
Exchange Commission said it would encourage the practice of some corporations of distributing copies of these reports to stockholders and other interested persons. The SEC said it was
also considering recommendations of its Industrial Issuers Advisory Committee that interm earnings reported in quarterly reports include comment on reasons for unusual increases or decreases in revenue or income, results for the fourth fiscal quarter along with results for the fiscal
year, and comment on any "material year -end adjustments."
Demand for Business Executives Expected to Slow in Early 1974
Although demand for executives will remain relatively high during 1974, Heidrick and Struggles,
an international management consulting firm, foresees a downward trend in the early part of the
year. In its survey of nationwide display advertisements, the firm said there was a 25% increase
in demand for finance executives during the last half of 1973 as compared to the first half of that
year. Predicting that the dip in demand will principally affect executives at the middle management level and in staff positions, the firm said "Organizations will continue to need senior executives with records of success, particularly in finance and manufacturing rather than marketing."
MAP Statements Elicit Worldwide Interest
Requests for statements of the Management Accounting Practices Committee have come from
members in more than 13 countries, according to the MAP Committee secretary.
Some 550 Accountants Sit for Second CMA Examination
More than 550 accountants sat for the Certificate in Management Accounting examination at 26
locations throughout the United States in December. This was the second examination in the
new NAA program to recognize educational attainment and professional competence of the
management accountant.
N.Y. Stock Exchange Suggests Variance Analysis
The New York Stock Exchange has published "A White Paper" on "Recommendations and Comments on Financial Reporting to Shareholders and Related Matters." The 16 -page paper expresses support for the FASB and makes suggestions for disclosures by listed companies. One
such suggestion would have companies list in tabular form the reasons for material changes in
the factors affecting the results of operations of the current year as compared with the immediately preceding year.
FASB Sets Public Hearing on Research & Development Costs
FASB's first public hearing, on accounting for research and development and similar costs, will
be held March 15 in New York City.
12
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NEW DIRECTIONS IN
FINANCIAL REPORTING
Although the changes in financial reporting could have occurred
suddenly, as a result of a governmental dictate for example, the
process has been slow and patterned.

By Floyd A. Beams
Financial reporting in the United States has evolved
toward ever more complete and comparable financial statements. Although the changes in financial
reporting could have occurred suddenl y, as a result
of a governmental dictate for example, the process
has been slow and patterned. The process itself
probably lends much to the public's confidence
in financial reports. One particularly good example
of the evolutionary order of reporting changes is the
development of current reporting requirements for
earnings per share (EPS). Articles about EPS appeared with increasing frequency in accounting and
business literature during the 1940's and 1950's
and more and more companies presented EPS data
in their financial reports. Finally in 1958, after
identifying EPS as a problem area in reporting, the
AICPA Committee on Accounting Procedure provided guidelines for calculating EPS., The guidelines were not intended to require the reporting
of EPS but rather they were developed to standardize measurement procedures when EPS data were
reported.
Additional guidelines for calculating EPS were
issued in 1966 by the Accounting Principles Board
(APB) in order to encompass residual securities
within the framework for measuring EPS.2 Although this 1966 pronouncement recommended
the disclosure of FPS data on the income statement, it did not require such disclosure for fair
presentation. The current requirement that earnings per share data be presented on the face of the
income statement stems from a 1968 pronouncement which followed a decade of discussion, research and experience with EPS guidelines.3
A second example of the evolution of reporting
changes is provided by the sequence of events that
led to required funds statements (statements of
changes in financial position) . Although some companies issued funds statements around the turn
of the century, the funds statement received little
publicity until the 1950's when numerous accounting textbooks and journals began covering the subMANAGEMENT ACCOUNTING /FEBRUARY 1974

ject. At the same time more and more annual reports included funds statements. Then in 1961,
the AICPA published a study which identified the
reporting of funds' data as a critical problem area
in corporate financial disclosures.* Two years later
the Accounting Principles Board recommended
that the funds statement be reported as supplementary information in financial reports.5 Although
the pronouncement did not require firms to
publish funds statements, it did provide guidelines
which were to be followed when funds statements
were included in financial reports. By 1971 most
major companies were issuing funds statements and
the evolutionary process culminated in the issuance
of APB Opinion No. 19 which requires all firms
purporting to show financial position and results
of operations to issue a funds statement as one of
the basic financial statements.e
The development of financial reporting requirements for these two areas (earnings per share and
funds statements) followed a pattern of conceptual
clarification in the literature, authoritative support
by professional organizations, implementation on a
voluntary basis, and finally, a reporting requirement.
Other reporting requirements that have developed
in a similar sequence include income tax allocation
and accounting for leases which are in substance
installment purchases of property. The pattern appears to be a logical one and one that can be expected to apply to other areas of financial reporting
for which reporting requirements have not yet been
established.
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New Measurements
PRICE -LEVEL ADJUSTED STATEMENTS

In many respects the development of price -level
i Accounting Research Bulletin No. 49, "Earnings Per Shan,"
issued by the Committee on Accounting Procedure, AICPA, 1958.
' A PB Opinion No. 9, "Reporting the Results of Operations,"
AICPA, 1966.
a APB Opinion No. 15, "Earnings Per Share," AICPA, 1968.
' Accounting Research Study No. 2, " 'Cash Flow' Analysis and the
Funds Statement," prepared by Perry Mason AICPA, 1961.
a APB Opinion No, 3 'The Statement of Ssource and Application
of Funds," AICPA, 1 63.
a APB Opinion No. 19, "Reporting Changes in Financial Position," AICPA, 1971.
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"...there

appears to be
a strong
movement
toward current
value
accounting."

adjusted financial statements resembles the pattern ments, even on a voluntary basis, has not been
that led to the funds statement requirement. The recommended by the AICPA, the disclosure of maraccounting profession did not express much in- ket values as supplementary information has long
terest in price -level adjusted statements when been advocated for some assets such as temporary
Henry Sweeney described them in his classic work investments. Procedures permitting departures from
Stabilized Accounting., Since World War II, how- historical cost for particular assets (inventories and
ever, the topic has been given considerable atten- marketable securities) and special situations (distion throughout accounting literature. Some com- covery value and quasi reorganizations) continue
panies were presenting price -level data as supple- to be considered as accepted accounting practice.
At the present time there appears to be a strong
mentary information in their financial reports by
1960 and numerous accounting textbooks published movement toward current value accounting. This
in the 1960's included sections on price -level ad- movement has gained impetus and supporters durjustments. One of the early tasks of the Accounting ing the past quarter century. Proponents of current
Principles Board was to consider the issue (1960 ) value accounting include both practicing and acaand to commission a research project on the sub- demic accountants and both internal and external
ject. Research resulting from this project indicated users of accounting data. One of the highlights in
that there was a "... need for changes in financial the movement was the AICPA's publication in 1962
reporting to reflect the effects of inflation and defla- of Accounting Research Study No. 3 which recomtion" and that ". . . recognition of price -level mended current value accounting." Although
changes in financial statements is practical, and not this publication does not represent the official position of the AICPA, its issuance introduced current
misleading or dangerous to investors." 8
A 1969 Statement by the Accounting Principles value concepts into the arena of potential accountBoard provided additional support for the use of ing principles. Two years later the feasibility of
supplementary schedules to show general price -level using accounting methodology for value measureinformation. The Statement reads "the Board be- ments was demonstrated by Edwards and Bell in
lieves that general price -level financial statements or their book The Theory and Measurement of Busipertinent information extracted from them present ness I11come.12 Another development in the moveuseful information not available from basic his- ment for current value accounting was the issuance
torical- dollar financial statements." The Board of A Statement of Basic Accounting Theory by the
was careful to point out that such statements American Accounting Association in 1966.11 Al". . . should not be presented as the basic state- though accounting literature over the past decade
ments. . . ." and that ". . . general price -level in- or so provides additional evidence of increasing
formation is not required at this time for fair pre- support for current value accounting, a cursory exsen tat ion .. ." 9 The pronouncement further pro- amination of recent accounting journals indicates
vides guidelines to be followed by firms choosing to that current value is now an extremely "hot
issue." 1 4 The January 1973 issue of Financial Exdisclose price -level adjusted data.
Price -level adjusted statements have endured a ecutive is devoted exclusively to the topic of fair
long period of conceptual clarification in the litera- value accounting.
In addition, the final report of the AICPA's Obture, they have received authoritative support by
professional organizations, and they can be pre- jectives Study Group has concluded that financial
sented on a voluntary basis as supplementary state- statements should report both historical cost and
ments in annual reports under the guidelines set current values when the two differ significantly."
forth by the Accounting Principles Board. But un- This and other conclusions resulting from an in•
like the experience with voluntary funds statements, tensive investigation of the objectives of financial
firms have shown little willingness to present price - statements by the Study Group will be studied
level statements on a voluntary basis. Whether further research and experience with voluntary reporting will result in required reporting of price -level ' He nry W. Sweeney, Stabilized Accountina, Harpe r & Row, 1936.
Accountin{, Research Study No. 6, 'Reporting the Financial
data seems likely to depend upon future economic sEffects
of Price•Level Ch
prepared by the staff of the
Accounting
Research Division o[ the American Institute of Certi•
conditions.lo
fied Public Accountants 1963, p. xi.
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Current value accounting encompasses a variety
of measurement bases other than historical cost.
For example, current value accounting includes
such accounting valuation schemes as replacement
cost, current market value, fair value and net realizable value. In contrast to price -level adjusted statements which are said to be "an extension of and not
a departure from the historical cost basis of accounting" the issuance of current value statements would
represent a departure from the cost basis of accounting.
Although the presentation of current value state14

APB Statement No.
"Financial Statements Restated for General Price -Level Changes," AICPA, 1969 1071.25.
For more information see William A. Paton, "Inflation—Measurement, Impact, Culprits," Financial Executive, Part 1 November
1972, and Part 2 December 1972. Also see Russell
Petersen,
'Inter - industry Estimation of General Price -Level Impact on
Financial Information)" The Accounting Review, January 1973.
11 Accounting Research Study No. 3, "A Tentative Set of Broad
Accounting Principles for Business Enterprises," pre pared by
Robert T. Sprouse and Maurice Moonitz, AICPA, 1962.
u Edgar O. Edwards and Philip W. Bell The Theory and Measurement of Business Income, University of 6alifornia Press, 1964,
18 A Statement of Basic Accounting Theory, prepared by the
Committee to Prepare a Statement of Basic Accounting Thheory,
American Accounting Association, 1966.
u
For exan
le see
following:?" Marvin
L, Stone "T he Age of
Aquarius
—EPven
forthe
Accounting
The Journal
Accountancy,
August 1971 • John C. Burton "An Educator Views the Public
Accounting Profession,"' The journal of Accountancy, September
1971; William J Casey, "Toward Common Accounting Standards
The Journal of Accountancy, October 1972; A. E. Carlson, lA
Case for Current-Cost Report ing," Management Accounting,
FebruarT 1973; and A. Carl Tietjen, "A Bans for Financial Reorti ng fV The CPA Journal January 1973.
The eek in Review by Itaskins and Sells, October 5, 1973.
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by the Financial Accounting Standards Board
(FASB) . The FASB has the authority to convert
the recommendations of the Study Group into reporting standards. If the Board concurs with the
recommendations, required current value disclosures could be just over the horizon.
The extensive evidence to date suggests that additional disclosures of current value information
are likelv to become acceptable in the foreseeable
future. The more volatile issue, however, is whether
current value accounting should supplement historical cost accounting in financial reports or replace it.

Profit Forecasts
Historically, accounting reports have been developed to measure and communicate the results of
experienced business activity. Recently a number
of accountants, financial analysts and others have
advocated the expansion of financial reports to include profit forecasts.18 Proponents of disclosing
future earnings projections argue that selected analysts and other parties already have access to the
profit forecasts of many firms and that fairness to
all users of financial reports necessitates the public
disclosure of expected future earnings. They also
point out that forecasts are published in the United
Kingdom in prospectuses and in circulars and that
the British experience demonstrates the feasibility
and practicality of reporting on forecasts.

Recent interest in the concept of profit forecasts
has been shown by numerous individuals and organizations including the AICPA and the Securities
and Exchange Commission (SEC). The AICPA
has conducted research into the accounting and
reporting problems of forecasting, some of which
is described in a recent issue of The Journal of
Accountancy.17 Recently the SEC conducted a series
of hearings on the pros and cons of disclosing
profit projections.18 The influence of the SEC on
the disclosure of profit forecasts is especially important because in the past SEC regulations have
prohibited profit forecasts in financial reports. The
outcome of the SEC's activity in the area has been
to relax the historical forecast prohibition for financial reporting. Thus the accounting profession is
now able to set its own standards for reporting on
financial forecasts.
New Kinds of Information
SOCIAL COSTS

In contrast to the current practice of measuring
and communicating the results of business perforK. Fred Skousen, Robert A. Sharp and Russell K. Tolman,
"Corporate Disclosure of Budgetary Data, " The Journal of Accountancy May 1972.
11 D. R . 6 a r m i c h a e l , " Reporting on Forecasts: A U. K. Perspective, " The Journal of Accountancy January 1973.
11 "Companies' Profit Forecasts-They Be Made Public ?"
U.S. News and World Report, December 25 1972. Also see
Financial Projections Hearings Open at SEC, " The Journal of
Accounian�tpp, January 1973:
1s Ralph W. Estes, " Socio-Economic Accounting and External
Diseconomies,' The Accounting Review, April 1972.
1 e See " The First Atte mpt s at a Corporate 'Social Audit, ' " Business Week, September 23, 1972.
11 For more information concerning accounting for pollution see
Floyd A. Beams and Paul E. Fertlg, "Pollution Control through
Social Cost Conversion, " The Journal of Accountancy, November
1971.
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mance within a private or internal cost framework,
a growing number of accountants feel that business
performance should be evaluated within a system
which includes both private and social costs in
order that all costs of producing and distributing a
firm's goods and services are considered. Although
economists have included social costs within their
economic models of the firm for many years, accountants were prone to disregard the importance
of social costs prior to the 1960's. Since 1960,
however, many accountants have studied the problems of accounting for social costs and a new interdisciplinary area called socio- economic accounting
has become prominent in accounting literature.ls
Socio- economic accounting, which encompasses
the area of accounting for social costs, also includes
such diverse activities as accounting for national
income, evaluating social programs, determining
the impact of accounting on economic development, accounting for social responsibility, evaluating the social impact of corporate philanthropy and
performing corporate social auditS.20 Although
conceptual clarification in many of these areas of
activity is lacking, the probability that some form
of accounting for social costs will be required is
increased by our national commitment to reverse
the trend of environmental deterioration. At a minimum it seems that many social costs will be internalized as private costs of production by 1976,
the deadline for firm compliance with many air and
water control standards. It seems reasonable to expect the accounting profession to provide guidelines for reporting the financial and non - financial
results of pollution control programs in the not too- distant future.21

e'... additional
disclosures of
current value
information
are likely to
become
acceptable
in the
foreseeable
future."

HUMAN RESOURCE ACCOUNTING

Although businessmen have long recognized the
value of a well trained and capable work force, published financial statements have never listed human
resources among reported assets. This omission is
being challenged in accounting literature and considerable research has been conducted in the measurement and reporting areas of human resource
accounting. However, the current stage of development for human resource accounting is best described as one of conceptual clarification.

Implementation of Reporting Changes
Proposals for changes in financial reporting such
as those cited above have generated considerable
opposition. Often such opposition assumes that the
changes will be implemented using a particular
approach which would destroy the continuity and
comparability of existing reporting practices. Although many innovations in financial reporting may
be acceptable if implemented in one way and totally unacceptable if another approach is used, the
decision to adopt a new measurement or to expand
reporting practices to provide more information
should not be based upon an assumed method of
implementation.
Potential reporting changes should first meet the
Continued on page 22
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THE VALUE -ADDED TAX
Adoption of a value -added tax would not only increase revenue
for government, but it would allow for tax reform and a
restructuring of our present system of taxation.

By Steven D. Garton
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The value -added tax, sometimes referred to as VAT,
is one of three basic forms of consumption tax.
These forms are: the sales tax, which is paid by
the consumer in one stage when he purchases the
item for consumption; the cascade tax, which is
a multi -state cumulative tax paid by each purchaser
of an item, whether for consumption or resale; and
the VAT, a multi -state non - cumulative tax. What
makes VAT a non - cumulative tax is that credit
is received by the taxpayer for taxes already paid on
purchases. In other words, onlv the value added to
the goods or services in each stage of production
prior to consumption is taxed.
Exhibit 1 shows how value is added at each
state of production of a loaf of bread. The farmer
produces wheat to make a loaf of bread and sells
it to the miller for 4¢, thus he has created a value
on the wheat of 4¢. The miller grinds the wheat into
flour and sells it to the baker for IN. He has increased the value of the wheat from 4R to IN or a
total of 6¢. This process continues until the item
reaches a final consumption point.' At each stage
the producer would pay a tax only on that increase
in value of the product he had caused. In theory,
the VAT is much like a national sales tax, in that
the consumer would pav the total tax. However, it
differs from a national sales tax in that it is collected
in installments at various stages of production .2 In
addition, the VAT is self - enforceable, that is, one
man's proof of purchase is evidence of another man's
sales.3
Calculating VAT
There are two ways of imposing the VAT. The
first is the "Accounts" method and the second is
the "Invoice" or "Tax from Tax" method. The
accounts method uses the concept of sales less purchases. The tax is levied on the difference between
the firm's total sales and the value of its purchases
in the same time period. Under the invoice or tax
from tax method, each taxpayer invoices the value added tax separately on each sale. The tax due by
the firm would then be the value -added tax arising
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from total sales, less a credit for the value -added tax
involved on purchases.
Exhibit 2 shows how a 10 percent value -added
tax would apply to the two methods.4 Either method would produce the same result. It is interesting
to note that it is possible to have a negative VAT
due. This would result if purchases during a period
were greater than sales. It could also result from a
situation where more than one rate of tax was being
used on different items. In most countries where
the VAT is in use, the "buffer rule" is applied to
such cases. The buffer rule simply means that when
a negative tax occurs, it can be carried forward to
future years. 5 This rule applies in almost all cases
except for exports in which case a cash refund is
allowed.
Control of the Economy Through VAT
The government, through a value -added taxing
poliev, can control the economy in order to stabilize
it. One attribute of VAT is its usefulness as a control over cyclical fluctuations. In the past, the government has applied personal and corporate income
taxes for this purpose; however, most experiences
with income tax manipulation have proven unsatisfactorv. In contrast, the rate of a value -added tax
may be moved up or down with little difficulty and
its effects upon consumption would be almost immediate because retail prices would .necessarily follow the tax change. Moving the rate down would
accelerate consumption, while moving the rate up
would do just the opposite. However, changing the
rate may cause some "ratchet effect," a situation
where prices would tend not to fall back to the level
that existed prior to a rate increase. This could, of
course, be partially overcome by revealing the
amount of the tax to the consumer on the goods
which he purchases.
There is also a problem with consumer expectations when manipulating a VAT rate. A publicly
proposed increase would cause consumers to buy
prior to a rate increase. A previewed decrease would
make consumers defer purchases until the decrease
came into effect. In either case, consumer anticipa' All footnotes appear at the end of this article.
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"There are no
payroll taxes
with VAT . . . "

Exhibit 1
THE ADDING OF VALUE

Farmer

Miller

Wheat

Selling Price

40

Value Added

40

Baker

Flour

Bread

100
+

60

Grocer

Bread

220
+

120

Housewife

270
+

50

=

27<

tion would operate to the detriment of the desired when one rate is used. If the government decided
effect. In order to overcome this effect, decisions to use more than one rate, administrative costs
would have to be made quickly. Greater political would increase from 50 percent to 80 percent1 0
efficiency would be required to handle a VAT
Implementation of VAT
cyclical control successfully.e
What does this mean to the business firm? If
The two major problems facing the government
today are, first, a need for additional money on the VAT were to come into existence, the larger firms
federal as well as the city and state levels to finance already using computers to aid in accounting serpublic programs. Second, there is a need to influ- vices would need merely to program for the tax. It
ence the build -up of capital goods. While other would probably force medium -size firms, doing
countries have been rebuilding capital goods de- much of their invoicing by hand, to mechanize their
stroyed during World War II, the United States has accounting systems. For small firms who could not
been producing consumption goods. As a result, we afford such a procedure, there are simpler methods
find ourselves with old and inefficient equipment. of record keeping. The small firms or businesses
The VAT seems to be one possible answer for both may have their value -added stated as percentages of
of these questions. Because a value -added tax reaches sales. Firms with low turnover could estimate their
all areas, a low rate of tax can produce a substantial turnover and pay a forfeit tax related to the estimate.
The value -added tax is a neutral tax since it is
amount of revenue. It is estimated that a one percent value -added tax could produce between $4 independent of whether or not profits are earned in
billion and $6 billion of revenue.? Because of VAT's the sales transaction. There are no payroll taxes
nature, that is, it is a tax on spending, it encourages with VAT, so it may be said that there is neutral
savings and discourages consumer spending., In treatment between labor intensive and capital inorder to spend more on capital consumption then tensive methods of production. Also, since it is not
and less on consumer goods, we are going to have to a tax on profits, it does not distinguish between
adopt a taxing policy which encourages the purchase efficient and inefficient companies, or between
of capital goods, and which encourages savings partnerships and proprietorships. It does not difrather than consumer spending. Under the VAT, ferentiate between equity financing and debt financthe purchase of new equipment yields a tax credit ing, and it does not discriminate between more or
less vertically integrated methods of production,
at the time it is bought.
Of course, in adopting a new tax policy, one of except that the payment of earlier stages of the tax
the major arguments for or against it is the feasibility may be delayed."
The basis for figuring a value -added tax is the
of administering it. One of the biggest European
problems with administering value -added tax pro- same for imports and exports as for domestic prodgrams was that of control over the greatly increased ucts. Imports are simply taxed once at the time they
number of taxpayers.9 This problem can be some- enter the country. This puts both domestic and
what contained by exempting the small taxpayer foreign products on the same basis. For exports, a
from paying the tax and by placing medium -size rebate is issued to the producer doing the exporting.
taxpayers on the account method. However, using This allows the exporter to be taxed only once by
the account method would work efficiently only the country where he is selling his products. Unlike
MANAGEMENT ACCOUNTING /FEBRUARY 1974
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"The VAT is
also so mewhat
selfp o lic in g . . . "

the corporate income tax, this tax can be rebated
easily to the exporter. The amount rebated is merely
the amount of VAT paid on purchases.
Adoption of a value -added tax would not only
increase revenue for the government, but it would
allow for tax reform and a restructuring of our
present system of taxation. In Italy, for example,
the VAT was a replacement for various indirect
taxes.12 In some ways the value -added tax has been
considered to be regressive, falling more heavily
upon poor than on rich, since poor consume a
greater portion of their income than do the rich.13
One answer to this problem would be to adopt a pay
back program. For example, a family of four with an
income of $4,300 spends all of its income on VAT
items; therefore, if you give them back a flat $215
(five percent of $4,300) and also give everyone else
$215, the amount of regression would be reduced .14
The effect of value -added taxes on prices is a
major concern of any government that adopts a
VAT. The effect of adopting a VAT in the United
States would depend upon three factors. The first
would be the reaction of labor to price increases. If
labor reduced its spending and accepted the price
increases, the inflationary pressure would not be as
great; however, if labor in turn demanded higher
wages, such pressures would multiply. A second
factor would be the Federal Reserve's actions on
credit limit. Easy money would only help to increase inflation. Finally, if a VAT replaced some
other tax that entered into prices, there would be
little inflation due to its adoption. The importance
of the first two factors might be somewhat reduced
through cooperation with the Federal Reserve and
education of the people as to the tax. Also, it might
be desirable to start with a low rate of VAT.
Pros and Cons of VAT
A question which might be asked is how does a
value -added tax compare with other taxes presently
in force? We have already noted that the VAT does
not discriminate against factors of production. It
does not discriminate against labor in favor of capital
goods as with the payroll tax. With the payroll tax,
if the cost of hiring a man or of using a machine
were equal, and all other factors were equal, a company would invest in the machine to avoid the
additional tax.
It is also important to consider corporate and
personal income taxes. The corporate income tax is
probably the worst federal income tax we have. It

taxes income from capital and discourages the use
of capital relative to labor.15 It also discourages efficiency from internal cost control. In many instances,
additional costs may be beneficial to a corporation
that is paying 48 percent of its taxable income in
taxes and the corporate income tax does encourage
loose expense account practices. Each dollar of expense may save 50 cents in taxes. Finally, it is an
inducement for corporations to keep money in retained earnings so dividends aren't taxed again.
The problems of the personal income tax are
much like that of the corporate income tax. It taxes
money twice, first when the income is earned and
again when the savings earn income. The personal
income tax tends to hold down investment, the
number of jobs, and growth. It tends to motivate
taxpayers wrongfully. To some taxpayers it may be
profitable to create a loss. Under the VAT there is
no tax shelter for the individual except to spend
less and save more.
It may be desirable to use a value-added tax as a
partial substitute for the corporate income tax, thus
reducing present distorting effects. It would also
permit us to counter, somewhat, the international
competitive advantages which other countries have
gained because of their border taxes. It could also
be used as a partial substitute for the individual
income tax, to offset undesirable shifts in the tax
burden and make a politically acceptable tax package. 1 6

With a value -added tax there would be no arguments over depreciation. The purchase of new
equipment would yield a tax credit at the time of
purchase. Because the rate is normally low, it would
provide little incentive to avoid the top brackets of
income. The VAT is also somewhat self - policing
since, as goods move, each buyer is interested in
obtaining evidence that the tax has been paid so he
can claim his own tax credit. It is easy to administer
when only one rate is used, and cost for both government and industry can be contained.

Conclusion
The value -added tax could be referred to as the
"least bad" or best available tax we now have. It is a
good revenue raiser because it applies to all consumer items, it tends to favor savings, it encourages
investment, it is a neutral form of taxation and does
not distort the allocation of resources, and it allows
uniform customs and excise taxes to be applied. ❑
I
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Exhibit 2
TAXING THE ADDED VALUE
Invoice method

Accounts method
Sales
Less:
Purchases
Taxable amount
on which VAT is
figured
VAT rate
Am ount of VAT due

18

°

$1, 000
500

500
10 %
$50

VAT on $1,000 Sales
Less:
VAT on $500 Purchases
Amount of VAT due

$100
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PROPOSED
CODE OF
PROFESSIONAL
CONDUCT
There exists a need to establish among management accountants
an awareness of their ethical responsibilities to their firms and
to the accounting profession.

By Joyce C. Lambert
The development of a code of professional conduct
for management accountants must begin with the
assumption of a philosophical base. For this study,
the ethical philosophy of St. Thomas Aquinas was
selected. The Thomistic standard of morality is
human reason and its relevant parts include: ( 1 )
human acts and the standard of morality, (2) prudence and the practical syllogism, (3) the concept
of justice, and (4) the concept of law.
In accounting, ethical responsibilities vary in
their applicability according to the degree of responsibility the accountant holds in the firm. A
higher -level accountant, such as a controller, would
by the nature of his duties be b ound by more of
the rules in a code of ethics (have more of the
rules apply) than a lower -level accountant, such as a
bookkeeper. To the extent that one's duties touch
on the areas in such a code, he is responsible
to that extent for each area. That is to say, the
individual accountant has control over only his own
actions and the actions of his superiors are beyond
his control. For example, an accountant may prepare a report disclosing a material fact that he 'feels

consider whether he would even want his name
associated with such a firm. He must also consider
whether legal action could be taken against him
because of his knowledge of questionable management decisions.
T o define the many ethical problems faced by
management accountants, a study was undertaken
to develop a code of professional conduct. It would
serve as a guide to acceptable behavior for accountants in industry. The code would be a mixture of
ethical principles,. pragmatic rules, and technical
standards. It would include the following areas of
professional conduct:
1.
2.
3.
4.

Broad principles
Relation of the accountant to the firm
Relation of the accountant to other employees
Relation of the accountant to stockholders, the
public, the government, and other accountants
5. Technical standards
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The Survey
A pretested questionnaire containing elements of
the proposed code was submitted to accountants
in industry to evaluate the code's acceptability. The

is necessary for full disclosure. If his superior
chooses to eliminate this item of disclosure, then
the accountant is not responsible for the actions
that follow his. The accountant has fulfilled his
ethical responsibilities by originally disclosing the
fact to his superior. However, there may come a
time when silently complying with the actions of
others, which one considers unethical, will force
one to make a serious ethical decision. He may

questionnaire was sent to a stratified, systematic,
random sample of 2,885 names taken from an original NAA membership list containing 31,751
names. The total usable response was 1,264, for a
response rate of 43.81 percent. A 90 percent confidence level, plus or minus two percent precision
with a two tenths average error rate was attained.,
The 1,264 responses which included 191 CPAs

have to decide whether he wishes to remain with
the firm. In this extreme case, the accountant must
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lishing the statistical procedure for this study.
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"The
respondents
overwhelmingly indicated
that there
...
was a need for
a code of
professional
conduct . . . "

were distributed among job classes shown below

Accountants
Accounting clerks
Bookkeepers
Chief accountants
Controllers
Cost accountants
Financial vice presidents
Internal auditors
Managers of accounting
Secretaries and /or
treasurers
Others
No response
Totals

No.
147
2
2
172
463
101

Percent
11.63
0.16
0.16
13.61
36.63
7.99

31
67
35

2.45
5.30
2.77

150
80
14

11.87
6.33
1.10

1,264

100.00

The respondents overwhelmingly indicated by a
vote of 1,045, 82.67 percent, that there was a need
for a code of professional conduct for accountants
in industry. Of the remaining respondents, only
108, 8.55 percent, indicated that there was no need
for a code.
The individual elements of the code were also
listed in the questionnaire, and the respondents
were asked to indicate their opinion regarding each
one. Dive categories of responses were available:
Strongly agree, agree, no opinion, disagree, and
strongly disagree. (See Exhibit 1.)

The Proposed Code
BROAD PRINCIPLES

1. An accountant should follow broad principles
such as reason, justice and prudence.
2. An accountant's prime responsibility is to present accounting information truthfully and
fairly.
3. An accountant should perform his work competently, maintain a professional attitude, and
be loyal to his employer.
4. An accountant should not perform acts which
are discreditable to his employer or the accounting profession.
This first section on broad principles met with
general agreement. The term "agreement" used in
this article represents at least 50 percent of the
combined responses in the strongly agree and agree
categories. Disagreement represents at least 50 percent of the combined responses in the strongly
disagree and disagree categories.
RELATION OF THE ACCOUNTANT TO THE FIRM

1. An accountant should maintain a confidential
relationship with his employer.
2. An accountant should maintain a confidential
relationship with his employer unless obligated
by law or legal proceedings to reveal confidential facts.
3. An accountant should avoid situations which
could conflict or give the appearance of conflicting with the interests of his employer.
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4. Before accepting employment with a firm, an
accountant should reveal all direct and indirect
financial interests to his prospective employer.
5. During employment an accountant should not
acquire financial interests which could be considered in conflict with the interests of his employer.
6. An accountant should not use the inside knowledge attained during his employment for direct
or indirect personal gain.
7. An accountant should not accept any gifts or
other benefits from suppliers, competitors, or
others that could give the appearance of a conflict of interest.
8. An accountant should not engage in part time
work outside the firm without the knowledge
and consent of his employer.
9. An accountant should not own publicly -held
stock in the firm in which he is or intends to
be employed.
10. An accountant should dissociate himself from
a firm or employer involved in illegal or dubious practices.
There was a greater dispersion of responses to
this second section which involves the relation of
the accountant to the firm. Element 1, on maintaining the confidential relationship, met with significant agreement (95.25 percent). The responses
to Element 3, on avoiding conflict of interest situations, received agreement of 82.36 percent. Element 6, on not using inside knowledge for direct
or indirect personal gain, received 65.66 percent
agreement, and Element 9, regarding not owning
publicly -held stock in one's own firm, was the most
controversial rule in the code. It received the strongest disagreement (91.54 percent) of any element
in the code.
RELATION OF THE ACCOUNTANT TO OTHER
EMPLOYEES

1. An accountant is responsible for his subordinates
understanding the confidential relationship.
2. An accountant should not reveal confidential
information to other employees who have no
need of it in the course of their employment.
3. An accountant should maintain controls over
the flow of confidential data from his department to other departments.
4. An accountant should make other department
heads and their employees aware of the confidential nature of such information which flows
through the firm.
5. An accountant is responsible for care being exercised in the disposal of waste paper, computer
runs, and other outputs containing confidential
information.
6. An accountant should not allow those under
him to perform acts which he is not allowed
to perform by this code.
All the elements in this section, concerning the
relation of the accountant to other employees, met
with general agreement.
M AN AG E M E N T ACC OUN TIN G / FEB RUARY 1974

RELAT ION OF THE AC C O U N T AN T T O THE ST OCKHOLDERS, THE PUBLIC, THE GOVERN MENT , A N D
OT HER AC CO U NT ANT S

1. An accountant has a responsibility to present
truthfully and fairly financial information to the
stockholders of the firm, the public, and governmental agencies.
2. An accountant should cooperate with the firm's
CPAs.
3. An accountant should not publicly criticize
the work performance of other accountants.
The relation of the accountant to the stockholders, the public, and the government, Element
1, received significant agreement (95.49 percent).
Elements 2 and 3, regarding the relation of the
accountant with other accountants, also met with
general agreement.

tions the fact that they were not audited by
independent CPAs.
16. An accountant should sign any report or
analysis prepared by him.
17. An accountant should clearly indicate his degree of responsibility for any report or analysis signed by him.
18. An accountant should keep adequate records
of the work prepared by him.
This section met with general agreement. E)einent 1, the providing of management with relevant
financial information for decision - leaking, met with

Exhibit 1
PERCENTAGE RESPONSE TO ELEMENTS OF THE
PROPOSED CODE OF PROFESSIONAL CONDUCT
Broad Principles

T EC HNICAL ST AND ARDS

1. An accountant should provide management
with relevant financial information for decisionanaking.
2. An accountant is responsible for an adequate
systenl of accounting control.
3. An accountant should interpret accounting information for management.
4. An accountant should promote goal congruence
in accounting systems.
5. An accountant should report fraud or the suspicion of fraud to his superiors.
6. An accountant should develop appropriate
means for judging the performance of the firm's
resources.
7. An accountant should observe generally accepted accounting principles.
8. An accountant should comply with authoritative pronouncements such as Opinions of the
Accounting Principles Board and its successor,
the Financial Accounting Standards Board.
9. An accountant should communicate financial
information as clearly as possible.
10. An accountant is responsible for full disclosure
in the firm's financial statements.
11. An accountant in preparing financial statements violates the full disclosure standard if
he fails to disclose a material fact in the financial statements which is known to him and is
necessary to assure that the financial statements
are not misleading.
12. An accountant has a responsibility for full disclosure of material facts in schedules, graphs,
or other financial presentations in the firm's
annual report.
13. An accountant has a responsibility for full disclosure of material facts in interim reports and
other reports which circulate outside the firm.
14. An accountant has a responsibility to present
truthfully and fairly financial information
which is released to the press and other media.
15. For financial presentations which circulate outside the firm and which are not audited by
the firm's CPAs, the accountant should disclose on the face of these financial presentaMA N A G E M E N T ACC OUN TIN G / FEB RUA RY 1974

El em en t
No .
1

2
3
4

St ro n gl y
Ag r e e

Ag re e

No
Opi ni on

Di s a g re e

St r o n g l y
Di s a g re e

No
Res p ons e

45.41
54.82
56.96
65.03

49.76
40.27
39. 16
32. 12

1.90
1.19
2.06
1.35

1.35
2. 61
0.79
0.47

0. 08
0.24
0. 08
0. 08

1.50
0.87
0.95
0.95
No
Res p ons e

Relation of the Accountant to the Firm
El em en t
No .
1

2
3
4
5
6
7
8
9
10

St ro n gl y
Ag r e e

Ag re e

No
Opi ni on

Di s a gr ee

St r o n g l y
Di s a g re e

55.93
36. 31
31. 33
6.17
18.27
22. 94
36.87
13.05
1.19
43.35

39.32
51.82
51.03
16.93
50.24
42.72
53. 01
30. 38
2.37
41. 38

1.98
7. 52
6.49
12.26
9.97
14.56
5.85
8.15
4.03
8.86

1.27
2. 61
8.23
50.63
17. 01
15.43
3.24
38.53
53. 72
4. 04

0. 16
0.55
1.58
12.82
3.40
2.53
0.08
8.94
37.82
1.42

1.34
1.19
1.34
1.19
1.11
1.82
0.95
0.95
0.87
0.95

Relation of the Accountant to Other Employees
El em en t
No .
1

2
3
4
5
6

St r o n g l y
Ag re e

Ag re e

No
Op i n i o n

27.29
45.09
39.24
26.19
25.87
26.19

66. 22
51.82
58.07
52.29
56.73
59.73

3.96
1.11
1.50
7.75
8.94
9. 02

Di s a gr ee

1.58
1.03
0. 40
11.16
6.88
3.72

St r o n g l y
Di s a g re e

No
Res p ons e

0.08
0.08
0. 00
1.74
0.63
0. 39

0.87
0.87
0.79
0.87
0.95
0.95

Relation of the Accountant to the Stockholders, the Public,
the Government and Other Accountants
El e m e n t
No.
1

2
3

St r o ng l y
Ag re e

Ag re e

No
Op i n i o n

Di s a g re e

St r o n g l y
Di s a g re e

No
Res p ons e

46. 44
41. 22
20.73

49. 05
55.93
51.74

1.90
1.66
14.72

1.35
0.08
9. 41

0.47
0.08
2.37

0.79
1.03
1.03

St r o ng l y
Ag re e

Ag re e

No
Op i n i o n

Di s a gr ee

St r o n g l y
Di s a gr ee

No
Res p ons e

54.83
46.84
38.13
26. 98
57. 91
31. 25
46. 99
25.55
48.66
22.31
30. 22
21.76
20.49
24.45
25.24
23.10
16.77
33.78

44.22
50.55
53.88
59.10
39.79
58.39
50.63
55.14
50.08
53.09
57.52
55.85
50.00
56.57
47.71
55.30
46. 20
57.52

0.24
0.87
4.03
10.13
1.03
7. 04
1.11
14.32
0.47
9.73
6.33
8. 94
12. 11
9.10
11.39
10.68
20.02
3.72

0.00
0. 00
0.16
0.00
0.16
0.00
0. 08
0.08
0. 00
1.42
0.55
1.03
1.42
0.87
1.34
0.95
1.19
0. 32

0. 71
0.87
0.79
2.45
0.95
1.26
0.95
1.19
0.79
2.29
2.22
2.53
2.45
2. 21
2.53
2.22
3.09
2.37

Technical Standards
El em en t
No .
1

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

0.00
0.87
3. 01
1.34
0. 16
2.06
0.24
3.72
0.00
11.16
3.16
9.89
13.53
6.80
11.79
7. 75
12.73
2.29
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"A significant
vot e. ..
indicated
acceptance of
the code as a
whole."

overwhelming agreement (99.05 percent). Element 7, regarding observing generally accepted accounting principles, also received a very favorable
response of 97.62 percent, while Element 8, on
complying with Opinions of the Accounting Principles Board and the Financial Accounting Standards Board, obtained agreement of 80.69 percent.
THE CODE AS A WHOLE

Three categories of responses were available for
responses to the question of how one would vote
on the acceptance of the code as a whole. These
categories were "For," "Against," and "Would Not
Vgte." A significant vote of 999 (79.04 percent)
indicated acceptance of the code as a whole. Those
voting against the proposed code numbered 144
(11.39 percent) . Those who indicated they would
not vote on the acceptance of the code as a whole
totaled 74 (5.85 percent), with 47 (3.72 percent)
no responses.

Conclusion
This study indicates that accountants in industry
feel the need for a code of professional conduct
to serve as a guide in their professional relation.
ships. A number of important conclusions were
drawn:
1. There exists a need to establish among accountants an awareness of their ethical responsibilities
to their firms and the accounting profession.
2. There is a need for a clearer definition of these
responsibilities.
3. A code of professional conduct for accountants
in industry can protect the accountant from
legal liability by alerting him to the nature of
his ethical responsibilities and to the necessity
of keeping adequate records.
4. Additional research is needed on the ethical
problems of accountants in industry.
❑

NEW DIRECTIONS IN FINANCIAL REPORTING
Continued from page 15
tests of conceptual clarification and feasibility and
be justified on the basis of time and cost considerations. Only when these basic tests have been
met is it practical to develop approaches for implementation. Some of the major approaches for disclosing new measurements and new information in
financial reports are:
1. To issue separate reports, audited or unaudited
2. To supplement basic financial statements with
additional schedules and other information
3. To expand basic financial statements to include
multiple measurements of basic financial data
4. To integrate new information or new measurements into existing basic financial statements
5. To replace existing measurements in basic financial statements with new ones
The selection of one approach over another will
require consideration of such factors as (a) the
need for continuity in reporting for existing types
of information or measurements, (b) the reporting
experience with the new information or measurement, and (c) the risk that the new information
will confuse statement users, contribute to bad decisions or result in a loss of confidence in financial
reports.
A lack of prior reporting experience with a particular type of information or kind of measurement
may suggest the issuance of separate reports or
supplementary schedules in order to minimize the
risk factor. Alternatively, voluntary or supplementary, reporting experience may be used to support
the integration of new information into basic financial statements.
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Although the five approaches are not equally
applicable to all types of changes, several of them
may be alternatives for a particular type of change.
For example, the approaches which have been advocated for reflecting price -level information in
financial reports include replacing historical cost
statements with price -level or common dollar statements, supplementing historical cost statements
with separate auxiliary price -level schedules (as recommended in APB Statement No. 3) , and reporting historical cost and price -level data in parallel
columns as equally basic alternatives.
The alternative approaches which have been suggested for disclosing corporate profit forecasts in
financial reports include the issuance of separate
reports, supplementary schedules, and additional
basic statements. Although social and human resource measurements could be integrated into existing financial reports to some extent, proposals for
reflecting the results of social accounting and
human resource accounting in corporate reports
usually suggest supplementary schedules in required
financial reports, or separate social cost or human
resource statements. Either of these approaches
would seem to provide for new and expanded information needs without the risks inherent in integrating these relatively new types of information
into basic financial statements.
Conclusion
Major changes in financial reporting in the near
future are most likely to develop in one or more
of the areas discussed in this article. The challenge
to the accounting profession seems to be one of
finding ways to communicate additional information effectively without distracting from information
already provided in published reports.
❑
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FINANCIAL SYSTEMS
DEVELOPMENT
Priorities should be set which provide the earliest and highest
return on investment while, at the same time, keeping systems
in phase. This is difficult, but it can be done effectively with
imaginative planning and coordination.

By Glenn V. Schultz
Many expanding companies face future problems of
inflexibility or incompatibility with their existing
financial systems where the limits of available space
in numbering and coding are being reached. The
chart of accounts is running out of space; it is difficult, if not impossible, to handle all of the codes
needed for widely diversified activities throughout
the world; too many computer programs have codes
and organizational structures built into programs,
creating a monumental task of getting necessary
changes made; and the excessive time required to
make changes is restricting implementation of other
improvements.
Very often systems were designed to perform a
specific job, and thereby, to "stand alone." As a
result, each system at each operating facility has its
own master file which often duplicates information
in other systems. In only a very few instances is the
format for a particular bit of data the same between
two systems. Data from one system has to be reentered to be used in another system. And, since
operating facilities have been allowed a rather free
hand in setting up specific procedures and computer
applications, systems are not compatible between
facilities in their method of processing information
or in data formats used. Also, many systems have
not been upgraded to the latest technological levels
and, therefore, are inefficient and expensive to operate; i.e., duplicate software expertise is required
and higher cost of operating is experienced due to
emulating or simulating.
Repairing, or merely updating, present systems is
not the answer for the future. A financial information system can provide maximum assistance to
decision - makers through the expanded capabilities
of computers, and do it at a lower overall cost.
Financial Information System Concept
Changing from a longstanding environment of
decentralized "stand alone" systems to an environment of centrally developed, integrated, and uniMANAGEMENT ACCOUNTING /FEBRUARY 1974

formly implemented and operated systems is most
often time consuming and difficult. At the outset,
the question, "What is the financial information
system ?" should be answered to assure that definite
parameters are established for the systems development program. As an example, the following answer
to this question has been given:
"The financial information system will con.
sist of 34 specifically identified systems and
subsystems which are necessary to provide
Accounting, Tax, and Treasury departments
with data in a consistent and timely manner;
using modern computer techniques; and
which are coordinated with other information
systems now being developed within the enterprise." t
"... to provide Accounting, Tax, and Treasury
departments with data in a consistent and timely
manner ...," requires the implementation of common enterprise systems at all facilities. Common
enterprise systems are defined as systems centrally
designed and maintained for use on a decentralized
basis. The systems require: (I ) standardized terminology and definitions for all financial activities;
(2) uniform financial methods and procedures, particularly the uniform application of decision rules;
and (3) standard enterprise reports containing
comparable data in a common format.
"... using modern computer techniques ...,"
means providing computer based flexible systems
which are quickly adaptable to changing business
conditions and information requirements. It means
making full use of capabilities offered by the latest
generation of computers and the data base concept;
in effect, using the computer for something other
than a high speed adding machine and typewriter.
It also means providing the capability of making
greater use of the management by exception prin-
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' Excerpt from a letter to Caterpillar Tractor Co. management
announcing the introduction of the Financial Data System Project.
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"The question
of 'How ?' must
be answered
next."

ciple; that is, instead of outputting all data in the
system, providing only significant items of variance
from standard with the capability to access all data
if required.
"... coordinated with other information systems
now being developed within the enterprise." This
means, wherever feasible, making common use of all
data bases being built to eliminate the expensive
possibility of duplicating data within new systems.
Systems Development Organization
The question of "How ?" must be answered next.
How will all of this be accomplished? How will
the financial system's development objectives be
reached?
First of all, let us look at how the personnel
might be organized to work on this large project.
Exhibit 1 portrays a rather unique concept of an
organizational structure as compared with the traditional data processing organization. This structure
utilizes personnel from two separate enterprise organizations working as a team on the project. The
"Planning" group shown at the top of the chart is
assigned to the financial (or accounting) organization. The Planning group consists of user (accounting, tax, and treasury) and data processing
experts who are responsible for general design and
overall coordination of each phase of the total
project. Through their personal experience and
communications with affected operating units, they

prepare a feasibility study and develop the general
design and specifications of each system and subsystem. After the completion of this phase of each
project, the "Support" group, shown at the bottom
of the chart, enters the picture to program and test
systems. The Support group is assigned to the data
processing organization and consists purely of data
processors. Planning and Support people work
closely (and often physically locate) together during
construction and testing of programs and until each
system is ultimately implemented throughout the
enterprise. The principal reason for utilizing two
separate organizations (finance and data processing)
is to "key" on the talents of certain experts in an
effort to keep costs of supporting current systems
and developing new systems as low as possible.
Steps in Developing the System
Four major steps in planning for effective financial systems development are outlined below:2
1. Define financial activities to be included in the
overall project
2. Define relationships between financial systems
3. Define relationships between financial and other
enterprise systems
4. Establish systems development priorities
Steps 1, 2, and 3 can and most probably should, be combined
in one analysis using a PART c hart.

7

Exhibit 1
SEPARATE ENTERPRISE ORGANIZATIONS
WORKING AS A TEAM

Controller

Project
manager

Planning (Accounting)

Project
#1

Project
leader

Ei

Project
#3

User
representatives

Project
#4

Project
#5

Project
#6

Project
leader

Project
leader

Project
leader

User
representatives

User
representatives

Data pros.
analysts

Data pros.
analysts

D. P.
manager

Support (Data Processing)
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D.P.
analyst

D.P.
analyst

Programmers

Programmers

Project
manager

D. P.
analyst

Programmers

D.P.
analyst

Programmers

D.P.
analyst

Programmers
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The responsibility for defining project activities
and intra- systems and inter - systems relationships
rests with the vice president or director of information systems or the systems planning team. No
matter who is assigned this responsibility, it is certainly one of the most significant and initially important aspects of new systems development. The
definition of project activities becomes the roadmap
for systems designers to follow over an extended
period of time with its many complicated intersections, dangerous crossroads, and alternate routes.
Establishing systems development priorities requires considerable management ingenuity to properly balance systems phasing and integration with
profit objectives. Priorities should be set which provide the earliest and highest return on investment
while, at the same time, keeping systems in phase.
This is difficult, but it can be done effectively with
imaginative planning and coordination.
Establishing the starting point for financial systems development requires a major decision. Systems development can be approached from the outside in or the inside out of the financial structure.
Exhibit 2 shows this pictorially. The target attempts
to portray the opposite approaches which can be
used. Priorities can be set to first develop new systepus and subsystems which are farthest from the
center of the target; or, in other words, farthest
from the ultimate point of impact on the enterprise
financial structure. These are represented by systems and subsystems shown in the largest circle.
This approach does follow the general flow of data
through the financial structure and for this reason
does have some merit.
The other approach is to begin at the center
of the target —top of the enterprise financial hierarchical structure —and work outward from that
point. This approach has overriding merit sine@ it
is quite appropriate to concentrate initial efforts on
systems wllch will direct the course of all other
systems development. It provides a good starting
point from which to view the effect of other systems and subsystems of the total financial structure.
It also provides an opportunity to develop and test,
the new concept of a financial information system
before involving operating facility people at widely
separated locations.
Another very important consideration in approaching new financial systems development is
defining, and subsequently building on, a single
enterprise chart of accounts. This may appear elementary, but it is surprising how many versions of
a chart of accounts can be created over a number
of years as new facilities are established. The variations are not significant when viewed from the
standpoint of consolidated enterprise financial statements and reports; however, coding of the various
accounts usually differs from facility to facility. Account number fields may vary in size and may be
so structured as to complicate computer program
revisions and preclude expansion. A new numbering system for the chart of accounts must be designed which allows for future growth, both for the
systems involved and the enterprise.
MA N A G E M E N T ACC OUN TIN G / FEB RUA RY 1974

Implementing a new "enterprise- wide" numbering system for the chart of accounts is difficult since
all systems containing account numbers cannot be
revised at the same time. An approach to implementing new numbers for the chart of accounts
which is possible and practical is based on the use
of mechanical conversion routines. This approach
permits continued use of present numbers in systems and forms which cannot accept the new numbers, at least initially. As new programs are written,
or existing programs updated or revised, the ability
to process new numbers is provided. During the
"phasing out" period, a direct one- for -one relationship between the chart of accounts' present number
and the new number exists. This allows a data processing program to mechanically convert from one
numbering system to the other, in either direction.
If at all possible, enough of the original number
should be retained in the new number to make it
easily recognizable during the transition period.

"Establishing
the starting
point for
financial
systems
development
requires a
major
decision."

Data Base —Data Bank Environment
New financial information systems, as well as all
other systems in an enterprise management information system, should operate in a "data bank —dat4
base" environment. A data bank is defined as a collection of basic data, organized and disciplined to
facilitate the exchange of information between
operating units within the enterprise and to facilitate the preparation of reports for the control of
the enterprise. It is considered to be a collection of
bases that support major enterprise systems. A data
Exhibit 2
SYSTEMS PRIORITIES

Source systems
Sales
Cost of sales
Purchases
payables

Facility
Ledgers & statements

Receivables

Cash
Direct
inventory

Consolidated
Ledgers & statements
Budgets

Indirect

Fixed assets

Financial data base

inventory

Payroll
Budgets

Standard costs

Financial data base

Labor accounting

Other liabilities
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bank is a concept, while a data base is similar to a
file. A data base, however, is different from a file in
that it serves a number of systems, is highly organized, is built with an eve to minimization of
redundancy of data, and is subject to far stricter
data disciplines than conventional data processing
files. Usually a data base will reside on disks. As
data bases are developed, the following objectives
should be emphasized:
1. Capture and maintain data at the source level
2. Integrate common data items
3. Provide flexibility of structure format and content
4. Eliminate or minimize duplicate data
5. Improve access and maintenance of data
6. Standardize data input and reporting
7. Provide adequate data security and disaster recovery
Project Control System
After initiating development of an information
system, progress must be periodically reviewed and
measured against established objectives. Generally,
reviews are conducted at the completion of each of
the following: system feasibility study, system definition, system detail design, construction of system
programs, and finally implementation of the system.
Any time up to final implementation, a system may
be modified, delayed, or canceled due to inconsistency in meeting common objectives or due to an
inadequate value /cost relationship.
For each phase of systems development, approval
is obtained from involved management —user and
data processing. The request for authorization contains a statement of work proposed, anticipated
benefits, related systems (to assure appropriate phasing between systems), comparison of processing
costs of the current system and the proposed system,
manpower requirements and costs for developing
each phase, costs incurred to date on the total proposed system, estimated total system cost, and estimated system implementation date. These data
provide management with a factual basis for approv-
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ing, modifying, or disallowing further system development.
Monthly reports are provided to management
showing manpower utilized and costs incurred to
date as compared with resources approved. Significant variations from the approved plan are explained
in detail to management. A "post implementation"
review is also conducted (very often by the enterprise audit staff) to ascertain if the system is performing as required and anticipated benefits are
being realized. Actual costs incurred are compared
with budgeted development costs to determine areas
in which remedial action is required and to serve
as a guide to better cost utilization in other projects.
A project control system may appear cumbersome and expensive to operate; yet, in nearly every
case where a control system has been adopted, and
used as described above, it has made a significant
contribution to the success of the total systems
development program.
Conclusion
The successful achievement of objectives associated with development of a financial information
system will produce:
1. Uniform enterprise subsystems, providing controlled cutoff dates, adequate audit trails, and
increased capabilities for mechanical audit programs;
Flexible subsystems which are adaptable to
changes in organization, reporting requirements,
technology and techniques, and enterprise
growth, permitting meaningful and timely reporting to management and owners;
Faster response to management needs for earlier
completion of financial closings, improved capabilities for special reporting and analysis, and
application of simulation and modeling; and
Reduced costs through elimination of duplicate
development effort and central control of standard processes which substantially decrease systems maintenance cost and clerical effort.
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THE INVESTMENT OF
IDLE CASH FUNDS
Cash management does not just happen. It must be an organized
function with specific responsibility properly established.

By Harold F. Zick
As economic conditions and circumstances change,
emphasis is being placed on obtaining greater utilization of cash. This involves forecasts of cash needs
for inventories, receivables, plant expansion, pay ables, debt retirement, dividend payments and the
whole gamut of business activities. To meet these
needs, interest earnings on idle cash can be an
important source of additional revenue. In obtaining
the maximum investment of idle cash, two functions
are involved: determining, through cash management procedures, how much cash is available for
investment and selecting the investment.
Cash Management
The cash management procedures which follow
are those which have been most successfully used
by both private enterprise and governments. Briefly
summarized, thev include: establishing responsibility for cash management, centralization of cash
functions, prompt collection of cash, determination
of minimum bank balances, and selection of investments.
ESTABLISHING RESPONSIBILITY FOR
CASH MANAGEMENT

Cash management does not just happen. It must
be an organized function with specific responsibility
properly established. Written procedures must be
prepared and all personnel involved must be trained
to carry out their assigned responsibilities and duties.
In this wav, continuity of the program will not be
adversely affected by personnel turnover or illness.
Duties can be re- assigned with greater ease, important details will not be overlooked, time schedules
can be maintained and sole reliance on memory, a
major pitfall, is avoided.
CENTRALIZATION OF CASH FUNCTIONS

The number of banks in which accounts are
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maintained should be reduced as well as the number
of separate bank accounts. Multiple banks and bank
accounts increase workloads and adversely affect
cash management. For instance, twenty bank accounts each with a $20,000 average daily balance
nsav contain a substantial amount of investable
cash in total, but due to the work involved may not
be invested. The multiplicity of offices collecting
cash is another adverse situation. Collections of
cash should be centralized. Needless to say, cash
should be deposited promptly and prompt or advance notification of each deposit must get to the
investment responsibility.
PROMPT COLLECTION OF CASH

Cash collections depend upon billing procedures.
The procedures should make it easy for a person to
make payment. Also, billings should be completed
without delay. Each bill should be self - explanatory
and easy to understand. Bills which raise questions
will cause delay and will certainly increase the
workload in obtaining payment. The bill should
identify the office to contact when questions arise,
and of course it follows that the personnel involved
should be trained and equipped to promptly answer
each question. Timely and repetitive follow -up on
delinquent accounts is also very important since age
has a deteriorating affect on payment.
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DETERMINE MINIMUM CASH BALANCES

If minimum cash balances are based solely upon
experience, the result will often be to have too
much cash rather than too little. Factual information essential to cash management can be obtained
by the preparation of historical analyses of cash
receipts, disbursements and balances which should
disclose trends and cyclical patterns. Cyclical trends
or patterns are an important basis for forecasting the
next fiscal year's receipts, disbursements and balances. Historical data modified by current knowledge of changes which may affect receipts and
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"United States
securities can
be purchased
from banks,
brokers, or
dealers."

disbursements, changes in budget programs, local
economic conditions, all play a part in making cash
forecasts. The end result is to determine minimum
cash balances so that the excess cash can be invested
for the longest time.
Selecting the Investment
The selection of investments must be guided by
three basic factors: safety of principal, liquidity and
yield. Safety of principal is ensured by investing in
obligations of the United States; the U.S. Government has the highest credit rating of any borrower. Liquidity can be obtained by matching
investment maturitv dates with dates cash is needed.
In the alternative, investments must be selected
which have a high degree of marketability. Yield is
the least important of the three factors. However,
it is important enough to require the careful comparison of yields from various types of investments
so that the maximum yield is obtained.
UNITED STATES SECURITIES

United States securities can be purchased from
banks, brokers or dealers. Pavirient and delivery of
government securities takes place on the next full
business day following the day of the transaction;
the buyer and seller may agree on a specific settlement date.
UNITED STATES TREASURY BILLS. United States TIeasury bills are issued on a bank discount basis payable
to bearer and are paid at face amount at maturity.
The U.S. Treasury sells two new issues of 91 -day
bills and 181 -dav bills each week by auction. Nine month bills and one -year bills are sold at monthly
intervals. Bills are auctioned each Monday with
maturity on a Thursday and can be purchased by a
bid tender on a competitive bid basis or on a noncompetitive bid basis. Noncompetitive bids up to
$200,000 are acceptable and the price is an average of the accepted competitive bids. Bids over
$200,000 must be on a competitive basis. Seven
different denominations are sold, ranging from
$1,000 to $1,000,000; however, the denominations
of $1,000 and $5,000 have been discontinued by
the Treasury since March 1970 and at present the
lowest denomination is $10,000. This has been a
disadvantage to the small investor but the restriction was necessary to control the huge volume of
small bill orders. After the auction, which is the
primary market, bills are traded on the secondary
over - the - counter market. Dealers in U. S. Government securities maintain a ready market and quote
prices for each outstanding issue on a bank discount
from par value.
Bills have the broadest market and the narrowest spread between bid and offer of any marketable short -term securities and have the least
degree of risk. They are probably the most popular
short -term investment because of their liquidity and
stability.
While bills are quoted and traded on a yield
basis they are figured on a bank discount basis for
the actual number of days of a 360 -day year. The
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difference between par and the purchase price is the
interest income to the investor. Or if a bill is bought
and sold before maturity, the interest income is the
difference between the purchased price and the
selling price.
UNITED STATES TREASURY NOTES. United States Treasury notes are offered by the Treasury with maturities
of more than one year but not more than five years.
As they approach maturity, they are classified as
short -term investments. Note holders are frequently
given the right to exchange them before maturity
for new notes. The smallest denomination for notes
is $1,000. The spread between bid and offer is
somewhat greater than bills and they have a broad
market and good liquidity. They are traded on a
dollar price plus accrued interest.
UNITED STATES TREASURY BONDS. United States TIeasury bonds are offered with maturities of over five
years in coupon form. They may be registered upon
request. Like Treasury notes, they are classified as
short -term investments as they approach maturity.
The smallest denomination is $1,000 and like notes
thev also have a broad market and good liquidity.
Although they do not have the stability of Treasury
bills, they are a good safe investment. They too are
quoted and traded on a dollar price plus accrued
interest.
STATES GOVERNMENT AGENCIES. Various
United States Government agencies have been
authorized to issue securities to finance their operations. These are not guaranteed by the United States
Government but are considered to be high quality
investments and enjoy a broad market with good
stability. Agencies issuing securities are: Federal
Intermediate Credit Banks, Federal Home Loan
Banks, Federal Land Banks, Federal National Mortgage Association, Banks for Cooperatives and the
Export- Import Bank.
UNITED

A repurchase agreement
(RP or Repo) is a simultaneous agreement between
the buyer of a specific security and the seller whereby the seller agrees to buy back the same security
after a stated period of time and at a predetermined
price or yield. It is an excellent method of investing
cash for short periods of time; $100,000 may be
available for investment for three days, perhaps over
a weekend. Often, when real short Treasury bills
are not available, a repurchase agreement can solve
the problem; $100,000 of six percent U. S. Treasury
bonds are purchased at par plus accrued interest and
the seller agrees to buy back the same securities
three days later at par plus accrued interest. Interest
earned for one day is $16.44 and $49.32 for the
three -day total. If $100,000 is invested over every
weekend on the same basis, the total annual interest
is $2,565. Repurchase agreements are mutually advantageous to the purchaser and seller; the purchaser keeps his cash working and the seller obtains
cash for a short period of time.
Continued on page 32
REPURCHASE AGRE EM EN T.
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UNMEASURED COSTS:
A CHECKLIST
The management accountant's continuing challenge is to first
recognize these costs, then to measure them, and finally to
articulate them.
By Dixon Fagerberg, Jr.
Every management accountant worth his salt,
whether in government or private industry, likes to
feel that he has complete mastery over all the costs
associated with his organization's products or services. This includes records of all transactions, careful delineation of account classifications, full use of
total - aspect (i.e., accrual) accounting, and application of the most appropriate processing methods by
a conscientious staff. With all this in his favor, how
can he miss? Well, the answer is that, like it or not,
the world of business is steadily becoming more
complex. It is quite easy to fail to record and to
measure certain costs. Sometimes this comes about
because the cost is not brought within the accounting framework, and sometimes because the identity
of the cost is lost in the internal accounting mix.
Recognizing this, wouldn't it be a useful review
exercise to check against a list of those costs most
apt to go unmeasured? Such a list, each item of
which is dealt with in this article, is given in Exhibit 1. The costs enumerated are not the usual
ones as classified by their generic nature in accounting textbooks. Rather, they focus on human psychological factors underlying the nonmeasurement
—the circumstances in which the omissions are
usually bred and the human faults characteristically
accompanying them.
Impractical Costs
This article deals fundamentally with the sins of
underaccounting. But to clear the decks, the reader
should ask himself, "Is there any place in my organization's structure where we are overaccounting,
where the cost of the accounting processes exceeds
the resulting practical benefits? " An example of
intelligence in eliminating unnecessary custodial
record keeping is found where certain small parts
in a factory can be prudently dispensed on a "help
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yourself" basis. The support for such a policy would
be an analysis revealing that the resulting leakage
cost, if anv, is far less than the clerical and other
incremental costs of conventional custodianship. In
effect, the point of cost measurement is at the
"wholesale" stage —when the bin is replenished —
rather than at "retail" —when the parts are withdrawn from the bin. Therefore, wouldn't it be a
good idea to review your entire accounting process
from time to time to make sure that there are no
points in the accounting chain where the cost of
accounting itself is excessive?
Donated Costs
In looking at the organization's financial statements we usually assume that it is paying its own
way. Where a Santa Claus is picking up the tab,
the subsidy is often disguised and indirect. This
occurs when a company provides "free" office space
to the employees' credit union or when part of the
administrative expense of a utility fund is bome by
a city's general fund (or vice - versa).
From the standpoint of the accountants' responsibility, how should these donated costs be reported? Obviously the worst thing is not to mention
them, which is unfair to the reader. A definitely
better treatment is not only to describe the subsidy
but also to indicate its estimated cost to the donor.
The ideal remedy, though, is for the "donee" to be
billed for and to actually pay the full cost of the
benefits received on an arm's - length basis.
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Captive Costs
Instinctivelv, all accountants prefer to maintain
control over all their costs. If they don't, "short circuiting" might come into play. Thus, if Entity A
owes Entity B $1,000 and Entity B owes Entity C
the same sum, it obviously weakens the accounting
chain if A proceeds to pay C the $1,000 and thereby claims to have canceled his debt to B. Notwith29

"All project
costs...
should be
clearly
traceable to
actual invoices
and payrolls."

standing this drawback, it is absolutely necessary in
today's interwoven financial complex for a great
deal of accounting to be done by remote control.
This accounting situation is best exemplified in the
familiar home office- branch office accounts or in raw
materials industries where a processor simultaneously does the accounting for itself, for the seller
(of the cotton or copper, for example), and for the
buyer (of the processed product) .
Suppose now, that you happen to be the accountant for the unit being charged with these
"captive" costs, which are administered and controlled from afar. What is your responsibility?
Well, you should request, and if necessary insist,
that the composition of the allocated charges be
fully identified, that the precise basis of allocation
be disclosed, and that the split among all the beneficiaries (adding up to 100 percent) also be revealed. Conversely, if you are the accountant of the
"captor" unit, your clear professional obligation is
to routinely support such charges by supplying this
basic information.

Anticipative Costs
The next item on our checklist focuses on "cutoff" or proper timing. In the ordinary operating
concern there is a more or less constant "float" of
materials and services that have been ordered and
are on the way but have not yet been received.
These commitments, of course, will shortly become
costs, but it is elementary that they should not be
so recognized until they are on hand and the pay ables to the vendors are actually debts. However,
the importance of commitments and their being

Exhibit 1
CHECKLIST OF UNMEASURED COSTS
Types of costs
commonly
not measured
Impractical costs
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Characteristic
surrounding
circumstances

Human qualities
often involved

The cost accounting cost
exceeds its economic
benefits

Discriminating judgment

Donated costs

Some Santa Claus is
picking up the tab

Accounting oversight

Captive costs

Part of your accounting
is done remotely

Arbitrariness, inadequate
disclosure

Anticipative costs

A large construction
project is underway

Premature recognition of
incipient costs

Far -away costs

There are many optional
methods to choose from

Soft-minded expediency

Buried costs

The accounting design
is superficial

Accounting ignorance, or
lack of initiative

Unmatched costs

Again, the classification
of accounts is crude

A "ho -hum" attitude

Imputed costs

An absence of contracts
forcing specific cost
recognition

"That's the way we've
always done it"

Avoided costs

Pollution -abatement costs Following the paths of
are "ducked" for the
least resistance
time being

Price- adjusted costs

Creeping, or sometimes
galloping inflation

Quiescence on the part
of one and all

merged with or kept separated from actual costs is
very pronounced in accounting for large construction and public works projects. Keeping track of
commitments and the approximate dates when they
will become payable is essential in timing the cash
advances from bank loans, appropriations, or other
funding sources. Such record keeping, important
though it is, should be recognized only as a systematic memorandum procedure for taking or maintaining an "inventory" of outstanding commitments. Why? Because great trouble can come from
treating commitments as actual construction-inprogress costs.
The underlying reason why formal commitment
costing is difficult is that commitments are subject
to cancellations, price changes, substitutions, inspection rejections, and many other contingencies.
Hence, if the mere commitments are prematurely
recognized as actual costs, the storm of ensuing adjustments can "warp" or even "drown" the integrity
of the asset account buildup. All project costs, after
all, should be clearly traceable to actual invoices and
payrolls. Here, then, is an area where premature
recognition of incipient costs can easily produce
confusing, hard -to- verify, unreliable asset cost measurement.

Far-Away Costs
At the opposite pole, when the ultimate payout
for an obligation is a long wav off, the costs are
peculiarly susceptible to mismeasurement or non measurement in the earlier years of the accruing
benefits. The example par excellence is found in the
pension and retirement systems which have become
numerous only in the last thirty years. The early
tendency of many companies was to recognize the
cost only when and to the extent that disbursements were made into the redemption fund, rather
than on the basis of true cost accrual grounded
on sound actuarial assumptions.

Buried Costs
It is conceivable that a given organization would
not be vitally affected by the preceding four items
on our checklist. Now we approach the types of
unmeasured costs that are likely to be pertinent to
all. Leading the group are costs which are lost or
buried through superficial expense classification.
This is exemplified by alphabetical coding, i.e., advertising, bad debts, compensation insurance, dues,
equipment maintenance, etc. From the standpoint
of operating economics, the resulting compilation
is bound to result in a hodgepodge.
In the cost - accounting build -up for any product
or service, it is a great aid to management if cost
"sub- assemblies" can be compiled which will delineate responsibility areas. One of these, to cite the
most obvious example, is the major one of personnel
costs which not only must include gross salaries
and wages but also fringe benefits as well as recruiting, training and education costs. Moreover, there
should be a sharp differentiation between actual
work and time off costs. The most common reasons
why costs get blurred, if not completely buried, are
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illogical classification and either over. or under differentiation.
Unmatched Costs
The circle is not closed in cost accounting until
the properly classified costs are matched against
related revenues from products or services. Although this is axiomatic, pinpointed matching of
unit costs against related unit revenues is relatively
new on the scene. As a prize example, it was only
after sonic 150 years of operations that American
banks got around to determining the unit cost of
processing checks —and charging their depositors
when earnings on their average balances were insufficient to meet that cost. Actually, we are just
beginning to grapple with sharp, differentiated
revenue -cost correlations of this sort. Such
matchings are especially relevant to entities with
many product lines or which render multiple services. Typical of the latter are hospitals, airports,
educational institutions, and many units of local,
state, and federal governments.
Imputed Costs
When costs are actually being borne, but in a
form not resulting in contractual outlays, they are
said to be imputed. The most common imputed
costs are interest, depreciation, and taxes. Each of
these costs merits a quick look.
INTEREST

An implicit fact of economic life is that money
may be loaned or borrowed at prevailing interest
rates. Thus if B borrows $10,000 from L and the
note contains no provision for interest, the interest
element is unmeasured and may be mismeasured.
This would also hold, to the extent of four percent,
if the prime interest rate were seven percent but
the note specified only three percent.
DEPRECIATION

That depreciation of facilities is a real cost is
undeniable, vet not - for -profit institutions and governmental units often disregard it on the grounds
that it is irrelevant in the budgetary and appropriation processes and therefore serves no useful purpose. The issue is epitomized by asking if the cost
measurement of expiring useful life of two identical
buses should be different if one happens to be
owned by the Greyhound Corporation and the
other by the Paducah School District. (It is astounding how rapidly depreciation is recognized as a cost
when the pocketbook is affected. Note the speed
with which hospitals recognized depreciation after
their costs became reimbursable under insured hospitalization programs. Also, old - timers will recall the
startling rapidity with which the Internal Revenue
Act of 1913 converted depreciation from an item of
"academic debate" into a "hard fact of life ".)
TAXES

By their very nature, true taxes are levied uniformly on some definite and common basis such
as property valuation or taxable income. Wherever
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an entity enjoys total or partial exemption from this
general burden by legislative grace, a form of subsidization occurs. The presence or absence of this
actual or imputed cost must therefore be carefully
taken into account whenever comparisons are to be
made between a taxpaying and a tax- exempt purvevor of the same product or service.
Avoided Costs
A species of costs that has been with us since
the dawn of civilization and which suddenly is
being acknowledged by all is environmental pollution costs. Essentiallv the economics are as follows:
Fabricator F makes product P and sells it to customer C for D dollars. In the process of fabrication,
wastes are discharged into those convenient sewers,
the planet's air and water systems. The resultant
harm or "cost" is neither charged to nor paid for
by the customer. Thereby, the cost is avoided at the
source —but at the expense of environmental qualitv suffered by the public at large. Thus the cost
is paid not in dollars but in public health impairment, both physical and psychological. One approach to this problem is to estimate the harm done
and attempt to reimburse those who bore the cost.
This just doesn't seem feasible, for how could the
costs ever be tied down or equitably distributed to
many claimants?
A second basic approach is the cost accounting
one. It says: "Abate the pollution- causing discharges. Determine the cost of doing so. In this
manner the costs that are now outside the normal
cost - measurement channels would be internalized."
The added abatement costs would thus be factored
into the price structure of the fabricated product.
The market system would then have to strike a new
equilibrium —more clean air —offset by a higher
price and therefore less consumption of product P.
This is clearly the pragmatic solution.
Two observations are pertinent, I think, regarding
this matter of "abatement cost - accounting" that
we're sure to see a lot of as time goes on. One
is that, in general, the technological processes are
such that there is normally a steep increase in the
costs as perfect abatement is approached. In simplified terms: If it costs X dollars to remove 80
percent of the impurities discharged, it could easily
require two X dollars to get rid of 95 percent, and
three X dollars to attain 99.99 percent purification.
The second observation is that, abatement costing is basically no different from other process costing. By way of illustration, consider a report by an
engineering firm to a major copper producer, which
is entitled "Cost Factors for SO Z Abatement in
Copper Smelters." It begins by pointing out that
there are three principal emission sources in copper
smelters: the reverberatory furnace, the converter,
and the roaster. It then proceeds (a) to specify the
equipment additions and alterations required for
processing 60,000 tons per year, (b) to break these
down into capital investment and operating requirements and, in turn, (c) to convert these into estimated operating costs such as limestone and silica,
labor, supervision, fuel, supplies, maintenance, and

"A species of
costs that has
been with us
since the
dawn of
civilization..."
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"...

we are controllable indirect expenses. This is just the sort company to a sound - yardstick basis. In so doing you
of bread- and - butter accounting that cost account- have a fundamental three -way choice to make. One,
really ants are performing every day.
you may adjust only for price -level changes, thereby
converting
money units into more comparable units
beginning to Price-Adjusted Costs
of general purchasing power. Two, you may take
For about fifteen years after World War II there only certain designated assets and adjust them from
measure and
was extended discussion in accounting circles about a historical -cost basis to a revalued one such as
account for price -level accounting. But none of the talk was current replacement cost, current selling price, or
the capital converted into practice. The reasons? Partly, no discounted future net receipts or savings. Or three,
doubt, because of the near halt in inflation in the both adjustments one and two may be made ininvested in the late 1950's and, more importantly, the reluctance of dependently of each other.
one and all to shoulder the additional accounting
asset." cost that would have been entailed. Now, the re- Conclusion
sulting distortion in monetary measurement is just
too far - reaching to be swept or kept under the rug.
Much literature is devoted to the rationale of
price -level adjusting. A main tenet is that, in recording the acquisition cost of any fixed asset, we are
really beginning to measure and account for the
capital invested in the asset. It follows that if the
purchasing power of he currency is dwindling
during the life of the - vestment, the depreciation
expense (consumpti _of the capital) is to that
extent understated. With what results? Earnings
are overstated. Income taxes are therefore unjustifiably higher. Hence the true capital is partially
depleted, the pinch coming into focus when a replacement of the fixed asset takes place.
Suppose now that, as an accountant, you are
asked to adjust the assets and related costs of your

Like it or not, accountants are going to have
to come to grips with many invisible defects of non.
measurement and mismeasurement. Yet, it would
be surprising if any reader of this article finds that
he fails to measure up on all ten of the items.
It would be equally surprising to find any accountant who complies to the nth degree with respect
to every one of them. One thing that we may all
agree upon is that cost measurement, or the lack of
it, is on the very front line of today's human frontiers. For all costs, whether they are hidden or
exposed, must be borne by someone. The management accountant's continuing challenge, therefore, is to first recognize these costs, then to
measure them, and finally, to articulate them. For
certain, costs and their measurement can never go
out of style.
F]

THE INVESTMENT OF IDLE CASH FUNDS
Continued from page 28
The repurchase agreement should be carefully
considered for it has more flexibility than other
short -term arrangements, provides a fixed guaranteed
return and avoids all risk of market changes.
OTHER SHORT -TERM INVESTMENTS

Bank time deposits can be ef.
fectively used as short -term investments; however,
the minimum investment period is 30 days.
BA N K T I M E D E P O S I T S .

BA N K E R S A C C E P T A N C E S . Bankers acceptances are in
effect cashier's checks payable at a future date. They
are drafts or bills of exchange and when accepted
by a bank become bankers acceptances which can
be sold on the acceptance market. Sales are on a
discount basis. They generally originate in connection with the storage or movement of commodities.
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C O M M E R C I A L P A P E R . Commercial paper is the name
given to the IOU's of business firms. These are
generally unsecured .notes and may be issued from
a few days to 18 months.

Conclusion
Cash management deals with the importance of
formalized procedures for preparing cash forecasts
and forecasts of cash position. It is evident also that
the effective investment of cash has its foundation
in formalized procedures for making cash forecasts
and forecasts of cash position for both short and
long periods. This contrasts sharply with the "eyeball" methods so frequently resorted to. The end
result is to provide as factually as possible the
amount of cash available to invest, the time it becomes available for investment and the length of
time it can be invested. It provides a basic framework❑for❑optimizing❑the❑investment❑of❑idle❑funds.❑❑
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SECURITY AND
COMPUTERIZED SYSTEMS
There are no practical ways to deal with the dangers of an
earthquake, a major tornado or hurricane, or a group of radicals
bent on destruction. However, there are certain procedures or
strategies that, when employed, may minimize the damages done
or may allow operations to continue with only minimal disruption.

By John L. Carlton
There are four major areas of security which must
be identified and provided for in any computerized
information system. The first and probably the
easiest to identify is concerned with natural hazards
such as fire, water, wind, and earthquake. The second area of security is that of protecting the system
from destruction by the human element which may
often be unintentional and may involve either company employees or outsiders. The third area of
concern is the misuse of the system for purposes of
fraud, embezzlement, or personal use; and finally,
the system must be secure from industrial espionage
or browsing in both company -owned facilities and
those used on a time - sharing basis.
Natural Hazards
In the area of natural disasters, fire is considered
the major hazard to computer facilities because of
the threat of destruction of data files and programs.
Although the computer hardware and other equipment are usually covered by insurance, so that replacement or repair is normallv possible, the reconstruction of lost information and programs may be
difficult or even impossible. The resulting effect on
business momentum from such a loss may do irreparable harm to the organization.
There are several reasons why fires are a major
concern in computer centers. One reason is that
computer rooms are typically filled with combustible
materials such as paper, cardboard boxes, punch
cards, and printout material. Another reason is that
computer hardware and related physical facilities
can be sources of major electrical fires. The very
natures of certain computer related materials such as
wiring, magnetic tape, and tape cannisters cause
them to generate dense, toxic fumes which hamper
both evacuation of employees and firefighting efforts. Sprinkler systems for fire prevention may
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cause as much damage to equipment and data files
as they are intended to prevent. Carbon dioxide
systems, although more efficient, provide an even
greater hazard to the employees of the facility.
A second hazard caused by natural disasters is
that of water damage from flooding. The facility
may be located in a basement or at ground level in
low areas thus allowing excessive rains or other
natural floods to damage the system. Flooding may J. L. CARLTON
also result from broken water pipes in the ceiling,
walls, or floor of the facility itself, or from floors is an Assistant Store
Controller for Sears,
above or below it. Another source of water damage Roebuck and Co. in
comes from excessive moisture in the facilities' Birmingham, Ala. He
atmosphere due to the failure of climate control received his M.B.A.
equipment. It should be noted that water damage, and B.S. degrees from
the University of
regardless of the cause, does not actually do a great Alabama in
deal of harm to such things as tapes, but does con- Birmingham.
siderable damage to computer components and
wiring.
article was
A third, common form of natural hazard is fire This
submitted through the
and heat which usually accompanies a fire. The Birmingham Chapter.
damage in this case is not to the computer equipment, but rather to the magnetic tapes whether
stored in vaults or left in the open. Heat damage is
also inversely correlated to humidity; thus, with
higher humiditv, damage occurs at lower temperatures. This accounts for the extensive damage to
tapes when the humidity of the computer facilities
or storage areas is not kept at very low levels. Heat
damage can best be avoided by using fireproof
storage facilities or vaults and proper humidity
regulating equipment.
Other natural hazards to computer facilities include earthquakes, tornadoes, hurricanes, and complete power losses for prolonged periods of time. In
the first three, partial or total destruction of the
facility usually occurs, and there is very little which
can be done to plan for or prevent it. Steps which
should be taken include construction of well built
and designed facilities and the training of personnel
33

"Damage
caused by
outside
individuals or
groups is more
difficult to
prevent. .."

for emergency situations. The last case mentioned,
that of complete power loss for a prolonged period,
results in deterioration of computer components
and memory core data. To avoid this, the facility
should be equipped with auxiliary power sources if
at all possible.
Destruction by the Human Element
Damage to computer systems by the human element can be divided into two groups: employees
and nonemployees.
Employee damage can be classified as uninten.
tional or intentional. The first category involves
untrained or careless employees who unintentionally
damage or destroy computer equipment and /or data
tapes. This group may include anyone from cleaning personnel to programmers who attempt to generate new programs or data. The blame for damage
or destruction should not be placed on these individuals, but rather on those who allowed them
access to the computer facilities. Protection against
this type of destruction may be obtained by limiting
access to the computer facilities to those individuals
who have specific tasks to perform. Nontechnical
people should be closely supervised when admitted
to the facility for routine cleaning tasks.
In the case of intentional damage to the facility
by employees, the problem is more serious; these
individuals know what to destrov. Dissatisfied employees may believe that the risk of punishment is
more than offset by the urgency of bringing to the
emplover's attention their own plight, and termi.
nated employees may feel they have an account to
settle with the firm. Examples of destructive measures taken by these individuals include erasure of
data tapes with magnets, scrambling of programs,
and actual physical attacks on the computer hard.
ware and equipment.' Certain preventive steps may
be used to help deter these individuals, but if they
are determined, there is almost no way to stop them.
The first step that could be taken is again the broad
one of limiting access to the computer facilities to
those properly identified individuals who have reason to be there. Terminated employees should be
discharged at once without letting them have an
opportunity to gain access to the facilities. The
termination notice could be enforced by a security
officer who escorts the individual off the premises
after all necessary work has been accomplished.
Damage caused by outside individuals or groups
is more difficult to prevent than that caused by
employees. Usually, these individuals or groups
know exactly what needs to be damaged or destroyed to render the system ineffective. The ways
in which such persons attack a computer center are
diverse and complicated. Any attempt to list them
would be futile. The security measures to be used
in this case are those of careful design and location
coupled with proper physical security of the center.
Misuse of System
Managers must not only contend with the continuing fear or threat of damage to or destruction
of their computer systems, but must also deal with
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the growing problems of fraud, embezzlement, and
other misuses of the facilities and data. The criminal
misuse of the data system by individuals from
within the firm is growing, and corporate officials
are becoming hard pressed to combat the situation.
Part of the reason may be due to the fact that
employees do not possess the kind of company
identification and loyalty that traditionally existed
in sensitive areas of business.
Computer programmers, operators, tape librarians, system designers, and in some cases the facility
managers themselves are often not familiar with
control theorv. Thev do not understand control
procedures such as auditing, and feel that the procedures interfere with efficient data processing. They
also fail to differentiate between important data
stored on cards, tapes, and /or disks and unimportant data such as blank cards, tapes, and disks. This
is in contrast with earlier systems when important
data, files, journals, and ledgers were of a distinctive
character and could be readily identified at a glance.
Misuse of the data system is also made easy by the
fact that in many cases there is a centralization of
data with all basic and supporting records stored in
one central room. In earlier times, criminal attempts
to misuse data were often hindered because important and necessary data were located in many different and inaccessible offices.
Many managers, and far too many auditors, have
trouble understanding the basic transaction flow
because the programming logic is often difficult to
follow and understand. The effect of this deficiency
is that managers and auditors alike begin to take
more things on faith. Modern data files are of such
nature that they may be altered instantly and without a trace. Also, duplicates of important data can
be generated quickly and easily without leaving
evidence.
Four basic methods are used by individuals in the
misuse of the system. The first of these is the
manipulation of input data, and it is the easiest of
the four to accomplish. Very often, manipulation is
difficult to detect because false data is not distinguishable from legitimate data. Also, since control methods are known to a large number of the
company's personnel, a number of flaws in the
control system can be exploited. A second method,
development of fraudulent computer programs, is
considerably more difficult to perpetrate than manipulation because most firms have become aware
of the problem and now use controlled testing
procedures for new programs and program changes.
The third method often involves the first two to
varying degrees, that of altering or creating fictitious
data files. However, it is more difficult to accomplish
because either the input data must be manipulated
or the program itself must be altered. Recently, a
fourth method has been used. It involves the illegal
transmission, interception, or diversion of teleprocessed information. As the volume of information transmitted by tele- processing has increased, the
opportunities for fraud and misuse have increased.
' Clark Weissman, "Trade-Off Considerations in Security System
Design," Data Management, April 1972, p. 15.
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within the data processing system, and the encoding
and decoding processes are handled by the computer.
If a ciphering system is to be of practical use in
security, it must have the following characteristics:
(quote)

The most important characteristic of these crimes
is that the system itself makes the plan easy to
develop and the act very simple to commit.2
Besides the many criminal acts, firms are finding
themselves increasingly confronted with the problem of individuals using the system for private purposes. Computer personnel have used the firm's
facilities, both company -owned and time - shared, to
carry out processes for competitors or similar firms,
to carry out personal research, or to carry on a
computer service of their own. All of these cost the
firm money both in terms of profits and increased
computer facility costs. This type of stealing is
difficult to detect, and like most cases of fraud is
often detected by accident.
In the cases of fraud and personnel misuse of the
computer system, design is the most important element of protection. The system can be developed
in such a manner as to minimize opportunities for
fraud. Detailed instructions of techniques and
processes employed can be given to auditors and
managers so that these individuals are on the alert
for criminal acts. Limiting access to the facility,
coupled with close supervision of personnel and
timely analysis of computer time and operations,
can eliminate most misuse of the system by company personnel,

1. The ciphering system must not be so complicated or require devices that cannot be operated
by personnel required to use it in the circumstances in which they are placed.
2. It must be constructed so that a single error in
composition or in transmission does not make
the entire message useless.
3. It must be constructed in such a manner that
only one meaning can be extracted from the

loyal.
The establishment of explicit policies and procedures also forms the basis for security in timeshared systems. However, the firm must also use its
own devices or methods to protect its information
in such systems. One of the methods employed by
various firms is the use of a cipher. Ciphering results in a translation from one data processing
language to another, but this is routinely handled
by the facility and poses no problem. The cipher is
superimposed upon the channels of communication
MANAGEMENT ACCOUNTING /FEBRUARY 1974

information
system
security as a
management
control
problem."

Because of the computer memory capabilities, a
close approximation to an absolutely unbreakable
cipher can be developed. This cipher is based upon
the generation of a non - repetitive and completely
unstructured key that is essentially endless and
random. It must be remembered that the cipher is
good only if put to use, so the firm must ensure
that only ciphercd information is transmitted over
the system.
The time - sharing facility must be of special design if privacy is to be maintained. Details of the

Management must be sure that all of the com-

factors: ( 1 ) proper planning and location of physical facilities and (2) limited access w i t h proper
identification, screening, training, and supervising
of computer facility personnel. In many cases, the
relocation of the facilities is impractical, but a
proper and adequate protection strategy may still be
developed if the firm is willing to develop a limited
access policy and adhere to it strictly. In addition to
this, the firm must take steps to develop proper
screening of computer personnel to find individuals
who will not only adhere strictly to company policy
but who are also consistently security conscious and

must appro ach

message." 8

Privacy for the System
pany's important information, records, and plans
are secure from espionage as well as from browsing.
The amount and complexity of corporate espionage
is growing to such a degree that many firms now
consider it to be both a major source and leak of
important data. Browsing refers to the scanning of
computer memory banks for information and is
committed by both authorized and unauthorized
personnel.
The firm's strategy against invasion of privacy in
the company -owned system must be based on two

"Management

ci p he r a n d r a n d o m n u m b e r ge ne ra to r a p pl yi ng to

each customer of the time - sharing system must be
stored in such a manner that this information
could never reach an output device. This can be
achieved by using a specially wired bank of magnetic
disc memory or a magnetic tape in a specially constructed cassette. The computer must be designed
in such a manner that sections of the memory, the
registers, and the logical and arithmetical processing
methods which perform customer operations can
never pass plain language information to any output
device.4 Finallv, the logic must be designed so that
no mixing of the ciphering system of different
customers occurs. To ensure that privacy is maintained, the firm should insist that the above -mentioned features of the computer logic be permanently wired in rather than dependent upon the use
of specifically designed software.

Management 's Role in Providing Security
Management must approach information system
security as a management control problem. Th e
degrees of risk and danger must be determined and
then properly weighed so that possible losses may
be evaluated. No system is completely secure, so
management must develop a strategy which offers
maximum protection at minimal costs and still allows adequate and proper use of the system. Once
the strategy is developed, it should be carefully
reviewed for errors and points of weakness. After
implementation, the security system should be pe'

K im o n Bo u rn azo s an d No r m a n E. Fr e n c h , " In f o r m a tio n M a n .
agem en t a n d Priv acy in Bu sin es s," Da t a Ma n a g em e n t , Ju ly 1971,
� I b20.
i d . I p.

22.
4Ibid., p. 23.
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certain types
of special
equipment
which can be
used to
improve
facility
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riodically reviewed by management and an independent observer for detection and correction of
deficiencies.
Security of the actual facilities requires that management consider the following: adequate and dependable electric power; adequate police and fire
protection to secure the building from riots, fires,
and bombings; proper location to avoid flooding —
both from within the actual structure and from
natural or geographic elements; adequate communication systems; and safe location to avoid airline
flight paths, proximity of hazardous materials, and
heavy pedestrian or vehicular traffic. Also to be
considered is the design and construction of the
facility to reduce possible hazards. Air conditioning
intakes should be located to minimize the intake
of dust, dirt, and other particles. All materials should
be of a fireproof nature, and the use of glass should
be avoided entirely. If glass has already been installed, it should be strengthened by the addition of
bullet -proof glass or steel screens. The building layout should be such as to minimize traffic through
or near the computer facility, and there should be
at least one checkpoint leading into it. If possible,
the data center should be designed and constructed
so that in emergencies it could be sealed off from
the rest of the building. Lastly, firms should avoid
any signs or directional materials which would give
computer facility location to any unauthorized
individual.
There are certain types of special equipment
which can be used to improve facility security—all
located at various points on the security scale. Selection of the equipment must be made by cost - benefit
analysis in conjunction with the strategy employed
by the firm. Some types of equipment with negligible cost are almost mandatory for the firm. These
include a badge system to control access to and
within the data center, equipment covers to protect
equipment cabinets, paper shredders for the destruction of sensitive data after proper use, and fire
doors of one -way design to allow emergency exit.
Other equipment which should be employed in.
cludes: fire systems to detect heat and smoke, signal
alarms, and initiate a firefighting system; magnetic
detectors to detect and confine within a special
area anyone carrying magnetic materials either into
or out of the data center; intrusion alarms to be
used in connection with the firm's central guard
system.5 More elaborate equipment such as power
backup systems to provide computers, air conditioning, and other equipment with instantaneous cut over capability are available to firms desiring it.
Backup procedures represent a critical area in
any computer security program. The firm must first

identify that data, software, and documentation
which are vital to the organization. Once this is
done, steps must be taken to ensure that all items
judged critical are included within the backup system. These items would be included in any complete backup program:
1. Data files which include magnetic tape master
files, disk and drum dumps, and change files
2. Application programs which include all application programs of a critical nature in their most
recent, audited form
3. Systems software which includes all custom software
4. Program documentation
5. Operations manual logs, and library documentations
The most effective and least costly means of
backup is still duplication and off -site storage.e The
most important characteristic of off -site storage is
that it must be remote from the data center. It also
must be remembered that frequent checks of the
backup system and the storage site are necessary. It
has been suggested that emergency drills be conducted on a continuing basis to validate the functioning and condition of the backup plan.
Hardware backup procedures pose a problem for
several reasons. Perfectly compatible systems only
rarely exist, idle capacity is often nonexistent, and
as software options grow with increased average
equipment utilization, genuine hardware backup
becomes impractical. In some cases the "idle reserve
concept" may be employed as a group venture in an
industry where the users have roughly compatible
systems. The only practical step for most firms is to
try to develop all critical programs so that no special languages or hardware are employed thus allowing them to be run at service bureaus.
Conclusion
A completely secure computerized information
system does not exist. There are no practical ways
to deal with the dangers of an earthquake, a major
tornado or hurricane, or a group of radicals bent on
system destruction. However, there are certain procedures or strategies that, when employed, may
minimize the damages done or may allow operations
to continue with only minimal disruption. Management must decide the amount of security needed
and how it is to be provided in each case.
Brandt R. Allen "Comput er Security," Data Management,
February 1972, p. 2'1.
e Walter A. Kleinschrod, "Crisis in Office Crime," Administrative
Management, November 1971, p. 26.
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FLEXIBLE BUDGETING:
A DEFENSE INDUSTRY
APPROACH
The system allows financial personnel to quickly determine the
cost impact of sudden upward or downward business
fluctuations simply by introducing the new base to determine
a revised operating budget.

By Joseph R. Amante and Robert L. Graham
Flexible budgeting can be an excellent tool during
overhead rate negotiations with a customer. The
budget system described in this article and the
exhibits shown have been fully computerized and
can also be used for marginal pricing exercises,
forward pricing rate negotiations, and determining
rate changes for follow -on business. The system
allows financial personnel to quickly determine the
cost impact of sudden upward or downward business fluctuations simply by introducing the new
base to determine a revised operating budget.
The Situation
In 1970, we were faced with the task of developing a flexible budgeting system for one of the company's major industrial locations. The requirement
grew out of a study conducted by the U. S. Army
of a proposal for a multi -year contract for missile
production. The resultant contract established certain goals, one of which related to overhead rate
reductions to be achieved in subsequent years. It
was soon apparent that measurement to a predetermined overhead rate based on a fixed budget
would not meet the requirements of the program,
since actual volume would probably be above or
below the fixed budget level and the likelihood of
volume being at precisely the fixed budget level was
minimal. As a result, the Company agreed to implement a flexible budgeting system to more accurately predict overhead expenses for all probable
levels of production activity.
The Technique
To provide a more equitable method of measuring improvement, a commitment was made to the
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customer in June 1971 to install a flexible budgeting system at the location. To meet that commitment, an overhead matrix was established, which
assumed base and expense levels for 75 percent,
100 percent, and 125 percent volume levels. The
100 percent baseline level was the plant's calendar
year operating budget and represented the anticipated material and labor base. By establishing these
three points, the customer would be able to more
clearly evaluate performance in the area of expense
control, as it relates to the volume level achieved.
Through the above procedure, the contractor would
not be rewarded for achieving a low overhead rate
from an unplanned labor and material base which
would automatically result in reducing overhead
rates. In the same manner, the contractor would not
be criticized for missing a goal, should the customer
terminate a contract, thus depriving the contractor
of planned base.
DEFINITION OF CAPACITY

The first step in setting up a flexible budgeting
system is to determine which capacity and absorption base will be used for measurement. There
are three basic alternatives available: theoretical,
practical and normal.
1. Theoretical: All cost centers are fully loaded
at the theoretical 100 percent efficiency level
which assumes that production will equal plant
capacity for the planned year without regard
to the expected sales volume. This method is
extremely impractical in the defense industry, because it assumes that everything that can be produced will be sold.
2. Practical: All cost centers are loaded as in the
theoretical alternative, but at an expected efLi-
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ciency level. This method is also impractical for
use in the defense industrv, unless full production can be sold. The customer's demand is the
controlling factor to the contractor's capacity to
sell, and alternate sales possibilities are usually
nil in the short run.
Normal: This method provides for loading the
cost centers for the forecasted sales level at the
planned efficiency level. This is the most realistic
method for planning the mid -point of the flexible budget, or 100 percent base -line level. The
expected volume level is then used to generate
expenses at the varying volume levels.

Exhibit 1
FLEXIBLE BUDGET VARIABLE RATE DETERMINANT
Baseline level 100 percent
Variable
Var. rate
expenses
per D/L $
expenses

Sunk costs:
Rent, Insurance, taxes,
depreciation

$141,500

Tote l

$283,850

$142,350

.1676
.0224
.0036
.0020
.0007
.1963

-

$142,350

$

$142,350

$

Sub -total

$

$121,500
16,250
2,600
1,500
500

-

$121,500
16,250
2,600
1,500
500

$

Semi - variable costs:
Indirect labor
Labor related
Supplies and repairs
Other expenses and credits
Employee related

$

Fixed

.1963

Note:
Fixed expenses are assumed to be 50 perc ent of normal (100 percent) budget
level, except sunk costs, which are all considered to be fixed.
Direct labor dollars, multiplied by var iable rate per D / L dollar, plus fixed expense, equals budgeted overhead.

Exhibit 2
FLEXIBLE BUDGET

Direct labor base

75
percent
$543,750

Baseline level
100
percent
$725,000

125
percent
$906,250

Semi - Variable Costs:
Indirect labor
Labor related
Supplies and repairs
Other
Employee related

$212,633
28,430
4,558
2,586
881

$243,000
32,500
5,200
3,000
1,000

$273,388
36,550
5,863
3,313
1,134

Sub -total controllable expense

$249,088

$284,700

$320,248

Sunk costs:
Rent, depreciation, taxes,
insurance

$141,500

$141,500

$141,500

$141,500
$390,588
72%
$106,738
$283,850
52. 20%
19. 63%

$141,500
$426,200
59%
$142,350
$283, 850"
39. 15%
19 . 63 % • '

$141,500
$461,748
51%
$177,898
$283,850
31. 32%
19. 63%

•
"
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The second step in setting up a flexible budgeting system is to match expenses to the various
volume levels of activity. These expenses are categorized into three main categories: sunk costs, semi variable costs, and variable costs.
Sunk costs are completely fixed and unrelated
to volume within a certain time span and physical asset capacity, e.g., depreciation, building
lease costs, insurance, and taxes.
Semi - variable costs exhibit both fixed and variable characteristics, e.g., indirect labor, utilities,
and repair costs.
Variable costs vary dollar- for - dollar with volume,
e.g., expenses for fringe benefits, direct labor,
and production materials that directly correlate
with changes in volume.
The computation of sunk and variable costs is
readily ascertainable for the most part. However,
semi - variable costs must be split into their respective fixed and variable amounts.
CONSTRUCTION OF BUDGET MATRIX

After choosing the normal production base and
classifying the applicable expenses into fixed and
variable components, it is a simple procedure to set
up a flexible budget matrix within the variations
from the desired norm. We chose to set budgets
from the 75 percent to 125 percent level of normal
volume as being the most practical. In addition, a
time limit on fixed costs was set at one vear. Exhibits 1 and 2 give an example of a departmental
flexible budget.
Exhibit 1 "Flexible Budget Variable Rate Determinant," is developed by dividing the individual
variable expense categories by the direct labor base
forecasted for the department, representing the 100
percent baseline level.
The variable expense column was originally developed by assuming all fixed expenses in this department were 50 percent of the total operating
budget with the exception of sunk costs that are
100 percent fixed.
Once the variable rate per direct labor dollar
is determined by expense category, the balance of
the flexible budget matrix appearing in Exhibit 2
is developed by multiplying the direct labor base
at the 75 percent or 125 percent level by the factors shown in Exhibit 1 and adding the applicable
fixed expense portion to establish a new budget.
Conclusion

Sub -total non controllable
expenses
Total budgeted expense
Internal overhead rate (rounded)
Variable expenses
Fixed expenses
Fixed overhead rate
Variable overhead rate

CLASSIFICATION OF EXPENSES

These represent the normal or fixed budget expenses established by management. Of t he $283, 850, 50 per cent or $141,500 represents sunk costs.
Computation of variable rate and total budgeted overhead shown in
Exhibit 1.

The primary purpose of the flexible budgeting approach is to mAke the manager aware of the things
he can control. By omitting the fixed costs, over
which the manager has no short run control, the
manager's full attention can be directed to the variable expenses directly under his supervision. This
is especially true in the defense industry where there
is a high fixed cost level in manpower capability,
fixed assets, etc., and the peaks and valleys of volume are gated by available funding.
❑
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REPORT

ACCOUNTING
FOR CORPORATE
SOCIAL PERFORMANCE
The Committee on Accounting for Corporate Social Perfor.
mance was established in 1972 -73 by President Robert Beyer.
The following is the first report of this NAA Committee. It
consists of two parts. The first is a Statement of Objectives
and Procedures and the second is a taxonomy on Areas of
Corporate Social Performance.
Members of the Committee on Accounting for Corporate
Social Performance include I. Wayne Keller, chairman; Gregory

J. Ahart; Dale Berman; R. Lee Brummet; Stan Hoch; Stan M.
Hunt; Grant U. Meyers, and John V. van Pelt, III.
To assist it in the development of the objectives outlined
below, the Committee would like to receive comments from as
many members as possible. Interested persons are encouraged
to submit comments to James D. Collier, Secretary, NAA
Committee on Accounting for Corporate Social Performance,
at the NAA office, 919 Third Avenue, New York, N.Y. 10022.

STATEMENT OF OBJECTIVES AND PROCEDURES

I. Scope

III. Procedure
A. Identify and classify areas of corporate social impact which
may be measured. These will require additions and deletions as social values change.
B. Develop objective systems of measurement which may be
used in assessing corporate social impact. Such systems may
be numeric, in monetary or in non - monetary terms; or

performance.

descriptive.

Corporate activities have social as well as economic impacts.
Accounting for corporate performance requires systematic measurements. Measurement is the process of evaluating objects or
events according to rules consistently applied. In accounting
for social performance, monetary units do not necessarily apply
to its entire scope and may need to be complemented by other
forms of measurement. It is the stated objective of the committee to develop systems of accounting for corporate social

2. Ultimately to provide a basis for independent attestation
of corporate reports on social performance.

11. Purposes
A. Internal
1. Improve the decision - making process by:
a. Assisting in the process of establishing goals, objectives and priorities in planning the use of monetary,
physical and human resources.
b. Educating and motivating managers to think through
the social consequences of all decisions.
2. Provide a basis for the continuing internal appraisal of
social performance.
B. External
1. Ultimately to provide consistent bases and reasonable
uniformity for companies to measure social performance
and to report to the public.
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C. Through empirical research, test the categories of social
impact and the feasibility and practicality of various measurement systems.
D. Revise and refine the categories of social impact and systems of measurement as indicated by the empirical research.
E. Maintain liaison with other professional and public bodies
interested in the subject.
IV. Communication
A. Report In MANAGENIENT ACCOUNTING On committee
progress at least semi- annually.
B. Publish drafts at each step of the procedure.
C. Issue NAA statements recommending methods of measur.
ing corporate social performance; initially for internal purposes and ultimately for public reporting.
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AREAS OF CORPORATE SOCIAL PERFORMANCE

I. Introduction
Corporate activities have social as well as economic impacts.
For example, economic activities are measured by financial
accounting procedures and are reported in financial statements.
There are established standards for this. There are, however,
no established standards for measuring and reporting corporate
social performance.
Social performance reflects the impact of a corporation's
activities upon society. This embodies the performance of its
economic functions and other actions taken to contribute to
the quality of life. These activities may extend beyond meeting
the letter of the law, the pressures of competition or the requirements of contracts.

identified so the necessity for trade -offs can be given consideration in management decisions. An example would be a decision
to close a plant for which an air pollution problem cannot be
solved without incurring significant costs versus making the
required expenditures at the location in order to continue to
provide employment continuity.
Also, identification is necessary as the first step in public
reporting. The Report of the Study Group on the Objectives
of Financial Statements— American Institute of Certified Public Accountants states:
"An objective of financial statements is to report on those
activities of the enterprise affecting society which can be
determined and described or measured and which are
important to the role of the enterprise in its social
environment."

II. Relevance of Profitability to Corporate Social
Performance
While categories of social performance of corporations include social efforts and impacts that are not captured by the
economic and financial assessments of conventional accounting,
the social relevance of conventional accounting measures must
not be overlooked. The social significance of a corporation's
net income should be recognized and then supplemented by
measures of additional social effort and impact to determine a
more nearly total measure of corporate performance. Thus it is
appropriate to consider the social significance of net income
before dealing with the more obvious social performance
categories.
In this respect, profits are fundamental. Perpetuation of a
private sector corporation and its potential for continued social
contributions depends upon a satisfactory degree of profitability.
Thus, net income is basically a short -run assessment of wealth
creation which has social significance. Resources provided by
this net income may be variously distributed thus providing
various amounts of social product, but a profitable organization
necessarily provides satisfaction for its many constituencies.
While relationships between economic and social phenomena
are complicated, thev are in many aspects complementary, and
it would be a serious mistake to assume otherwise. Until these
relationships are understood better it appears reasonable to
pursue the subject of corporate social performance measurement by dealing with an expanded set of performance categories that build onto the present economic -based measures
familiar to accountants and business managers.
111. Recognizing Corporate Social Performance
Social performance of corporations is of increasing concern
to management, investors and the general public, but this
performance is not measured and reported in a systematic
manner. An important prerequisite for the orderly measuring
and reporting of social performance is the proper identification
of areas of social activity.
Areas of social performance need to be identified in order
to assist management: (1) in establishing goals, objectives and
priorities; (2) in planning the use of monetary, physical and
human resources; and (3) in measuring progress. Because
social performance has economic impacts, consideration of
corporate social activities demands consideration of the economic consequences of each.
Further, social performance which is beneficial in one area
may be somewhat adverse in another. Again, areas need to be
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Such reports should meet the qualitative characteristics of
reporting stated by this study group ( Chapter 10) namely
relevance and materiality, reliability, freedom from bias comparability, consistency and understandability.
IV. Major Areas of Social Performance
Social performance may be considered under the following
four major areas (in alphabetical order) :
A.
B.
C.
D.

Community involvement
Human resources
Physical resources and environmental contributions
Product or service contributions

Communitv involvement includes those socially oriented
activities which tend primarily to benefit the general public.
"Communitv" in this sepse denotes more than the specific
geographic area in which the corporation has plants and
offices.
Human resources is an internal area. It covers that social
performance which is directed to the well -being of employees.
Physical resources and environmental contributions include
those activities which are directed toward alleviating or preventing environmental deterioration. Again, these relate to
more than the geographical location of corporate facilities. An
example would be a product which is inherently polluting and
thus would have adverse environmental effects wheresoever
it was used.
Product or service contributions of a social nature deal with
relations with customers, or effects on society accruing or
arising from products or services. They reflect the concerns
of a corporation for generating and maintaining customer
satisfaction over and above that of a "caveat emptor" attitude.
These four major areas of social performance are neither
exhaustive nor mutually exclusive. For example, a decision as
to a plant location would certainly give consideration to community involvement, environmental contributions and hurnan
resources. They are intended to encourage uniformity in appraising social performance.
The following list of items under each of the four major
areas identifies typical examples of social performance. The
lists are not intended to be all inclusive. Neither are the items
listed in any sequence of importance. Comments following
each item are for explanation.
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A. COMMUNITY INVOLVEMENT

1. General philanthropy- Corporate support of educational
institutions, cultural activities, recreational programs, health
and community welfare agencies and similar eleemosynary
organizations
2. Public and private transportation - Alleviating or preventing
urban transportation problems, including the provision of
mass transportation of employees
3. Health services - Providing health care facilities and services
and the support of programs to reduce disease and illness
4. Housing- Improving the standard of dwellings, the construction of needed dwellings and the financing of housing
renovation and construction
5. Aid in personal and business problems - Alleviation of problems related to the physically handicapped, child care,
minority businesses, disadvantaged persons, etc.
6. Community planning and improvement- Programs of urban planning and renewal, crime prevention, etc.
7. Volunteer activities - Encouraging and providing time for
employees to be active as volunteers in community activities
8. Specialized food programs -The provision of meals to meet
the dietary needs of the aged, the infirm, the disadvantaged
child and other groups
9. Education -The development and implementation of educational programs to supplement those of the public or
private schools such as work study programs; and employee
service on school boards, school authorities and college
university trustee and advisory boards
B. HUMAN RESOURCES

1. Employment practices - Providing equal job opportunities
for all persons, creation of summer job opportunities for
students, and recruiting in depressed areas
2. Training programs - Providing programs for all employees
to increase their skills, earning potential and job satisfaction
3. Promotion policies - Recognizing the abilities of all employees and providing equal opportunities for promotion
4. Employment continuity- Scheduling production so as to
minimize lay -offs and recalls, maintaining facilities in efficient operating condition so that they will not have to be
abandoned because of deterioration, and exploring all
feasible alternatives to closing a facility
5. Remuneration - Maintaining a level of total salaries and
wages plus benefits which is in line with others in either
the industry or community
6. Working conditions - Providing safe, healthful and pleasant working environment
7. Drugs and alcohol - Providing education and counseling
for employees to prevent or alleviate problems in these and
similar areas
8. job enrichment- Providing the most meaningful work experiences practical for all employees
9. Communications - Establishing and maintaining two -way
communication between all levels of employees to secure
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suggestions, to provide information as to what the company
is actually doing and how each department's activities
relate to the total corporate activity, and to inform employees' families and friends of corporate activities
C. PHYSICAL RESOURCES AND ENVIRONMENTAL CONTRIBUTIONS

1. Air - Timely meeting of the law and going beyond the law
in avoiding the creation of, alleviating, or eliminating pollutants in these areas
2. Water - Timely meeting of the law and going beyond the
law in avoiding the creation of, alleviating, or eliminating
pollutants in these areas
3. Sound - Timely meeting of the law and going beyond the
law in avoiding the creation of, alleviating, or eliminating
pollutants in these areas
4. Solid waste - Disposal of solid waste in such a manner as
to minimize contamination, reduce its bulk, etc., and the
design of processes and products which will minimize the
creation of solid waste
5. Use of scarce resources -The conservation of existing
energy sources, the development of new energy sources,
and the conservation of scarce materials
6. Aesthetics -The design and location of facilities in conformance with surroundings and with pleasing architecture
and landscaping
D. PRODUCT OR SERVICE CONTRIBUTIONS

1. Completeness and clarity of labeling, packaging, and marketing representation - Assurance that labeling and representation as to methods of use, limitations on use, hazards
of use, shelf -life, quantity of contents, and quality cannot
be misunderstood
2. Warranty provisions- Adherence to all stated or implied
warranties of a product with implementation through timely
recalls, repairs or replacements
3. Responsiveness to consumer complaints- Prompt and complete responses to all complaints received
4. Consumer education - Literature and media programs to
keep consumers informed of product or service characteristics, methods and areas of use of products, and of planned
product changes or discontinuances
5. Product quality- Assurance through adequate control "quality assurance" -that quality is at least equal to what
customers may reasonably expect on the basis of company
representations
6. Product safety- Design or formulation and packaging of
products to minimize possibilities of harm or injury in
product use
7. Content and frequency of advertising - Giving full consideration to the omission of any media material which may
be adverse or offensive; and the avoidance of repetition to
the extent that it becomes repugnant
8. Constructive research - Orienting technical and market research to meet defined social needs and to avoid creating
social and environmental problems or to minimize such
problems; e.g., energy consumption
❑
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Continued from page 11
spent approximately eight man -days picking the data from printouts and placing them on the prescribed report forms.
Mr. Witham also makes an excellent point about utilizing
the computer to assist management in effective inventory
control. Our center furnishes minimum and maximum requirements, seasonably adjusted, for each part number. And
at inventory time they furnish cards for each part number.
These are "stuffed" into the parts bin, the physical count
is noted on the card, supervisory and CPA examiners test
check the count, and the cards are pulled. A list of any missing
cards, by part number, is one of the reports furnished by the
center. The finished and final run is a very accurate inventory
with applicable prices and therefore value.
If a manual system is not efficient, then a good system on
the computer can save much more than the cost of the service
cen ter.
Ed Bancroft
Portland - Willamette Chapter
Portland, Ore.

Dollar Sales Volume Algorithm
The article, "Mix Variance in Gross Profit Analysis," by
Thomas J. Beam in the November 1973 Issue Of MANAGErIENT
ACCOUNTING makes misleading references to my article, "Mix
Variances in Profit Rate Analysis," which appeared in the June
1972 issue.
Mr. Beam is absolutely correct when he attributes the difference in results between Exhibit 2 and Exhibit 3 in his article
to an alternative definition of volume. Although Mr. Beam defines volume as units, most controllers define volume as "dollar
sales volume." Both the unit and dollar sales volume approaches
are mathematically correct. The difference in volume definition,
however, results in a difference in interpretation of results. The
dollar sales volume approach follows a more easily understood
accounting statement convention —the traditional relationship
of sales dollars and profit rates. The reason for my selection of
dollar sales volume as the best volume definition is simple. That
is the way volume is measured on income statements. Have you
ever seen an income statement showing the "top line" in units
rather than dollars? I doubt it!
Both the dollar sales volume and unit algorithms begin with
identical inputs at the lowest level of detail (units, price, cost).
The dollar sales volume algorithm, however, assembles the details so that we can track sales volume (rather than units) when
summary reporting occurs. Adding units in a variance consolidation is like adding "apples and oranges." The dollar sales
volume algorithm gives us a common denominator.
I once pursued the same unit approach as Mr. Beam, but
ultimately found it to be unworkable above the simple textbook
examples. The unit approach becomes progressively more unrealistic as we apply it to higher summary levels in an organization. In the complex real world of income statement aggrega-
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tions, Mr. Beam would soon regret that his algorithm so
cleverly ignores sales dollars. He has simply failed to address the
real problem of variance consolidation. Only the dollar sales
volume approach provides logical consistency from the single
product up to the conglomerate's income statement.
In Mr. Beam's product line example, the actual gross volume
was $175 while the budgeted gross sales volume was $200. Because the budgeted profit rate is 50 percent, most controllers
would say that the $25 shortfall in sales results in an unfavorable volume variance of ($12.50). Any controller would have a
difficult time defending Mr. Beam's assignment of the unfavorable ( $12.50) to mix variance. How can there be a mix variance
when both products have equivalent profit rates?
In the final analysis the choice of methods is up to the controller's judgment. He must be comfortable with the method
and its variance explanations. The controller should examine
both methods (Exhibits 2 and 3 in Mr. Beam's article) and
make up his own mind about which method provides useful
information.
Those interested in an additional examination of the dollar
sales volume algorithm and its mathematical foundations should
examine my article, "Pyramid Programming," which appeared
in the July /August 1972 edition of Managerial Planning. I will
be happy to furnish a computer program which carries out the
algorithm in a practical environment.
William H. F. Warthen, Jr.
Manager Financial Applications
General Electric Co.
Bethesda, Md.
Units Algorithm
Mr. Warthen makes a good point. He is correct in his assertion that for variance consolidation of a conglomerate, one
would be hard pressed to come up with
cdtnmon unit of
measure other than dollars. However, the "units algorithm," as
he terms it, can handle this difficulty by providing for the
summation of the detail variances once the "units" are no
longer consistent. This allows the explicit consideration of
price and units, when appropriate and therefore, in my opinion,
provides a more useful technique than Mr. Warthen's sales
volume algorithm. While each algorithm is similar at the upper
levels of variance consolidation of a conglomerate, the sales
volume algorithm ignores prices and units at the detail level
where they are available and appropriate. In a world of price
controls and possible supply restrictions (which may cause a
reduction of units or at least retarded growth in units), an
algorithm which explicitly considers price and units has to be
the preferable one.
Finally, in answer to Mr. Warthen's last question it seems
clear that there can be a mix variance between two products
which have the same profit rate, if they have different profit
amounts per unit. It is precisely this effect which Mr. Warthen
fails to consider and the sales volume algorithm fails to include.
Thomas J. Beam
Financial Modeling Analyst
American Hoechst Corp.
Somerville, N. J.
a
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CIN
CERTIFIED
INTERNAL
AUDITOR

The Institute of Internal Auditors, Inc.,
after final approval by the Board of Directors
on December 8, 1972, launched the ''Certified
Internal Auditor" program, the latest
milestone toward continued upgrading of
the professional status of the internal auditor
Attaining the CIA designation will bring each
internal auditor a deep personal satisfaction
in knowing he has reached a recognized and

The Certified
Internal Auditor
Program
The first examination is scheduled for
August 1974,
To be eligible for certification the candidate
must:
Have a minimum of three years experience
in internal auditing as of August 1974.

accepted level of com petency in his

Have a baccala urea te degr ee from an
accredited college level institution. (This

profession. Also, the entire program will

requirem ent will be waived until June 197 .)

result in continuing improvem ent in the level

of practice for the entire profession, and
will provide the basic component of any well
rounded professional development program.
Candidates for the CIA program must meet
education and experience requirements and
pass a written examination of four parts.

Subscribe to a Code of Ethics and submit
a char act er reference fr om eit her a
Certified Internal Auditor or a member
of his company management.
■ Submit a regi stration form with applicable
fees by March 1, 1974.

WHAT WILL THE CIA DESIGNATION MEAN TO YOU?
• Certifies to your competency as an internal auditor.
• Adds to your personal prestige and professional satisfaction.
• Makes it possible for you to obtain greater remuneration.
Opens the way to unlimited horizons as a professional.

MAIL THIS IMPORTANT COUPON TODAY! I
•---------------------------------------------------------------------�-�-�-�-�-�
'

i

To: The Institute of Internal Auditors, Inc., 5500 Diplomat Circle, Orlando, Fla. 32810
Plea se send me t he CIA brochure and regist rati on form today. I un derstan d th at when you ;
receive my registration and $10 fee, I will receive the official CIA examination Study Guide
and additional examination instructions.
i
Name
Title
Employer

'
i

Mailing Address
0
City
State
Zip
i------------------------------------------------------------�---------�-�-�-�-�-•

THE MODERN APPROACH
TO PUBLIC AUDITS
A problem arising from the energy shortage is used
by the N.Y. State Comptroller to illustrate how the
role of the public auditor has changed.

ARTHUR LEVITT
is comptroller of the
State of New York, a
position he has held
since his initial
election to the office
in 1954, making him
the comptroller with
the longest tenure of
service in the state's
history. He holds an
A.B. degree from
Columbia University
and an LL.B. degree
from Columbia Law
School.
This article, submitted
by the Mohawk Valley
Chapter, is based on
a speech delivered
before that chapter.
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By Arthur Levitt
My purpose is to stress the change in what a public
auditor does and in what he tries to accomplish. It
is a change which has been gradual but also fundamental.
The change is toward operational or management
audit. Such a concept would have been unthinkable
in state government twenty years ago—up in Albanv, it would have been looked upon as a pagan
notion in the temple of strictly financial audits.
Here is an illustration of what I mean. The
example is based on the nationwide fears of a gasoline shortage —and how that affected the negotiation of new gasoline contracts last year for the State
of New York.
First, you many wonder what a state comptroller's office has to do with the negotiation of contracts. That used to be the sole function of some
procurement agency; and a comptroller, for his
part, would simply make sure the arithmetic was
correct and the money was available. But a change
has taken place, which brings me at once into the
new concept of public audits. We review a contract
proposal as part of the entire auditing process —
integrated audit, we call it. A contract has a bearing
on an agency's function and the way the function

is being performed. In the last analysis, it is a
product of management. And today a public auditor
is not afraid to test management; indeed, it has
become a duty if properly performed.
By "properly performed" I mean that a public
auditor does not attempt to substitute his judgment
for the legitimate decisions made by public officers
within their sphere of authority. If we attempted
that, doors would soon be shut in our faces. But we
can and should help the decision- making process
through audit findings. And if a public officer
exceeds or abuses his authority—if he acts with
clear improvidence or with disregard for law —then
we have a duty to investigate and report. If a proposed contract is involved, we have the power to
disapprove it in New York State.
Then there is a middle ground. A contract may
not be clearly improvident or illegal, but it may
raise serious questions before it can be approved.
Here an auditor tries to act jointly with management to solve the problem, or even act on his own,
which brings me to some proposed gasoline contracts submitted to my office last year.
The Gasoline Contracts
Each year, the state solicits bids for its gasoline
supply, including gasoline for some 1,000 political
MANAGEMENT ACCOUNTING /FEBRUARY 1974

coming your ay

6 Courses / April 22 -26 / Sheraton Palace Hotel
Developing and Using Standard Costs (Mon. /Tue.)
Management Science for Budgeting and Profit Planning (Mon. /Tue.)
Data Processing— Concepts and Information Systems Design (Mon. /Tue. /Wed.)
Flexible Budgeting & Performance Reporting (Wed. /Thu. /Fri.)
Management Accounting for Banks (Thu. /Fri.)
Fundamentals of Management Information Systems Design (Thu. /Fri.)
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the previous contracts. This would cost the taxpayers an additional $4 million.
And this was not the end of our troubles. Other
limitations imposed by the companies included
escalation clauses, a limitation of quantities to prior
year usages and a restriction on deliveries to existing
locations.
There was no sign of actual competition in these
bids —and I suppose the oil companies would answer that they were doing the state a favor in
agreeing to supply gasoline at all under a contract.
This was not collusion, they would argue, but a
public service.
Events bore out this interpretation. The state
procurement agency attempted to negotiate with
the oil companies in order to obtain better terms
but the companies stood firm. My office sent out
telegrams requesting cost justification for the increases. The companies were barely polite in saying
no.
I wish I could tell you that this story has a happy
ending —that through the perseverance of modern
audit, aided by the most advanced of professional
techniques, all the oil companies caved in and reduced prices to the lowest level in a decade. But
sadly, on the contrary, I was forced to approve these
contracts after putting all the facts on record.
This is not quite the end of the story. I did one
more thing. I wired the President of the United
States:

" ... modern
audit has
reached out
beyond the
terms of a
contract...."

Arthur Levitt

subdivisions
de iring tothe
join
in on
contract.
10
purposes of biding,
state
is the
divided
into For
zones. The contract year begins September 1 and
we approached it this year with considerable apprehension.
The apprehension was well founded. Only one
oil company submitted a bid to supply gasoline in
each of the 10 zones. Three companies, with existing contracts for the zones (divided between them),
entered bids for the same zones.
But what bids! Basically, they were contingent on
Federal action freezing gasoline prices. That was
fine, in and of itself, provided the gasoline would
be delivered. But the Mobil Oil Company reserved
the right to cancel its contract if a price freeze interfered with its bid price. That might mean no
contract at all, at the option of Mobil.
The other possibility was equally bad. In the
event of no price freeze, then each of the companies
specified a price which averaged 37% higher than
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"The State of New York has today had no
choice but to sign contracts with major oil
companies for the annual supply of gasoline at
prices averaging 37 percent higher than last
year unless price controls are extended by the
Federal Government. The additional cost to
our taxpayers will be at least four million dollars. The oil companies have neither justified
the increase nor demonstrated any intent to
submit bids competitively. I urge you to extend
the present price controls until such time as a
reasonable increase in price can be determined.
In no other wav can the American consumer
and his government be protected from the
unilateral and self - serving actions of the major
oil companies."
I have received no reply from the President —I
assume he has a few other things on his mind. But
the story made the newspapers and out of this fact
came an interesting call. It came from an attorney
in the justice Department in Washington, who
was greatly interested because the proposed price
increases were the first evidence, he said, of what
might happen to consumers if the price freeze
were lifted.
I do not know what we may have contributed to
the controversy now going on in 'Washington, including pending litigation. But I submit that
modern audit has reached out beyond the terms of
a contract and sought to do its bit towards shaping
public policy. It would have been unthinkable for
a comptroller to take this upon himself a generation
ago. It is unthinkable today to do otherwise.
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COMPETITION
AND
CONTROLS
Speakers at Congress of the National Assn. of Manufacturers
decry controls and call for return to competitive society,
citing economic dislocations in economy; they warn against
rationing as a solution to the energy crisis.

The distortions caused by wage -price controls on a
free economy were stressed at a panel discussion
sponsored by the National Assn. of Manufacturers
at its 78th Annual Congress of American Industry
late last year. Not only did the speakers attack
price controls, they also warned about the effects
of further controls, especially fuel rationing, to
solve the energy crisis.
J. Stanford Smith, chairman of the board of International Paper Co., admitted that when wage price controls were first applied, "many businessmen had urged such government action." The
lesson had been learned, however. "We failed to
remember the fundamental truth that price controls inhibit competition and inevitably result in
severe economic distortions."
Alluding to the preliminary results of an indus,
try survey, he said that controls have made needed
increases in capacity uneconomic in many industries. "Reports from 240 companies received to
date show that one out of every three have postponed or cancelled plant and equipment expenditures. But nearly 50 percent of the companies indicate that removal of price controls would encourage
them to increase their productive capacity."
Another distortion caused by price controls, according to the survey data, was shortages. More
than 90 percent of the companies responding said
they had experienced shortages. Mr. Smith added,
"Even more important: over 75 percent of the
companies which had shortages indicated that
controls were a major reason why they couldn't get
the materials needed to meet customer demand."
He called for a return to Adam Smith's lesson
that competition is the most effective regulator of
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economic activity. Noting that "our misadventure
in control land" had reemphasized the fragile understanding of economic fundamentals, he said,
"The fundamental purpose of a business is to serve
customer wants and needs so successfully that it
provides good profit for shareowners, jobs and
growth opportunities for employees, business for
suppliers, and progress for the communities and
nations in which it operates."
Henry G. Manne, Kenan Professor of Law and
Political Science at the University of Rochester,
urged the manufacturers to oppose all government
controls over industry. In a ringing defense of free
enterprise, he said, "If you have any faith in the
economic and social miracle that is the free market
system, use every legal means at your command to
vex, confuse, delay, undermine and avoid every
regulation adopted or proposed by Congress, the
administration, and the bureaucracy. Instruct your
lawyers and your accountants to stay as narrowly
within the letter of the law as they possibly can
while still keeping you out of jail."
Under Siege
Milton Friedman, Paul Snowden Russell Distinguished Service Professor of Economics at the
University of Chicago, agreed with Professor
Manne on the issue of controls versus competition.
Dr. Friedman, who is known as the chief proponent of the monetary theory of economics, told the
manufacturers that competition is under siege and
threatened by two main sources. In his view they
are first, the intellectuals, and second, the business
community itself. The intellectual, he pointed out,
wants freedom for himself but wants government
47

Miller Joins Staff as Director of Finance
Charles Miller
succeeds
Russell Hardy
as staff
director.

Charles R. Miller, a past national vice president of
NAA, has joined the Association staff as Director
of Finance and Administration, effective January 2,
1974, Executive Director William M. Young, Jr.,
announced.
Mr. Miller will succeed Russell W. Hardy. Mr.
Young noted that Mr. Hardy would continue as a
staff director on special assignment and as assistant
secretary and assistant treasurer of the Stuart
Cameron McLeod Society. During the first half of
the vear, he will assist Mr. Miller in assuming the
duties and responsibilities of the staff directorship.
For the remainder of the year he will be working
with Mr. Young and Managing Director John E.
Vavasour on a number of special projects. He also
has been nominated as President of the Stuart
Cameron McLeod Society for 1974 -75. Mr. Hardy
plans to retire at the end of this year.
Before coming to the NAA staff, Charles R.
Miller had devoted most of his career, more than
40 years, to the Jones & Laughlin Steel Co., Pittsburgh, Pa. He assumed responsibilities as assistant
controller at the Corporate Information Center in
September 1970, and guided the centralization of
computer and accounting functions.
A native of Pittsburgh, Pa., Mr. Miller attended
that city's public school system and the Pittsburgh
School of Accountancy. He is a member of the
Pittsburgh Chamber of Commerce and a staunch
supporter of the Steelers Football Team.
A member of the Association since 1952,
"Chuck" Miller is well known by manv members
thanks to his extensive service on the chapter and
national levels. He was elected president of the

Charles R. Miller
Pittsburgh Chapter in 1963 -64, after serving in a
number of positions on the chapter board. He was
elected a national director in 1964 -65 and NAA
vice president, 1968 -69. He has served five years on
the national Executive Committee.
One of the most rewarding tasks he has had in
the Association, according to Charles R. Miller, is
his work as an appointed member, and then as
chairman for three years, of the Socio- Economic
Committee. In those positions he has helped to
organize and guide NAA's nationwide, volunteer
program to aid struggling small businessmen with
financial and accounting counseling services.
Mr. Miller is a member of the Stuart Cameron
McLeod Society and of the Financial Executives
Institute.
❑

COMPETITION AND CONTROLS
Continued from page 47
to tell everybody else what to do. The businessman,
on the other hand, wants freedom for everyone else
but special government privilege for himself.
The panel of speakers, which also included U. S.
Rep. Martha W. Griffiths, and Charls E. Walker,
former Under Secretary of the Treasury, all alluded
to the energy problem in their discussion of competition. Prof. Friedman suggested that the free
market solution would be to allow the prices of fuel
to rise until people individually found it in their
economic interests to conserve energy. Rationing,
he warned, would give an incentive for people to
break the law.
Representative Griffiths disagreed with this
analysis, saying that competition alone cannot solve
the energy shortage fast enough. She indicated that
Congress would reflect what it perceived as the
electorate's desires in enacting energy legislation.
Mr. Walker, who is now president of Charls E.
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Walker Associates, in Washington, D. C., agreed
that business suffers from a large dose of overregulation. His was the view of a realist. He said,
"When you have a collision of economics and
politics, more often than not, politics is going to
win the day." He suggested that those who believed
in unfettered free enterprise should start teaching
this philosophy to children in kindergarten; now
they only could work with the system and all its
flaws.
Apart from the question of whether or not competition is alive and kicking, the nation's manufacturers are concerned about the course of the
economy and government and the speakers vividly
reflected this concern. Most would agree that the
easiest part to play is as a booster of free enterprise.
None of the speakers could offer any realistic hopes
that politics would not continue to dominate the
economics of the marketplace, 200 years after Adam
Smith's The Wealth of Nations stated the case for
free enterprise.
❑
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Chapter/ Member News
AL B E R T A . R U D K I N , D a y t o n , Y o u n g s t o w n
past presi dent.
GE ORGE R. RUPPE L, New York.
ALBE RT

W. S C H R A D E R ,

Ann Arb or.

GRE GORY A . SCHU LT E , M i l w a u k e e ; p a s t
pre s i d en t o f N o rt h e rn W i s co n s i n .
ART HU R

D. S H A N D S ,

Ri chmond.

ST E RLIN G L. S M I TH, We st e rn Caroli nas.
EU GE N E

H. ST I F E L,

St.

LOUIS.

HA R O LD A . SYK ES, JR., B r o o k l y n .
H. V A N D E R L E E K , G ra n d R ap i d s .
WI LLI AM

E. WE S T E R D AH L,

Mi n n e ap o l i s

Vi ki ng.
Roy

I. Z I N G E R ,

Ne w Yo rk .

Promotions and New Positions
J. R .

T AYLOR, Atlanta Central, past presi-

d e n t , is n o w g e n e r a l m a n a g e r of C r y s t a l
City Club.
RE x

L . D O RM AN ,

poi nt e d

as s is t an t

Boise,

has be en

controller

for

ap -

Boi se

Cas cad e .

Two B u f f a l o m e m b e r s
by Z e m c o I n d u s t r i e s ,

have be en n a m e d

finance

SOPONSKI,

I n c . MORRIS M .
SPIVACK w a s a p p o i n t e d v i c e P r e s i d e n t —
and

troller of

RICHARD

comp-

t h e Buffal o s ubs i di ary, Z e m c o

Foods Corp.
ARDLE

At Syracuse Chapter's 50th Anniversary, a custom gold plate
is presented to President Robert Chapman (center) by NAA director
F. Thomas McMahon (right) and chapter President James T. Sharpe.
Emeritus Life Associates

AUSTIN E . GA N L Y , W e s t

T h e designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of active service, or ten
years of active service including five years
as an elected national or chapter officer or
director. Tho se so designated are relieved
from payment of annual dues. T h e intent
of this provision of the By -Laws is to recognize the debt which the Association owes to
members of long standing.
FRE D ANDERSEN, M i l w a u k e e , p a s t pr e s i dent.
ERNE ST

S. B R A D B U R Y ,

E s s e x C o u n t y.

RU S SE L L L . C A M PB E L L, D e l a wa r e C o un t y
P e n ns yl va ni a.
CALI ST O
JOHN

A. C A T A S S I ,

O a k l a n d - E a s t B a y.

P. C H O L E , M i l w a u k e e .

be en

L.

V I LE S, C a t a w b a

name d

vi c e

V al l e y,

has

pre s i de nt /cont rol l e r

wi t h S up e r i o r C o n t in e n t al C o r p .
B e r ge n - P a s s a i c

County.
L . K E R M I T G E R H A R D T , W a s h i n gt o n .

Two

Chi cago me mbe rs have be en na m e d

at Cu s t od i s C o n s t ru ct i o n

Co. W A Y N E H.

PET ERSEN

controller,

RICHARD

was

named

J. M E R K ,

and

JR ., a s a s s i s t a n t c o n -

BE N JA M I N GO LD , B ro ok lyn.

t r o l l e r . . . . W I L L I A M EXN ER h a s j o i n e d

ARVA

I n t e r c r a f t I n d u s t r i e s C o r p . , a s d i r e c t o r of

J.H A I N E S , S t . L o u i s .

W . J.H A R T M A N , P a l o s V e r d e s - T o r r a n c e .
CLY D E E. HE G M A N , M i n n e a p o l i s V i k i n g ,
past pre sident.

B. M E AND E R i s n o w p re s id e nt Of Acc u ra t e
E ngi ne e ri ng Corp.
ALBE RT

M AHLO N F. HOBB S, N ashvi lle .

name d

ALAN

J. H O R T O N , S a n D i e go .
FRE D R. KI T Z M I L L E R , Y o r k .
T H O M A S P. LEDDY, W a s h i n g t o n

m a n u f a c t u r i n g a c c o u n t i n g . . . . HE RB E RT

P.

BE U ST ,

D ON
Tri-

wa s

A.

KI AM I E ,

A.
L.

MAGNUSON, New Hampshire.
McCoy,

Phil ade lph ia, past

Div.

t o assi stan t -m an-

accounting

at

Ge n e r al

Foods Corp.
ST I LLM AN
now

presi dent.

be e n
Corp.,

Gree nwich- S tamf ord,

re ce n t l y p r o m o t e d

age r -- - c or p or at e

GE OR GE

has

Bendix

Aut omati on and Me as ure me nt

Ci t i e s.
GE O RGE

Dayton,

co n t ro l l e r for t h e

a

D.

vi c e

SL OC U M , H a g e r s t o w n ,

pre sident

Martin Machi ne

of

the

is

D. & L.

Co.

ART H U R L. C OT H AM , T ul sa.

CHARLE S

CHARLE S

Canada.

HE RB E RT

ART HU R

e l e c t e d e x e c u t i v e vice p r e s i d e n t of I n t e r -

E. DI P E S A , B o s t o n .
LAWREN CE I. D ON LE Y , M u s k e g o n ,

past

presi dent.

C. CL AY T ON

E.

M CL U R G,

D. M E E H A N ,

Member -at -

Lo s Angel es .

HARRY G. MI LLS , Fo rt Wo rth.
E I G ST I , P e o r i a .

C. K N O R T Z ,

Hartf ord, has been

nat ion al T e l e p h o n e an d T e l e g rap h C o rp .
He wil l co n t in u e t o be com p t ro l l er o f t h e

GI L BE R T

J. M O H R ,

Le hi gh V a l l e y.

E LSI E G. FU SA RO, N orw ich,

WI LL I AM M . O'B RI E N , C i nci nna t i .

JOSE PH B . FY FFE , Boston.

AN D R E M . R O M A N o , N e w Y o r k .
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MARK J. VACEK, Houston, has been
named controller for Olympic Resources.

11dill

DONALD W. AYERS, Kansas City, was appointed treasurer of H & R Block Inc.
... H. BEN FUNK is now internal auditor
at Commerce Bancshares.
RUSSELL D. OUELLETTE, Merrimack Valley, is now assistant controller, Bowmar
Instruments.
J. G. SULLIVAN, Morristown, was named
director of Thermal American Fused
Quartz Co. He is secretary- treasurer.
RICHARD A. T o P P , Muskegon, was recently promoted to plant controller,
Sparta Foundry, division of Muskegon
Piston Ring.
JAMES W. BROWN, NAA director from
Nashville, has joined Mr. Transmission as
treasurer.
WILLIAM C. THOMPSON, New Hampshire president, was appointed vice president— finance of the Seamans Supply Co.

Extra copies — one or a thousand
—of any article from any issue
of MANAGEMENT ACCOUNTING
may be purchased at the
following prices:
1 to 4 — $1.50 each*
5 to 15 — $1.00 each
16 to 50 — $.40 each
51 to 99 — $.30 each
100 to 500 — $25.00/100
First 500 — $125.00
Each Add'I. 100 over
first 500 — $20.00
First 1,000 — $225.00
Each Add'I. 100 over
first 1,000 — $15.00
*Original magazine will be
furnished if available.

Please state author, title, mom74
and year published, and quantity
desired. Check or money order
must accompany order.
Completed orders will be
shipped parcel post no later than
two weeks from receipt of order.
Reprint Department
MANAGEMENT ACCOUNTING
919 Third Avenue
New York, N.Y. 10022
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VILES
Catawba Valley

KNORTZ
Hartford

ALEXANDER ZEHALL, New York, has been
promoted to director of administration
services at Sperry & Hutchinson Co.
Three Pittsburgh members have been
named at U. S. Steel Corp. R. S. GANEM
is now director - -cost, appropriations and
statistics, J. D. SHORT was named comptroller— Southern Steel Div., and H. J.
PFIFFNER 1S comptroller, Universal Atlas
Cement Div.
HUGH A. EYERLY, Oakland -East Bay, has
joined Shaklee Corp., as vice president of
finance, treasurer, chief financial officer.
CHARLES M. ANDERSON, JR., Raritan Valley, has been named president of the
Johnson & Johnson Development Corp.,
a recently formed subsidiary of Johnson
& Johnson.
EDWARD H. KYLE, JR., San Antonio, has
been named treasurer, Jewel Foliage Co.
OTTO E. BUER, St. Louis, was promoted
to vice president, data processing, at
Maritz, Inc. . . . R. L. MCKEEVER, has
been appointed chief accountant, International Dept., at Mercantile Trust
Co. . . . ARTHUR A. SULLIVAN, JR., has
been elected assistant treasurer of Sachs
Properties, Inc.

ALEXANDER G. TOCZKO, Springfield, Was
named vice president at Package Machinery Co.
EVELYN C. GREER, Tucson, has been appointed secretary- treasurer of Food Giant.
STANLEY J. BRIGHT, Washington, has
been elected treasurer of Potomac Electric Power Co.
GEORGE F. PETITTE, Wheeling, is now
the controller of Chico Dairy Co. . . .
MILTON M. SHANLEY has been promoted
to business manager of Th e Call, a
weekly newspaper.
Organization Service
GEORGE R. DONNELL, San Antonio past
president, has been elected president of
the American Assn. of Attorney -CPAs.
In Memoriam
WILLIAM P. BROZOVIc, 37, Calumet,
1971.
HOWARD E. Cox, 80, Denver, 1920.
Emeritus Life Associate.
E. F. CURTIS, 60, Wabash Valley, 1959.
S. D. FELDMAN, 52, Morristown, 1960.
LENORA H. FRAKER, Tulsa, 1966.
J. CURRAN FREEMAN, 65, Dallas; Milwaukee past president, 1942. ELA. Stuart
Cameron McLeod Society.
W. L. FUETTERER, 65, Chicago, 1944.
R. C. GORDON, JR., Williamsport, 1951.
MICHAEL D. HAYES, 33, New York, 1966.
KENNETH HOLMES, 72, Chicago, 1942.
ELA.
CHARLES A. IRONS, 52, Colorado SpringSPueblo, 1973.
RUSSELL P. JONES, 61, Waterbury, 1942.
Past president and past national director.
Stuart Cameron McLeod Society.
JACK W. KRAMER, 37, Buffalo, 1964.
MURIEL E. LISTA, 60, Dayton, 1949.
ROBERT L. LYLE, 52, Knoxville, past
president, 1959.
M. T . MACPHEE, 59, Southern West
Virginia, 1940.
HERSHEL C. MARTIN, 66, Dallas, 1949.
B. A. MOORE, 32, St. Louis,1972.
DAVID R. PUGH, Cedar Rapids. ELA.
R. R. RADFORD, 23, Augusta, 1972.
WALTER E. ROHDE, 63, Los Angeles,
past president, 1939. Stuart Cameron
McLeod Society; ELA.
J. L. RomiCH, 60, Reading, past president, 1953.
D. M. RUSSELL, JR., 43, Houston, 1970.
H. R. SANREGRET, 62, Rockford, 1961.
EDWARD W . STOBER, 46, Oklahoma
City, 1970.
J. P. THOMAS, 82, Detroit, 1938, ELA.
M. C. UPDYKE, 53, Los Angeles, 1963.
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Time Off

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

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

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

CHARLES EDWARDS, CEC, Mgr.
Accounting Division
S

nI n ee l l li ni gn W g o r- Em
l d pa
' y. r r .Ln ta Sri mgi . e. s t

Where New Futures Begin

Box J -2000, Columbia, S.C. 29201

"He said a raise was out of the question, but he did send you a present."

MANAGEMENT ACCOUNTING /FEBRUARY 1974

TA• .. T. II w . r. rl1., Nr .A. 1W, Ilw., In . . . . 0 l . , .
W . . C . " . " — , 1.....1.11... wo.. . 1. 1. 4
4 . o a « L n w1 n wwn d , b . n a o b n . J n ,
r.I ,N I ln., 1wN• 1.. il.l. a u1 ww. .1. 1A.. ,. .r ..
11,11. uciAeI. Nr .11 . n. 1 I lr . . . l l Ar . . 1Anu,A
111,
I b lw l w d w hN d • nl d M . qc nw l « .
bOr . d«I . n lunr b wd11. I N1 / , «y lna 1..11.
..I. uI.1. I. .r.. l.11.n.

aIrairr. rr w

,..,..

Price $4 . 0 0
WHAT-IF
WREAK -EVEN KIT
,Reel, n .MH .I . 'F...N.1•.11'
A.•LI », . rnl.x. .1..c ariericnr,
rn1 wwlMl, 1•M,nc1 Iww. 1•r
w I 1 w H o , L 1 . . w . n a l , 1A•

KIT MILM COMcVTII
Nn . i . . . . . .

loyn•1 n uI HI u66• uI wl. n. o
.lien
.

.wAl ALMA..
Ir wL.w. n
LMwr bwsmx el w, ne r.x14I. 4.1.

Price 14 .7 0

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ _ _ _
D wr «b
TW O I..L. 01/,00
010I R P O I .
11. . . . . . . d

_

Im1, 1.m Ku, 011.11

u1

7661 DRANO AVINVE
OAKLAND, CALINJRNA 91010
Nn u I. ,w.n1 u r n w w n . w , o L c
I n d r 4 .e pp1i I ar H
nc In.

Awonr woe . . ,

,

Football franchises and real estate are
conventional tax shelters. A California
lawyer has come up with a different
idea to cut a businessman's taxes. According to the Wall Street Journal,
he offers Sex Selection Research &
Development Ltd., a tax shelter part
nership that plans to finance research
in controlling the sex of artificially
inselnminated mammals' offspring. Although the initial research will be
done on animals, Sex Selection hopes
to move to humans in the future. ❑

WHAT-IF
DEPRE CIATION TA W LEW

_

Sex as a Tax Shelter?

WHAT -IF, INC.
ACCOUNTING AND BUSINESS AIDS

_

Accounting is at the crossroads, Denver Professor Jerry Kesselman recently
told a meeting of the Denver Chapter.
Pointing out that we are living in "a
Naderism Society," he suggested that
it was time accountants started listening to consumers. Then he predicted
that accountants would have to tailor
financial statements to the user's
needs, do more public forecasting, and
modify deceptive historical costs. Con.
fronted with this unsettling picture of
accounting's future, one of the audience suggested that, perhaps, the CPA
should close the financial statement
with a prayer, Prof. Kesselman replied
that since financial statements are the

representations of management, it is
the internal management accountant
who should phrase the prayer, not the
CPAI

«

A Prayerful Statement
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IMA CHANGES
SCHEDULE OF EXAMS
New schedule for CMA examination in 1974 and 1975 announced
by Institute of Management Accounting. Questions and
unofficial answers to Part 1 are published.

The annual examination for the Certificate in Management Accounting, currently given in December each year, will be
changed to June beginning with the 1975 examination. The
change was made because many accountants find their work
schedule in the fall and early winter too heavy to properly
prepare for the examination and frequently have difficulty
getting time to take the examination. This change will present
a unique opportunity for many because two offerings of the
examination will occur within less than one year during the
changeover from the December schedule to the June schedule.
In order to facilitate the planning of candidates for the
Certificate in Management Accounting, both the December
1974 and June 1975 dates and tentative examination locations
are being announced at this time.
Examination Schedule 1974
WEDNESDAY, DECEMBER 4
1:30 p.m. -5:00 p.m. Part I Economics and Business
Finance
THURSDAY, DECEMBER 5
8:30 a.m. -12:00 noon Part II Organization and Behavior,
Including Ethical Considerations
1:30 p.m. -5:00 p.m. Part III Public Reporting Standards,
Auditing and Taxes
FRIDAY, DECEMBER 6
8:30 a.m. -12:00 noon Part IV Periodic Reporting for
Internal and External Purposes
1:30 p.m. -5:00 p.m. Part V Decision Analysis, Including
Modeling and Information Systems
Examination Schedule 1975
WEDNESDAY, JUNE 11
1:30 p.m. -5:00 p.m. Part I Economics and Business
Finance
THURSDAY, JUNE 12
8:30 a.m. -12:00 noon Part II Organization and Behavior,
Including Ethical Considerations
1:30 p.m. -5:00 p.m. Part III Public Reporting Standards,
Auditing and Taxes
FRIDAY, JUNE 13
8:30 a.m. -12:00 noon Part IV Periodic Reporting for
Internal and External Purposes
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1:30 p.m. -5:00 p.m. Part V Decision Analysis, Including
Modeling and Information Systems
The examinations will be conducted on several college
campuses and other locations throughout the United States.
The examinations tentatively are scheduled for the following
cities:
1.
2.
3.
4.
5.
6.
7.
8.
9.

Atla nta
Birmingham
Boston
Buffalo
Chicago
Cincinna ti
Cleveland
Columbia, S.C.
Dallas

10.
11.
12.
13.
14.
15.
16.
17.
18.

Denver
Detroit
Ha rtford
Los Angeles
T a mpa
Milwau kee
Minnea polis
Nashville
New Orleans

19.
20.
21.
22.
23.
24.
25.
26.

New York
Om a h a
Pittsburgh
Sa n Fra ncisco
Seattle
St. Louis
Wa shington, D.C.
Winston - Salem, N.C.

Three -Year Requirement
Previous announcements indicated that candidates must pass
all parts of the examination within three years of their acceptance into the program. This requirement has been changed
to:
"A candidate for the Certificate in Management Accounting must pass all five parts of the examination within a
consecutive three year period. A candidate who fails to
successfully complete all five parts within a consecutive
three year period in the program may continue. However,
credit for parts passed prior to the examinations given
within the two immediate past years of the current examination will be revoked and the candidate will be required
to retake such parts."
Institute's New Office
The Institute of Management Accounting has begun operating from its new quarters in Ann Arbor, Michigan. Applications,
requests for information and other correspondence should be
sent to:
Institute of Management Accounting
City Center Building
Ann Arbor, Michigan 48108
Questions and answers to Part 1 of the examination are
published on the following pages; Parts 2, 3, 4 and 5 will be
published in subsequent issues.
MANAGEMENT ACCOUNTING /FEBRUARY 1974

Management Accounting Examination
Examination for the Certificate in Management Accounting Program given by the Institute of Management
Accounting (City Center Building, Ann Arbor, Michigan 48108), of the National Association of Accountants.
(919 Third Avenue, New York, New York 10022)

Examination for Part 1
Economics and Business Finance
Wednesday, December 5, 1973; 1:30 p.m. to 5:00 p.m.
Fsiimatpd Timv

Questions
Required Number 1 ........ ...............................
Required Number 2 ........ ...............................
Required Number 3 ........ ...............................
Required Number 4 or Number 5 (not both) ....
Required Number 6 or Number 7 (not both) ....

....... I hour
.... 3 /4hour
.... 3/4 hour
.... 1/ 2 hour
.... 1/2 hour

3 -1 /2 hours
The time allowance suggested approximates the relative weight assigned each question.

INSTRUCTIONS TO CANDIDATES
1.

Place your candidate number at the top of each
answer sheet you submit. Begin each question on
a new sheet of paper. Arrange your answers in the
numerical order of the problems. Number all
pages in order. The answer sheet provided for
objective questions is to be considered page 1.

2.

Calculations made to support your answers to
problem and analysis questions should be legible
and clearly referenced to your answers.

3.

Answers to questions should be well written. Illegible writing and lack of clear exposition will
influence the evaluation of the examiners.

FAILURE TO FOLLOW THESE INSTRUCTIONS MAY RESULT IN FAILURE OF WHAT OTHERWISE
MIGHT HAVE BEEN PASSING WORK.
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Management Accounting Examination
QUESTION NUMBER 1 -- Estimated Time

1 hour

INSTRUCTIONS: Select the BEST answer for each of
the questions below. Your answer is to be marked on the
answer sheet provided. Mark your answer by blackening
the appropriate answer space with a soft lead pencil.
Mark ONLY ONE ANSWER for each question. Your grade
will be determined from your total of correct answers.

c.

The sale of new common shares through the specialist is likely to result in lower transactions cost to
the firm.
The value of the firm's securities is likely to be
more stable than otherwise would be possible.
none of the above.

d.
e.
4.
a.

Recapitalization is the
exchanging of new securities for existing outstanding securities.
sale of new securities to raise additional capital.
use of short -term bank borrowing to reduce accounts
payable.
changing of the mix of current and plant assets.
none of the above.

Sample Question:
101. Which one of the following persons was a famous
economist?
a. Albert Einstein.
b. Charles Darwin.
c. Louis Pasteur.
d. Thomas Edison
e. Adam Smith.
Answer Sheet
101. a. ::::::

b.............. c...........: d.............: e.
Answer the Following Items

1. The major source of additional capital investment
for large business firms in the United States over the
past ten years has been the
a. issue of common stock.
b. issue of long -term debt.
c. retention of earnings.
d. borrowing from banks.
e. none of the above.
2.
a.
b.
c.
d.
e.

Commercial paper
always provides funds at a rate which is lower than
that available for short -term bank borrowing.
represents a riskless lending opportunity for suppliers of capital.
represents promissory notes of large and small
firms and is issued for periods of up to two years.
generally can be issued by large firms and usually
must be backed up by unused bank lines of credit.
none of the above.

b.
c.
d.
e.

5. In a merger situation, the selling company often prefers stock payment to cash payment because
a. capital gains realized on the sale of the firm may
not be recognized for tax purposes until the stock is
subsequently sold.
b. the profit resulting from cash payment is treated as
ordinary income and is taxable at higher rates.
c. the consideration in the transaction is subject to
less uncertainty.
d. stock mergers can be expected to result in greater
long -run benefits to the seller.
e. none of the above.
6. From the investor's viewpoint, rank the following
securities of a given firm according to risk. Order them
from the least risky to the most risky security.
I. Common stock, II. First mortgage bonds,
III. Preferred stock, IV. Income bonds, V. Subordinated
debentures
a. IV, II, V,1, III
b. 11, V, IV, III, I
c. V, IV, II, III, I
d. IV, I1, V, III, I
e. V, I, IV, III, II
7.
a.
b.

3. Which of the following statements relative to listing
of a firm's securities on an organized exchange is untrue?
a. Listing is likely to lower the firm's cost of capital.
b. A good secondary market is likely to facilitate the
sale of new issues.
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c.
d.
e.

Operating leverage
is useful for determining the appropriate mix of
short -term and long -term debt financing.
indicates the extent to which net operating income
changes in response to a given change in sales.
depends upon the amount of debt in the capital
structure.
increases as variable costs rise, all other things
being equal.
none of the above.
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Economics and Business Finance
8.
firm
a.
b.
c.
d.
e.
9.
a.
b.
c.
d.
e.
10.

a.
b.
c.
d.
e.
11.
is that
a.
b.
c.
d.
e.

12.
a.
b.

The degree of financial leverage employed by a
is not affected by the firm's operating leverage.
varies little among firms in the same industry.
is determined in part by management's willingness
to assume risk.
is independent of leader attitudes toward the firm.
none of the above.
The pre - emptive right
gives holders of common stock first option to purchase additional common shares.
gives bondholders first claim on assets in liquidation.
gives preferred stockholders the right to vote at
annual meetings.
gives bankers the right to demand prepayment of
the principal amount of a loan.
none of the above.
Which of the following does not help to explain the
existence of a premium in the price of a convertible
bond?
The downside protection offered by the convertible
which is unavailable with the stock.
the opportunity to participate in gains in excess of
the return available to debtholders.
Higher transactions costs on convertibles than the
cost of trading common stock.
Restrictions on the ability of certain institutions to
invest in common stock.
none of the above.
One advantage of monetary policy over fiscal policy
shifts in monetary policy can be secured more
rapidly.
the effects of monetary policy are totally predictable.
fiscal policy shifts are more rapid than monetary
policy changes.
The effects of monetary policy are uniform
throughout the economy.
monetary policy is completely at the discretion of
Congress.
Which of the following is not a policy instrument
of the Federal Reserve?
Open- market purchases of government securities.
Tax changes.
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c.
d.
e.

Changes in the member -bank discount rate.
Changes in the reserve requirement for demand
deposits.
Open- market sales of government securities.

13. Assuming a marginal propensity to consume of
0.8, what government expenditure action would be required in order to eliminate the gap between actual GNP
of $600 billion and potential GNP of $700 billion?
a. Cut expenditures by $20 billion.
b. Raise expenditures by $20 billion.
c. Raise expenditures by $100 billion.
d. Lower expenditures by $100 billion.
e. Raise expenditures by $50 billion.
14. In order to determine whether real wages have increased or decreased, one should compare changes in
money wages with changes in
a. the marginal propensity to consume.
b. cost of living.
c. GNP.
d. the required reserve ratio.
e. the distribution of income.
15. The growth in real GNP is measured after adjustments of current dollar GNP for
a. the rate of inflation.
b. personal income taxes.
c. social security payments.
d. foreign exchange rates.
e. none of the above.
16. In an attempt to move the economy from a recession toward full employment, policy makers should combine fiscal and monetary policy as follows:
a. budget surplus with tight money
b. budget deficit with tight money
c. budget deficit with easy money
d. budget surplus with easy money
e. none of the above

17.
a.
b.
C.

d.
e.

Wage -price guideposts attempt to
relate wage increases to increases in productivity.
freeze wages and prices for a temporary period.
promote income redistribution between capital
and labor.
freeze the existing distribution of income.
none of the above.
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18. Economists who argue against minimum wage
legislation do so because they believe
a. it will benefit no one.
b. it will help young workers more than old.
c. it will put many low -paid people out of work.
d. it will help the balance of payments.
e. it will accelerate the growth of GNP.

19. A freeze imposed to hold down the price of beef
will tend to
a. decrease the demand for beef.
b. increase the supply of beef.
c. increase the quantity of beef demanded and decrease the quantity supplied.
d. decrease the quantity of beef demanded and inthe quantity supplied.
e. none of the above.

20. Rent controls often are used in response to rapidly
rising apartment rents in order to produce "fair" and
"reasonable" rents. Which statement best summarizes
the results of this intervention?
a. Resource allocation has been improved since consumers don't have to spend as much on housing.
b. Resource allocation is worse because rental rates
no longer reflect the true value of the resources required to produce an apartment.
c. No judgment can be made with respect to resource
allocation since many different groups are involved.
d. Since there are more apartment dwellers than
apartment owners, the net effect is to improve resource allocation.
e. Such controls will prompt new construction of
apartments and are thus justified.

21.
a.
b.
c.
d.
e.
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The rationing function of the price system
produces an equal per capita division of all goods
and services among consumers.
is equivalent to a first -come, first - served system
of distribution.
distributes goods on the basis of consumer desires.
allocates goods to those who are willing and able to
pay the price.
functions best when price controls are imposed by
the Government.

22. United States exports of lumber to Japan would be
stimulated most if
a. the dollar and the yen were simultaneously devalued by the same percentage.
b. the dollar depreciated relative to the yen.
c. the yen depreciated relative to the dollar.
d. the yen and dollar both depreciated by the same
percentage relative to the mark.
e. none of the above.
23. If exchange rates are allowed to fluctuate freely,
increased foreign investment in the U.S. and increased
foreign demand for U.S. agricultural products would tend
to
a. leave exchange rates unchanged.
b. increase the foreign currency price of the dollar.
c. reduce the foreign currency price of the dollar.
d. cause a gold outflow from the U.S.
e. none of the above.
24. In assessing the growth potential of a foreign market
for consumer goods, a United States producer would be
least interested in the
a. per capita disposable income.
b. existing stock of consumer goods.
c. rate of inflation.
d. level of per capita government debt.
e. the age distribution of the population.

25. Which of the following conditions could cause a
U.S. electronics manufacturer to relocate some overseas
plants back to the U.S.?
a. expected reliance on rigidly fixed exchange rates.
b. expected increased flexibility in exchange rates.
c. expected appreciation in the value of the dollar.
d. expected continued high rates of U.S. inflation.
e. none of the above.
26. A country which desires to improve its balance of
payments should
a. appreciate the value of its currency and promote
inflation.
b. depreciate the value of its currency and restrain
inflation.
c. appreciate the value of its currency and restrain
inflation.
d. depreciate the value of its currency and promote
inflation.
e. none of the above.
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27. Price competition is unlikely in an oligopolistic
industry since
a. competitors will match all price changes.
b. competitors will match price hikes but not price
c.
d.
e.

cuts.
competitors will follow price cuts, but not price
hikes.
competitors will ignore price changes
it will drastically reduce average fixed cost.

28. In order to maximize his profits, a pure monopolist
would attempt to produce where
a. marginal revenue equals marginal cost.
b. marginal revenue equals price.
c. marginal revenue equals zero.
d. average revenue equals price.
e. none of the above.

29. A competitive industry is most likely to evolve toward monopoly if the firms in it experience
a. diminishing returns.
b. increasing returns to scale.
c. decreasing returns to scale.
d. a high level of demand.
e. none of the above.

30.
lies on
a.
b.
c.
d.
e.

To determine product prices, the Soviet Union remarginal -cost pricing.
cost -plus pricing.
supply and demand.
incentive pricing.
target pricing.

31. As the result of an industry -wide wage settlement,
wages in the coal industry are increased. Under which of
the following conditions would you expect a significant
drop in employment in the coal industry?
a. Coal prices increase, and coal demand is elastic.
b. Coal prices increase, and coal demand is inelastic.
c. Labor cost is a small percentage of total coal production costs.
d. Coal prices remain constant, and coal demand is
elastic.
e. None of the above is likely to produce adverse employment effects in the coal industry.
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32. Which of the following would you expect to have an
elastic demand?
a. salt.
b. health care.
c. Michiganapples.
d. bread.
e. none of the above.
33. As a railroad raised its commuter fares from $1.00
to $1.40, the number of passengers per hour declined from
5,000 to 2,000. Using the simple formula, the demand
elasticity was
a. 1.33
b. 0.75
C.
1.5
d. 3.0
e. none of the above
34. The demand curve faced by a producer under perfect competition is
a. upward sloping.
b. downward sloping.
c. virtually horizontal.
d. virtually vertical.
e. none of the above.

35.
a.
b.
c.
d.
e.

At the market determined equilibrium price
the quantity consumers need equals stocks on hand.
the quantity purchased equals quantity sold.
the consumers get what they want.
the quantity supplied equals quantity demanded.
none of the above.

36. The fact that diamonds are generally costlier than
coal could be explained by
a. diminishing returns.
b. economies of scale.
c. marginal utility.
d. profit maximization.
e. none of the above.
37. A rational consumer seeking to maximize his satisfaction as he chooses among various goods will allocate
his expenditures so that
a. marginal utility equals zero.
b. total utility is equal for all goods.
C.
total utility /price is equal for all goods.
d. marginal utility /price is equal for all goods.
e. none of the above.
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When a commercial bank has "free reserves" it
the use of interest -free funds.
the ability to make new loans.
no required reserves.
no excess reserves.
none of the above.

and average collection of accounts receivable will be 60
days. The 1972 Heap income statement is given below.
Heap Corporation
Income Statement
For Year Ended December 31, 1972
(000,000 omitted)

39. Which of the following constitutes real investment
in the economic sence?
a. an individual buys some stock in a mutual fund.
b. an individual buys some high -grade bonds at a
discount.
c. a realty company buys some unimproved land.
d. an individual buys a lottery ticket.
e. none of the above.

Revenue:
Credit Sales
Cash Sales
Costs and Other Charges
Manufacturing Expenses (1)
Administrative Expenses (2)
Selling Expenses (3)
Net Income Before Taxes
Federal Income Tax
Net Income
(1) Materials and Supplies
Labor
Fixed Overhead

QUESTION NUMBER 2 -- Estimated Time 3/4 hour
The Heap Corporation finds itself with excess manufacturing capacity. The company has lost a portion of its
share of the market over the past several years. This, in
part, may be due to a more conservative credit policy than
is common in the industry.

(2) All Fixed
(3) Selling Expenses
Variable Expense
Bad Debt Loss Estimate

$72
8
$57.4
3.0
9.6

$80

$70
$10
5
5

$

38.
has
a.
b.
c.
d.
e.

10.0
40.0
7.4
57.4
3.0

8.0
1.6

76
Heap Corporation
Terms
Credit granted
as percent of
applicants by
credit class
A
B
C
D
E
F
Average Collection
Period

2/ 10, N/ 30

100%
100
25
11
2
0

30 days

Industry
2/ 10, N /60

100%
100
70
40
20
5

60 days

The Vice- President for Finance recommends that Heap
Corporation relax its credit standards with the expectation that sales and profitability will increase. Staff studies
show that credit sales can be expected to increase to
$92 million, bad debt losses will be approximately $2.4 million
and inventory will need to be increased by $5.67 million
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Required:.
A.
Estimate the accounts receivable balance at December 31, 1972.
B.
Assuming total assets at December 31, 1972 equal
40 million dollars:
1. What is Heap Corporation's return on corporate
assets?
2. What is the asset turnover for 1972?
C.
What profit margin will Heap Corporation earn if
the predictions are correct?
D.
What return should be expected on corporate assets
if the policy is adopted and the predictions are correct?
E.
Will the company be better off financially if the
proposed change in credit policy is made? Explain your answer.

F.
Discuss briefly the criteria to be used in judging
a credit policy.

MANAGEMENT ACCOUNTING /FEBRUARY 1974

Economics and Business Finance
QUESTION NUMBER 3 --Estimated time

3/4 hour

The Drew Furniture Company is considering the introduction of a new product line. Plant and inventory expansion equal to 50% of present asset levels will be necessary
to handle the anticipated volume of the new product line.
New capital will have to be obtained to finance the asset
expansion. Two proposals have been developed to provide
the added capital.

Income Statement
For the Year Ended December 31, 1972
Sales
Operating Costs
Operating Income
Interest Charges
Net Income before Taxes

Proposal 1.

Proposal 2.

Raise the $100,000 by issuing 10 year
12% bonds. This will change the capital
structure from one with about 20% debt
to one with almost 50 % debt. The investment banking house estimates the
price- earnings ratio, now 12 to 1, will
be reduced to 10 to 1 if this method of
financing is chosen.
Raise the $100,000 by issuing new common stock. The investment banker believes that the stock can be issued to
yield $33 -1/3. The price- earnings ratio
would remain at 12 to 1 if the stock were
issued. The present market price is
$36.

The company's most recent financial statements are
presented herewith.

Balance Sheet
As of December 31, 1972

Current

Equities
$65,000

Plant and
Equipment 135,000

Debt 5%
Common Stock
Retained
Earnings

$200,000
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Federal Income Taxes
Net Income

2,000
$ 60,000
30,000
$ 30,000

Required:
A. The Vice - President of Finance asks you to calculate
the earnings per share and the market value of the stock
(assuming the price- earnings ratios given are valid estimates) for the two proposals assuming total sales (including the new product line) of:
1.

$400,000

2.

$600,000

3.

$800,000

Costs exclusive of interests and taxes are about 90% of
sales.
B. Which proposal would you recommend? Your
answer should indicate:

Drew Furniture Company

Assets

$600,000
538,000
$ 62,000

1.

the criteria used to judge the alternatives.

2.

a brief defense of the criteria used.

3.

the proposal chosen in accordance with the
criteria.

$ 40,000
100,000

60,000

C. Would your answer to B change if a sales level of
$1,200,000 or more could be achieved? Explain.
D. What reason(s) would the investment broker give
to support the estimate of a lower price- earnings ratio
if debt is issued?

$200,000
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Answer only one question from questions 4 & 5. If both
are answered, only the first will be counted.
QUESTION NUMBER 4 (an alternate to Question Number
5) -- Estimated time 1/ 2 hour
Your company manufactures butter and utilizes a labor intensive production process. Oleomargarine serves as a
close substitute for your product and is produced through
a capital- intensive process. Congress is considering a
new measure which will raise the minimum wage from
$1.60 to $2.60 over a one -year period. You are gravely
concerned since the bulk of your workers are currently
earning $1.60 per hour; very few oleo workers earn less
than $2.60.
Required:
Present a thorough analvsis of the following statements:
A. "All workers in the butter industry will clearly
gain if the measure is passed."
B.

"Butter will be priced out of the market."

C.

"The workers who will really benefit are those in

the oleomargarine sector."
D. "Historically, employment in the butter industry
has gone up with each increase in the minimum wage.
This proves there are no adverse employment effects."
QUESTION NUMBER 5 (an alternate to Question Number
4) -- Estimated time 1/2 hour
Assume that the Federal Reserve has instituted a new
monetary policy by lowering reserve ratios on demand
deposits, reducing the discount rate, and greatly increasing its purchases of government securities. As economic
advisor to the President of a large corporation manufacturing consumer durables, you are asked to analyze this
new policy with respect to the following list of questions.
In presenting your analysis, assume that the economy is
currently experiencing a balance of payments surplus,
cost -push inflation is running at 6% per year, the national
unemployment rate is 5.5 %, the local unemployment rate
2.7 %, and your corporation is a major employer in the
local labor market.
Required:
A. Present a step -by -step description of the process
by which this policy will affect domestic sales of your
product.

C. Your company is considering a new bond offering.
What will be the immediate impact of this policy on
interest rates?
D. How might this new monetary policy affect your
upcoming local labor negotiations?
Answer only one question from questions 6 & 7. If both
are answered, only the first will be counted.
QUESTION NUMBER 6 (an alternate to Question Number
7) -- Estimated time 1/ 2 hour
As a merger expert for a large conglomerate which
has extensive interests in the meat- packing, insurance,
finance, baking, auto rental, and glass industries, you are
considering a wide range of possible acquisitions and are
concerned about the possible response of the Justice
Department.
Required:
A. Explain briefly the difference between horizontal,
vertical, and conglomerate mergers.
B. What economic argument could the Justice Department make against your merger with another glass
manufacturer? With a flour manufacturer?
C. Summarize the present stance of th e Justice Department with respect to horizontal, vertical, and conglomerate mergers. That is, does the Justice Department
appear to react in the same manner to all three types of
mergers?
D. Could conglomerate mergers ever promote competition? If so, how?
QUESTION NUMBER 7 (an alternate to Question Number
6) -- Estimated time 1/2 hour
Highway user taxes generate about six billion dollars
per year for the highway trust fund. Federal legislation
now requires that $200 million and $800 million in successive years be allocated away from highways and to
mass transportation purposes.
Required:
A. Is the highway user tax an example of the benefit
principle of taxation? Explain this concept and its relevance, if any, to this tax.

B. How do proponents of diversion of highway funds
B. Is this new policy likely to have an effect on your
to
mass
transportation justify this policy?
exports? Explain.
(END)
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Unofficial Solution for Part 1- December 1973
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Administrative Expense:
Selling Expense:
Variable . . . . . . . . . . . $10.00
Bad Debt Loss Estimate
2.40
Net Income Before
Taxes . . . . . . . . . . .
Federal Income Tax
Ne t I n c om e . . . . . . .

QUESTION NUMBER 1
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

c
c
c
a
a
b
b
c
a
c

11. a
12. b
13. b
14.b
15. a
16. c
17. a
18. c
19. c
20. b

21. d
22. b
23. b
24. d
25. b
26. b
27. c
28. a
29. b
30.b

31.
32.
33.
34.
35.
36.
37.
38.
39.

a
c
c
c
d
c
d
b
e

QUESTION NUMBER 2
A. Credit Sales . . . . . . . . . . . . . . . . . . .
$72,000,000
Allowance for bad debts . . . . . . . . .
1,600,000
Net credit sales . . . . . . . . . . . . . . . .
70,400,000
Average collection period . . . . . . . .
30 days
Accounts Receivable Turnover 360/30 = 12
Net receivables balance,
12 / 3 1 / 7 2 = 70,400,000 = 5,866,667
12
B. Return on Corporate Assets
_ Net Income _ 5 9000,000 = 12.5%
Total Assets
40,000,000
Asset Turnover = Sales = 80,000,000 = 2
Assets
40,000,000
C.

HEAPCORPORATION
Pro Forma Income Statement
For Year Ended December 31, 1973
(000,000 omitted)
Credit Sales . . . . . . . . . .
$92.00
Cash Sales . . . . . . . . . . .
8.00 $100.00
Manufacturing Expense:
Materials & Supplies .. $12.50
Labor . . . . . . . . . . . . . 50.00
Fixed Overhead . . . . .
7.40 $69.90
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3.00

12.40

85.30
$14.70
7.35
$7.35

D.
Total Assets
Pr i or Asset s . . . . . . . . . . . . . . . . .
Increase in receivables* . . . . . . . .
In cr ea s e i n i n ven t or y . . . . . . . . . .

$40,000,000
9,066,666
5,670,000
54,736,666

*92,000,000 Credit Sales
2,400,000 Bad Debt
89,600,000 Net Credit Sales
360/ 60 = 6 Receivables turnover
89,600,000 = 14,933,333
6
Change in receivables
14,933,333 - 5,866,667 = 9,066,666
Return on
7,350,000 _ 13. 4%
assets
54,736,666
E. Since the overall return on assets has increased after the
credit policy change, the company may be considered to be
in better financial condition. However, it should be noted
that the nature and cost of financing the current asset expansion has not been considered. If the incremental financing is only available at a comparatively high cost, the change
in credit policy may not be desirable.
F. A credit policy should be judged by determining whether
a change in any aspect of that policy will create incremental
benefits (e. g. profits on sales) which offset the added costs
(e.g. bad debts). When credit policy is optimal, marginal
benefit and marginal cost are equal.
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QUES T ION NUM BER 3
A. Proposal 1 10 yr. 12% bonds

DREWFURNITURECOMPANY

$

$

$

$

$

$

$

$

$

Income Statement
For the Year Ended December 31, 1972
Estimated Sales Levels
Sales . . . . . . . . . . . $400,000 $600,000 $800,000
Operating Costs . . 360,000 540,000 720,000
80,000
60,000
40,000
Operating Income.
14,000
14,000
14,000
Interest Charges . .
Net Income before
66,000
26,000
46,000
Taxes ........
Federal Income
33,000
13,000
23,000
Taxes . . . . . . . .
33,000
13,000
23,000
Net Income .....

Because wealth maximization is the preferred objective,
the sale of common stock is the recommended financing
technique.
C. Proposal 2 would still be the choice because the market
value remains above that of Proposal 1. The difference is
getting smaller, however, which means that Proposal 1
would become attractive if sales reached a higher level.
(Approximately $1.6 million.)
D. The investment banker would suggest that the lower
price- earnings ratio with debt financing is a reflection of the
greater returns demanded by stockholders in compensation
for the greater variability in earnings and higher risk of
bankruptcy created by the fixed commitment to pay debt
interest and principal.

=
=

Outstanding Shares

$30,000

10,000

$3.30
$1.30
$2.30
Earnings per share
10 times 10 times 10 times
Price - Earnings Ratio
$33
Estimated Market Value $13
$23
Proposal 2 Common Stock Issue to Yield $331/3

DREWFURNITURECOMPANY
Income Statement
For the Year Ended December 31, 1972
Estimated Sales Levels
Sales . . . . . . . . . . . $400,000 $600,000 $800,000
Operating Costs . . 360,000 540,000 720,000
Operating Income. $ 40,000 $ 60,000 $ 80,000
Interest charges . .
2,000
2,000
2,000
Net Income before
Taxes . . . . . . . . $ 38,000 $ 58,000 $ 78,000
Federal Income
Taxes . . . . . . . .
19,000
29,000
39,000
Ne t In c om e . . . . . . $ 19,000 $ 29,000 $ 39,000
Outstanding
100,000
Shares = 331/3 + 10,000 = 13,000 shares
Earnings per share
$1.46
$2.23
$3.00
Price - Earnings Ratio
12 times 12 times 12 times
Estimated Market Value $17.52 $26.76 $36.00
B. Within the constraints of this problem, two possible objectives emerge: profit maximization as measured by earnings per share and wealth maximization as measured by the
price of the common stock. If profit maximization is used,
the firm should choose to finance the new product by
selling bonds since earnings per share is higher for each of
the three levels of sales. On the other hand, wealth maximization would require the sale of new common stock because stock price is higher at each sales level.
Wealth maximization is the preferred criterion for financial decision making. Unlike profit maximization, it
represents a measure of the total benefits stream to be enjoyed by the shareholders, adjusted for both the timing of
benefits and the risk associated with the receipt thereof. A
criterion which ignores these two important determinants of
value cannot be expected to provide a proper guide to decision making.
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QUES T ION NUM BER 4
A. Only those butter workers who still have their jobs will
gain. Since margarine is a close substitute, butter producers
have little ability to raise price. Producers' major buffer
would likely be substitution of capital for labor. Price increase or substitution means less employment. The exact
response depends upon the elasticity of demand for butter
workers, which in turn depends upon elasticity of demand
for butter.
B. Butter will tend to rise in price as producers attempt to
recover higher costs. The demand curve for butter will not
permit the price increase without a corresponding decrease
in butter consumption. Producers will therefore reduce the
supply of butter. On the other hand, the higher butter price
will increase the demand for margarine, which will tend to
drive its price up also. Finally, while butter and margarine
may be close substitutes, they are certainly not perfect substitutes. The demand elasticity for butter will be limited by
the many buyers who consider it a superior good, and who
will continue to buy it even at a considerable price increase.
C. The increased demand for oleo would increase the
derived demand for oleo workers and would tend to drive
up their wages and employment.
D. No, this does not prove the nonexistence of adverse
employment effects. These adverse effects may have been
offset by:
(1) Increase in demand caused by such things as
population increases, and changing taste.
(2) The price of capital and land have also been going
up. This increases the oleomargarine price and
reduces the incentive for consumers to switch from
butter to oleomargarine. In addition, the incentive
for butter producers to substitute capital for labor
is reduced.

QUES T ION NUMBER 5
A. The first result of this policy will be an easing of conditions in the money and credit markets. Specifically, money
supply would increase, interest rates would decrease, and
the supply of credit would increase. Next, since most durable goods are purchased on credit, sales of durable goods
will be stimulated. However, not only will sales of durable
goods increase but also other components of GNP such as
business investment and housing will be stimulated. The
MANAGEMENT ACCOUNTING /FEBRUARY 1974

increased income generated by this spending will lead to
further increases in sales of durable goods.
B. Exports may be hampered for two reasons. First, the
expansionary monetary policy may increase aggregate demand and the rate of inflation, and especially increase the
prices of consumer durables, whose sales are very responsive to the level of economic activity. Manufacturers of
durables, particularly in a tight local labor market, will experience further cost pressures in bidding for resources. Thus
the durable goods producer will likely have a difficult time
exporting his higher - priced products. Secondly, rising domestic demand along with any priority for serving domestic
customers may make it more difficult to free resources to
produce for the export market.
C. The immediate effect should be to reduce rates due to
increased reserves and money supply. (However, if the effects of the policy are very expansionary, the demand for
funds may increase sufficiently to drive rates back up.)
D. Higher demand for consumer durables should translate
into higher derived demand for labor, and the tight local
labor market (2.7% unemployment) should further enhance labor's bargaining strength.

QUESTION NUMBER 6
A. Horizontal Merger
A merger of corporations that produce competing or
substitute products.
Vertical Merger
A merger of corporations whereby a firm acquires either
one of its suppliers or one of the firms to which it sells.
Conglomerate Merger
A merger of firms that produce unrelated products.
B. The horizontal merger with another glass manufacturer
would directly reduce competition by reducing the number
of competitors. The vertical merger with the flour company
would reduce competition in the supplying of the firm's
bakery operations, and could give it a powerful position in
the flour industry. The Justice Department would likely
apply the Clayton Act, since it was designed to deal with

mergers which "might tend to lessen competition." In
either case, the mergers might be acceptable if they improve competition by strengthening a weak company.
C. Horizontal and vertical mergers will be challenged under the assumption that they may tend to lessen competition.
Conglomerate mergers were not challenged until recently.
However, in recent years the Justice Department has challenged conglomerate mergers because they involve reduction
in potential competition.
D. A conglomerate merger could increase competition because of management and financial factors. Specifically, the
merger of a weak company into a conglomerate could increase competition in the sense that the weak company
would have access to the conglomerate's management and
financial resources. Consequently, the ability of the weak
company to compete in its industry would be increased.

QUESTION NUMBER 7
A. Yes. The benefit principle says the user should pay
the price for receiving benefits, in order to emulate the
resource allocating process of the private sector. Highway
users receive most of the benefits from highways, so the
concept suggests users should finance them. At the same
time this concept would suggest such funds be earmarked
for highway use only.
B. Automobiles and highways impose special costs on
society which are not borne entirely by the highway user.
Such costs include air pollution, noise pollution, disruption
of neighborhood areas (for routing purposes), deterioration
of landscape (miles of concrete for roads and parking;
billboards), and many others. This suggests that some
revenues from highway users should go toward providing
some benefit which could reduce such social costs, and at
the same time cause the source of the costs to bear the
burden. High quality mass transit in many locations seems
to be a worthy recipient because it reduces congestion, pollution, accidents, energy and other resource consumption, land
use, etc.
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PROFITABILTY

SEC ACCOUNTING

ACCOUNTING

PRACTICE AND PROCEDURE

Second Edition
Robert Beyer, CPA and Donald J. Trawicki, CPA —
Partners, Touche Ross & Co. Here is a guide to
improved methods designed to integrate all accounting operations into one dynamic information
system — simplifying the task of gathering and reporting data on every factor that influences profits. 2nd Ed., 1972. 403 pp.
$13.50

BUSINESS BUDGETING
AND CONTROL
J. Brooks Heckert, CPA, The Ohio State University; and James D. Willson, CPA, Northrop Corporation. 32 sections of working information supply
c omplete coverage of budget prepar ation and
operation — including all needed f orms . 3r d. Ed.,

1967. 590 pp.

$12

CORPORATION
FINANCE

Louis H. Rappaport, CPA, Retired Partner,
Coopers & Lybrand. Leading reference in the field
presents up -to -date guidance on every aspect of
SEC work. Covers important recent developments
including the first major revision of Regulation S -X
in twenty years. 3rd Ed., 1972. 1,260 pp. $25

REPURCHASE OF
COMMON STOCK
Charles D. Ellis, Donaldson, Lufkin & Jenrette,
Inc.; and Allan E. Young, Syracuse University.
Examines corporations' repurchase of their common stock, and spells out advantages and disadvantages of this practice. 1971. 212 pp. $12

INTRODUCTION TO
MODERN ACCOUNTING
Norton M. Bedford, University of Illinois. Fully
current in approach, this book views accounting
as a dynamic information system for measuring
and communicating financial and economic data
for planning and control purposes. 1968. 744 pp.
$10.50

POLICY, PLANNING, ADMINISTRATION
Paul M. Van Arsdell, University of Illinois. Unique
in breadth of coverage and wealth of vital information, this authoritative volume is a dependable
source of guidance in every phase of corporate
finance. 1968. 1,739 pp.
$20

CAPITAL BUDGETING
A QUANTITATIVE EVALUATION OF
INVESTMENT ALTERNATIVES
Robert V. Oakford, Stanford University. Presents
the entire spectrum of valuation techniques
needed in reaching sound decisions on capital investments. Clearly spells out applications. 1970.
290 pp.
$9

ACQUISITIONS
AND MERGERS
George D. McCarthy, Partner, Price Waterhouse
& Co. Standard guide covers every step in working
out profitable business combinations. Many case
studies and examples. 1963. 353 pp.
$15

HOW TO FIND THE

INFORMATION YOU NEED...
For years,the Ronald Catalog has
been the key to any professional library . It helps you identify
immediately needed sources of
working inform ation in every
area of business operations.
Your complimentary copy is
available upon request.

,,..

TO ORDER or request descriptive
information, write to Dept. 102 ...

The Ronald P r e s s
Company
79 Madison Avenue • New York, N.Y. 10016

Serving the profiessionfor over seventy years

Use Robert Half

for a change
Searching for competent Financial or Data Processing talent?
Looking for a better position?
ROBERT HALF offers personalized, intensive coverage

. . .

locally,

regionally, nationally or internationally.

CHI CAGO
333 N. Michigan Ave.
(312) 7828.930
CI NCI NNATI
606 Terrace Hilton
(513) 6217711

PHI L ADEL PHI A
2 Penn Center Plaza
(215) 568 -0580
E
1517 Dal Webb TowneHouse
(602) 279 -1688

MI L W AUKEE
(41 East WISCenaln Ave.
14141271 -9380
MINNEAPOL IS
80 South 8th Si
(612) 336 -8636

PITTSBURGH
Gateway Towers
(4121471 -5946
PORTL AND, OR.
610 S.W. Alder St.
(503) 222.9778
PROVIDENCE
(4 0 Turks Heatl Bldg.
(401) 274'8700

NEW ARK
1180 Raymond Blvd.
(201) 623 -3661

ST. L OUIS
7733 Forsyth Blvd.
Clayton
(314) 727 -1535

NEW YORK
330 Madison Ave.
(212) 986 -1300

SAN FRANCI SCO
111 Pine St.
(415) 434 -1900

W ASHINGTON, D. C.
7316 Wisconsin Ave. N.W.
(301) 652'1960
W I LMI NGTON
1102 West St.
(302) 652 -3244
LONDON
77 Fins uury

land

01- 638.4394
TORONTO,
Too rot St.
(416) 86& 1314

ROBERT
■

BAL TI MORE
The Quadrangie —Cross Keys
13011 3237770
BOSTON
140 Federal
(61 714 23$ 440
4
CHARL OTTE
4801 E. Independence Blvd.
(7041535-3370

LOUISVIL L E
680 South 4th St.
(502) 5896657
MEMPHIS
12 S Main St.
(901) 523 -8950
MI AMI
1190 N.E. 163 St.
North Miami Beach
13051947-0884

ORANGE, CA.
500 South Main St.
(714) 835 -0103

SAN JOSE
675 North First St.
(408) 293 -9040
SEATTL E
1215 Fourth Ave.
(206) 624 -9000
STAMF ORD
111 Prospect Ct.
1203) 3254158
TAMPA
(8113) 8 76 -019 ore Blvd.

Square

AT L ANT A
3379 Peachtree Rd. N.E.
(404) 2332416

LOS ANGELES
3600 Wilshire Blvd.
1213) 3866805

OMAHA
7101 Mercy Rd,
(402) 397 -8107

®

AL L ENTOW N
Hotel Traylor Bui lding
(215) 439 1506

CL EVEL AND
1367 E. 6th St.
(216) 621 -0670
DAL L AS
2001 Bryan Tower
(214) 742 -9171
DENVER
1612 Court Place
(3203) 244.2925
DETROI T
870 Honeywell Center
Southfield
(31 3)354-1535
HARTF ORD
111 Pearl St.
(203) 278 -7170
HOUSTON
1200 Central Nat'I. Bank Bldg.
(713) 228 -0056
INDI ANAPOL I S
9 North Illlnoi s St.
131 7)636 54 41
KANSAS CI TY MO.
127 West 10th Stt
(816) 474.4583
LANCASTER
8 North Queen St.
(717) 299.5621

L ONG I SL AND
420 Jericho Turnpike
Jericho
(516) 822 -8080

©

AL EX ANDR I A
5001 Seminary Rd.
170319313600

EDP P e r s o n n e l

*

W o rl d 's L a r ge s t F i n a n c i a l

Specialists. Offices:

&

ROBERT HALF IS GOOD FOR A CHANGE.
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