MANAGEMENT
ACCOUNTING

PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS /OCTOBER 1974

THE SOCIAL COSTS OF S

WATT ASSOCIATION
OAtCOUNTANTS

(I

CONDUCTING A SOCIA

TIME - FRAMING A PE T CH_ T _ � _
COSTING IN A DATA PROCES ING DELAIT B

ERARY

NAA ANNUAL REPOR - 1 9 7 3 / 7 4

wu

r r . . w a A .

a

s

f

■

-

_ - ' r

"_

I

f

How m h time
do you spend in your business
accoumin gforit?
A direct proposal from ADP:
We'll process your payroll,
accounts payable and receivable,
general ledger /financial reports—
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we do it ... and have been for 25 years.

They spell out how we operate and
wha t benefits you'll receive. Increased efficiency, speed and accuracy. Savings in time and overhead.
As well as free preparation of local,
state and federal payroll tax reports. Cash flow and working
capital reports. Meaningful management information that helps
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stall any equipment —we ha ve our
own. And with ADP you' re n ever
asked to sign a contract. There's no

place to hide in our business: either
we do better or out we go. Perhaps
this is why we've grown to serve
25,000 customer firms, have regional
computer centers in 29 major cities
and are listed on the New York Stock
Exchange.
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booklets checked below explaining how you could
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Accounts Pa able
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Payroll Preparation
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PRESIDENT'S PERSPECTIVE

Let the FASB
Hear from You
The Financial Accounting Standards Board is only a year and a
half old, but it already has made itself felt in financial reporting.
It has held five public hearings, issued two proposed standards,
and one final standard, and has several others in process.
Meanwhile, it is adding new financial reporting issues to its
agenda.
What all this means is that financial reporting requirements
are changing rapidly, and every sign points to even more rapid
change in the future. This presents you as an NAA member with
both an obligation and an opportunity.
Your obligation is to stay informed about FASB developments

so that you will know about proposed standards which may have
an impact on the financial reporting of your company or industry.
Your opportunity is to play an active part in the shaping of
new standards.
The MAP Committee does attempt to respond to issues
considered by the Board, but it's impossible for the Committee
to know the views of every member. That is why it is important
that you respond as an individual.
The best way to do this is to give the FASB your views on a
proposed new standard when the discussion memorandum is
thrown open for debate. It is important to respond in writing
as soon as possible. The earlier you enter the discussion, the more
weight your opinions are likely to carry.
NAA is one of the founding organizations of the FASB,
and NAA members have much at stake in the Board's activities.
I urge you to subscribe to the monthly FASB newsletter, Status
Report. You will automatically receive discussion memos and
exposure drafts as these are issued. Write the Publications
Division, FASB, High Ridge Park, Stamford, Conn. 06905.

A. P. BARTHOLOMEW, JR.
President, 1974 -75
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THE SOCIAL COSTS OF SOCIAL BENEFITS
John V. van Pelt, III
How do we account for social benefits and what are the costs? The author identifies
a number of social benefits, discusses several alternative methods of apportioning the
costs, and concludes that we do not have to tear down the economic structure that
has served our society well.
By
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CONDUCTING A SOCIAL INVENTORY
By

Stanley M. Hunt
Today there is much discussion relative to conducting and reporting the social
inventory. How the task was approached by General Mills , one of the companies that
has actually completed a social inventory, is discussed in this article.
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THE CMA EXAMINATION: A STEP TOWARD
PROFESSIONALISM
By Donald L. Madden
"Certain key issues," states the author, "must be resolved if management accounting
is to proceed beyond the present threshhold of professionalism." He goes on to
discuss these key issues, and proposes a framework of criteria to be used as guides
to future action and as standards for monitoring progress toward the attainment of
professionalism in management accounting.

21

THE CMA EXAMINATION: A CONTENT ANALYSIS
Jack L. Krogstad and John K. Harris
The authors break down each major subject area (and topics within the managerial
accounting area) into percentages of total examination time in order to illustrate the
significance of each area. They also include a schedule of semester hours of
preparation that they envision as needed by the CMA candidate.
By

24

TIME - FRAMING A PERT CHART
By Jaroslav P. Bures
A time - framed PERT chart is presented in this article. The author believes it is more
accurate for determination of contract progress and it makes possible an early
recognition of changes in cost price ratios.

27

PASCAL'S TRIANGLE
Harold E. Wyman
An arrangement of numbers, developed in the seventeenth century by Blaise Pascal,
is shown to be useful for accounting type computations.

By
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COSTING IN A DATA PROCESSING DEPARTMENT
John E. Finney
In narrative form, the author explains how the company's data processing department
was reviewed and how they went about determining realistic data processing costs.

By
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DATA PROCESSING YOU CAN AFFORD
Richard C. Gainey
Many medium, and even small, companies have found their own fortunes improved
with the installation of the "right" system. In a case study, the author here indicates
the possibilities presented to the company when a computer is properly utilized.

By

43

EDP CONTROLS TO CHECK FRAUD
John M. Horne
As soon as the operation of any given computer is understood, some enterprising
embezzler will discover some way to use the computer to his own advantage. The
author suggests various controls which may be implemented to prevent it.
By
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THE ASSET - DISPOSAL DECISION
By Arthur B. Blake
Faced with a current operating loss, management has open to it the following options:
abandonment, liquidation, sale, or retention with the idea of improvement. An
attempt is made here to define the asset - disposal decision and to show the interplay
of the several economic relationships.
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Who Is an NAA Member?
Periodically, NAA mem bership is analyzed by the staff in term s of
prim ary industry classification occupation (SIC code), location, job
title, and —basic in f or m at i on whi c h y ou p ro v id e wh en y ou jo i n o r
renew yo ur mem bership. The study is com pletely im personal and
confidential inasm uch as it is accom pl ished by m eans of our new
com puter capability, com bined wi th cycle billing updates, which
makes it possible to get a m embership profile breakdown any tim e
it is required.
The resulting figures illustrate exactly wh o, or what, the NAA
mem ber is. For example, more than 4017c of the m em bership is top
management. This figure includes Presidents /Vice Presidents; Secretaries /Treasurers; Controllers; and CPA Principals /Partners.
A 30% slice of the m em bership is m ad e up o f "m id dle m a nagement" which includes Directors /Managers; Chief Accountants; Office Managers /Administrators; and CPA Managers /Supervisors. Accounting and data processing staff people constitute a quarter of the
NAA roster. This 25% segment includes Cost Accountants/Accountants /Auditors; Analysts; Programmers /Systems Designers and CPA
Staff Accountants. Accounting faculty, consultants and governm ent
personnel com prise the balance of the m em bership —about 4%.
W e believe there are three significant points in this analysis of
the NAA membership. First, NAA includes a surprisingly wide range
of people in different job categories and industries. Advantage? This
gives us the benefit of multi- faceted input.
Second, the largest "m i n o r i t y " (4017o) on the NAA membership
rolls is comprised of top m anagem ent people —which m eans there
is no lack of talent or brains in NAA. Of course, most of the leaders
of the organization come from this group.
Third, NAA is attracting a respectable proportion of accountants
newly entering the field —which means a strong foundation for
future leadership from a continuing infusion of new blood.

Coming Up in MANAGEMENT ACCOUNTING
T h e wo r d "c o s t " has many m eanings. In his article, "The Role of
Cost in Pricing," Arthur V . Corr, former NAA Director of Technical
Services, explains the meaning of costs as a measure of profitability
in pricing decisions ... "A Hobby or a Tax Shelter — "In this article,
J. Richard Troester tells us that a sideline business as a hobby m ay
not be a good idea, if the business is a success ... Frank Alvarez, a
retired accountant, discusses certain tax advantages of the not -forprofit corporation in his article "Condom inium Accounting."
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That's what our Score -Audit computer
program is all about.
With it, you can perform computeraudits
yourself, without needing a programmer
between you and the computer.
You use an English -like language to
gather information from the computer. It is
reported in any format you wish.
You can extract specific records. Sample
data based on pre- defined parameters.
Merge information from several files.
Perform arithmetic operations to create new
data fields. Sort records into any sequence.
Create reports with meaningful headings,
field editing and control totals. Create summary reports in any format and sequence.
Create new files for audit trial.
It's easy to learn to use Score - Audit.
To help you learn, we provide two full days
of instruction, as well as a workshop which

defines and executes actual progr ams.
Score -Audit is a program that makes you
independent of programmers. If you'd like
to know more about it, call Ed Opengart at
212 - 489 -7200, or mail the coupon.
r ------------------�-�-�-�-�-�
I - Programming
Methods
I
I 1301 Avenue of the Americas
I
New York, N.Y. 10019
I I'm an auditor, not a programmer. Show I
I me how to use Score -Audit to cope with I
computers.
Name
- Title
I Company
I
Address
City
State
Zip
I Computer Type
I
L- - - - - - - - - - - - - - - - - - - - - - - - j
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Letters

TO THE EDITOR

Mr. Larson Makes It Plain
The article, "Decentralization in Real Life," by Raymond
L. Larson, March 1974, confirms the worst suspicions of many
academicians. The last ten years have seen literally hundreds
of articles debating the theoretical merits of various transfer
pricing schemes. Additionally, the effects on managerial motivations of cost- based, market - based, shadow - price- based, etc.,
transfer prices have been analyzed ad infinitum.
Mr. Larson makes it plain that the debate is, in fact, only
academic (at least for the foreseeable future). He says:
"All of the companies represented in the interviews ...
advocated market price as the best method of pricing
intra- company transfers."
"Unfortunately, none of the firms and /or division used
market prices for intra- company transfers, even though
they advocated them."
If Mr. Larson's observations merely cast suspicion on the
importance of the activities of us academicians, it would be
of slight importance. What is significant is that the use of
responsibility centers is at the core of management control for
many firms. If these centers are treated as profit centers, transfer prices are central to the evaluation of middle management.
There seems to be a dearth of meaningful research into the
motivational results of transfer prices determined (in real life)
in the manner described by Larson.
Let us hope that "theory" and "real life" may be brought
a little closer by the publication of articles such as Mr. Larson's.
Robert C. Lake
Assistant Professor, Accounting
Auburn University at Montgomery
Montgomery, Ala.

Decentralization in Real Life
The article, "Decentralization in Real Life," by Raymond
L. Larson In the March 1974 Issue Of MANAGEMENT ACCOUNTING offers some valuable insight into current practices regarding
transfer pricing.
His study found that, although all divisions advocated the
market price as the best method of pricing intra- company
transfers, none of these divisions actually used market prices.
Instead, some form of administered pricing system was employed. He characterizes the response of division management
as disliking this system, and as having only a vague idea of
how the transfer prices were established.
Mr. Larson goes on to say that the companies studied generally maintained continual "rein" on each of the operating
divisions by exercising detailed budgetary control over them.
And he concludes, that " ... as long as top management ignores profit in evaluating a division, the method of transfer
pricing used is largely irrelevant. I would like to take qualified
exception to this quoted statement. The method of transfer
pricing used will be anything but "irrelevant." Larson proves

as much in his own study by reporting the reactions of managers to them. Perhaps a better adjective would be "indeterminate." That is, if profit were ignored in evaluating a division,
then it would be impossible to generalize on the appropriate
transfer price. Each case must be evaluated and treated
separately.
An analogy from welfare economics will perhaps make my
point clear. The "theory of the second best" basically states
that when several conditions of social optimum are not met, it
cannot be said that meeting more (but not all) of these conditions will be an improvement. Translated to the transfer
pricing situation, a market price system is not necessarily the
best transfer price unless decentralization is carried to what
Larson calls its "ideal" or ultimate form. If decentralization
stops short, then market price may or may not be the best
alternative. Since Larson finds that all companies in this study
stopped well short of the "ideal," perhaps we should consider
the abandonment of market pricing as the best transfer price.
In this situation, Larson's call for a system based on behavioral
considerations seems doubly appropriate.
Robert W. Williamson
Michiana Chapter
Notre Dame, Ind.

Out on a Limb
I applaud Karl E. Fraedrich's article, "Inflation and Financial Reporting, which appeared in the April 1974 issue of
MANAGEMENT ACCOUNTING. He has suggested methods, which
if incorporated by accountants do not put them "out on a
limb," but due to the author's realistic approach will allow a
more realistic evaluation of a company's financial situation.
Dr. Fraedrich aptly describes the usefulness of this reporting
to the investor, but it should be pointed out that much of this
"current value" information is of great relevance internally.
Many managers necessarily have a narrow, production - oriented
view and would not be aware of current asset values under
existing reporting techniques. The suggested techniques would
allow managers to better evaluate their inventory purchasing
methods and also more realistically rate assets and asset purchases.
Again my congratulations to Dr. Fraedrich on a well - written,
readable article.
Robert M. Riddell
Past President
Ohio Western Reserve Chapter
Ashtabula, Ohio

A Shadow of Controversy
I especially enjoyed reading Dr. Karl E. Fraedrich's article,
"Inflation and Financial Reporting," in the April 1974 issue
OfMANAGEMENT ACCOUNTING.
The author hopefully suggests that his recommendations
should not be considered controversial if accountants are to
Continued on page 54
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Our money is as gisood as
the nextd u v Is.
It's our service that§ better.
Money. There's a lot of fuss
about it. And for good reason.
Having cash on hand allows
you to take advantage of cash
discounts... buy in anticipation of
shortages... maintain adequate
inventories... and expand and
improve your business.
But anyone's money can do that.
Then, why are more and more
companies coming to Southeastern for their money needs?
For service.
Since Southeastern maintains
a personal relationship with its
customers, your financing needs
are met quickly and personally.
So when you need accounts receivable financing for expansion,
Southeastern understands —
because Southeastern knows you
and your money needs.
When.you need equipment or
machinery financing, Southeastern
can offer you a financing program
"tailor- made" to fit your individual
situation — because Southeastern
knows precisely what that situation is. Or, if you need inventory
financing, Southeastern understands that too — because Southeastern is familiar with your
business fluctuations.
And chances are, while you're
meeting your money needs, you'll
also be meeting some valuable
business associates.
Call Southeastern today. You'll
like us for more than our money.

(9D Southeastern Financial Corporation
201 South Tryon Street, Charlotte, North Carolina, 28201 Telephone 704/372 -7000
A Subsidiary of American Credit Corporation
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Singer's full spectrum of electronic
printing and display calculators. All available and serviced
from more than 350 locations around the world. With all
the design features that come with 40 years of Friden
calculator experience.
Like knowing how to create a full spectrum of
options, so you can match the machine to the job to be
done, paying only for what you need.
Options like multiple memories with direct
address. Calculating capacities up to 15 digits.
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And automatic features galore.
Automatic percentages. Expense proration.
Grand totals for invoicing. Percent changes for
budgeting and forecasting. Automatic square roots,
constant multipliers and divisors, decimal selection —
and many more.
Today, managing your money starts with
managing to spend it wisely on machines that will stay
with you a long, long time.
Such as Singer calculators.
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Along with our full spectrum of calculators comes
a dedicated team of hundreds bringing you our full
spectrum of services.
Before, during, and after the purchase of any
Singer calculator.
We've had 40 years of experience in that, too.
From drawing boards to the assembly line, right on
down the line.
With engineers who have made a career out
of making calculators do more work, better work, faster
work, easier work

.

With a sales force large enough to have time
for more than sales calls: time for counseling, instructing,
even rushing in with an extra calculator in an emergency.

With a service organization large enough to
perform more than emergency, now - and -then service.

Large enough to maintain equipment, so that "emergency''
situations don't happen as often.
Today, saving g your money starts with putting your
money behind a company as well as a product.
The company is Singer, Business Machines
Division. The product is Singer calculators.
For complete information on both, call your nearest
Singer Business Machines representative. Or write:
The Singer Company, Business Machines Division,
30 Rockefeller Plaza, New York, New York 10020.
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USINESS MACHINES
THE TWO B E S T T E A M S
ARE OUR ONE TEAM.
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Robert Beyer Increases Funding for Accounting Chair
Retired Touche Ross Managing Partner Robert Beyer, who was instrumental in establishing a
professorship in accounting at the University of Wisconsin Graduate School of Business, has
pledged to increase the funding for the chair from $500,000 to $1 million. Mr. Beyer, NAA
president, 1972 -73, is an alumnus of the University of Wisconsin. The original amou nt was
contributed by the Touche Ross Foundation, Mr. Beyer and friends. The occupant of the
Robert Beyer chair will head up a program of graduate and undergraduate teaching, research
and public service in managerial accounting and control.
Seven Appointed to Accounting Standards Advisory Council
Seven new me mbers have been a ppoint ed to one -year terms on the Financial Accounting
Standards Advisory Council, including Norton M. Bedford, a me mb e r of th e Management
Accounting Practices Committee, and Arthur Young Distinguished Professor of accountancy
and business administration at the University of Illinois. Others include Joseph P. Cummings,
deputy senior partner of Peat, Marwick, Mitchell & Co.; J. O. Edwards, controller, Exxon Company, U.S.A.; Paul Kolton, chairman of the American Stock Exchange; Allan Kramer, partner,
Shea Gould Climenko & Kramer; Charles A. Werner, assistant executive partner - technical,
Alexander Grant & Co., and John C. Whitehead, partner, Goldman, Sachs & Co. Among the
21 members of the Council who accepted an additional one -year term is Robert A. Morgan,
controller, Caterpillar Tractor Co., and chairma n of th e MAP Committe e.... In other Financial Accounting Standards Board's developments, Wilbert A. Walker, president of the U.S. Steel
Corp., was elected to a three -year term as trustee of the Financial Accounting Foundation. The
board of trustees of the Foundation is responsible for appointing the members of the FASB,
and the Financial Accounting Standards Advisory Council, and for funding their operations.
Conceptual Framework, Leases, Materiality —Next Items on FASB Agenda
As 1974 draws to a close, the FASB moved to consider what are potentially very controversial
accounting projects. Last month the Board completed public hearings on "Conceptual
Framework for Financial Accounting and Reporting: Objectives, Qualitative Characteristics and
Information." Written comments on a discussion memorandum on "Accounting for Leases" are
due on October 21 and a public hearing on this project will be held beginning November 18.
A discussion memorandum is being drafted on on e of t h e toughest issues yet on the FASB
agenda, "Criteria for Determining Materiality."
Appropriations of 1000 Largest Manufacturers Jump 394
The 1000 largest manufacturers increased their capital appropriations 39% to a record $16.29
billion between the first and second quarters of 1974, according to the Conference Board.
During the first quarter of 1 9 7 4 appropriations for new plant and equipment fell 0.6% from
the final quarter of 1973.
MAP Committee Solicits Wider Input
To more effectively represent the full NAA membership in developing its comments, the MAP
Committee is interested in obtaining a wide range of input from companies and individuals
on issues that are currently under consideration by accounting and governmental bodies. The
Committee would like to see copies of comments transmitted to the FASB, CASB, or other
standard - setting bodies by members or their affiliated organizations. Correspondence should
be directed to the attention of L. Bisgay at the national office, 919 Third Avenue, New York,
N.Y. 10022.
Guide to Discrimination -in- Hiring Laws Is Issued
A 40 -page guide to the various federal and state laws, executive orders, court decisions, and
federal regulations affecting the gathering and use of preemployment information has been
published by the Research Institute of America, Inc. The study, "Preemployment Screening:
The Tightening Ground Rules," is available from the Institute at a nominal price.
10
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THE SOCIAL COSTS
OF SOCIAL BENEFITS
If we are to protect our basic economic structure, while
recognizing the public insistence for accountability of damage
to the environment traceable to business activity, the nation
must adopt mechanisms that will somehow apportion costs or
assess penalties as the damage arises.

By John V. van Pelt, III
A social benefit is considered to be that which is
replaced within the social structure for that which
is withdrawn in the industrial process. While the
more traditional sense contemplates a benefit to be
an improvement in the structure of society, current
thinking is to consider a benefit to the social structure as anything that permits maintenance of conditions as they were before the industrial process
commenced. An overall improvement is only incidentally an additional benefit. A social cost, therefore, is the cost added to the cost of production for
securing a social benefit.
The first step in measuring social costs would be
to identify the specific elements that comprise the
field of social benefits. Such identification, however,
is hazardous; first, because few individuals could
agree on the exact components that should properly
be included in the area of social issues and, second,
because there is constant change in the makeup of
the differing elements as society avails itself of new
developments.
It is my opinion that many of the ecology issues
are politically oriented. An individual, or a group,
seeking a means of livelihood or a cause to offer to
the electorate, promotes an issue. In many cases the
issue involved does not have wide acceptance, but
the power of an organized campaign is such that
legislators can be easily impressed.' Also, activist
elements of society, such as Ralph Nader and other
special interest groups, have come to expect that
corporations should be held responsible for any
substantial impact on the surrounding environment
which may be traceable to corporate activity. These
expectations often become realities as legislators are
impressed by the clamor of interested groups and as
court decisions all too often have an effect equivalent to new legislation.
MANAGEMENT ACCOUNTING /OCTOBER 1974

Social responsibility of corporations has even
become a criterion for the acceptability of corporate
securities as investment media. A number of mutual
funds are operated on the basis of investing in what
their managers deem to be socially responsible
companies. Similar investment criteria have been
used by various religious and other groups. Finally,
the actions or proposed actions of corporations
which create undesired changes in the environment
are seized upon by environmentalists as a basis for
lobbying for a restructuring of the law through
legislation or through judicial interpretations that
alter the effect of existing law.
The Social Audit
As an outgrowth of the pressures being placed
upon corporations, some of the larger entities are
searching for ways of measuring their performance
in activities that affect society around them or to
assess the true cost of such programs. Such groups
as the Council on Economic Priorities, the National
Council of Churches Corporate Information Center, and the student -led Committee for Corporate
Responsibility have tried their hands at auditing a
number of companies' social performance in areas
of minority hiring, defense contracting, or pollution.
These efforts have emphasized the lack of any
agreed upon principles which should govern a social
audit. At present, there is no general agreement on
what a social audit is, who should do it, or how the
task should be undertaken.
I

The October 6, 1972, issue of The Wall Street Journal carried
an article entitled, "Scattered Doves," dealing with the later day
exploits of the group of liberals who supported Gene McCarthy
for President in 1968, so he could end the war in Vietnam. Tracing the activities of ten individuals for approximately four years,
the general pattern indicated that they moved from one cause to
another. These covered such diverse areas as keeping the Winter
Olympics out of Colorado, supporting McGovern as a means of
participating in the peace movement, development of low cost
housing, finding federal grants for local groups, or fighting The
New York Telephone Company. I t is apparent from the article
that organizing groups to promote social issues is a way of life for
some people.

J. V. VAN PELT,
South Birmingham
Chapter (Boston 1948)
is retired. He was
formerly Vice
President of Finance,
Vulcan Material
Company,
Birmingham, Ala.
He is a graduate of
Columbia College
and Columbia Law
School. Mr. van Pelt,
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"People are
dissatisfied
with a system
which does
not recognize
the quality of
life as a value
worth paying
for..."

Professors Raymond Bauer and Dan H. Fenn, Jr.
of the Harvard School of Business Administration,
have completed a study of a small group of companies that have attempted to devise some measures
of how well they are meeting their social responsibilities. These authors contend that most people
at these companies do not know the scope of their
own social programs. Generally, such activities have
had little bearing on any individual's advancement
within a firm. As a result, there has been little reason or incentive for corporate officials to report such
activities or even to catalogue them, much less to
pass information on their failures up the line. In
the offices of top management, the collection of
information on overall accomplishments related to
social efforts can only be made on a hit or miss
basis.2
Bauer and Fenn distinguish between a social
audit and the application of financial accounting to
the activities in the social area. Their suggestion
as to the composition of a social audit for a firm
with minimal social risks involves four steps. First,
the company would make an inventory of its activities that have social impact; second, it would
explain the circumstances that led to those activities; third, there would be an informal evaluation of
those programs that are most relevant; and, finally,
the company would assess the ways in which these
social programs mesh with the objectives both of
the firm itself and of society.
Bauer and Fenn explain that the term "audit"
suggests a set of dollar figures certified by some
outside authority. While that may be the situation
at some future time, the notion that social performance will be integrated with financial performance is in the same stage as the assumption that
the baby who has not learned to crawl is ready to
run.
Financial Measurement of Social Effort
In an effort to speed progress in the direction of
applying financial measurement techniques to social
efforts, individuals are sounding the clarion call for
action, and organizations are creating committees to
study the problem. As is the custom of most committees, recommendations for new advancements
are coming forth.
The American Institute of Certified Public Accountants has established a Committee on Social
Accounting. The American Accounting Association
set up a Committee on Measurement of Social
Costs. The National Association of Accountants has
moved to organize a task force to establish goals
for the accounting profession in setting forth principles of social accounting and hopefully, if possible,
to improve the social performance of the business
community.
Individual writers, also, have been critical of the
reporting practices for both the private and the
public sectors of our economy, insofar as these
matters are concerned. As an example, Robert
Bever, a former president of the National Association of Accountants, feels that the role of the social
accountant in achieving a clean environment pre-
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sents a real challenge in devising methods of measuring social progress. He further contends that the
present system neither reflects the goals which
corporations may or may not have for social performance nor permits a gauge as to attainment of
such goals as may have been established. Furthermore, there are areas having an impact on society
which are less directly related to corporate operations, such as the relationships of the costs of
improved education vis -a -vis increased welfare payments which should be examined to determine if
sound costing principles can assist the public in
reaching the correct decision as to the proper direction in which public funds should be allotted.3
Technology has given mankind much more to
account for, such as unwanted effluents, demoralization, and social dislocation, all of which may ultimately overwhelm the intended products in significance. People are dissatisfied with a system which
does not recognize the quality of life as a value
worth paving for, in addition to material goods
and services. Since the impact of decisions in a
technological society is much greater than it was
before, the decisions must be based upon better
quality information than was previously felt necessary. According to Robert K. Elliott, of Peat, Marwick, Mitchell & Companv, the kind of accounting
which has been accepted heretofore is obsolete.
While accounting may have done an adequate job
in limiting itself to the communication of financial
information about economic entities in a pretectinological society, in the modern era the requirements must be broadened to reflect the needs of
overall social objectives.4
The Social Issues
Changes in what are considered to be social
issues stem from a variety of sources. Nature has a
great capacity to purge the atmosphere or the
waterways, but excessive concentrations of people
or industries may exceed this capability and conditions become so obnoxious or dangerous that public
clamor forces corrective action. Conditions also
change so that new priorities are substituted for old
ones. It has recently been fashionable to argue
against the construction of nuclear power plants,
strip mining of coal, or flooding of wide areas to
provide hydro power. However, our sudden awareness of the energy crisis will surely force a modification of what appears to be the position of the
general public on many of these questions.
Increasing knowledge, too, can change environmental issues. All too often this new knowledge
results in a bureaucratic edict that forces changes
even though the knowledge is based on limited
evidence. Two recent examples of this type of issue
will point up the situation. DDT has been banned
for general use because of traces found in fish.
Meanwhile, there is no other insecticide that has
= Raymond A. Bauer and Dan H. Fenn, Jr., The Corporate Social
Audit, Russell Sa n Foundation, 1972.
Robert Beyer, Pilots of Social Progress," Management Accountg, euly 1972.
Rohrt K . Elliott, "Accounting in the Technological Age," journal of Accountancy, July 1972.
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been as effective in controlling the mosquito and
keeping malaria under control. Hexachlorophene
was banned because of an assumption by a doctor
in the United States that there might be a correlation between exposure to the chemical and possible
brain damage. It is a matter of record that when
hospitals stop using hexachlorophene for routine
washing of babies there is an increase in staphylococcal skin infections, which can cause mass
deaths among infants.
Conditions change because people decide that
they do not like the probable impact of some proposed action by others. A classic example of this
is the situation in Mammoth Lakes, California,
where a group of citizens (through a California
Supreme Court ruling) halted construction of an
apartment building on a tiny parcel of privately
owned land in the High Sierras because it was in an
area of single family cabins. The thrust of the case,
as applied to California, is that the state and local
governments must complete environmental impact
reports and make them public before approval of a
private construction project is granted. There is
some thought that other states are likely to follow
California's lead.
There are many areas in which there can be little
disagreement that something must be done to
restore ecological balance. In many industrial regions the particulate count has become so high that
lives of human beings are threatened. Some bodies
of water are so polluted that it is impossible to
utilize the water for any purpose other than for
waste disposal. Furthermore, it is difficult to live
within range of the odors emanating from some
rivers, and the normal stream flow affects communities and individuals in other areas. However,
barring obvious problem areas, there are few situations in which one can find unanimity of agreement
that the public good requires correction.
Environmentalists call for the retention of vast
acreages in their original primeval state. On the
other hand, the majority of the population has no
interest in surroundings which are devoid of modern comforts. Environmentalists attack present day
timber harvesting practices on the ground that they
lead to erosion and the destruction of entire forests.
The timber producers contend that clear cutting
eliminates dying and decaving trees and permits
newly planted seedlings to grow without obstruction. The Alaskan pipeline is a classic example of a
confrontation between the environmentalist raising
a series of ghosts ranging from damage to the
permafrost and defense of the underprivileged caribou to the spectre of oil spills. Meanwhile, the
costs of obtaining vitally needed oil skyrocket as
delay piles upon delay, and the country compounds
its balance of payments problems by importing oil
we could otherwise produce ourselves.
Groups attempt to channel highway funds to
mass transportation on the assumption that an
already spoiled nation will give up the convenience
of personal vehicles and the further cry that highways are a blight on the landscape. There is, however, no showing that, so long as our standard of
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living permits each family to own its own car, there
will be general use of mass transportation. There is
also a dispute over the cost of putting additional
safety features on automobiles which are designed
to decrease the impact of accidents when they
happen. While no one decries efforts to save human lives, critics of the addition of safety features
on automobiles point out that improved highways
can also cut down accidents. Finally, some people
want more enlightened television fare for the
masses, but all that the unappreciative majority of
the population wants is soap operas, westerns, detective stories and sports.

" in the United
States,
productive
enterprises are
expected to
produce a
profit for the
owners."

How Do We Account for Social Benefits?
If there is so little agreement as to what a social
benefit is, how can we agree on what constitutes
socio- economic accounting. We might agree that
the world is rapidly reaching a point of development
where we must seriously examine the problems
inherent in the prospect of continued technological
and economic growth. Such a utopian undertaking
would require, first, agreement as to the endeavors
that are beneficial to. all mankind and, second, a
mechanism to bring about world cooperation in
directing our energies only in those directions. The
first casualty in the successful attainment of such a
goal would be the capitalistic society followed by a
complete breakdown of nationalistic barriers. This
prospect, I believe, is distasteful to the average
citizen of the United States.
In the United States, productive enterprises are
expected to produce a profit for the owners. This
does not presuppose, however, that the operations
of a firm can be conducted over long periods of
time in a manner that ignores the comforts of the
population in general and the safety of its emplovees. However, the business enterprise should
not be called upon to perform social work, which
does not contribute to the basic functions in which
it is engaged. For example, contributions to educational institutions must be rationalized as an element that assists in the procurement of qualified
employees, and assistance to local eleemosynary
institutions should be made for the benefit of the
community in which the employees reside. Acts
for the benefit of society at large should be performed by individuals for their personal gratification
or by the government.
There may be some justification in a business
enterprise expending effort in community affairs
even though such effort can have no possible profit
improvement factor involved. When such work is
accompanied by adequate publicity it may tend to
counteract to some degree the negative impact
created by the professional baiter of corporations
and serve to influence public opinion favorably.
However, there are far more important areas of
social responsibility with which business enterprises
should be involved. As new legislation or judicial
decisions change past practices or requirements in
matters of employment, safety, consumer protection, or environment, business should include in its
reports to the public descriptive material that out13

"The costs of
correcting and
preventing
environmental
damage must
be assessed
against the
product..."

lines the steps being taken to meet the new demands imposed upon it. Such disclosures should
include estimates of future costs and impact on
income.
However, there is a facet to the disclosure pattern
that represents a problem. In many instances, past
practices of a corporation may well have been
against the public interest. The classic example is
the 1899 Act regarding the dumping of pollutants
into navigable waterways. It would seem foolhardy
to suggest that a corporation should point out that
it has been in technical violation of that law, with
its attendant penalties. To do so would invite problems that might otherwise be avoided if timely
correction of conditions could be effected.
The Apportionment of Costs
While written disclosure is an essential, it is the
next phase, the apportionment of costs, that presents the real challenge.
The theorist would like to include in the reports
of operations of all business entities the total social
costs of damage to the environment, on the theory
that he could then compare the true production
costs of all firms. Such an exercise would have no
substance in fact. For example, conditions are not
necessarily the same in different parts of the world.
Some nations cry for industrial production, assuming that future generations can worry about ecological damage, if it ever becomes a problem. Those
nations are more interested in raising the standards
of existence of people who are alive today. Also,
safety regulations differ from locale to locale. And,
as was previously mentioned, nature can purge the
atmosphere and rivers of pollutants to some degree,
so that a lower level of industrialization in some
areas may produce no social impact whatever.
The costs of correcting and preventing environmental damage must be assessed against the product, on the assumption that the ultimate customer
will pav the cost, or else, by curbing his demand,
production will be curtailed. By means of this
process, growth of the economic system will be
tailored to nature's ability to absorb the increasing
degradation of the environment which is apparently
inherent in growth.
For example, if we use the capitalistic system, we
rely on the assumption that each business enterprise will grow so long as it can produce products
at a cost which is less than the price at which the
product can be sold. If expansion cannot be supported on the forecast of future profitability, investment is cut off and growth stops. Also, if an enterprise must invest in pollution control facilities in
order to continue production, pay a higher price for
scarce natural materials, utilize more expensive recycled materials or invest in expensive land, the
profitability of the venture can be eroded at a rapid
rate. Therefore, it is not practicable or sound to
prohibit pollution, unless we are to return our
society to an unsophisticated and elementary form
of civilization. If the costs of pollution attributable
to production are borne by the general community,
either in the form of investment in pollution con-
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trol facilities, or in a general degradation of the
environment, the cost is not only levied upon the
product and upon the ultimate customer for the
product, but also on those who may not benefit
from it at all.
The correct approach then is to license and tax
pollution. To the extent that pollution control
facilities are built and operated by the government,
fees for use of the facilities should be charged
which will pay an adequate return on the investment after covering all costs. In other situations,
such as automotive emissions which are not a problem created directly by manufacturers, taxes should
be levied on equipment that creates the pollution,
with maximum permissible levels of discharge.5
Those who do not wish to pay the necessary tax
will be forced to find alternative methods of achieving the same ultimate ends or cease the activity
involved. For those who attempt to evade the tax,
government has adequate means of assessing penalties. The establishment of the proper level of tax
would have to be determined by trial and error. It
is obvious that this will be no easy task since
corporate lobbyists will pressure the legislators to
give one industry an improper advantage over
another.
A second alternative, a tax credit, is not a proper
companion to the tax and fee system. Tax credits
do not create a pressure on producers to find
mechanisms whereby pollution can be avoided in
the first instance, and tax credits to induce installation of pollution control facilities do not provide
the equivalent inducement for an entity to incur
higher production costs by operating them.
A third alternative would be to tax the product.
While many might advocate a tax on the product
rather than on the pollution, such an approach
actually asks that government determine what can
and what cannot be produced. This is a concept
that is at variance with the free enterprise system.
There would be more than enough government
presence in the system advocated in this article
without turning the management of all productive
processes over to a single central body. Government
control of prices or production leads to unnatural
shortages, surpluses and other disruptions. This is
evident from looking at the impact of regulation in
the natural gas industry which has tended to curb
the search for new supplies of domestic gas while
creating increasing demand.
Conclusion
Current recognition of corporate responsibility is
creating an interest in making changes to our present accounting procedures so as to more adequately
measure social costs as elements of business activity.
Counter to the position taken by some writers, it
has been the purpose of this article to show that our
present accounting mechanisms are quite adequate
to reflect the economic changes in an entity's strucContinued on page 26
a Obviously, maximum permissible levels of pollution cannot be
static, since growth in the economy will force increases in the
standards if the level of pollutants is to be controlled within acceptable ranges.
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CONDUCTING A
SOCIAL INVENTORY
Overall responsibilities for taking the inventory remained with
the task force. This group designed the basic questionnaire,
evaluated replies, and followed up on questionable answers.

By Stanley M. Hunt
The officers and staff at General Mills, Inc. have
been stimulated by various articles on social reporting. They believe that social inventories (and later
social audits)' may become widespread. They believe social inventories will be performed by individual companies as well as by local, state, and national
organizations. At General Mills, the inventory was
taken to ascertain what was now being done by the
company, and to help plan whatever programs could
be implemented in selected areas. This inventory
was to be the first step toward possible on -going
social audits.
It is important to note that the initial inventory
was not intended to supply a lot of information for
disclosure to the public. More experience with inventorying would be needed before detailed disclosures would be practical. Neither was the inventory meant to evaluate the benefits of past actions.
We realized that it would be difficult enough
merely to accumulate inventory data without appraising the so- called effectiveness.
The Social Audit Task Force
The first step was to form a "social audit task
force." This was done in February 1972.2 The task
force included representatives of the following departments:
1. Planning
2. Legal
3. Tax
4. Treasurer
5. Community relations
6. Accounting
7. Investor relations
Most members of the force were at the department -head level; several were corporate vice presidents. In retrospect, we believe that the task force
should probably have included representatives from:
one or more operating divisions, the corporate personnel department, and minority or women employees.
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The task force met approximately once each six
weeks for a period of nine months. During some of
the early meetings, outside experts in the area of
social auditing were invited to speak. These included Professor Bauer of Harvard, Dr. Kugel of the
National Chamber of Commerce, and Mr. James
Hetland of the First National Bank of Minneapolis.
In June, the task force rendered a formal report to
the General Mills Chairman. A presentation was
also made to the Public Responsibility Committee
of the Board of Directors.
Definitions
The report included some kev definitions
SOCIAL RESPONSIBILITIES

Social responsibilities are those responsibilities of
a primarily social nature which accrue to business
organizations because those organizations are members of society. They must go beyond merely meeting the letter of the law or the pressures of competition.
SOCIAL INVENTORY

A social inventory is the process of gathering
pertinent information about social responsibilities
(within General Mills). Its aim is to determine
(1) What is presently being done? (And in numerical terms, if possible) , (2) What present
policies cover social areas? and (3) If any social
goals presently exist, what are they?
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SOCIAL AUDIT

A social audit is the ongoing process of evaluating
performance against pre - established goals in selected
areas of social responsibility.
Items to be Inventoried
The task force report listed specific items to be
inventoried. The choice of these items resulted
i It is suggested that the term "social audit" be replaced with the
term "social reporting." Auditing implies precise standards, and
in social areas for corporations, there are few meaningful standards.
Auditing also implies restrictive overseeing.
s To keep the initial work within reasonable bounds, all foreign
onerations were excluded.
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"it was soon
discovered
that
accountingtype
questionnaires
and written
replies just
weren't
adequate."

from evaluations and discussions (often heated) of
various possible social topics. In developing items to
be inventoried, it was decided to pinpoint "What
does society expect of General Mills ?" Two possible
examples would be high quality products and good
taste in advertising. Areas where General Mills
could have a significant impact were placed high
on the list. These included charitable giving, equal
employment opportunities, employee safety, product quality, and food research. Conversely, areas
where General Mills had lesser skills or potential,
such as public transportation, were de- emphasized.
Finally, current topics which consumer advocates
tend to emphasize were also covered. These areas
included hiring of minorities and women, open
dating, packaging and labeling, and children's advertising.
The following are some of the things that were
eventually included on the list of items to be inventoried. They were divided into three major sectors
covering most of the Company's responsibilities.
They included: (1) the public, (2) consumers of
our products, and (3) our employees. Included in
the public sector were charitable giving, recruiting
of women and minorities, and ecology. In the consumer sector, items such as advertising and consumer complaints were listed. Also, adequate attention was given to product safety, packaging, and
labeling. Finally, pay and fringe benefits were part
of the employee sector, but also included were
employee safety and responding to the employee
voice (i.e., for job enrichment).
Responsibilities
Overall responsibilities for taking the inventory
remained with the task force. This group designed
the basic questionnaire, evaluated replies, and followed up on questionable answers. However, the
routine work of administering, recapping, and summarizing, was handled by the accounting department. Inventory details were supplied by 20 "monitors" in appropriate corporate staff departments.
Most of these monitors were heads of their own
departments.
In some instances, members of the accounting
department helped the monitors to complete the
questionnaires. Then task force members conducted
follow -up interviews to secure clarifications or missing answers. To avoid the possibilities of subsidiary
companies being flooded with requests from other
corporate departments, all requests to the subsidiaries were channeled through the accounting
department.
Some of the Problems
The inventory taking was a very worthwhile learning experience. However, the inventorying was
tougher to conduct than most thought it would be.
Definitions proved to be troublesome. Responses
were often fuzzy as to exactly which organizational
units were being covered. (Some responses were
only for our Minneapolis headquarters. Some covered only the parent companv. Several included
some subsidiaries —but not all subsidiaries.)
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Most people were very willing to participate.
However, they did have difficulties in defining the
"social" part of their work. They also had problems
in expressing results in meaningful numerical terms.
The task force constantly struggled with attempts
to split the "social" part from the "good business"
part of various activities. This was especially true in
consumer areas —such as open dating, labeling, and
advertising. Thus, "asking the right questions" of
the people responding to the questionnaires was
always a struggle.
It was soon discovered that accounting -type questionnaires and written replies just weren't adequate.
Face -to -face interviews and follow -ups with responders were an absolute must. In making a social inventory, questionnaires are not "automatically" completed for you.
It is extremely naive to try to compute overall
social costs in terms of "one big dollar total." As
far as a social balance sheet is concerned, forget it
for the immediate future! It cannot be realistically
done! And at this stage of social reporting's development, management would not be interested in a
theoretical, imprecise balance sheet.
The Social Inventory Report
The inventory was completed in November 1972.
In the social inventory report that was prepared, the
accounting department included a one or two page
summary of the responses on each topic. Each
summary included:
1. Organizational units covered
2. Nature of responses — giving numerical trend
data where possible
3. Whether or not the area was covered by corporate policy statements
4. Explanatory narratives to better explain things
being done —or not being done
The final social inventory report was submitted
to the Chairman of the Board. In it the task force
made specific recommendations and suggestions
which covered organizational responsibilities for
on -going social audits and reporting. Wherever possible, it was urged that reporting be made in quantitative terms. (Quantitative, however, does not
necessarily mean dollars.)
The inventory further illustrated that to make
true, on -going improvements in areas of social concern, managers must make social considerations a
part of their regular jobs. Thus, social considerations, more and more, will have to be woven into:
1. Long range plans
2. Short -term budgets
3. Management by objectives
Conclusion
While many advocates of social reporting desire
immediate publication of corporate "social audits,"
the concept of social reporting is new and, by its
Continued on page 26
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THE CMA
EXAMINATION:
A STEP TOWARD
PROFESSIONALISM
Professionals, and their professions, might be generally
characterized as: (1) possessing a highly technical body of
knowledge, (2) reflecting a clear sense of responsibility for
action taken, and (3) exhibiting a capacity for rendering essential
services to society.

By Donald L. Madden
The field of management accounting, through the
emergence of the Institute of Management Accounting (IMA) and the initiation of the Certificate in Management Accounting (CMA) examination, has taken a major step toward professionalism.
Hopefullv, these events can prove as significant to
the progress of management accounting as were the
efforts leading to legislation underlying the CPA
certificate in New York in 1896.1
This article is directed to consideration of certain
key issues that must be resolved if management
accounting is to proceed beyond the present thresh hold of professionalism. The path is obviously not
well - defined. A starting point for this pursuit, however, is the translation of the meaning of "professionalism," as the concept is exhibited in medicine,
law, etc., into a management accounting perspective. In this way a general framework of criteria can
be proposed, both as guides to future action and as
standards for monitoring progress toward the attainment of professionalism in management accounting.

The Essence of Professionalism
Professionals, and their professions, might be
generally characterized as: (1) possessing a highly
technical body of knowledge, (2) reflecting a clear
sense of responsibility for actions taken, and (3 )
L. Carey, The Rise of the Accounting Profession, AICPA,
Wohn
w York, N. Y. 1969,, , 44.
F.
ouph S. Gliciauf, Footsteps
Professionalism, Arthur
V derun & Co., Chicago, Ill., 1971,Toward
p. 95.
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exhibiting a capacity for rendering essential services
to society. The essence of professionalism, in turn,
is captured rather effectively in the following
description:
"The professional ... is a broadly educated,
highly skilled individual, . . , a [person] of
character, dedicated, resourceful, and fully
able to carry the total responsibility for his
efforts."
"... a profession itself built around a boundless body of knowledge, ... concerned with
broad fields of endeavor, ... often deals in
concepts and ideas rather than their implementation, ... and, in many respects is almost inseparable from the individuals who
practice in it." 2
Clearly, these are ideals to which most management accountants would readily subscribe. However, it is of vital importance that management
accountants develop persuasive evidence that this
field has indeed attained the stature of a profession.

Criteria for Professionalism
In order to evaluate the current "state of the art"
in management accounting, it is necessary to establish guidelines for evaluation. In this context the
achievement of professional status is revealed most
clearly by a continuous display of certain traits or
characteristics, both by individual management accountants and by this segment of the accounting
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"Expertise
implies the
availability of
a body of
knowledge..."

field in total. In general, the standards of professionalism found in other fields can be grouped into
certain classifications for use as a foundation in
evaluating management accounting.3
For purposes of clarity, the following two broad
classes of criteria are proposed: "expertise" for
application at the level of individual endeavor, and
"responsibility" as reflected by the field as a whole.
Expertise
1. A body of specialized knowledge, acquired by
formal education or training
2. A uniform examination designed to demonstrate
competence in specified technical areas
3. Standard qualifications as a prerequisite for entry
into the professional activity
Responsibility
1. An organization devoted to the improvement of
its profession's services, thereby increasing the
extent to which it serves the needs of society
2. A standard of conduct to insure the acceptance
of responsibility for actions taken, and further,
to govern the relationships of its members with
the various segments of society
To be certain, this listing is not intended to be
all- encompassing; rather, it is a starting point for
use as management accounting moves toward professionalism. Other dimensions, such as the formalization of a code of ethics and achievement of
legal recognition, are similarly important and will
naturally flow from successful attainment of these
basic standards.
If management accountants are to maintain that
professional status is being achieved, each of the
conditions set forth in the preceding criteria must
be met. Consequently, both expertise and responsibility should be analyzed carefully to discern
strengths and weaknesses that now exist. The
strengths can be emphasized as the foundation for
professionalism, while major shortcomings must be
pinpointed for immediate consideration.
Management Accounting Expertise
Expertise implies the availability of a body of
knowledge, and when applied to the field of management accounting, the term seemingly refers to
the application of technical skills in solving management problems. Specifically, the essence of
management accounting expertise is perhaps best
captured itl the following comprehensive definition:
"Management accounting is the application
of appropriate techniques and concepts in
processing the historical and projected economic data of an entity to assist management
in establishing a plan for reasonable economic
objectives and in the making of rational decisions with a view toward achieving these objectives. It includes the methods and concepts
necessary for effective planning, for choosing
among alternative business actions, and for
control through the evaluation and interpre-
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tation of performance. Its study involves consideration of ways in which accounting information may be accumulated, synthesized,
analyzed, and presented in relation to specific
problems, decisions, and day -to -day tasks of
business management." 4
To be certain, no single definition can be exhaustive. In this brief but powerful statement, however,
both the critical dimensions of expertise (techniques
and concepts) and their potential range of applications (assistance to management in establishing
plans, making rational decisions, etc.) are made
explicit.
SPECIALIZED KNOWLEDGE

The functions of management accounting are
broader and more comprehensive than interested
observers might readily perceive. Although focus is
usually directed to internal reporting for management decision - making, the dimensions of management accounting should not be viewed in this
narrow context. For example, since management —
not external auditors —must assume primary responsibility for external reports, accountants operating
within the firm are heavily involved and thus definitely accountable to investors and all other outsiders. Incumbent on the internal accountant, therefore, is the responsibility for a thorough working
knowledge of all external reporting requirements
(i.e., accounting principles, APB Opinions, SEC
Regulations, etc.) .
Internallv, managements' demands for more sophisticated decision- making data have forced major
expansion in the accounting methodology. Of particular importance in this regard is the increasing
utilization of economic analyses, behavioral concepts, quantitative methods, and operations research
( model - building) techniques. As management accounting continues to draw on allied disciplines
(i.e., economics and mathematics for precision in
measurement, psychology and sociology for effectiveness in communication, etc.), its underlying
body of knowledge must necessarily be broadened.
In the final analysis, substantial growth in the
professional recognition of management accounting
should evolve from this additional breadth in
scope.
UNIFORM EXAMINATION

For more than fiftv years the CPA examination
has stood alone as the major comprehensive professional examination in accounting. Consequently,
all previous efforts toward professionalism were
properly restricted to accountants operating externally. No longer is this necessarily the case. The
CMA examination now offers the same potential
for professionalism while being directed primarily
Robert H. Roy and Tames H. MacNeill Horizons for a Profession, AICPA, New York, N. Y., 1967, p. 31.
' "Re port of the Committee on Management Accounting," de counting Review, April 1959, p. 210. Of major conte mporary importance, too, is the fact that this Committee of the American
Accounting Association (1958) quite possibly provided much of the
impetus for development of management accounting curricula at
the college level. Thus, a foundation for the specialized body of
management accounting knowledge was created.
8
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to those performing internal accounting services. applied equitably to all those who are qualified
Certainly there is no intention herein to compare and aspire to professionalism in this field, little
the more recent CMA examinations with CPA ex- question should arise regarding the propriety of
aminations of proven quality. Instead, the intent these entry requirements.
is to explore the CMA examination in terms of its
capacity to serve as the foundation for professional- Management Accounting Responsibilities
The fact that professions are characterized by
ism in management accounting. Since objective
guidelines are not available for use in such an their fulfillment of a broad range of responsibilities
evaluation process, however, judgments must be to society is apparent from a review of the previously acknowledged literature. Attention must
based on subjective reasoning.
In general, for an examination to satisfy the now be directed to the needs and requirements of
demanding requirements of professionalism, it management accounting in this regard. Again, as
must accomplish two objectives. First, it must in the area of expertise, there is no single set of
penetrate deeply and effectively into relevant tech- definitive standards upon which to base conclunical areas. Second, examination questions must sions; thus, subjective reasoning must be used to
require a consistent demonstration of competence evaluate the "state of the art."
in skills vital to rendering specialized services, either
to society as a whole or to specific segments of a ORGANIZATION RESPONSIBILITIES
society. Admittedlv, neither of these objectives has
Professionalism in management accounting canbeen conclusively accomplished by the CMA ex- not be achieved without the support and guidance
amination; but, at a minimum, it does provide an of a strong, viable organization. Fortunately, the
excellent framework within which to progress to- National Association of Accountants is assuming
the leadership. Specifically, its energies are being
ward these ends.
There seems to be no problem meeting the first channeled through the Institute of Management
objective. The examination includes selected topical Accounting to provide the necessary impetus for
areas which are deemed representative of the ex- progress in the near future. For long -run purposes,
pertise required of a management accountant. For however, it will undoubtedly be necessary to obtain
example, consideration is given to internal and support from other similarly- oriented organizations
external reporting which comprises the traditional such as the Financial Executives Institute, the
foundation upon which the entire field of account- Planning Executives Institute, and the American
ing has developed. Considered also are the dis- Accounting Association. The roles of all such orgaciplines of behavioral science and quantitative nizations cannot be defined rigidly at this early
methods which are contemporary extensions in the date, naturallv, but some of the more obvious conboundaries of knowledge available for use. Finally, tributions of each can be recognized even now.
The Institute of Management Accounting will
basic economic theory and applied economic concepts are included since they often prove most undoubtedly restrict its activities to the adminisrelevant to management's decision - making needs. tration of the CMA examination and all related
Since each of these areas is covered in the exam, considerations:
its comprehensiveness and appropriateness can be
Evaluating credentials for taking the exam and
defended.
receiving certification
With respect to the second objective, requiring
Supervising development of each part of the
demonstrated competence, improvements must unexam and evaluating candidates' performances
doubtedly be forthcoming. Although questions
were well designed and clearly written, their depth
Monitoring all forms of continuing education
activity related to retention of the CMA by
was quite limited. This posture is certainly tenable
successful candidates
in any pioneering examination. Nevertheless, for
the CMA examination to warrant serious considerThe role of the National Association of Acation as a foundation for professionalism in management accounting, more depth is essential. With countants, on the other hand, may not change
the increased depth exhibited in recent exam ques- markedly from that which has persisted during retions, this objective too seems reasonably attainable. cent vears. Its functions revolve generally around
sustaining the involvement of a large, active memSTANDARD ENTRY QUALIFICATIONS
bership of practicing management accountants
As befits the attainment of professional status throughout the country —the population from
in anv field, a minimum level of expertise must be which many potential CMA candidates must
demanded as a standard for admission. The three evolve. Of equal importance are NAA's major reprimary requirements established by the Institute source commitments to research and education in
of Management Accounting— attaining a for- the field of management accounting. From these
mal baccalaureate degree or comparable qualifica- activities, both contributions to the body of knowltions, exhibiting technical proficiency and general edge and advancements in the continuing education
knowledge at an acceptable level on a uniform process must be anticipated.
national examination, and possessing some exFinallv, the participation of various other organiperience in practical management accounting —are zations is essential because thev too can be instruclearly adequate as a foundation. If this policy is mental in the ultimate success of this thrust toward
MANAGEMENT ACCOUNTING /OCTOBER 1974

"professional ISM ... cannot
be achieved
without the
support and
guidance of a
strong, viable
organization."
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CMA
candidates
"...

must
contribute
their time and
energies to
the pursuit
...

of professionalism in
management
accounting."
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major ingredients of the common body of knowledge of management accounting have already been
incorporated into, the recent CMA examinations;
thus, a basis for evaluating expertise in management accounting is at least in the formative stages.
In addition, the inclusion of ethical considerations
in the examination provides an explicit indication
that the need for individual responsibility guidelines is being tacitly pondered.
INDIVIDUAL RESPONSIBILITIES
Three major strengths are apparent in the apCertain of the tasks which are essential to a quest proach taken to awarding the CMA. First, a confor professionalism are readily apparent. Formalized tinuing education requirement is built into the
examination procedures, continuing research and standard, thereby avoiding to some extent problems
education, and promoting the need for and the associated with failures of certificate holders to renature of professionalism are integral parts of the main current in their knowledge of concepts, techcontributions expected from IMA, NAA, and other niques, etc. Second, the implementation of a uniallied organizations. Not so obvious, however, is form national system for awarding certificates can
the need to define formally the basic responsibilities hopefully negate some of the reciprocity difficulties
that are inherent in CPA licensing procedures. And
of a successful CMA candidate to society.
Clearly, all successful CMA candidates must third, the position taken by the Institute (IMA)
contribute their time and energies to organizations with respect to acceptance of a variety of types of
involved in the pursuit of professionalism in man- practical experience will undoubtedly act as a posiagement accounting. Only in this way can key tive influence on potential CMA candidates.
functions be performed effectively. Guiding the
Ideallv, the next quarter century can be devoted
individual in his efforts to render services to society, to furthering the various dimensions of the CMA
however, requires a different tact. In all professions program. Carried to its logical extension, this thrust
formal standards for personal conduct have been will hopefully result in substantive progress toestablished to satisfy this need. A similar approach ward the following goals in the field of manageshould be taken in management accounting, lead- ment accounting:
ing undoubtedly to a "code of ethics" for all.
The intent, of course, is not to legislate morality,
Achievement of status as a true profession and
for most agree that such would be an impossible
corresponding recognition by society.
undertaking. Instead, the effort must derive from
Development of curricula as an educational
the personal integrity of each professional and his
foundation suitable for professional endeavor
desire to contribute meaningfully to the rendering
Performance by management accountants which
of services to society. Without ethical standards,
consistently exhibits social responsibility and
the field could become stagnant, because it would
ethical conduct commensurate with that obbe relatively impossible to elicit systematic and
served in other learned professions
steady progress toward the goal of assuming social
Conclusion
responsibility.
Although absolute success can never be assured,
Long -Range Objectives
the accomplishment of objectives of this nature is
The primary obligations of a profession and its almost certain to yield measurable progress toward
members are two -fold. First, it is responsible for the goal of professionalism in management accountinsuring the application of expertise in satisfying ing. The future is not void of problems, of course,
the current needs of society. Second, its efforts because ultimately the need for acceptance of promust be directed continuously to improving the fessionalism in management accounting must be
overall capacity of its members to satisfy society's achieved fully on two fronts: The first is for
future demands for essential services. The com- corporate top management to reward the attainplexity and comprehensiveness of such vast respon- ment of the CMA and the second is recognition
sibilities lend added emphasis to the need for a from state or federal regulatory bodies. Hopefullv,
firm foundation upon which to structure effective the inherent strengths in the CMA program will be
more than sufficient to overcome such difficulties.
action.
The objectives of the CMA program have been Refinements must be forthcoming, but the CMA
formulated and these comprise an essential part examination is indeed performing a key role in the
of the framework within which progress toward development of management accounting as a sigprofessionalism must be achieved. Some of the nificant and rewarding field of endeavor.
❑

professionalism. The active support of top management in corporations throughout the country must
be obtained if the CMA program is to achieve its
full potential. Even though NAA's membership is
as large as perhaps any other single accounting
organization, a coalition of all those interested in
promoting the professionalism of accounting would
probably prove more viable in the long run.
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THE CMA
EXAMINATION:
A CONTENT
ANALYSIS
The examination is geared to the college graduate having a
bachelor's degree in business with a substantial amount of study
in management accounting.

By Jack L. Krogstad and John K. Harris
The first Certificate in Management Accounting
(CMA) examination was given by the newly formed Institute of Management Accounting in
December 1972. This event marked the fruition of
an extensive effort by the National Association of
Accountants to recognize professional competence
in the field of management accounting. The first
examination was taken by 410 candidates sitting at
22 sites across the United States. Of these 410 candidates, 61 completed all five parts of the examination. In December 1973, the second examination
was offered at 25 sites. Some 534 candidates sat
for one or more parts of this examination, and of
these, 101 candidates passed all five parts.'
The examination is geared to the college graduate having a bachelor's degree in business with a
substantial amount of study in management accounting. However, both professors and graduate
students in management accounting seem to be
apprehensive about the contents of the examination.
This apprehension stems from the wide range of
subject coverage promulgated for the examination,
and the formidable titles given to its five parts. If
such apprehension exists among the present and
future leaders of management accounting, then
what must be the reactions of undergraduate students and practitioners? If acceptance of the CMA
program, with its resulting benefits for the field of
management accounting, is to be achieved, then it
is important that any misconceptions regarding the
CMA examination be dispelled.
It is the purpose of this article to review the first
two CMA examinations by means of a content
analysis. The analysis delineates both the relative
emphasis given to the different subjects covered
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by the examination, and the academic preparation
needed to successfully answer the questions. In addition to eliminating any misconceptions about the
examination, the content analysis should be of significant value to potential CMA candidates as well
as to professors of management accounting. Specifically, the content analysis will help those individuals already qualified to sit for the examination
to establish that fact, and it will outline the bounds
of preparation necessary to enable the presently unqualified to become successful candidates. The
analysis will also aid accounting professors in developing course content, in making curriculum decisions, and in generally advising accounting students.
Subject Area Coverage
The contents of the 1972 and 1973 CMA examinations are divided into ten subject areas as
illustrated in Exhibit 1. The exhibit reveals the
relative importance of the subject areas in each
part, as well as in total, for the two examinations.
These subject areas were identified by integrating
typical business administration curriculum formats
and course descriptions with the reading list and
topical - coverage outline circulated by the NAA.
Questions are classified into subject areas based
upon their content, the breadth and depth suggested by the unofficial answers, and textbook coverage in the various academic fields.2
The examinations are strikingly similar in relative
subject coverage. Among the subject areas, mana-

L. KROGSTAD
Omaha Chapter
1974, is a Ph.D.
degree candidate at
the University of
Nebraska - Lincoln. He
holds a B.S. degree
in accounting
from Union College
and an M.B.A.
degree from the
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Nebraska - Lincoln.
This article was
submitted through the
Omaha Chapter.

t See "IMA Analyzes 1973 Examination," Management Accounting,
Se
tember 1974.
2
uestions and unofficial answers for the CMA examinations were
pu lished in Management Accounting: For the first set, see
February through June 1973; for the second set, see February
through June 1974.
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"The 1972
examination
offered twelve
opt io ns .. ."

where the candidate could choose either one of two
questions. These questions accounted for 44.3 percent of the entire examination; however, only 11.5
percent of the examination involved options be-

gerial accounting receives by far the most emphasis in both examinations.3 The managerial accounting questions constitute 38.5 percent of the
1972 examination and 40.4 percent of the 1973
examination.' Other sizable subject areas are financial reporting and business finance. It is interesting
to note, however, that the remaining subject areas,
many of which seem to receive prominence in
terms of the titles for the five parts of the examination and NAA releases dealing with examination
coverage, actually comprise relatively insignificant
portions of the entire examination.
The 1972 examination offered twelve options

For purposes of this content analysis, the subject area of man distinguished from the broad field
Managerial accounting includes the
material given through coverage in popular cost /managerial accounting texts. On the othe r hand, management accounting is the
entire range of activities to internal accounting and embraces perippheral disciplines as well as managerial accounting per re.
' I n 1972 an additional 8.6 percent of the entire e xamination was
compri se of optional managerial accounting questions.
B
Part I- Economics and Business Finance; Part II- Organization
and Behavior, including Ethical Considerations; Part III - Public
Reporting Standards, Auditing and Taxes; Part IV- Periodic Reporting for Internal and External Purposes; and Part V- Decision
Analysts, including Modeling and Information Systems.
3

accounting has been
Iaoferial
management accounting.

Exhibit 1
THE 1972 AND 1973 CMA EXAMINATIONS:
PERCENTAGE TIME ALLOWED BY MAJOR SUBJECT AREA

1.4
7.1

0.5
8.6 -11.4

11.4.20.0 15.7
0.0 -8.6
2.1
2.2

14.3

-

-

-

-

-

-

5.7 -8.6
2.8

5.7
1.4

-

-

-

-

-

-

5.7

7. 1

-

-

2.8
2.9

2.9
2.9
_
20.0

4.3
2.9
4.3
2.8
2.9
0.0 -2.9
100.0

3.4
1.4
3.3.6.1
2.9
2.9
2.9
100.0

20.0

-

-

3.4
1.4
3.3 -6.1

-

-

20.0

-

4.3
2.9
4.3

-

-

2.9
20.0

-

20.0

-

7. 1

-

20.0

-

5.7

-

-

-

1973

14.2 38. 5.47.1
40.4
10.0 -18.6 13.6 -16.4
8.6
12.2

-

-

-

0.0 -2.9
20.0

-

-

-

-

5.7
1.4

-

5.7.8.6
2.8

Total
1972

-

-

-

-

10.0
-

Part V
1972
1973

-

10.0
2.9

Part IV
1972
1973

-

-

11.4
2.9

Part III
1972
1973

-

Part II
1972
1973

-

-

8.6

-

Managerial accounting
Financial reporting
Business finance
Economics:
Macro
Micro
Management and
organizational behavior
Auditing:
External
Internal
Corporate taxation
Quantitative methods
Information systems
Government and business
Totals

Part I
1972
1973

-

Subject area

20.0

20.0

20.0

The percentage of the examination represented by each major subject area was calculated by dividing the estimated time for questions in t hat
area by total time allowed for the entire examination. Percentage ranges indicate that an option was allowed between questions from different
subject areas. Only the percentage of one of each such pair of opti onal questions is included in t he column total. Any options invol ving t wo
questions within the same subject area were treated as a single required question.

Exhibit 2
MANAGERIAL ACCOUNTING COVERAGE: PERCENTAGE TIME
ALLOWED FOR MANAGERIAL ACCOUNTING BREAKDOWN
Part II

1972

Part IV

19 7 3

Total

Part V

19 7 2

1973

0.0 -12.1

0.0.3.5

1972

19 7 3

18.2

17.6

19 7 2

18.2 -30.3

1973

18.8 -22.3

-

-

-

1.2

6.1

0.0 -7.0

9.4 -16.4

15.2

9.4 -23.4

-

-

0.5 -4.0

-

24.3

3.5
24.5

-

-

0.0 -7.0

0.0 -6.1
12.1
-

-

-

-

-

-

1.2

-

-

-

3.0
3.0

7.5 -11.0
10.6
7.0
7.5

-

-

-

-

-

10.6
1.2
-

-

-

-

-

-

-

-

7.0

12.1.18.2
12.1
0.0 -12.1
9. 1

-

-

-

-

12 .1

-

7.0
0.5

-

-

-

-

-

0.0.6.1

-

-

-

0.0 -12.1
7.0

10.6

-

-

-

-

-

-

12.1
9. 1

-

12.1

7.0
-

0.0 -6.1

-

-

-

9. 1

-

42.4

-

30.3

-

2.4
0.5
39.1

-

ROI performance measurement
Cost behavior analysis
Others
Totals

Part I I I
19 7 3

-

Relevant cost analysis
Budgeting, including analysis
of variation in gross profit
Standard cost systems, including
variance analysis
Capital budgeting
Cost - volume- profit analysis
Responsibility accounting
Transfer pricing, including
profit center concept
Direct vs. absorption costing
Inventory planning and control

19 7 2

-

To p i c

35.2

3.0
100.0

10.6
1.2
0.0 -7.0
7.0
2.4
4.0
100.0

The percentage of the total managerial accounting coverage represented by each topic was calculated by dividing the estimated time for
questions on that topic by t he t ot al t i m e allowed for all managerial accounting questions in the entire examination. Percentage ranges indicat e that an option was allowed between questions on different topi cs within the managerial accounting area. Only the percentage of one of
each pair of optional questions i s included in the col umn total. Any options involving two questi ons on the same topic were treated as a single
required question.
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tween different subject areas. In contrast, the 1973
examination included eight optional sets of questions which comprised 24.3 percent of the entire
examination, and only one option (2.8 percent of
the examination) was between subject areas. The
reduction in optional questions in 1973 implies a
subtle shift toward increased rigor.
Managerial Accounting Coverage
The subject area of managerial accounting constitutes the most significant portion of both the
1972 and 1973 examinations. Exhibit 2 is presented to provide a detailed analysis of this area. It
shows that the managerial accounting coverage is
broader in 1973, spanning twelve topics versus
only nine in 1972. Four topics appear to dominate
each examination: relevant cost analysis, budgeting
including analysis of variation in gross profit, standard cost systems including variance analysis, and
capital budgeting. In the two years, the total
amount of managerial accounting coverage in each
part of the examination tends to be essentially
stable; and considerable optionality is present within the area in both years.
Academic Preparation
Data are presented in Exhibit 3 indicating the
academic preparation envisioned as providing the
minimum competence necessary for success in the
CMA examination. The data were developed
through the participation of faculty members in
the College of Business Administration at the University of Nebraska- Lincoln.
The faculty participants were initially asked to
review the questions in their teaching area that appear in each examination and to determine the
courses which would have appropriately prepared
a CMA candidate (see the "1972/1973" examinations column) . Although reviewed one year apart,
essentially identical course prescriptions were given
for the two examinations. Subsequently, the faculty
participants reviewed the suggested topical- coverage outline and recommended reading list for the
CMA examination. The faculty's total review effort (i.e., CMA questions, topical- coverage outline,
and reading list) provided the data in the "Future"
examinations column. Thus, this delineation utilized the available evidence to ascertain and project
the level of academic preparation to which the
future CMA examinations likely will be directed.
In the case of the managerial accounting subject
area, for example, six semester hours sufficed in the
1972 and 1973 examinations, but nine hours are
thought to be needed as preparation sometime in
the future.
As a standard for evaluating the academic preparation envisioned by the CMA examination, the
four -year program of study outlined by the Committee on Education and Experience Requirements
Rep o rt of t he Co m m i t t e e on Educat i on and Exper i ence Requi reme n t s fo r C PA s , A I C PA , N e w Y o r k , N . Y . , 1969, pp. 41 -59.
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Exhibit 3
SEMESTER HOURS
OF PREPARATION NEEDED
Subject area

Examinations
1972/ 1973 Future

Managerial accounting
Financial reporting
Business finance
Economics

6
12
6
6

9
15
6
6

Management and org.
behavior
Auditing
Taxation

6
3

9

Quantitative methods
Information systems
Gov. and bus.
Total

6
0
3

3
6
6
6

3
51

3
69

Beamer
program
3
12
12
4
12
3
3
12
7
3
71

T he t hree outlines of academic programs in this table
consistently embrace additional general education and
general business requirements of approximately 46
semester hours. To achieve consistency, the Beamer
program format was slightly rearranged to fit the delineations which emerged from analysis of the CMA
examinations. The Beamer Four -Year Program also
makes provision for three additional elective hours
which may be selected from managerial accounting,
financial reporting, auditing, taxation, or information
systems.
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for CPAs ( the so- called Beamer Report) e is given
in the last column. This model curriculum clearly
allows a student to prepare adequately for the CMA
examination.
Summary
This analysis of the 1972 and 1973 CMA examinations should have laid to rest any misconceptions about the examinations. It has confirmed the Association's position that the examination required the equivalent of a four -year college
program leading to a bachelor's degree in business.
While a substantial amount of study in the overall
area of accounting is necessary, it appears that only
six semester hours in the subject area of managerial
accounting (as narrowly- defined in this article) are
currently adequate. On future CMA examinations,
however, an additional three semester hours of
managerial accounting preparation are expected to
be necessary.
The content analysis also revealed that the subject area of managerial accounting constitutes approximately 40 percent of both examinations, while
relatively insignificant amounts of coverage are given
to the areas of information systems, quantitative
methods, and management and organizational behavior. In light of these findings, it appears that
the examination is not as broadly oriented as might
be inferred by the titles of its five parts. Hence,
with only a limited amount of study time available,
a candidate would seem well- advised to concentrate
upon a comprehensive cost /managerial accounting
textbook to prepare for the examination, unless only
Part I and /or Part III are attempted.
❑

23

TIME - FRAMING
A PERT CHART
In some cases, the time - framing of the cost and revenue flow
has led us to recognize danger signals in early stages of the
contract and it has allowed us to counteract what could have
been, under the conventional cost estimate method, an
unpleasant experience.

By Jaroslav P. Bures
The validity of data recorded throughout the life
of a contract, both for revenues and for costs is
entirely dependent upon two factors. First, it is
dependent on the accuracy of the most current
estimate of the total cost needed to complete the
contract, and second, it is dependent on the estimate of actual progress on the contract in any given
P.BURES period of time., Although both factors are difficult
is Group Controller,
to audit and verify, the first one presents a lesser
Clean Air G roup,
problem
to the accounting practitioner. Outside
American Air Filter
verification from independent sources will usually
Co., Inc., Louisville
provide a sufficient insight to allow a respectable
Ky., and a Part -time
Instructor in Advanced
judgment as to the reasonableness of data used by
Accounting Studies
the client. Unfortunatelv, the second factor, related
and Cost Accounting
to the degree of completion of the contract is not
at the University of
easily adaptable to outside examination.
Louisville. Mr. Bures
holds degrees in
It has been suggested that the expiration of cost
Accounting and Law
be used as a measurement of progress of a given
from the University
of Czechoslovakia, contract. Unfortunatelv, such a method results in
several illogical consequences. On the one hand, it
and Bachelor's and
Master's degrees from
necessitates the assumption that all the elements of
the University of
a contract have identical price /cost ratios. On the
Louisville.
other hand, evidence of the expiration of costs,
other than those generated by the company's own
This article was
facilities (such as a vendor's invoice), will be
submitted through the
greatly influenced by the financial terms of the
Louisville Chapter.
order or subcontract. Unless a company has an
overflow of cash on hand, with no better alternative for investment, an attempt will always be made
to process a vendor's invoice as late as possible.
In other words, the evidence of expiration of the
cost is, in most cases, made intentionally variable
with the skill of purchasing personnel and resistance of the vendor. Customer payments against
the progress of the contract are also subject to
identical objections as a method for determining
contract progress for the same reason. In either
case, the pavments may be made in advance, de24

ferred to the end of the contract, or be arbitrarily
preset by the contract.
What then is a satisfactory method for deter.
mining the progress of a given contract? Let us
first examine the attributes of an ideal method.
To be satisfactory beyond reasonable doubt, the
method must be:
I. Consistently applicable
Z. Reasonably accurate
3. Subject to verification by an outsider

The PERT Chart
When the magnitude of the tasks and the need
for coordination of activities within a large contract became significant to management, the engineering profession developed what is today commonly known as a "PERT Chart." 2 In most
elementary terms, the resulting method of contract
management is a breakdown of all activities into
small, independently cohesive tasks, each of which
is individually determinable. The individual tasks,
as a result of limited size and scope, are less difficult
to define in terms of activity demand than the
whole contract. Consequently, they are individually
more manageable and, what is important from our
viewpoint, are extended over shorter segments of
elapsed time. From an activity management standpoint, the most significant elements of an individual task, besides the content and performance
specification, are its time - related starting and ending points. The overall contract management then
consists of interlocking the individual tasks into
an overall time frame. Because the individual tasks
' APB Research Bulletin No. 45, issued in October 1955, addresses itself mainly to the underfyin}1 distinction between completed
cont ract and percentage of completion methods of accounting for
long -term contracts. The Bulletin does not, however, provide sufficient guidelines for the method of determination of the progress
of a given contract.
2 See Andrew J. Michaels. "Establishing a P E R T System," Management Accounting, October 1971.
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are dependent on the flow of activities, a comprehension and awareness of their role in the total
contract consists of correlating them into the total
time available. Conventionally, this is done in the
form of a graphical presentation or PERT Chart.
A simplified version is presented in Exhibit 1.
The PERT Chart presents the accountant with
several opportunities. First, each task can be assigned its own cost. Second, when a task is assigned
for performance (to vendor, subcontractor, etc.),
the cost estimates can be made firm and be contractually agreed upon before their incurrence.
Third, the individual tasks can be evidenced by
written documentation such as vendors' purchase
order acknowledgments, subcontractors' contract
acceptance, etc. Fourth, and very significantly, an
opportunity will present itself for the correlation
of the original cost estimates to their equivalents in
the original contract price. Finally, the most significant opportunity presents itself in the very nature
of the individual tasks. Since they are comparatively small, and since their life is comparatively
short, it is logical to assume that the expiration of
the cost within an individual task will occur in
completely linear fashion. In other words, it is
logical to assume that an equal share of cost will
expire over an equal share of time within the task,
as long as the task is small.

The acceptance of linearity of progress within
a small task as a basic hypothesis for measuring
the progress of the task itself permits an assignment
of cost values to the elapsed time between the beginning and the end of the activity defined by the
task. If, for example, a certain task is subcontracted for $1,000 with an accepted stipulation of
completion within 10 days, each day will be presumed to contribute a $100 of equivalent accountable cost. If, to continue the example, the task had
in the contract price estimate an assigned selling
price of $3,000, the recognizable revenue after
three days (if that is the day of the end of the
accounting period) will be $900 and the associated
cost, $300. Obviously, there is no need to apply
the time criterion if the task is completed within
one accounting period. It will be applied only if
the expiration of task performance occurs after the
end of the current accounting period.
The simplicity of the method becomes apparent
when the contract is broken down into tasks. Each
task has a predetermined value both in terms of
cost and revenue. Since the PERT Chart gives the
life of the task in terms of days, a simple computation vields revenue and cost values for each day
(or week, or month) . In a given accounting period, the revenue earned, together with the associated cost, becomes simply a function of the

"The PERT
Chart presents
the accountant
with several
opportunities."

Exhibit 1
TIME - FRAMED PERT CHART
Task revenue

4

9,500 $1,900

5

7,000 $2,000

6

2,000 $2,000

7

10,000

8

Example (Task

$300
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(Task 1)

+

Example of recorded cost (Month 4►:

(Task 1)

+

Total Cost per a Task
Cost /month
Number of Months for the Task
=

Example (Task 1):

$400

10

11

12

Eng. design — equipment
Eng, drafting — equipment
Eng. design — erection
Eng. drafting— erection
Outside motors
Outside enclosure
Eng. testing
Outside gates

Total revenue of a task
Number of months for the task - Revenue /month

Example of recorded revenue (Month 4►:

9

$270
$200

$2000
5 months

1►: $1500
5 months

(Task 2)

(Task 2)

$225
$125

$400 /month

$300 /month

('/z Task 3)

('/z Task 3)

$1,200
$950

(' /2

('/z Task 5)

Task 5)

_

3

270

8

7

=

250

6

5

+

2

4

+

1

200

3

2

_

$
$
$
$

$
$

300

1

=

$6,000

810

Month

No. Task

+

6,000

1,000

Per
month

+

$4,000

$

$2,400

S14,000

$

300

$

450

S12,000

$11,000

1,500

270 S 1,200

$

900

400

$

1,800

5
$

1,620

Total

$

S

2,000

$

$

5
S

Per
month

$

Total

Task cost

$2,095

$1,575
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"The schedule
is also
inherently
selfcorrecting,..."

number of days (or weeks, or months) spent on
those tasks which were scheduled for that accounting period. There is no guessing, no human estimate involved, in determining the total recognizable progress of the whole contract. The sum of
the revenues earned on the tasks scheduled for
that period is the total revenue earned on that
contract, and the sum of the costs represents the
total cost applicable to such revenue.
The most often heard objection to this method
is a fear of irregularities in scheduling the task.
More often than not there is some written evidence
of the validity of the schedule, such as a subcontract with a delivery or completion date, or purchase order acknowledgments with confirmed delivery dates. At the worst, a vendor's estimate of
his own work progress can be obtained by direct
communication to verify the acceptability of the

scheduled time -frame. The schedule is also inherently self- correcting, since it must be periodically
reviewed for management purposes.
Conclusion
We have tested the method against others. It
has proven to be not only more accurate for
determination of contract progress, but it has also
made an early recognition of changes in cost /price
ratios possible. In the three years of its use, we
have yet to experience an unexpected or unforeseen
deterioration of contract profitability. In some
cases, the time - framing of the cost and revenue
flow has led us to recognize danger signals in early
stages of the contract and it has allowed us to
counteract what could have been, under the conventional cost estimate method, an unpleasant experience.
❑

THE SOCIAL COSTS OF SOCIAL BENEFITS
Continued from page 14
tune that are traceable to its business activities. If
we are to protect our basic economic structure,
while recognizing the public insistence for accountability of damage to the environment traceable to
business activity, the nation must adopt mechanisms that will somehow apportion costs or assess
penalties as the damage arises. In the meantime, it
hardly seems necessary to tear down the entire
approach to accounting in order to include in the

computation of corporate profitability all sorts of
cost elements that do not in fact exist as costs.
We must utilize our already existent economic
system of free enterprise. It will not only maintain
the push to produce goods for a profit, but will also
effectively monitor the potential of industry to
pollute. Let us adapt our system so that it can fine
tune itself to give us the growth we need and which
our presently strained natural environment can still
afford. It can still provide us with a standard of
living to which we have grown accustomed.
❑

CONDUCTING A SOCIAL INVENTORY
Continued from page 16

very nature, is nebulous and conjures up emotional
responses from managers. Accordingly, while immediate reporting is not being done, evolutionary
progress is being made and will continue to be
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made. As Professor Bauer says: "Social concerns
are moving targets. What is `social' today may be
the normal routine cost of tomorrow." Thus, there
may be a continuing decrease in the need or pressure to report. This trend is especially evident in
open dating and product labeling.
❑
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PASCAL'S TRIANGLE
Did Blaise Pascal have accounting in mind when he set down his
Triangle over three centuries ago?

By Harold E. Wyman
Blaise Pascal, a seventeenth century French scientist
and religious - philosopher, invented the mathematical triangle which bears his name. While Pascal's
Triangle has been used primarily to answer a variety
of mathematical questions, it can also be used as an
interesting insight into some accounting related
questions.
Sum of Years Digits
As formulated by Pascal, the Triangle is an intriguing mathematical arrangement of numbers
which shows the areas and volumes of certain geometrical figures built from individual units. As
shown in Exhibit 1, for example, the first row is a
repetition of the integer one. Each succeeding row
is constructed so that the number in the nth column
of the row is the sum of the numbers in column
one through n of the preceding row. For example,
look at the third column. In the second row we see
a 3; it is the sum of three 1's in the row above it.
In the third row of the third column we see a 6;
it is the sum of the figures in the second row, e.g.,
(1 + 2 + 3). 1 Accountants should notice that the
third row is the same as the denominator used in
the "sum of years digits" method of accelerated
depreciation. The "sum of the digits" can be read
from the third row under the "years of life" in the
second row. For example, for a five -year life, row
two, the sum of the digits is 15, in row three.
Compound Interest
Compound interest problems may also be solved
with Pascal's Triangle. In this case we use the
diagonals to get the coefficients of a binomial
expansion. As an example, the expression (x + y)
is a binomial because it has two terms, x and y. If
the binomial is raised to some power, it can by
progressive multiplication be expanded. For example, (x + y ) 4 can be expanded to 1x 4 + 4x3y +
MANAGEMENT ACCOUNTING /OCTOBER 1974

6x2y 2 + 4xy3 + ly 4. (See footnote 2.) The coefficients, 1, 4, 6, 4, 1 for this particular binomial
can be read on one of the Triangle's diagonals by
adding one to the power to find the right column
and row, e.g., for (x + y ) 4 add one to the four to
get column 5 row 5. Note that the fifth column,
fifth row, diagonal has exactly five terms as in the
binomial expansion.
In the compound interest problem, accountants
will find a similar example of a binomial expansion.
The formula (1 + i) n is a binomial, where i is the
interest rate and n is the number of years that the
interest is compounded. Suppose we want to know
the compounding factor for ten percent for five
years. We want (1 + i ) n to be equal to (1 + 0.10) 5
so we look for the coefficients on the diagonal from
the sixth column to the sixth row and solve as
follows:
1(1 5 ) + 5(1 41)

+

10(1 312 ) +
1000) + 5(l i ' ) + 1(i `)

Substituting 0.10 for i we get:
1 + 5(0.10) + 10(0.01) + 10(0.001) +
5(0.0001) + (0.00001) = 1.61051
This works so well because the first term is a one,
which when raised to any power is still one. All
you have to worry about is the coefficient and the
interest rate. (In other words, one dollar invested at
ten percent, compounded annually, will be worth
$1.6105 at the end of five years.)
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Raleigh- Durham Area
Chapter.

, If it is a rainy day and work is slow, you can take a pencil and
keep adding figures to the Triangle until you reach the margin.
Just remember that you have to come out with identical rows and
columns.
' As an instant refresher, the expansion of (x + y)4 is as follows:
(x + y) (x + y) — xs + 2xy + ys
( xs + 2 x y + y' ) ( x + y ) — xl +3x° y + 3xys +y'
W + 3x2y + 3xys + ys) (x + y) — x' + 4x 1y

+

6xsy2 + 4xys + y4
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Exhibit 1
PASCAL'S TRIANGLE

1

2

1

5

3

1

1

6

1

7

9

S

10

1

1

1

1

6

7

8

9

21

28

36

84

1

3

6

10

4

10

20

35

56

1

5

15

35

70

126

1

6

21

56

126

1

6

28

1

8

36

1

9

84

=

7

+

1

+

To find binomial
coefficients and
their sum:
1 +3 +3 + 1 =8

To find sum of years
digits denominator:
1 2 3 4 5 15
+

7

+

/

"A thought
has escaped
me. l wanted
to write it
down. l write
instead that it
has escaped
me." (Pascal)

8

s

.

10

1

Finding the Number of Possible Alternatives
The number of possible alternatives can also be
calculated from Pascal's Triangle. Suppose we have
defined three investment projects: A, B, and C,
which are not mutually exclusive. Considering all
possibilities, how many alternatives should be considered?
Since each alternative can be an investment or
not, a binomial possibility, the number of outcomes
can be found from the diagonal .3 For three possible
investments select the diagonal from the fourth
column to the fourth row. In this case, for three
investments the diagonal is 1, 3, 3, 1. Add the
numbers in the diagonal (1 .+ 3 + 3 + 1) to find
8, the number of outcomes. To prove this is correct,
we can list the eight alternatives that are considered:
5 The binominal possibility for two alternatives could be illustrated
as (I + 1) ^ —where n = 3, we have 28 = 8.

28

Alternative
1
2
3
4
5
6
7
8

Investment
C
B
A
No
No
No
No
No
Yes
Yes No
No
Yes
No
No
Yes No
Yes
No
Yes Yes
Yes
Yes
No
Yes Yes
Yes

Conclusion
Did Blaise Pascal have accounting in mind when
he set down his Triangle over three centuries ago?
Probably not, but maybe it was on his mind just
before he wrote, "A thought has escaped me. I
wanted to write it down. I write instead that it
has escaped me."
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COSTING
IN A DATA
PROCESSING
DEPARTMENT
To control data processing costs, one must control two things:
the time it takes to produce a given task, and the cost - per -hour
of that time.

By John E. Finney

development or operational cost of a system? " I
asked.
"Well," lie replied, "we first identify all of the
The Vice President for Administrative Services, individual tasks necessary to develop a system and
George Grav, had asked to meet with me and it then we estimate the roan hours that will be rewas obvious when he called that he was concerned quired to complete each of the tasks. We accumuabout a problem. I arranged an appointment for late the estimated man hours for each of the tasks
10 a.m. the following day. I was on the staff of a and we multiply that total by an average hourly
national public accounting firm and was working rate. Then we do the same for the computer hours
on a cost accounting consulting engagement for to be used in compiling and testing. The total of
George's company. When I arrived, I noted by his the two is our estimate for the project."
expression that all was not right. He ushered me
"That seems to be a reasonable method," I
into his office and closed the door. I was barelv commented. Then I asked, "How do you develop
seated when George started talking about data this average rate that you mentioned ?"
processing expenses.
To this, George replied. "At the beginning of
"Our data processing expenses are increasing each year we calculate a new average hourly rate
about 25 percent per year, and I'm concerned about to be used in our estimates for that year. From our
whether or not we're getting our money's worth. budget, we obtain the estimated salaries for all
According to our feasibility study, the development systems analysts and programmers and divide that
costs for the new Sales Information System were by the number of hours that they will work. Lookestimated at $25,000. But our Systems and Pro- ing at it another way, our average salary for analysts
gramming Group's expenses last year ran to almost and programmers this year is $12,480. An employee
$250,000 and the new system was about all thev works 40 hours per week or 2,080 hours per year.
worked on."
$12,480 divided by 2,080 gives us a rate of $6.00
"It sounds like you must have had quite an per hour which is the rate we're using this year."
overrun on that project," I commented.
"That rate is representative of your average
"It took longer than we thought it would," the hourly payroll rate, but what about overhead? Do
vice president said, "but that's only part of the you add anything for that? " I asked.
problem. Although we're getting better all the time
"No, we don't," he replied. "I suppose we
at estimating how long it's going to take to design should but we figured that it didn't amount to that
and implement a system, I know that something is much so we just didn't worry about it."
not right when I look at cost estimates of individual
"You mentioned that the Sales Information Sysprojects in relation to our total data processing tem took longer to develop than was estimated.
costs."
What was the difference in time? " I asked.
"How do you currently determine the anticipated
George answered. "We estimated that it would
MANAGEMENT ACCOUNTING /OCTOBER 1974
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"...

time was
recorded only
when an
analyst or
programmer
worked on
a specific
project."

take 4,200 hours of systems analyst and programmer time and that it would be completed in
nine months. It ended up taking 13 months. I
don't know how many man hours the entire
project took."
"I know that your systems analysts and programmers record their time when they are working on a project —isn't this time accumulated or recapped by project? " I asked.
"No, not exactly," he replied. "They do record
their time and they do indicate which project
they're working on. But we only summarize this
time by product line, which they also indicate on
their time report, so that we can prorate all costs of
the systems and programming group to our various
product lines. This is prorated in a manner similar
to the way in which we prorate our total general
and administrative costs to our product lines."
Organization and Current Records
To get more insight into the problem, I asked
George if my assistant, who had just arrived, and I
could review the current annual data processing
budget, available utilization records, and anv other
related information. In response to my request,
George introduced us to the Director of Data
Processing, Jim Perry, and asked him to show us
whatever information we needed for our review.
We then left George's office and we were escorted
into a conference room where Jim had brought the
requested files and reports.
In the discussion of budgeting, time recording,
and costing procedures with Jim Perry, we found
that the data processing department was divided
organizationally into five parts, the manager's office
and four groups or cost centers: systems and programming, computer operations, data entry, and
data control. Time recording was being done for
systems and programming and for computer operations but not for data entry or data control. From
several of the documents, we summarized the information shown in Exhibit 1 relating to the previous year's operations.
In reviewing the time recording instructions for
the systems and programming group, we noted that
time was recorded only when an analyst or programmer worked on a specific project. It made no
difference whether the project was a major or a
minor one. Time was not recorded, however, for
non - productive time such as vacations and holidays.
In attempting to reconcile the total payroll time
with the hours reported for the systems and pro-

Exhibit 1
DATA PROCESSING COSTS FOR THE PREVIOUS YEAR
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—

Hours
reported
20, 280
6,000

—

Total
expenses
$245,000
360,000
245, 000
65, 000
45,000
$960,000

—

Cost
Center
Systems and programming
Computer operations
Data entry
Data control
D.P. administration

No. of
employees
14
5
24
7
2
52

gramming group, we found that the group consisted of 13 analysts and programmers and one
secretary. Considering a staff size of 13 and the
fact that they worked 40 hours per week (any
overtime was balanced by compensatory time off,
so the average amounted to 40 hours per week), the
total payroll hours would have amounted to 27,040
(13 people times 2,080 hours per year) . However,
the hours reported for the year amounted to only
20,280 or an average of 1,560 hours for each of the
13 analysts and programmers. With Jim's assistance, we estimated what made up the difference
and concluded that the breakdown shown in Exhibit 2, even though there were no time records to
substantiate it, was probably fairly accurate. The
company was purchasing 2,080 hours of payroll
time for each analyst and programmer but receiving
only 1,560 hours of productive time. This amounted
to a utilization percentage of 75 percent which,
based on our experience with systems and programming groups, was about average. We also examined'the financial statements for the systems and
programming group to determine the makeup of
the expenses. The total expenses for the group, as
shown in Exhibit 1, was $245,000 for the previous
year. Exhibit 3 shows the breakdown of this total.
We then examined the financial figures and time
records for the computer operations group. The
company had an XYZ System 3670 computer, a
medium large tape and disc system. The equipment
rental, including a few pieces of off -line unit
record equipment, amounted to $270,000 per year.
Operators' salaries and other expenses amounted to
$90,000 for a total annual cost of $360,000 for
this group.
The computer was operational an average of
about two and one -half shifts per day, six days a
week. Processing included a limited amount of
multiprogramming in that roughly half the time,
two or more jobs were being processed simultaneously. The 6,000 productive hours which had been
reported ( Exhibit 1) included the run time from
all jobs —that is, two hours would be reported if
two jobs were running together even though the
total combined processing time was one hour.
Analysis and Findings
It was about three in the afternoon when George
came into the conference room and asked, "How's
it going, fellows ?"
"Well," I replied, "We have identified the fact
that your average actual cost per hour for systems
and programming last year was at least $12.08, or
more than twice the figure of $5.70 per hour which
you had been using."
George looked at me with a dubious expression
and asked, "How can it possibly be that much? I
know it's somewhat more than $5.70 an hour, but
how can it be over $12.00 ?"
I reviewed the information that we had been
considering and ended by explaining, "Last year
the systems and programming group reported 20,280 productive hours. According to your accounting records, the total actual cost for the group
MANAGEMENT ACCOUNTING /OCTOBER 1974

Exhibit 2
SYSTEMS ANALYST OR
PROGRAMMER TIME ANALYSIS
Total payroll hours (40 x 52)
Average productive time as reported
Total other or non - productive time
Non - productive time estimate:
Vacation, 3 weeks @ 40 hours per week
Hol iday, 8 days @ 8 hour s per day
Illnes s, 2 days@ 8 hours per day
Training, 2 weeks @ 40 hours per week
(both giving & receiving)
Staff meetings, 2 hours monthly
Administrative tasks, 1 hour per week
Professional societies, 1 hour per month
Initial examination of requests, 1 day
per m onth
Other miscellaneous non - productive
tasks
Difference

2,080
1,560
520
120
64
16
80
24
48
12
96
60

520
-0—

amounted to $245,000, not including a proration
for data processing administrative expenses which
amounted to a total cost of $45,000. The total
recorded cost of $245,000 divided by the 20,280
productive hours amounts to an actual average cost
per hour of $12.08. Your $5.70 per hour figure does
not consider two very significant facts: first, the
fact that an analyst or programmer is not 100 percent productive —in your case they were only 75
percent productive for the year; and second, the
fact that your overhead expenses for the department
amounted to $90,872, a very significant 37 percent
of the total expenses for the group. When these
two facts are considered, both of which are just as
much an expense as the average direct hourly rate,
the actual total cost per hour amounts to a significantly higher figure."
"That's fine for looking backward at previous
accounting periods," George said, "but what do
you suggest we do to determine an appropriate
hourly rate for a current period so that we might
exercise some control over costs ?"
"Essentially the same thing," I answered. "In
order to control costs, there are several things which
you could and should do. One of the best steps to
follow — always applicable in controlling costs —is
to relate costs to benefits received, including the
relating of expected costs to expected benefits. This
is virtually impossible to do when you are looking
at the total costs for the data processing department, or even for one cost center within the department. Benefits are determined by a combination of
two factors: the usefulness of the information produced, and /or the cost reduction achieved when a
computerized operation is used rather than some
available alternative method of producing the same
or similar information. If costs are identified to a
given system or application, it is possible to relate
those costs to the benefits achieved by the development and operation of that system."

Recommended System
"Both developmental and repetitive operating
MANAGEMENT ACCOUNTING /OCTOBER 1974

"From a cost

Exhibit 3
ANNUAL EXPENSES FOR THE
PREVIOUS YEAR: SYSTEMS AND
PROGRAMMING GROUP
Staff salaries (direct labor)
(13 people x an average of 5.70 /hi
for 2,080 hours)
Overhead:
Socretary's salary
7, 200
Payroll taxes and fringe benefits 29, 900
Training costs
5,000
Supplies
3,000
Travel expenses
4, 312
7,000
Consulting fees
Rent, insurance, and utilities
allocation
24, 000
Depreciation on Turn. & fixtures
3,000
Employment agency fees
6,000
Dues & subscriptions
1,460
Total overhead

accounting
viewpoint," 1
$154,128

commented,
"you have
three
computers."

90, 872
$245,000

costs must be forecasted for prospective systems,
and they must be accumulated and reported for systems that are currently operational," I said. "To do
this, we recommend the adoption of a cost accounting system which will provide budgeted hourly rates
for each cost center within the department. These
rates are sometimes referred to as all- inclusive
hourly production rates."
At this point, Jim interrupted and said, "I can
see where that might be fairly easy to do for the
systems and programming group, but considering
our use of multiprogramming, it looks to me like
it would be more trouble than it's worth for the
computer. What kind of rate would you recommend for the computer operations group? "
"From a cost accounting viewpoint," I commented, "you have three computers. Also, you are
currently using an operating system which permits
the use of up to three fixed partitions. The computer configuration can, therefore, be divided into
three cost centers —one for each partition —and an
appropriate hourly rate can be established for each
partition or cost center. In addition, each of the
peripherals, except the console typewriter, the
printer, and the pack containing the system software would be assigned to one of these three partitions. Since you already know the cost of the individual peripheral devices, that's no problem. All
that remains is for the cost of the processing
memory to be divided in proportion to the amount
of memory required by each of the three partitions.
You're already maintaining time records by job, ,so
it would only be necessary to identify each job in
your cost accounting records with each partition
being used."
"You're talking about establishing the same kind
of hourly rates, by cost center, that we currently
use in our print shop," said George. "We have the
print shop divided into about 15 cost centers and
at the beginning of every year, when we develop our
budget, we assign all direct costs to the appropriate
cost center and allocate all indirect costs on various
bases. How many cost centers would you foresee for
31

"The
difference
between
actual price
and the
actual cost
provides one
measure of
efficiency of
the data
processing
department."
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the data processing department ?" he asked.
"You're exactly right about the resemblance of
our recommended job costs system to that normally used in print shops," I replied. "The graphic
arts industry has used this system for years and it
offers several benefits, including the ability to relate
costs with benefits so that overall costs may be
better controlled. But to answer your question about
the number of cost centers in the data processing
department, additional study of your cost records
would be required to determine the recommended
number. However, it seems that we're probably
talking about having approximately eight cost
centers. These would include: systems, programming, computer background partition, computer
foreground 1 partition, computer foreground 2 partition, off -line devices, data entrv, and data control
and clerical functions."
"In the case of our print shop," said George, "we
price out the work to the requisitioning department.
Are you recommending we do the same in the case
of data processing costs? "
"No, at least not immediately," I replied. "Fortunately, you already have a good departmental
budgetary control system within the total organization, but we do recommend that a job cost system
using budgeted hourly rates be established and used
for at least a year or two before you start charging
user departments for data processing services. When
user departments are to be charged for data processing services, it is recommended that the charge not
be in direct relationship to the time taken by the
data processing department to perform the work.
Rather, the data processing department should develop a price for the service which the user department can use to include in its departmental budget.
The price for the processing of a given system is
usually a fixed amount plus a variable amount per
transaction, the volume of which would affect the
total processing time. Theoretically, the price to
be charged a user department would be the same
as the cost to the data processing department. In
practice, however, the actual time required by the
data processing department to perform the service
and the department's actual cost - per -hour will be
somewhat more or less than that which was originally estimated. The difference between the actual
price and the actual cost provides one measure of
efficiency of the data processing department. In
addition, a price which is at least partly based on
volumes- to -be- processed provides the user department with more control over its cost than if the
cost were solely based on the hours required to
perform the processing. Therefore, we recommend
that initially costs be accumulated by system and
by responsible user departments for information
purposes only. This, in itself, can be very revealing
even though there is no actual charge to the user
department's budget."
"I can see your point," said George. "Now, let
me ask you people to get together with Jim and
our cost accountant, to review our costs in more
detail and see what you can come up with in the
way of recommended cost centers and budgeted

hourly rates working with this year's budget. Jim
can set it up for some day next week so they can
get their records together."
Development of Budgeted Hourly Rates
The following Monday we all got together and
pored over the details of the current year's data
processing budget. At that time, we were only in
the second month of the fiscal year so we didn't
have much of the current year's actual costs to compare with the budget, but it appeared that the budget was still reasonably accurate. We noticed that
George was correct in his original statement —this
year's budget was 25 percent more than last year's.
Additional memory and peripheral devices had
been added to the computer, most of the groups
had more employees, and salaries and other costs
were up about five percent.
IDENTIFYING COST CENTERS

We took a closer look at the department and its
costs to determine probable cost centers. We found
first, that there was a manager or supervisor over
each of the four originally identified groups, and
that in each case the manager's time was almost
entirely restricted to administrative matters. In effect, the managers contributed no productive hours
to the work effort. Consequently, they were considered to be overhead. We also discovered that
there were seven analysts and seven programmers in
the systems and programming group. The current
year's average annual salary of an analyst was $13,600, and the average for the programmers was
$10,400. In examining the utilization records of the
group, we also found that, as usual, the systems
analysts spent more time in activities classified as
non - productive than did the programmers. The
reason for this was that analysts spent time on
initial investigations of project requests received
from user departments. This time was considered to
be non - productive even though all requests must
have at least a brief initial investigation. Time spent
on such investigation was, therefore, considered to
be an overhead item in the department. Since the
systems analysts would obviously have a significantly higher rate than the programmers, we decided to establish one cost center for systems analysts and one for programmers.
In the operations group, some off -line unit record
machines were being used, all of which had about
the same rental or depreciation costs. Also, one of
the computer operators spent about one half of
his time on this equipment. Since this was such a
different operation from the computer itself, both
as to cost and otherwise, we decided to identify it
as a separate cost center.
With the exception of a few optional features,
all operators in the data entry group used the same
type of equipment and all units had the same productive capacity. Therefore, we had no reason for
considering it to be anything other than one cost
center.
Finallv, the data control section has some equipment, but its cost was relatively insignificant in
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relation to salaries; so this was considered as an
overhead item within that group.
Considering the fact that each partition of the
computer was also considered to be one cost center,
we ended up with eight cost centers. Each of the
major items that could be classified as a direct expense to a cost center, such as salaries and equipment, was scheduled in detail. Totals from the
detailed schedules were brought forward to the departmental recap sheet. This sheet, shown in Exhibit 4, includes all budgeted items for the department in the current fiscal year. Where a given
direct expense had to be allocated to two or more
cost centers (such as computer memory, console
typewriter, printer, and system pack), the basis for
the allocation was shown on the detail schedule.
The cost accounting department had already determined the allocation for rent, insurance, and utilities for each of the four organizational groups; so it
was only necessary that we further break this down
where we had two or more cost centers for one
organizational group.
In Exhibit 4, the line, "Data processing administration," represents expenses associated with the
office of the Director of Data Processing and is
classified by itself until all other expenses are allocated to one of the eight cost centers. (In effect,
it represents a temporary cost center in the development of budgeted hourly rates.) After all other
costs are allocated to one of the eight productive
cost centers, the cost of data processing administration is prorated to each of the eight cost centers on the basis of their proportionate share of all
other expenses.' After this proration of administrai This particular basis for proration may not be appropriate in
all cases. Whenever indirect costs are to be prorated to productive
cost centers, the basis used must be a logical one and it should
be consistent from one accounting period to the next.

tive costs to each of the eight cost centers, all costs
of the department are charged to one of the cost
centers as shown on the "Total budgeted cost" line.
DETERMINING HOURLY COSTS

The next step is to determine the total number
of hours that this amount of money purchases for
each cost center ( "Available or purchased hours"
line) . These are the hours from which productive
time comes and can be thought of as representing
100 percent when reviewing utilization records.
The systems and programming cost centers, for example, each has seven people working 40 hours per
week for 52 weeks, or 14,560 hours.
The "Percent utilization expected" line indicates
the estimated utilization percentage expected for
the year for each of the eight cost centers. The
difference between this figure and 100 percent
represents non - productive activity. In the three
computer cost centers, machine output is measured rather than operator output, and the utilization percentage is estimated based on the expected
workload to be processed. As mentioned earlier,
we had some historical utilization records on some
cost centers, but in the case of others, primarily
data entry and data control, we had to make educated guesses for this first year.
The "Expected productive hours" are obtained
by multiplying the utilization percentage by the
total available hours. In the case of the computer
cost centers, we actually did it the other wav
around -that is, we could estimate the total expected productive hours better than we could the
utilization percentage.
The last line in Exhibit 4 shows the "Budgeted
hourly rate" for each of the eight cost centers.
This figure is derived by dividing the total budgeted

"In the three
cost centers,
machine
output Is
measured
rather than
operator
output, . . . "

Exhibit 4
DATA PROCESSING BUDGET BY COST CENTER
Annual
budget

Programming

D.P.
admin.

Computer Computer Computer
forebackforeground
ground 1 ground 2

Off -line
devices

Data
control

Data
entry

$

Systems
Item
Data processing
48,000 $48,000
administration
$ 20,000 $ 15,000 $ 5,000 $ 10,000 $ 10,000
82,000
Group managers & secretaries
Other salaries fringe
10,000
23,000
15,000
84,000
114,000
528,300
benefits
900
500
3,500
3,500
300
11,000
Training costs
1,000
8,000
12,600
2,300
1,700
34,600
Supplies
700
500
4,000
2,000
500
7,700
Travel expenses
6,000
3,000
9,000
Consulting fees
11,000
9,000
13,500
13,500
8,000
78,000
Rent, insurance utilities
77,000
80,000 150,000
356,000
Equip. rental depreciation
10,000
8,000
12,000
30,700
Equip. maintenance
Depreciation on furn.
400
200
400
1,700
1,700
6,100
fixtures
4,000
3,000
7,000
Employment agency fees
600
1,600
1 000
Dues subscriptions
$1,200,000 $48,000 $170,000 $128,000 $113,000 $216,000 $135,000
Total
5,600
5,200
4,700
8 900
($48,000)
7,400
Allocation of adm. costs
$1,200,000
$177,400 $133,200 $117,700 $224,900 $140,600
0
Total budgeted cost
14,560
7,488
7,488
7,488
14,560
Available or purchased hours
35
60
20
70
80
Percent utilization expected
1,498
11,648
2,620
4,493
10,192
Expected productive hours
93.86
44.92
11.44
50.05
17.41
Budgeted hourly rate

4,000
200
2,000

230,000
1,600
6,000

48,300
500
1,000

2,000
1,000
500

17,000
47,000

4,000
11000
200

300

400

1,000

&

&

&

&

$ 2,000 $ 10,000 $10,000

$

$

$
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12,000 $312,000 $66,000
2.700
500
13.000
12,500 $325,000 $68,700
60,320 12,480
1,040
85
86
80
9,984
51,875
884
6.26
6.88
14.14
$

$

$

$

$

-

$

1

$

&

1
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"The recommendation
here was also
to record all
time, both
productive
and nonproductive."

costs by the expected productive hours for each
cost center. This budget shows an approximate
$5.97 per hour spread between the hourly rate for
a systems analyst and a programmer.
Also shown in this budget is a high rate of
$93.86 per hour for computer foreground 2. This
high rate per hour is caused by the relatively low
utilization of this partition. This situation points
out a potential problem in using such a rate as a
basis for constructing user charges. The user is not
interested in whether he's being processed in computer foreground 1 or computer foreground 2. In
fact, if these rates were left unadjusted, everyone
would request that his processing be done in computer foreground 1.
More important, however, this situation points
out a need to investigate areas where costs may be
reduced. For instance, should there be a restructuring of jobs between computer foreground 1 and
computer foreground 2 with the possible elimination of the third shift? Could the installation possibly process in two partitions only and thereby
operate with less memory and /or fewer peripheral
devices? Is this strictly a temporary situation which
will correct itself next year? Under the conditions
given, the actual cost of the computer foreground
2 partition is $93.86 per hour and should not be
considered to be an error of the cost accounting
procedure. The above questions must be answered,
however, before this hourly rate is used to determine the cost of any processing.
IOB TIME RECORDING
Job time recording was already being done in five
of the eight cost centers: systems, programming,
computer background, computer foreground 1, and
computer foreground 2. Systems analysts and programmers were already recording productive time;
indicating the project number, system identifying
code, and a function code to indicate the type of
work being performed. We recommended that their
time recording procedures be changed to include
the recording of all time, and that function codes
be assigned to the various non - productive items
listed in Exhibit 2. We also recommended that
computer time be recorded for all three partitions
(background, foreground 1, and foreground 2) and
that operation codes be assigned to such nonproductive tasks as idle time, down time, and preventive maintenance. Time recording procedures
would need to be established for the other cost
centers: off -line devices, data entry, and data control. The recommendation here was also to record
all time, both productive and non - productive. The
reason for these recommendations was that when
all time is recorded, it can be balanced with pavroll hours (or total clock hours in the case of the
computer), and that more accurate results can be
obtained. By recording all time for all cost centers
the organization will be able to:
1. Keep a close watch over the productive utilization percentage and take action if and when it
gets out of line
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Calculate the cost of each project or system
based on actual time incurred multiplied by the
budgeted hourly rates
Compare the actual productive hours to budgeted productive hours, and be aware of variances
on a weekly or monthly basis
Note the variance between total actual monthly
data processing costs and the summation of
project and system costs
Estimate more accurately the expected productive hours by cost center for subsequent year's
The development and maintenance of a job cost
system incorporating budgeted hourly rates provides
the following benefits:
1. Aids in controlling or reducing data processing
costs
2. Permits accurate and realistic costing of all work
performed by project, system, user department,
and /or line of business served
3. Provides realistic costs rates to be used in estimating the cost of requested or proposed projects
4. Permits a comparison of actual costs of processing a system to those costs which were estimated prior to implementation
5. Aids in the evaluation of operating efficiency of
a data processing installation
6. Provides one measure of profitability for each
data processing cost center and for the entire
data processing department in those cases where
services are charged to a user or customer
We started the process of developing budgeted
hourly rates by working with the financial budget
and then developed the time budget (expected
productive hours) . The combination of the two
produced the budgeted hourly rate for each cost
center. If eventual actual costs exactly equal the
financial budget and eventual actual productive
hours exactly equal the hours budget, then all data
processing costs can be properly identified by extending the productive hours reported through the
job accounting system by the budgeted hourly rates.
If the actual total cost is more than that which was
budgeted, or if the productive hours are less than
were budgeted, all data processing costs will not
be absorbed and, in effect, the data processing department would report a loss. On the other hand,
should the actual total cost be less than that which
was budgeted or productive hours be more than
expected, data processing costs would be over absorbed and the effect would be to show a profit
for the department. In either case, the use of budgeted hourly rates brings about a constant awareness of both cost and time to all department personnel.
A More Sophisticated Operating System
We were just completing the meeting when
George joined us. We explained to him that we
were reviewing our findings and recommendations.
And we were considering the benefits to be obMA N A G E M E N T AC CO UN TIN G /O C TO BE R 1974

tained by developing and using the budgeted hour- ly, there are a number of packaged systems availly rates. At this point, Jim said, "I didn't mention able that can be used in the capture of utilization
it earlier, but we're considering changing our oper- data for cost accounting purposes. Also many operating system in about a year. If we make the move ating systems already have provisions for the capthat we are thinking about, we won't have fixed ture of this data. Usage statistics are currently being
sizes of partitions or a semi - permanent assignment recorded on many larger systems solely for the
of devices to partitions. How could we develop purpose of evaluating computer utilization and imbudgeted hourly rates for the computer if we proving it through better scheduling."
operate in an environment such as that ?"
Conclusion
"That's a good question," I said, "and obviously
As we were about to leave, George commented
the assignment of the three cost centers to your
that
this approach was somewhat complex. "It may
computer would not be appropriate. In fact, the
well
be," I explained, "especially for the smaller
proper costing of computer processing under this
installation.
To be feasible, some modification of
type of operating system gave us some problems
this
approach
would be warranted. For the larger
when we first encountered it. Well, after studying
the problem, we developed some modifications to installations where annual costs for data processing
the costing methods for the computer. What we are in the millions of dollars, a more sophisticated
recommend in this case is that cost centers be approach may be needed. A number of larger inestablished for each type of input /output device stallations, for instance, have developed engineering
and in some cases even for an individual input or time standards in conjunction with their cost acoutput device. In most cases, all devices of one counting system for their data processing opertype, for instance all tape drives, can be classified ations. However, to control data processing costs,
as one cost center. The productive hours are ac- one must control two things: the time that it takes
cumulated for all tape drives and the budgeted to produce a given task, and the cost - per -hour of
hourly rate represents the cost for the use of one that time. In solving your problem, we concendrive for one hour. The tape drive cost of a job trated on the second of these two items by prethat uses one drive for three hours would be the senting a method of determining the realistic cost same as a job that uses three drives for one hour. " 2 per -hour for each type of data processing operation.
"As you can see, the more complex the operat- The first step in attacking the time problem is
ing system is, the more complex is the job costing to have accurate information regarding the time
system. While the methods of recording the time that is required to process a given system or perthat we were talking about for your three fixed - form a given task. The analysis required to effect a
partition environment could be handled manually reduction in time for a given task is another subby the operator, a computerized system would have ject, but one that also must be conducted in
to be used to capture the necessary statistics under order to properly control and thereby reduce data
the more sophisticated operating system. Fortunate- processing costs. Through the use of budgeted
hourly rates, the total cost of a project or system
s To accurately develop budgeted hourly rates for the use of memcan be determined so that costs may be related to
ory, we developed the principle called the K -hour rate. This method require s you to know or estimate how many thousand bytes of
benefits obtained. In this manner, those projects or
memory will be used for how long a peri od of time. For instance,
every program processed requires so many bytes to be set aside
systems
incurring excessive costs may be identified
for that program; and the program requires a certain amount of
time for its processing. If a gi ve n prolFmm required 40,000 bytes
and corrective action may be taken."
of memory, and the processing time of that pprogram was 1.5 hours,
I'm not sure, but I think George breathed a sigh
the K -hours would amount to 60 (1.5 x 40). By establishing a Khour rate, the cost of memory for each program, job, or system
of relief.
❑
can be determined.
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"... the more
complex the
operating
system is, the
more complex
is the job
costing
system."
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DATA PROCESSING
YOU CAN AFFORD
If little or no thought is given as to why a new way of doing
things is needed, the introduction of any new system, including
data processing, could become a disaster before it gets off the
ground.

By Richard C. Gainey
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Many small and medium -sized businesses consider
the computer and its accompanying features as being beyond their reach for both financial and practical purposes. This concept has been fostered in
part by over - zealous computer hardware salesmen
who attempt to dazzle customers with what the
computer can do for them. To this type of sales
presentation can be credited the many failures of
computer applications and the discouragement that
befalls customers who are expecting miraculous
things out of the miracle computer, but wind up
poorer and with little or no results.
The following describes the actual installation
drawn from experience with a visionary company
whose success almost depended upon the development of new systems. The company (let's call it
the ABC Corporation) also did not think it could
afford a new system.
Case Study
The ABC Corporation is a medium -sized manufacturer of three product lines of household appliances and one line — recently developed —in toys
which is barely out of the experimental stage. The
company employs approximately three hundred
persons on two shifts in one location. Last year's
gross sales were thirty million dollars, which represented a growth of thirty percent from the year
before. ABC doubled in size in a period of a little
over five and one -half years and the factory work
force increased by one - third. The office force of
thirty-two, however, added only one person in the
five and one -half years. In the office, there were
the necessary calculators and other machines, including one ancient bookkeeping machine in the
accounts receivable section, which handled over
eight thousand customers.
Management felt certain that the addition of one
or two more people would solve all the problems
of slow paperwork and information flow. Facts

presented to management, however, indicated that
the addition of ten more people would not properly
solve the corporation's problems with the then
current work load, not to mention the anticipated
thirty to forty percent growth pattern. In addition,
there was no space for additional people even if it
were possible to hire them.
Problems were mounting. Inventory information
was not being fed to the purchasing department
fast enough to keep production lines operating at
sufficient levels of production. This was affecting
current and back- logged sales orders and was becoming a monumental problem.
Billings were not being processed fast enough
to allow customers to take advantage of a ten -day
discount offered for quick payment. What at one
time had been a fast and efficient manual system of
record - keeping and reporting was becoming an unbearable burden as the business grew. Office personnel was experiencing a thirty percent turnover,
where before the doubling of the business, such
turnover had been a healthy two percent.
The decision was finally made to investigate a
data processing program of some nature in order to
keep pace with the growth of the company, but a
close eye was to be kept on the purse strings.
"On- the-Premises" System
One of the most formidable obstacles to overcome at the outset is the actual decision to move
up from a mechanical or manual system. If little
or no thought is given as to why a new way of
doing things is needed, the introduction of any
new system, including data processing, could become a disaster before it even gets off the ground.
When snaking the decision to investigate a data
processing system, management usually identifies
an "on- the - premises" computer as a "must" purchase.
In the case of the ABC Corporation, the hardware computer people came up with a minimum
figure of fifty thousand dollars to install even the
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most minimal system. This included the hiring of
a data processing manager and two assistants (programmer and operator). The systems they had
available, in most cases, were packaged and not
tailored to fit the type business being transacted.
Therefore, the programmers and data processing
manager would have had to start literally from
scratch to tailor programs to the company's needs.
The estimate to get all programs on and working
after computer delivery was between two to three
years, plus a one -year wait for a computer. The
management felt it really did not have time to wait
for such an installation as suggested. It realized,
however, that a new system was a necessity. There
had to be a way to get started on a new system
before a great period of time had elapsed. The
suggestion was then made to find a local service
bureau and see if it had the capacity to handle the
most urgent problems in order of priority.

Service Bureaus
The availablility of service bureaus and similar
facilities of this nature is dependent primarily on
the locality of the business needing the service. The
company we are discussing is located in a large
urban area where there are several dependable service bureaus. Many of these firms offer packaged
programs at a unit cost depending on the read -out
material needed by the customer. The disadvantage
of these programs and systems is that they can be
incorporated very rarely into a workable system as
needed by a particular company. There is usually
either too much information given or too little information to be properly utilized. In the case of
too much information, unused service capacity is
being paid for. This type of service is usually offered by banking institutions and other companies
that have purchased too much computer hardware
capacity for their needs, and are selling the surplus
time to smaller companies on a complete program
basis.
The service facilities recommended to the ABC
Corporation can handle data processing service on
almost any level. Although they handle packaged
programs, tailoring them to suit a customer's particular needs, they also have the capability to work
with outside systems people in combining ideas.
Their compensation is based on actual time spent
on systematizing and programming until the complete system is established. Charges for servicing
the system are then based on on -line items of readout material needed by the customer. The most
important aspect of these service facilities is their
capability to handle on -line terminal -to- computer
communication.
One problem that had worried the management
of the ABC Corporation was that personnel not
oriented to its type of operation would be handling
the input information and that valuable records
would be at the mercy of either the mail or delivery
personnel. On -line terminal -to- computer transfer of
communication and readouts without the delivery
problems, however, seemed to be the perfect way
to enable the ABC Corporation to move into a deMANAGEMENT ACCOUNTING /OCTOBER 1974

pendable and comparatively quick data processing
system.

Laying the Internal Groundwork
First of all, an agreement was made with the selected service facility that all programs would become the property of the ABC Corporation, with
an eye to the future probability of having on -thepremises hardware to handle the anticipated growth
of the company.
The next problem was that of bringing the present internal systems of the ABC Corporation from
a haphazard undocumented type to a documented
written system compatible with data processing
equipment. Since one of the biggest problems facing the ABC Corporation had been the inability to
maintain proper item and raw material inventory
levels to sustain a smooth flow of production, this
area received priority.
The ABC Corporation, several years before, had
instituted a so- called standard cost system in order
to maintain an invoice type of profit margin on
every product it made. This system required the
purchasing department to figure variances and the
accounting department to record them as raw material was purchased. The one drawback found in
this system was the omission of items used in repair and replacement of products, as well as some
satellite items sold with the product at a customer's
request. If a price changed on such items, the
variances were never picked up and most of the
time were not reported until year end; at which
time they became part of inventory adjustments.
This practice resulted in incorrect profit reporting
for the year from the time of the price change.
Many inventory items did not carry an identifying
part number and the descriptions varied depending
on the interpretation of the personnel handling the
part or the paperwork at the time.
To correct this situation and to make the system workable on data processing, a part number
was assigned to every item the ABC Corporation
purchased. Numbers were also assigned to the purchase of raw materials. An official description of
every item was then issued which had to be used
on all purchase orders along with the part number.
The vendor providing the item was also requested
to use the same description and part number on
his invoice and packing list.
During the study it had been found that the
production control perpetual inventory records disagreed with the purchasing records in far too many
instances, thereby contributing to the inventory
level problem. At the same time it had been found
that the purchasing department was not keeping
informed the personnel who maintained the perpetual inventory on the changes of lead times by
various suppliers. This confusion was eliminated
by merging the two departments under the purchasing department. The merger provided a better arrangement for material control, as well as the
changing of material relief from the point at which
the order was shipped to the point at which the
order was entered.

"To correct

the situation
...apart
number was
assigned to
every item
the ABC
Corporation
purchased."
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"Another
satellite
program
provides an
accurate
listing of
perpetual
inventory . . . "

The direct labor for all three appliance lines had
been reported on a group basis and later allocated
on the basis of sales dollar ratio. This had required
the accounting department to make a breakdown
of the general operational categories, assign numbers and descriptions, and then have direct labor
report on that basis. The introduction of an industrial engineering department to bring time study
into the picture identified and documented the
labor operations by number and description, and
brought more efficiency to the factory operations.
Indirect labor reporting had been done on a
basis of a catch -all account number that everyone
had memorized. Under the new system the accounting department was directed to make available indirect labor account numbers to the production line supervisors and production clerks so
that proper reporting could be accomplished from
the line or job. Moreover, the accounting department would be available to these supervisors and
clerks for questions, thereby eliminating possible
problems at the source.
Telephone and mail orders were being entered
on a four -part form by the sales department. The
problems here were the need to repeat names and
addresses of the customers, and the non - readability
of the carbon copies sent to the production department. The accounts receivable department then
typed the invoice from the order after the items
had been shipped, noting back orders, and so on.
The invoices were then given to a cost clerk who
costed out each item separately, checked the invoices for accuracy, and distributed all the copies
for mailing, accounting and filing. The process of
entering the orders through the production department's receiving them took about three days, and
the process of typing the invoice through mailing
to the customer took another three days. The
average daily invoicing was about two hundred and
fifty per day, with about seven line items per invoice. Due to the volume of invoices, posting to
accounts receivable records was slow, and the aging
of old balances could only be accomplished at year
end —and then only with tremendous effort and a
lot of overtime. Salesmen's commissions, which
used to be paid by the tenth of the following
month, were being paid between the twenty-fifth
and the thirtieth of the following month.
Payroll was a full -time job, on a pegboard system, for one payroll clerk, and by the time the
study was made the payroll was barely getting done
by Friday after the week earned.

Application and Procedure
The ABC Corporation is now utilizing three
basic systems encompassing satellite programs feeding from the basic systems. The package includes
two terminal devices which have the capability of
input and read -out through a telephone type hookup. The basic programs are: bill of materials, payroll, and accounting.
BILL OF MATERIALS

The bill of materials program was taken from
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the previous year's physical inventory, by part number and official description, and made into a basic
progressive listing, including quantity and standard
cost of material. Operation numbers, descriptions,
and standards were also built into the progressive
listing. The systems program is keyed to provide
a grouping of two or more part numbers and operation numbers into an assembly, combination, or
subassembly, either with or without cost. A satellite
program accepts receiving and usage information,
along with provided lead times which is prepared
into a daily read -out for the sales and purchasing
departments, with notations to the purchasing department on "when to buy," based on lead times
incorporated into the system. It is able to provide
the sales department with the list of completed
products available for sale at any given time.
Another satellite program provides an accurate
listing of perpetual inventory with costs whenever
needed, as well as the preparation of changed or
new bill of materials. A further satellite search
program automatically prices, discounts, and costs
billings as they are processed from computer to the
terminal.
PAYROLL

The payroll program is a packaged program already in operation by the service facility, with the
only addition being a labor distribution program
tailored to fit the ABC Corporation's needs. This
includes a related direct labor transfer program directly into the bill of materials basic program.
Since the payroll program seemed the easiest to
initiate, it was the first system to be implemented.
The procedure became a workable system over a
four -week period. In the first two weeks, the basic
data from the ABC Corporation was accumulated.
The second two weeks saw it completely operational. A delivery system was utilized until the new
terminal was received. After the terminal became
operational, the payroll checks were prepared on
the premises with the new terminal.
ACCOUNTING

The accounting program provides for the actual
billings to be prepared from the computer facility
through the on- premises terminal. It also provides
all necessary pricing, costing, commission, and
freight information, as well as the sales distribution
by product and by salesman. A side effect of this
program is that it provides a profit and loss statement by territory and by category.
Since less data were needed to move into the
accounting program than were needed for the bill
of materials program, the service facility worked
on this application next. The priority procedure
time was eight weeks. Four weeks were used to
gather the company's basic data and the remaining
four weeks to prepare the program and make the
application operational. Again, the delivery system
was used until the ordered terminal was received.
The bill of materials program was the most time consuming in both the gathering of data and prepaContinued on page 46
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EDP CONTROLS
TO CHECK FRAUD
It is false to believe that an automated system, as a natural
consequence of its adoption, will prevent loss from fraud.

By John M. Horne
Each year, hundreds of trillions of dollars, perhaps
several billions, are embezzled from United States
corporations; and, in an ever - increasing number of
cases, computers have been used either directly or
indirectly to commit such fraud. Loss through
fraud and embezzlement exceeds by a wide margin
the total corporate losses through robbery, burglary,
and shoplifting. And the former is increasing more
rapidly than the latter. An automated system is
clearly no guarantee in itself against defalcations.
It is false to believe that an automated system, as
a natural consequence of its adoption, will prevent
losses from fraud. On the contrarv, as soon as the
operations of any given computer are understood,
some enterprising embezzler will discover some
way to use the computer to his own advantage.
System Weaknesses
Fraud and embezzlement have always been potential problems for most companies. The increased
use of electronic data processing has tended to
heighten the risks. Opportunities for fraud are enhanced and the problems of prevention are increased, in large part, because computer -based systems introduce a new list of complications.
To begin with, computer programmers, operators, librarians, system designers, and even EDP
managers are, in most cases, a new breed of people.
They are, in large part, unfamiliar with traditional
accounting conventions, such as auditing and control. They believe that traditional auditing and control procedures interfere with efficient data processing. They may in part be right, and there seems
to be a general lack of awareness by too many
executives, even in the upper levels of management,
of the new control concepts required for automated
systems.
A second weakness is that all of the basic records
and supporting details, as well as transaction data
and even the processing programs themselves, are
frequently housed in one central location. As a
result, fraud attempts, that in an earlier day may
have been too difficult because the necessary recMAN AG E M E N T ACCOUNT ING /O CTOBER 1974

ords were dispersed throughout many different offices, may now be possible because all the requisite
material is very likely kept in one room.
Again, there is a pronounced lack of human intervention in an automated system. Computers
cannot think; rather, these machines are designed
to do long series of operations, in sequence, without
human intervention. By its very nature, then, the
computer program replaces much manual processing. However, it also replaces much of the manual
inspection that cannot be duplicated as a part of
computer logic. As a result, unusual transactions
which in the past would never have escaped detection, now skip right through the computer system.
In the same way, unless properly controlled,
records can be readily manipulated. The manipulation may be difficult to detect because transactions pass through relatively few human hands and
they may be disclosed only by accident. Prior to
the introduction of EDP, records, details, entries,
balances, etc., were difficult to change without
leaving some telltale mark. Today, inputs, data
files, and the programs themselves can be changed
almost instantly and without a trace. Duplicates
can be quickly generated and as easily destroyed,
again without a trace. It should also be mentioned
here that manipulation of input data is probably
the most potent area for the perpetration of fraud.
It requires the least specialized knowledge to accomplish, and is facilitated by the fact that data
preparation equipment is readily available and easy
to use. In addition, fraud is quite difficult to detect
because the false data are in most instances indistinguishable from legitimate data.
Finallv, in a number of instances, the new computer -based systems lack adequate audit trails.
According to Richard C. John and Thomas J.
Nissen:

J. M. HORNE
Lehigh Valley Chapter
1974, is an Internal
Auditor with Air
Products & Chemicals,
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Pa. He holds a
B.S. degree in
Accounting from
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This article was
submitted through the
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"In an EDP system, source documents and
visible historical records can more easily be
altered or eliminated. In a non -EDP data
system, the audit trail consists of the journals,
ledgers, workpapers and other documents
which permit the auditor to trace transactions
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backward or forward through the system. In
an EDP s ystem, the form content and xccessibility of records frequently is such that one
is unable to follow a single transaction completely through the system."

does not
lessen in any
way the
need for
evaluation of
the system of
internal
control."

It is important to note that a key factor in determining whether an individual will attempt fraud is
the degree of control exercised by the company.
Weaknesses in internal control provide opportunities for defalcations to go undetected. Electronic
data processing does not lessen in any way the need
for evaluation of the system of internal control. On
the contrarv, internal controls must be more carefully scrutinized to ascertain that they are effective.

Internal Control
Internal control, whether applied to a computer
system or a manual system, must be evaluated in
terms of the same criteria, i.e., the controls must
provide reasonable assurance that information is
complete and correctly processed. To gain assurance
concerning the EDP function, ". . . three major
areas of internal control should be evaluated: (1)
organizational, (2) administrative, and (3) procedural." 2
ORGANIZATIONAL CONTROLS

Organizational controls fall into two areas: the
placement of the EDP function within the organization, and the division of duties within the
EDP group.
Within the organizational structure, the EDP
group should be functionally independent in its
relationship to other operating departments. To be
effective from a control standpoint, this independence should also include a separation of responsibilities. Controls would then be flexible enough so
that the EDP group would retain its service nature
to all other functions within the organization. Such
functional independence enhances control by preventing domination of the equi pment by an y one
user.
The other group of organizational controls concerns the division of duties within the data proce ssin g g ro u p . I n t h e i d e a l si t u a t i o n , we wo u l d fi n d

a complete separation of the functions, i.e., systems
development, programming, and operations. In very
few instances, however, is this separation practical.
The reason it is not is that there is seldom sufficient
communication and coordination of effort, which is
absolutely necessary among these groups. As a very
minimum, however, authority should be delegated
so that no single individual is responsible for the
complete processing of any transaction or group of
transactions.

also a valuable tool for assisting in developing
meaningful tests of the system, for discovering
where procedural weaknesses exist, and for providing a point of reference for modifications in the
system.
The second aspect of administrative control involves program testing procedures applied to new
programs. Some of the essential characteristics of a
thorough testing procedure are as follows: Input
mock data designed to violate the edits and other
controls of the system, input a large dose of "live"
transaction data as an assurance check on the comprehensiveness of the mock data, input "controlled
answer" violations of the system, with proper
follow -up of variations from the controlled answer,
perform tests of more than one cycle of the same
program to verify its updating capability, and
"string tests" of the entire system to verify program
compatibility from input, through processing programs to reporting.*
Another important aspect of program testing is
the program modification procedure. The procedure should be similar to that for a new program;
it should include documentation and testing.
PROCEDURAL CONTROLS

Procedural controls include source or data or
input controls, processing controls, and output
controls.
The input is the weakest link in the processing
chain. If at the point of origin of a transaction an
error is made in recording data, it may easily pass
through the entire system undetected. Therefore,
the control techniques used to reduce the possibility of error in the initial recording of data become extremely important. In addition, once data
have been recorded by an initiating department,
they will more than likely be transferred through
other departments for processing. This means that
there must be control over the interdepartmental
movement of this data as well. The primary reason,
then, for input controls is to ensure correct input to
the computers.
W e must also be concerned with data editing
functions which should be designed into the EDP
program. Because of the speed and consistency of
the computer, well- designed program edits can
perform a continuous internal audit of all data
entering the computer. They will ensure that only
valid data are processed and that unacceptable data
are flagged for correction or removal.5
Processing controls are those which are applied
to operations in the data processing department.
Good internal control here reduces the possibility
of unauthorized manipulation of data by limiting
access to the computer room to only those employees concerned with operation of the equipment.

ADMINISTRATIVE CONTROLS

The administrative control areas of major interest
are program documentation and program testing.
Documenting a procedure thoroughly is difficult
work, but it is probably the most important area of
control. Basically, the documentation is proof of
what the data processors claim is happening. It is
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test data which is run against the system programs.
The results are then compared against a predetermined result to measure the system's abilities to
perform in accordance with its specifications.
There are, however, certain limitations to the
utility of test decks —the more obvious of which
are:

Also, object programs only and not source programs should be accessible to equipment operators.
In this way, unauthorized program modification by
an equipment operator becomes quite difficult.
Finally, output controls can serve as the final
checks on the accuracy and propriety of the information processed. Control methods used would
include control totals, prenumbering, and sampling.
Control totals of processed information are compared to input control totals, e.g., batch totals of
the number of records processed or totals of some
other significant figures in the batch. Prenumbered
output documents can, of course, easily be checked
against the number of input records.
Another control feature that can be instituted in
the EDP system, although outside of the realm of
day -to -day operating procedures, is the use of internal audit techniques. This is not to ignore the
contribution of independent auditors, but an internal audit can be used to illustrate procedures that a
company can institute internally, on a year -round
basis, to protect against the possibility of fraud in
the EDP system. This adds the dimension of having someone, not vested with designing or operating
the system, review the existing procedures.
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generation and
real -time
systems, the
test -deck
concept
becomes less
practical."

As we move into third - generation and real -time
systems, the test -deck concept becomes less practical. As automated systems become increasingly
complex, computer time becomes a premium item.
To cope with this complexity, the test -deck concept is expanded to what is often referred to as the
"integrated test facility" (ITF). 1 This facility is
defined as a system in which fictitious test transactions are passed through the processing routines of
EDP systems simultaneously with live data, without
adversely affecting the live files or output. Ideally,
the ITF should function as a small sub - system of
the regular system — producing a separate set of
system outputs, including statistics and reports,
which pertain solely to the auditor's test transactions.

Audit Tests of Internal Control
A variety of techniques exists for auditing the computer. "Auditing around the computer" is the traditional way. With this technique, the auditor avoids
what goes on inside the machine and deals only
with what goes into and comes out of it. That is,
there is little, if anv, evaluation of internal controls
in computer operations and programs. The technique assumes that a test comparing selected audit
input with output will prove the reliability of the
internal controls in effect within the system. However, the auditor must still make a thorough evaluation of the organizational, administrative and procedural controls in the EDP department.
An alternative to auditing around the computer
is to audit through it. In auditing through the
computer, the computer is used to obtain information about the operation of the programs and about
controls built into the machine itself. A number of
testing procedures have been developed to aid the
auditor in verifying the accuracy and sensitivity to
error conditions of computer programs processing
data for a given application. Thus, some sense of
validity of processing can be derived directly and
independently by the auditor.
Utility programs are in existence which aid the
auditor in the review and evaluation of EDP operations. These programs perform such functions as
extraction, sampling, mathematical functions, comparison and sorting. They are available from a number of sources, including: computer manufacturers,
EDP software organizations, in -house programming
staffs, and the major auditing firms.
Another technique which enables the auditor to
determine the effectiveness of not only program
controls, but also the system's processing of records
is commonly referred to as the "test -deck concept."
This tool requires the generation of representative

into third -

e

"(1) They can only test the program at a
single instant for those situations created by
the particular test data being used. (2) Programs can be changed before and after tests.
(3) New programs are brought into use. (4)
Almost limitless situations can occur within
program logic which go far beyond the capacity of test decks. (5) They do not test the
accuracy of reports and statistics. Consequently, the audit of input transactions is
separate from the test deck audit and must be
recognized as a distinct audit method."

"As we move

On -Line, Real -Time Systems
It is not uncommon for a company to have its
computer in one center, data transmission points in
several cities or states, and a separate location for
assembly of final reports. Since employees quite
removed from the central EDP department can,
nevertheless, be in direct contact with the computer
files, there must be adequate controls to ensure
that files are not modified from remote locations
without authorization, and that classified or sensitive data is made available only to authorized
personnel.
Setting up a security program for these systems
is not an easy job, nor is it well- defined at the
current time. However, some of the questions to be
considered in this new environment are:
"How often are master files going to be reconciled? Are there controls to prevent duplications of processing when a system returns to
checkpoint? What type of recovery procedures have been planned? How fast can the
system be recovered in case of a hardware or
° Joseph
Irseernal
Ibid.

T

Wasserman, "Control in an EDP Environment,"
editor, September /October 1970, p. 46.
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... can be

maintained
only if rigorous
controls are
established."

programming failure? In a multiprogramming
environment, how can we prevent the occurrence of `concurrent updating' ?"
s

... integrity

Conclusion
The nature of EDP systems has changed drastically from that of simple data flows through one pass programs to complex networks with interdependent file structures and computer programs
designed to support very complex logic. These
systems exist in a dynamic environment. Therefore, the review of their sufficiency should be tied
to the life cycle of their creation, operations and
modifications.
" /bid., p. 8.

Because computer systems are vulnerable to a
wide spectrum of events counter to the security
interests of a company, the integrity of data processing systems can be maintained only if rigorous
controls are established. Furthermore, after establishment, they must be used, all of the time. The
campaign against fraud and embezzlement must be
continual.
The establishment of a well- defined and comprehensive computer security program is no longer
the impossible dream. The setting up of a computer control system should be a marriage of integral ideas. Control functions should complement
each other so that a breakdown in one area is corrected by controls in another. Only through diligent attention to controls can the system survive.

DATA PROCESSING YOU CAN AFFORD
Continued from page 42
ration of satellite programs. The service facility had
estimated twelve weeks to make this operational
and another two weeks to tie in the other two programs. This was accomplished, however, with a
week to spare. Within a six -month period after the
decision was made, the ABC Corporation was on
the air with a minimum cash outlay and with all
monies spent to that date utilized to the fullest.
Debugging Process
Even though the ABC Corporation is now on
the air with a good data processing system, several
errors had to be corrected in each program in the
first weeks. In procedural reviews with the service
facility, several misunderstandings among the personnel of the two companies appeared. These misunderstandings were settled immediately through
references to the written procedures. Following
recommendations, monthly procedural reviews were
instituted as a standard method of keeping the
system from deteriorating. This enabled new ideas
and systems to come forth, and helped the laymen
in the group to better understand their new systems.
Since the ABC Corporation's growth pattern
indicates that an "on- premises" computer should
be installed a few years down the road, management is setting aside time in its procedural meetings to investigate these possibilities, with an eye
toward the best system equipment for its needs
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at the lowest cash outlay possible. The company
has, in fact, begun to add more qualified talent to
its office and engineering forces. Better internal
budgets are being developed, and systems improved.
It has been able to apply all its accounting work
through the new data processing system, completely
through the general ledger and financial statements
and is now recording substantial cost savings
through better systems and procedures..
Conclusion
The ABC Corporation, in a highly competitive
field with its products, is by and large backing
its new system with firm conviction even though
at one time it seemed as if the bottom would drop
out of the whole idea. Its reaction to criticism
throughout the studies was both healthy and helpful. Because it implemented recommended procedures with positive action, the success of its
new system was pretty much assured. Although
management went into this idea with the thought
of reducing staff, it quickly changed its mind when
studies indicated it was understaffed in almost every
department.
Data processing systems are available to any sized
company, but discretion should be the byword in
maintaining a common sense approach to implementation. The two most important ingredients in
any system, be it data processing or otherwise, are
management confidence and good routine procedural reviews by top management with the personnel affected.

MANAGEMENT ACCOUNTING /OCTOBER 1974

THE ASSETDISPOSAL
DECISION
The decision -maker must make judgments about effective cutoff
return rates, investments required for profit recovery, the amount
of recovery needed, possible future offers, effect on cash
generated and on reported net income, and finally about the
effect on employee morale.

By Arthur B. Blake
In the wake of the intense merger activity which
occurred in the late 1960's, there are many companies whose acquisitions now constitute a liability.
In some cases, they are producing low profits and
in others they are producing operating losses.
In many of those cases, the acquiring companies
have been divesting themselves of part or all of
the acquired assets in order to maintain or restore
the value of the stockholders' equity.
In this article, we will attempt to define the
determinants of the asset - disposal decision, and
to show the interplay of several economic relationships that can have unexpected effects upon the
disposal decision. Only economic variables that
can be quantified will be treated. Intangibles, such
as effects upon morale and employee incentives,
will not be quantified although they play an important part in the final decision.
The economic relationships to be developed are
based on the following facts and assumptions:
The assets in question represent a hypothetical
manufacturing plant producing a line of indus•
trial products.
The plant is currently incurring an operating
loss of $600,000 per year.
A price of $1.0 million has been offered for
the land, buildings and equipment.
The depreciated (tax) book value of these
assets is currently $5.4 million.
The possibility exists that an infusion of new
capital and a revision of the product line will
turn the current loss into a profit.
Economic investigations incident to the decision
MANAGEMENT ACCOUNTING /OCTOBER 1974

will be conducted as secretly as possible to
avoid erosion of morale and premature loss of
personnel which could increase losses and bring
about a decision to sell when the outcome of
the investigation might otherwise be to reject
the offer.

r.

The Options Available
Faced with the current operating loss, management has open to it the following options: abandonment, liquidation, sale, or retention with the
idea of improvement.
Since a $1.0 million price for land, buildings
and equipment has been offered, abandonment is
clearly not a correct choice. Liquidation would be
preferable to abandonment because at least some
value can be recovered. However, complete liquidation is also inferior to the sale since the salvage
value of the fixed assets is estimated to be far less
than the offer of $1.0 million. The sale option, on
the other hand, implies both a sale of the fixed
assets and a liquidation of raw materials and product inventories. It also involves the expense of
separating the sales force, administrative and other
personnel who will not be employed by the purchaser, since the purchase offer applies only to the
fixed assets. However, although the purchaser is
not interested in acquiring a going business, he has
indicated that he can use and will retain a large
part of the plant operating personnel.
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The Decision Alternatives
The present owners of the company must choose
between the sale of fixed assets and the liquidation
of working capital on the one hand, and the retention of the assets with the idea of improving
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"By the end
of the third
year . . . we
will begin to
turn losses
into profits."

the company's financial position on the other.
These are the alternatives that will be evaluated.
Since continuation of an operating loss is inferior
to either of the two alternatives, one or the other
must be pursued.
A choice between the alternatives can affect
only the future course of events and not the past.
Therefore, the price originally paid for the plant
should not be considered in the evaluation. The
present (tax) book value is a factor, however, because it will affect the future cash flow for the
company as a whole, through tax savings on the
capital loss if the plant is sold. The essential
question we will explore then is this: "To what
level must future profits recover to justify turning
down a given price offer today ?" Knowing this,
management will then review all claims concerning
future profit recovery and decide what the prospects are for actually achieving the recovery required before the retention versus sale decision is
made.
The computations to resolve this question are
undertaken in a manner similar to any other discounted cash -flow evaluation of a capital expenditure. However, in this case, instead of comparing
a projected future cash inflow with the investment
and determining the discounted cash -flow (DCF)
return rate, we will assume several required return
rates, and estimated what the future cash flow must
be for each rate in order to break even with the
"investment." The "investment" will be the cash
inflow we will give up, or forego, by not accepting
the offer. This cash flow will be treated, therefore,
as an outflow in the retention versus sale evaluation.
The Sale Side of the Decision
The sale side of this decision is quantified in
Exhibit 1 which shows the after -tax sale proceeds
based on the $1.0 million offer. Since the sale
price is less than the (tax) book value of the plant,
a capital loss of $4.4 million will be sustained. It
is assumed that the company will have no longterm capital gains against which to offset this
capital loss. Instead, the loss is written off against
earnings with a tax savings of 50 percent. We
therefore realize a cash flow of the $1.0 million
paid to us by the purchaser and a tax savings of
$2.2 million allowed by the Internal Revenue
Service.
In addition, we will liquidate our current assets,
mostiv raw materials and product inventories and
Pay our current liabilities. We estimate that we
will realize only one -third of the $3.0 million current book value of this working capital. This produces another capital loss of $2.0 million. Neither
loss is a cash or out -of- pocket loss, however. We
therefore realize another cash inflow of $1.0 million equal to the tax savings on the $2.0 million
book loss, plus the $1.0 million cash from this
liquidation.
At this point we have an immediate cash inflow
of $5.2 million based on the $1.0 million sale
price offer. There are also some expenses. These
are the separation costs mentioned earlier which in-
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clude two months' wages for most employees and
payments to induce some employees to stay on
until the liquidation of working capital is completed. The after -tax cost of these items is estimated at $0.4 million. This reduces the cash
inflow to $4.8 million which is the net proceeds
of the sale and liquidation side of the decision.
This is a substantial inflow for a sale price offer of
only $1.0 million, and the tax savings portion of it
sometimes escapes recognition in the decision
process. This inflow goes a long way toward softening the blow of accepting only $1.0 million for
assets that originally cost much more. Moreover,
the cash proceeds are received almost immediately,
unlike other investment decisions where profits
are delayed for a year or more after the funds are
committed.
The Retention Side of the Decision
If we keep the assets we must, of course, forego
the sale proceeds just discussed, and this becomes
the greatest cost for retention. There are other
costs as well. Exhibit 2 shows an estimate of the
capital expenditures needed in the next three years
to revise, modernize or otherwise add to present
assets to bring about future profit recovery. New
expertise in research, product development, and
marketing concepts might well be needed also, at
additional cost.
Nor is this the end of the expense incurred if
we decide to keep the assets. We must sustain
operating losses for several years as listed in the
exhibit. By the end of the third year, it is estimated that modernization will be completed and
we will begin to turn losses into profits. Before we
can assemble the figures for the retention versus
sale evaluation, one more estimate is needed. As
shown in Exhibit 2, operating profit following recovery is assumed to increase at 10 percent per
vear for five years, and then remain constant.
Evaluation of Retention
All the foregoing data and assumptions are combined in Exhibit 3. As shown, the profit required
to equate inflow with outflow, using the discounted
cash flow method, must start at $1,132,000 in the
fourth year, expand at 10 percent per year through
the ninth vear, and then remain constant to infinity. This calculation would be made by substituting X for $1,132,000; (1.1)X for $1,245,000;
(1.1)ZX for $1,370,000; etc.; extending with the
discount factor across to the right -hand column
and summing the X terms. The sun is set equal
to the outflow, $6,070,000, from which X would
equal $1,132,000. Expanding this at 10 percent
per year provides the succeeding profits shown.
Discount factors are based on continuous compounding.
To permit some simplification, it is assumed
that the required operating profit after taxes is net
of depreciation on both the existing and the three
modernization investments. Also, it is to be noted
that operating profit and not the cash flow (operating profit after taxes plus depreciation) is used
MANAGEMENT ACCOUNTING /OCTOBER 1974
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$5.4
1.0
$4.4
2.2

@

Tax depreciation base
Sale price
Capital loss
Tax savings
50%

@

Sale of current assets
Less current liabilities
50%
Tax savings on loss

&

Separation costs after taxes
Two months' salaries wages
Other separation costs

$1.0
2.2

1.0
1.0

1.0
1.0

-0 .2
-0 .2

-0 .2
-0 . 2
$4.8

Total sale proceeds

The book value of the current assets less liabilities is
equal to $3.0 million. Therefore, the tax savings would
be based on the $ 2.0 million loss.

funds are
insufficient
for all the
potentially
profitable
projects
competing
for them,
capital
rationing
must be
imposed."

Exhibit 2
ESTIMATED CAPITAL EXPENDITURES
NEEDED FOR RECOVERY
Capital expenditures needed for recovery
Over 1st year
Over 2nd year
Over 3rd year
Assumed operating losses before taxes
until recovery year (4th year)
Over 1st year
Over 2nd year
Over 3rd year
Assumed profit growth rate after recovery year
1 0 % per year for 5 yea rs, then consta nt

$200,000
$500,000
$300,000

$600,000
$300,000
0

Exhibit 3
REQUIRED OPERATING PROFIT FOR 10 PERCENT
RETURN TO JUSTIFY REJECTING $1,000,000 OFFER

X

X
X
X

X

=

=

After -tax
cash flow
566,000
623,000
685,000
753,000
829,000
912,000

Discount
factor*
.71
.64
.58
.52
.47
.45 X 10

-

-

-

-

-

Present
value
- $4 ,8 00 ,0 00
190,000
286,000
431,000
129,000
234,000
0
- $6 ,0 70 ,0 00
Present
value
400,000
397,000
395,000
393,000
392,000
4,093,000
$6,070,000
$

.5
.5
.5
.5
.5
.5

=

X

=

Operating profit
before taxes
3.4
$1,132,000
4.5
$1,245,000
5.6
$1,370,000
6 -7
$1,506,000
7 -8
$1,658,000
8 -Inf. $1,824,000
Total inflow
Total present value

Discount
After -tax
cash flow
fa ctor'
- $ 4,800 ,0 00
1.00
- $ 200,000
.95
- $ 300,000
.95
- $ 500,000
.86
- $ 150,000
.86
- $ 300,000
.78
0
.78

$

Cash flow item
Sale proceeds foregone
Capital expenditure
Opera ting loss ( -600) (.5)
Capital expenditure
Opera ting loss ( -300) (5 )
Capital expenditure
Operating loss (0) (.5)
Total outflow

=

Year
0
0.1
0.1
1.2
1 -2
2.3
2 -3

=

T h e req u ir ed fu tu re op e ra t in g profit to brea k
even wi t h a given sa le price is very d e p e n d e n t
o n t h e r e t u r n r a t e we r e q u i r e o n fu n d s inv est ed
over t h e l o n g r a n g e .
Assu m i n g th a t a 10 p e r c e n t re tu rn is ba rely
a cc ep ta bl e, op e ra t in g profit m u st rea ch a t lea st
$1.1 million by t h e fo u rt h vear be for e we ca n
tu rn d o wn a n offer of $1.0 m i l l i o n , a n d i t m u st
ex p a n d to $1.8 million by t h e n i n t h y e a r .
F o r ea ch a d di ti on a l million dolla rs offered, t h e
fourth - year's op e r a t i n g profit m u st ex ce ed $1.1
million by ei g h t pe r c e n t to ju stify reje cting t h e
offer. F o r e x a m p l e , o p e r a t i n g p r o fi t m u st e x c e e d
$1.4 million in t h e fo u rt h vear be fo re we ca n

Cash
flow

=

side red t o a t l e a st th a t o f t h e b e s t propo sa ls be in g
rejected a t t h e p o i n t wh e r e ava ila ble fu n d s a re
ex h a u st e d . I n o t h e r wor ds, this is th e o p p o r t u n i t y
c o st o f c a p i t a l a n d wi l l b e h i g h e r t h a n t h e o r d i n a r y
co st o f c a p i t a l wh e n fu n d s a r e n o t l i m i t e d .
Assu m i n g , th er efor e, th a t a hi gh er re tu rn ra te
is a pp li ca b le to ou r re t e n t i o n versus sa le ana lysis,
t h e ca lcu l a tion in E x h i b i t 3 wo u l d b e re pe a te d a t
a hi g h e r re t u r n ra te, say 20 p e r c e n t . T h e d i sc o u n t
fa ctors wo u l d b e c h a n g e d a n d a n e w st ri ng of requ i red profits c o m p u t e d . Ad d i n g the se resu lts to
tho se in E x h i b i t 4 prov ides th e u p p e r fa mily of
cu rves for t h e th re e d i ffe re nt sa l e p ri ce offer s ($1.0
mil lio n, $2.0 mi ll io n, a n d $4.0 m i l l i o n ) . T h e
ex h i b i t p r o v i d e s a fa i r l y c o m p r e h e n si v e u n d e r st a n d ing of all t h e e c o n o m i c co nsid e ra ti on s so far discu ssed, in c lu d in g t h e i m m e d i a t e after -tax sa le procee ds for t h e th r e e a ssu me d sale price offers. Signifi ca nt co nc lu si on s a re:

" . . . when

Exhibit 1
SALE PROCEEDS IN MILLIONS
OF DOLLARS

0

Therefore, operating profit must start at $1,132,000.
Required return is 10 percent.
•

si nc e it is a ssu m e d th a t this de p re c ia t io n m u st b e
segr ega ted fr om ca sh flow a n d co n t in u o u sl y reinvested to ma i n t a i n th e c o m p e t i t i v e viability o f t h e
pl a n t a s a g o i n g b u si n e ss. O t h e r wi se , t h e o p e r a t i n g
profit wo u l d de c l i n e d u e to ob so le sc en ce . T h e
pr e se n t va lu e of $4,093,000 o n t h e ne x t to la st
li n e is t h e d i sc o u n t e d va lu e of all profit fr o m t h e
e n d o f t h e e i g h t h y e a r t o i n fi n i t y . A fi n i t e l i fe wi t h
sa le a t ten tim es ea r nin gs wo u l d p r o d u c e t h e sa m e
resu lt.
T h e requ ired profits fr om t h e ca lc u la t ion in
E x h i b i t 3 a re pl o t t e d in E x h i b i t 4 as t h e b o t t o m
li ne . I t is rea dily a p p a r e n t th a t t h e cu r r e n t loss
m u st b e co n v er t e d i n t o a co nsid e ra bl e profit,
na m el v , a t l e a st $1.1 million be for e t a xe s to justify
tu r ni n g d o wn th e i m m e d i a t e sa l e p r o c e e d s.
R e p e a t i n g t h e ca lcu l a tion in Ex h i b i t s 1 a n d 3
for two o t h e r sa le price offers gives a fa mily of
cu rves wh i c h tells us h o w m u c h m o r e op e r a t i n g
profit we m u st ma k e to tu rn d o wn su ccessively
hi g he r offers. T h i s series of ca lcu l a tions ca n also
be r e p e a te d wi t h a h i g h e r c o st o f c a p i t a l .
T h e 10 p e r c e n t ra te is t h e ra te requ ired by t h e
cre dit ors a n d st oc k h ol de rs c o m b i n e d , a n d a pplies
wh e n a c o m p a n y ca n c o n t i n u e to a tt ra ct d e b t a n d
eq u it y fu n d s wi t h o u t l i m i t a n d invest t h e m a t this
re tu rn ra te. Ho we v e r , wh e n fu n d s a re insu fficient
for a ll t h e p o t e n t i a l l y p r o fi t a b l e p r o j e c t s c o m p e t i n g
for t h e m , ca pita l ra ti on in g m u st b e i m p o se d . T h i s
raises th e req u ir ed r a t e o n a n y p r op o sa l b e i n g c o n -
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reject an offer of $4.0 million. Thus, required
"A higher
profit is not very sensitive to changes in the
offer later will
offering price.
increase the Other Elements of the Decision
Even with the array of information in Exhibit
required
4, the decision -maker cannot yet make his decision.
operating Four more pieces of information are needed:
profit relative 1. A study to determine whether the expected operating profit will actually fall in the required
to the
profit range
expected 2. A study of funds availability relative to total
applications to determine whether the 10 perprofit . . . "
cent cost of capital or a higher (opportunitycost) cut off rate is effective as the criterion for
capital expenditure decisions
3. The effect of taking a gamble on obtaining a
higher sale -price offer later
4. The effect of a sale on reported earnings

The first study, projecting the likely operating
profit, would be an arduous task, given the current
loss position. We will assume this has been done
and the figure arrived at is about $1.8 million in
the fourth vear.
The second study, the cutoff rate, would be less
difficult to determine, but it would be subject to
considerable inaccuracy. Let us assume that this
also has been done and the consensus is that we
must earn at least a 15 percent return. The 15
percent return constraint will put the beginning
end of the required operating profit line at about

$2.03 million for the $1.0 million offer. This is
only slightly above the expected profit estimate
of $1.8 million which would slightly favor a decision to sell the assets.
The choice, however, is difficult to make because
the required operating profit and the expected
operating profit are very close together and the
latter is subject to considerable inaccuracy. Nevertheless, these figures are our best estimate and
they tell us that we cannot afford to turn down
the $1.0 million offer unless we want to gamble
that a much higher offer will be made within, say,
one year. A higher offer later will increase the required operating profit relative to the expected
profit and thus make the decision more clear -cut,
and therefore easier.
A T e mp t i n g Ga mb l e
The decision -maker may be tempted to take this
gamble, both to make the decision easier, and to
postpone the unpleasantness of eliminating the
jobs of many long -time employees. However, he
should not take this gamble without considering
how high the future offer must be and the probability that the offer will actually be made. T h e
startling conclusion is that the gambler must be
able to see a good chance of receiving an offer of at
least $4.0 million in one year in order to gamble
away the $1.0 million offer he has now. In this
case, "good chance" means being able to find a
property appraiser who is so qualified that he can
promise an 80 percent certainty of obtaining an
offer of $4.0 million in one year. If there is this

Exhibit 4
REQUIRED OPERATING PROFITS TO BREAK EVEN AT DIFFERENT SALE PRICES
(DOLLARS IN MILLIONS)
Dollars
Sale
7

6

5

Note:
Immediate after -tax
sale proceeds if sold:

Re q wired DCF
return rate = 20%

- - o f f

price
ofef e
rs:
,
�

Sale
price

Sale
Proceeds

gZ

$4

$6.3

$2

$5.3

Si

$1

$4.8

4

3

Required profit
for 15% return

Required DCF
return rate = 10%

S4

Expected profit

2

S2
S1

1
0
—1
0 -1

1 -2

2 -3

3 -4

4 -5

5 -6

6 -7

7 -8

8—�Infinity

Year
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degree of assurance, the $4.0 million probable offer
translates into a reasonably certain $3.2 million
offer (4.0 x 80 % ) .
Why the Future Offer Must Be High
Exhibit 5 shows why the offer in one year must
be so high. As before, we subtract the effective
certain offer of $3.2 million from the tax base of
$5.4 million to establish the capital loss of $2.2
million and the tax savings on it of $1.1 million.
This, together with the cash from the sale, the
proceeds from the working capital liquidation, and
the separation costs results in a total sale proceeds
of $5.9 million. This compares with the $4.8 million proceeds we had before for the $1.0 million
offer. The $1.1 million increase in proceeds is due
to the tax at 50 percent on the difference between
the $3.2 million and the $1.0 million offers.
The critical point, however, is that the $5.9
million is received one year from now. It is the
delay in this receipt that almost cancels out the
added $1.1 million benefit from the higher sale
price.
•
The present value calculation in Exhibit 5 indicates that proceeds of $5.9 million received a
year from now are worth only $5.34 million today
at a 10 percent return, and $4.83 million at 20
percent return. W e also incur an operating loss
for one more year of $0.3 million after taxes, A,bich
is worth slightly less at the two discount rates. This
loss cancels out the rest of the $1.1 million increase in sale proceeds.
The next step is to compare the present value
of the future proceeds with the present value of
the rejected proceeds which we could now have by
accepting the $1.0 million sale price offer. The
result shows that we would be slightly better off to
take the gamble on a $4.0 million offer later at
a 10 percent return rate, and slightly worse off at a
20 percent return rate. The break -even point would
be a 15 percent required return rate.

undertake profitable new ventures that will earn
at least the presumed 15 percent return on opportunities now rejected because of funds limita-

tions.

More importantly, and for those stockholders
who recognize that the decision is long -term in
nature, it can be explained that the disposal increases the present value of the company by $702,-

❑❑
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the

analyst can
help
p he
de ci si on -

maker

000. This result can be obtained by changing the
discount factors in Exhibit 3 to those for a 15
percent return and substituting the expected
operating profit starting at $1.8 million for the required profits shown.

a t t ent ion

Conclusion

variables tha t

This article has attempted to provide an appreciation of the complexities a decision -maker
faces when he must take action on assets of low

are mo st

focus his

on the

impor t ant . . "

profitability. Too often a lack of analytical work
forces him to juggle too many unquantified variables in his mind at one time with the result that
some variables are given too much weight and
others not enough. The decision -maker must make
judgments about effective cutoff return rates, investments required for profit recovery, the amount
of recovery needed, possible future offers, effect on
cash generated and on reported net income, and
finally about the effect on employee morale. Even
wi t h o u t

firm esti ma te s of all

th e va ria bles, t h e

procedures outlined can be used by the analyst to
bound and delineate the problem and point up
what judgments must be made and which are the
most critical. Thus, the analyst can help the decision -maker focus his attention on the variables that
are most important.
❑
Exhibit 5

THE $4,000,000 GAMBLE VERSUS THE $1,000,000
CERTAIN OFFER
Cash
flow

Effect of the Decision on Reported Income
If the decision -maker worries about the property
appraiser's high 80 percent certainty factor on a
future $4.0 million offer, he will probably take
the $1.0 million offer now. However, he has one
concern left. How will writing off the loss, and
taking the sale proceeds look to the stockholders
when they see reported net earnings for the year?
To those stockholders who believe that current
earnings measure the value of their investment, it
will not look very good, because there will be a
reduction in reported earnings of $3.3 million (two
loss write -offs of $3.2 million after taxes, plus the
separation loss, less the current operating loss
saved) . However, this can be overcome, by explaining in the annual report, or news release, that
the sale generates a real and certain cash flow of
$4.8 million, despite the reduction in reported
earnings. Also, the $4.8 million can be used to

.,

Tax base
Sale @ (4.0 with 80% certainty)
Capital loss

$5.4
3.2
$2.2
1.1
1.0
1.0
-0.4

T ax savings @ 50%

Working capital liquidation
Tax savings on $2.0 loss
Separation costs
Total sale proceeds in 1 year

Year
1
0.1

Cash flow Item
Proceeds deferred 1 year
Incur operating loss 1 more year
Present value of future proceeds
Present value of rejected
proceeds*
Gain or (loss) for gamble

Cash
flow
$5.9
- .3

$3.2
1.1
1.0
1.0
-0.4
$5.9

Required return rate
after taxes
External funds
Opportunity
cost = 10%
cost = 20%
D. F.
P.V.
D. F.
P.V.
.90
$5.34
.82
$4.83
.95 - .29
.91 - .27
$5.05
$4.56
4.80
$ .25

4.80
$(.24)

• From Exhibit 1.
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MANAGING BY OBJECTIVES
Paul Mali
Wiley- Interscience, a Division of John Wiley & Sons, Inc.,
605 Third Ave., New York, N. Y. 10016, 1972, 314 pp., clothbound, $12.95.
This book introduces a systems approach for installing, developing, and operating a management by objectives system and outlines ways in which the system can solve long standing problems.
MANAGEMENT BY OBJECTIVES IN ACTION
John W. Humble, Editor
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020,1970, 293 pp., clothbound, $9.95.
This book provides a survey of basic concepts, case histories,
problem areas, and future developments — concluding with an
action program consisting of a series of searching questions and
checklists so that the reader is stimulated to put MBO in his
own organization.
SITUATIONAL MANAGEMENT
A Contingency Approach to Leadership

Howard M. Carlisle
Amacom, a Division of American Management Association,
135 W. 50 St., New York, N. Y. 10020, 1973, 190 pp., clothbound, $14.00.

The book consists of 12 chapters written by executives who
have successfully helped turn around major functions or activities
of large or medium -sized companies. Each chapter provides the
reader with specific guidelines on how to carry out an assignment similar to the one the author has completed.
BUSINESS POLICY:
Text and Cases —Third Edition

C. Roland Christensen, Kenneth R. Andrews and Joseph L.
Bower
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill.60430,
1973, 1012 pp., clothbound, $13.50.
This book is a study of the functions and responsibilities of
general management. It provides an exposure to ideas, attitudes
and skills in current use here and abroad.
MANAGING THE ORGANIZATIONAL DECISION
PROCESS
John B. Benton
Lexington Books, 125 Spring St., Lexington, Mass. 02173,
1973, 271 pp., clothbound, $13.50.
The goal of this book is to clarify, for the practitioner and student alike, some of the reasons why systems analysis, long range
planning, program budgeting, and other related techniques
have encountered difficulties in everyday organizational life.
ORGANIZATIONAL AND MANAGERIAL INNOVATION:

A down -to -earth guide to the use of situational theories in
decision - making. It provides comprehensive coverage of management functions from a situational viewpoint.

A Reader

MANAGING FOR PROFIT

Goodyear Publishing Co., Inc., 15115 Sunset Blvd., Pacific
Palisades, Calif. 90272, 1973, 349 pp., paperbound, $5.95.

Practical Management Volume One

Douglas Foster
Longman Inc., 72 Fifth Ave., New York, N. Y. 10011, 1973,
307 pp., clothbound: $9.50, paperbound: $6.00.
MANAGING FOR GROWTH
Practical Management Volume Two

Douglas Foster
Longman Inc., 72 Fifth Ave., New York, N. Y. 10011, 1973,
113 pp., clothbound: $8.00, paperbound: $3.00.
The objective of this series is to help managers become more effective by allowing them to refresh their memories on major
aspects of management. They do not argue theory but generally,
state accepted theory, list the thought processes which executives
should follow and specify the steps which should be taken if
profitable and successful management is to result.

Lloyd A. Rowe and William B. Boise, Editors

To integrate the recent material covering specific elements
involved in the processes of organizational and managerial innovation, the 21 papers in this reader cover such areas as environment, organizational conditions, new product delivery requirements, and general concepts of some of the more innovative
organizations.
THE HUMAN NATURE OF ORGANIZATIONS
J. Douglas Brown
Amacom, a Division of American Management Association,
135 W. 50 St., New York, N. Y. 10020, 1973, 168 pp., clothbound, $7.50.
The author advocates a return to human standards and the
recognition that their responsibilities go far beyond producing
profits or running efficient operations.

TURNAROUND MANAGEMENT

COST - BENEFIT ANALYSIS AND MANPOWER
PROGRAMS

Joseph Eisenberg
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020, 1972, 288 pp., clothbound, $12.95.

Steve L. Barsby
Lexington Books, 125 Spring St., Lexington, Mass. 02173,
1972, 180 pp., clothbound, $15.00.
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The author outlines compactly the various components of cost
benefit analysis and how they are combined to reach the various "Decision Rules" that may be applied. Case studies are
taken from school systems. The author reaches the conclusion
that the greatest potential of cost benefit analysis lies in internal
analysis of programs rather than in comparisons between different programs.

CONTROL OVER INVENTORY AND PRODUCTION
John A. Hobbs
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020, 1973, 99 pp., clothbound, $10.00.
The aim of this book is to provide an explanation of what can
be done in the control over inventory and production.

HANDBOOK OF WAGE AND SALARY
ADMINISTRATION

LOW -COST MAINTENANCE CONTROL

Milton L. Rock, Editor -in -Chief
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020, 1972, 666 pp., clothbound. $22.50.

Amacom, A Division of American Management Association,
135 W. 50 St., New York, N. Y. 10020, 1973, 62 pp., spiral bound, $10.50.

A practical reference book, explaining how to set up and
maintain wage and salary administration programs for every
employee. It also provides a general overview of the entire compensation function as it affects the management of human
resources.
HOW T O COST YOUR LABOR CONTRACT
Michael H. Granof
The Bureau of National Affairs, Inc., 1231 25th St. N. W.,
Washington, D. C. 20037, 1973, 147 pp., clothbound, $10.00.

In this book, directed toward small and medium sized plants,
the author demonstrates that the small plant can do effective
maintenance for itself.
THE THEORY AND MANAGEMENT OF SYSTEMS
Third Edition
Richard A. Johnson, Fremont E. Kast and James E. Rosenzweig
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020,1973, 539 pp., clothbound, $11.95.
This edition refines the systems approach into three levels of
consideration: (I) systems philosophy, (2) systems design and
analysis, and (3) systems management. The book has been revised to present these three foci more precisely.

will

The objective of this book is to provide direction to the executive who is charged with the financial responsibility of determining the financial consequences of labor contract proposals.
Emphasis is given to how the company
adapt to the changes
and to the time value of money.

W. Colebrook Cooling

DESIGN OF PROJECT MANAGEMENT SYSTEMS AND
RECORDS
A. T. Peart
Cahners Books, 89 Franklin St., Boston, Mass. 02110, 1971,
189 pp., clothbound, $12.95.
This book is based on a considerable amount of practical experience in Great Britain with the management of both major
and minor projects. An elementary knowledge of critical path
and network analysis is expected.
APPRAISAL AND CONTROL OF PROJECT COSTS
Roy Pilcher
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020, 1973, 324 pp., clothbound, $16.50.
A textbook for graduate or undergraduate use. It covers the
consideration of cost at the inception of an idea, through the
evaluation of various alternatives, to the control of its cost when
being implemented or constructed.
CODIFICATION IN MANUFACTURING AND
MATERIALS MANAGEMENT
Hugh Mitchell
Gower Press — distributed by Cahners Books, 89 Franklin St.,
Boston, Mass. 02110, 1972, 221 pp., clothbound, $13.95.
The first published account of the NATO codification system
which we have seen. The author offers an outline proposal for
a common supply language for both industry and the public
sector. Emphasis is placed on cost effectiveness in all materials
management functions.
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QUANTITATIVE ANALYSIS FOR BUSINESS DECISIONS
Harold Bierman Jr., Charles P. Bonini, and Warren H. Hausman
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill. 60430,
1973, 527 pp., clothbound, $12.50.
This is an introductory work in the application of mathematics
to problems of business. It is an attempt to consider techniques
which treat quite sophisticated and difficult problems rather
than to teach mathematics.
HOSPITALS:
A Systems Approach
Raymond D. Garrett
Auerbach Publishers, 121 N. Broad St., Philadelphia,Pa. 19107,
1973, 171 pp., clothbound, $12.50.
A book directed toward working professionals in the EDP
field. The subject is the hospital, its organization, administration, and operation. It provides an understanding of processes
not the automation of functions.
ATTRIBUTE SAMPLING:
Tables and Explanations
Herman Burstein
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N. Y. 10020, 1971, 464 pp., clothbound, $19.50.
Two basic purposes are served by this book: first, to permit
easy and accurate calculation of confidence limits based on any
attribute sample; and second, to provide substantially accurate
means of determining the size of an attribute sample based on
the binomial distribution.
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Continued from page 6
seriously consider forecasted income statements. The thought
seems logical and yet there is a strong probability that a shadow
of controversy will be cast by any proposed change —and
certainly one embracing the subjectivity of values for financial
reporting.
Interest is growing in many areas to incorporate predictive
information in financial statements. Whether prodded by the
SEC or not, a few banks are now publishing a type of forecasting data. One of the conclusions reached by an Objectives
Study Group, established by the AICPA in 1971, was that
financial forecasts should be incorporated in financial statements. Although many may agree that this is desirable, most
must admit to the difficulty of the means. Regarding successive
financial statements, however, the Study Group suggested that
changes in values be reflected. I feel this is significant for not
only would its implementation produce a fuller understanding
of what has happened but it would assist in the preparation
and analysis of financial forecasts.
Dr. Fraedrich makes it quite clear that he is not advocating
an abdication of historical costs. He is simply recommending
ways to include current values in financial reports which readers
will then find more meaningful. If the recommendations proposed by Dr. Fraedrich were implemented, a reader would be
afforded a more current and complete story than today's reports
provide.
John S. Pletcher
Polk County Chapter
Lakeland, Fla.

A Challenging and Interesting Task
Mr. Daniel G. Dorian's article, "Management Accounting
in a Developing Country," Mav 1974, is very enlightening. I
have had experience in this field and am in fact now occupied
in applying management accounting techniques in a state owned industry in Algeria. It is an extremely challenging and
interesting task. I find myself in practically total agreement
with the basic philosophy of Mr. Dorian. The developing
countries need the application of practical, simple and efficient
management accounting systems.
This leads me to the second interesting article in the same
issue, "Wanted: Retired Accountants," which goes hand in
hand with the concepts discussed in Mr. Dorian's article. Retired accountants can contribute much to the developing countries' needs.
I sincerely hope more interest will be generated in the assistance to the developing countries by these two articles and
that more articles will appear on the subject In MANAGEMENT
ACCOUNTING.
Karim G. Khouri
Certified Accountant
Skikda, Algeria

sisting economic development in overseas countries. He states
that, as American business expands overseas, potential contacts with developing counties will become greater and that we
must be ready to deal with this interaction. He contends that
the problem will not be to introduce a particular system or to
improve on one, but to get one started. At this point, Mr.
Dorian identifies and discusses four characteristics in the development of a management accounting system. These characteristics are: simplicity, salability, training features, and
adaptation to individuals.
Mr. Dorian's discussion of these four characteristics is a
refreshing look at what should be the basic considerations in
the development of any accounting system, whether to be used
in a developing country overseas or in expanding economy here
at home. The complexities of today's modem accounting
techniques sometimes overshadow the purpose for which these
systems are installed, that of aiding the decision - making process. Many of us could benefit by a second reading of Mr.
Dorian's article and by reviewing the systems with which we
work to determine if maybe we have not lost sight of our
particular accounting objectives.
Ronald J. Vogt
Cost Analyst
Parkville, Minn.

We May Yet Salvage Our Self- Respect
Mr. John Kramer, in his article, "Accounting Theory: Revolution or Evolution ?" April 1974, attempts to define an idealistic framework in which accounting theory should be developed. Unfortunately his utopian environment does not
currently exist, and in all probability never did.
By its failure to adequately exercise the creative abilities of
its membership in problem situations, the accounting profession has allowed the SEC and the IRS to take the forefront in
promulgating accounting theory. It is a fact that proper statement accounting and the requirements for determining taxable
income are widely divergent. However, it accomplishes little to
talk about what should be. More of a willingness is needed to
recognize the facts for what they are.
1. The SEC is effectively taking authority away from the accounting profession in almost all areas of financial statement
presentation.
2. The IRS has warped accounting theory to create a body of
tax law which has a decidedly legal and political basis as
opposed to being based on sound accounting procedure.
These facts must be lived with. The inability of the accounting profession to establish an authoritative voice over the years
has allowed government intervention through the mechanisms
of the SEC and the IRS.
If we as professional accountants can unite behind and support the efforts of the newly created Financial Accounting
Standards Board, we may yet salvage our self - respect and retain
what remaining influence we have in the use of proper accounting theory as opposed to political accounting theory.

Refreshing Look at Basic Considerations
In his article, "Management Accounting in a Developing
Country," May 1974, Mr. Daniel G. Dorian suggests that accountants as a group may not be meeting the problem of as54

James D. Pascoe
Supervisor of Accounting
Art Centre Hospital
St. Clair Shores, Mich.
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serviclv....h-e

announces
a

HAA

new

How long the course actually takes
in terms of days or weeks is up to the
individual. It can be completed in
about 38 hours. Progress through the
material can be as rapid or as deliberate as it can be comfortably assimilated. Group participation study is
possible and desirable. The multiple
interpretations and observations add
to the overall benefits.

NAA announces an extension of its
educational service with the introduction of a dynamic new self -study
program. Now available is the first
course in a continuing series that will
soon include a wide variety of courses
for individually -paced learning.
The first course, "Management Accounting for Business Decisions,"
is based on sound economic and financial concepts. Students and Businessmen taking the course will acquire an overview of management
accounting tools and techniques
and how they may be integrated
to provide better information for more
effective decision - making.

3

The cost is low: $40.00 for the complete integrated program which includes the tape, workbook, answer
book and reading lists. Extra copies of
the workbook are available at moderate prices. Also cassette players in
three price ranges are available for
those who need them. For company,
library and group usage, a 20% discount for five or more simultaneous
orders is offered.

4D Separate 30- pageAnswer
Book which enables the businessman to complete his calculations and
which then may be compared with the
suggested solutions provided for the
exercise problems in the workbook.
The program utilizes a multimedia ap- Space is also provided for personal
proach which includes the following:
note taking and comments about
each successive module, all of which
helps in reinforcing the learning
process.
- - - - - - - - - - - - - - - -

4

I

Re t ur n t h is or d er fo r m t o

*Listing of SuggestedRead- I
ings from past issues of Management 1
Accounting to extend the learning
process into the real world area is included in each of the 13 modules.

National Association of Accountants
Spacial Order Department
919 Third Avenue, NewYork, N.Y. 10022

PLEASE TYPE OR PRINT CLEARLY:

1

1

0 Cassette Tape which furnishes

over an hour and a half of clear, concise, professionally - delivered audio
pr og ra m m i n g, di v i ded int o 13
modules of topic development.

I
Nam e

I

I

Ad d r e s s

I
I

cit y
!

State

I

Zi p

I

I
Co u nt r y

Who should take the course? The
course is designed for those who cannot take the time or find the opportunity for more formalized education,
yet are anxious to move forward in
their careers. The course will be rewarding f or controllers and their
staffs, cost accounting personnel,
treasurers, CPA's and governmental
agency staffs. In fact anyone dealing
with financial data relied upon in the
0104-page Workbook which is decision - making process will benefit.
integrated with the audio- presentation. It is color - illustrated with over The course is an ideal addition to any
100 diagrams, how- to -do -it exam- company's library of training aids for
ples, decision - trees, charts, graphs use in group instruction or to aid the
interested individual.
and tables.
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on c a s s et t e r ec or d er s
$
$
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POSTAGE A SNIPPING
All prepaid orders going to United States addresses will
be s urface m ailed or s hipped prepaid. If spec ial handling involving additional costs is reques ted, the actual
extra charges w ill be billed.
Paym ent in full should ac company all orders from outside the United States, and surface postage or s hipping charges on such orders will be paid by NAA.

Chapter/ Member News
Th e designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of ac tive 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 de bt which the Association owes to
members of lo ng standing.

VERDA M. BRANCH, Minneapolis- North star.
ROBERT H. BRAULT, Hartford, past
president. Stuart Cameron McLeod Society.
P. C. BREEK, Member -at- Large, Holland.
WILLIAM L. CHERRY, Cape Canaveral,
past president.
ROBERT D. COPELAND, Memphis.
G. C. DUERR, Youngstown, past president.
SAt1I. KRONBERG, Mid - Hudson.
ADOLPH G. LURIE, New York.
JOHN O. MASON, New Orleans.
P. F. PUSEY, Salt Lake Area.
JOHN P. RUBERTo, New York.
HAROLD E. THIESEN, Eugene, past president.
REIDEI. H. WILSON, Houston, past
president, SCMS.

SCOA Industries, Inc. . . . STEPHEN
MONAGHAN has joined Gates McDonald
& Co., as assistant controller.
CHARLES R. JESSUP, Erie, has been promoted to group vice president of the
Leisure Products Div., Zurn Industries.
ROGER B. STACKHOUSE, Fort Wayne, has
been elected treasurer of Flint & Walling.
EARL M. MCCLURE, Indianapolis, has
been named general auditor of Eli Lilly
and Co.
JOHN W. CONWELL, Ithaca - Cortland, has
joined Park Broadcasting, Inc., as treasurer.
ROSEMARY BRATT, famestown- Warren,
recently was promoted to controller of
Jamestown Plumbing & Heating Co.

MYRON E. SAPPINGTON, Austin Area, has
been elected executive vice president of
Home Capital Funds, Inc.

CLAIRE L. ROTHi, Kalamazoo, has been
promoted to assistant treasurer - controller
of James M. Wilson Corp.

JAMES G. NELSON, Bi r m i n g h a m , has
been named treasurer of the Progressive
Farmer Co.

JAMES L. RILEY, Lancaster, was promoted
to director of material at Raybestos -Manhattan.

JOHN S. SWIFT, Blue Grass Area, was
named first vice president and LLOYD C.
HILLARD, JR., controller, at First Security
National Bank,

FRANK LUDWIG, Lansing-Jackson, is now
controller at Camshaft Machine Co.

RALPH M. LANZA, Brooklyn, was elected
assistant vice president, European- American Banking Corp.
HENRY G. ABSHER, Charlotte Blue, has
been promoted to partner, Haskins &
Sells.
DONALD M. H A R R I S , Chicago, is now executive vice president of Frank Thornber
Co.
PAUL A. GAFRICK, Columbus, has joined
Service Industries of America as controller. . . . FRANK B. SWARTWOUT, JR., was
promoted to corporate controller of
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A. J. Izzi, New York, was named controller— distribution services, Pfizer, Inc.
... MICHAEL E. KOVARSKY has been appointed corporate controller of Gimbel
Brothers, Inc.... WILLIAM J. SUMPERL
recently joined N. Y. Medical Laboratory,
Inc., as controller.
JAMES R. BARNHART, North Central Indiana, was promoted to professor of accounting at Ball State University.
CARL G. ORNE, Oakland -East Bay, past
international vice president, has joined
the full -time accounting faculty at California State University in Hayward.
WILLIAM A. BESORE, Omaha, has been
appointed chief accountant of the Federal Land Bank of Omaha.... THOMAS
J. CLARK has joined American Beef
Packers as group vice president— finance.

Promotions and New Positions

DAVID LIGHT, Boise, has been promoted
to vice president of finance and administration for Chandler Supply Co.

has been named plant controller of American Standard. . . . MARTIN F. COMER,
JR., was appointed director of management services in the Sewerage and Water
Board of New Orleans. . . . THOMAS J.
G I R O I R has been named assistant vice
president of the Continental Bank,
Metairie, La.

J. RICHARD KATTAN, Pittsburgh, is now
director of accounting with Kelly & Cohen CO. . . . DAVID F. KINCEL has been
appointed controller of Asbury Industries.
WILLIAM M. MCCORMICK, Providence,
has joined Keyes Associates in the newly
created position of business manager.
FLOYD E. SKIPPER, Raleigh- Durham
Area, has been promoted to vice president
and controller of Durham Life Insurance.

STEPHEN A. QUATTROCCHI, Massachusetts North Shore, is now chief accountant
for C. T. Main, Inc.
DONALD G. WITTMER, Member -AtLarge, USA, has been promoted to director— corporate financial accounting at
the Quaker Oats Co.
LEO F. NEITZEL, Milwaukee, was named
director of financial planning and analysis at Allis Chalmers.
JAMES W. HATFIELD, Muskegon, Is now
assistant controller with H. E. Wiese,
Inc., Baton Rouge, La.
JOHN R. NORMAN, New Haven, has been
appointed director of finance and business services for the New Haven Visiting
Nurse Assn.
ANTHONY F. ALESSI, JR., New Orleans,

i

Emeritus Life Associates

-

r

ORNE

Oakland -E. Bay

YUHAS

W. Bergen - Passaic

Two Raritan Valley members have been
named at Devro, Inc. CLARK H. JOHNSON
is vice president of finance and administration, and ROBERT J. MERCIER was
named treasurer. Mr. Johnson is a past
pr e s i de n t of t h e ch a p te r . . .. Na me d a t
the Air Pollution Control Div., Research Cottrell, were `VILLIAM R. BAYKOWSKI,
products operations controller; JAMES C.
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manager of general accounting, and P H I L I P S . BANASHEK, supervisor, general ledger department; and
WAT KI N S,

Time Off

RICHARD J . ASTORECA w a s n a m e d c o r p o -

rate manager of financial analysis and
control.
E . K E I L , San Antonio, has joined
J. H. Uptmore and Associates as vice
president and controller.
JOHN

SL00DK081LE

R A Y M O N D F . W I L S O N , S i o u x City, has
been promoted to chief accountant, Carcass Div., Iowa Beef Processors, Inc.

Sioux Falls Area, was
promoted to plant controller at John
E M M E TT B. HAHN,

M o r r e l l & C o . . . . W I L L I A M KLU T E R has

been named vice president and treasurer
of Lewis Drug.
Southwest Los Angeles,
has joined Holmes & Narver, Inc., as controller.

JOHN H . FR ISC H,

Syracuse, was named vice
president of finance, Edward Joy, Inc.
GE O RGE F ROS T ,

Toledo, was promoted to manager, financial administration, for Goerlich Sales, AP Parts Co.,

MICHAEL

J. ACKLAND,

Q u e s t o r C o r p . . . . W A L T E R S . ASHBAUGH

P �

has been elected treasurer of Medical

� q

"I give every day at the office!"

Accounting for Shrimp Boats?
A recent query to the NAA Technical
Information Services Department lent
a briny air to the rarefied discipline
of accounting. Th e member wrote:
"I would appreciate receiving a copy
of any material you may have on the
subject of accounting for commercial
deep -sea fishing operations. In particular, I am interested in shrimp
boats."
Th e resourceful manager of this
NAA department referred him to the
appropriate industry association and
also to a 20 -year -old article in a Canadian publication.

Greenspan on Inflation
Prior to being appointed chairman of
the President's Council of Economic
Advisers, Economist Alan Greenspan
participated in a Conference Board
forum on inflation. In one segment
of the discussion he summed up the
problem in this fashion: "One way of
looking at our particular problem is

that the government wishes to accumulate, under its auspices, for its
own purposes, an increasing share of
the product of the economy. However, it is not willing to allow that
process to become absolutely clear
and unequivocal, either through higher taxation or higher interest rates.
In effect, it is attempting to shift
part of the resources from one group
to another without the group from
whom it is being taken being aware
of the process. This is the so- called
`hidden tax' of inflation. Now, you
ask if it is feasible to implement this
shift without inflation? In the Soviet
Union it is done all the time. Basical.
ly, what you do there is say this is
what is going to happen. If you don't
like it, we are going to send you to
Siberia. But here, if you don't like
it, you will vote against me, and I
don't want that to happen."
—from�"Inflation�in�the�United
States: Causes and Consequences,"
The Conference Board

SOUTHERN
OPPORTUNITIES
We ar e r e c r u i t i n g m an ag em en t- or ie nt ed
Ac c o u n t i n g , Fi n an c ia l a n d EDP per s o nnel fo r t h e r a p i d l y g r o w i n g So u t h e r n
Ma r k e t . Im m e d i a t e c a r e e r o p p o r t u n i t i e s
f o r C o n t r o l l e r s , P l a n n i n g Ma n a g e r , A s s t .
Tr e a s ur e r , Fi n an c ia l An a ly s ts , Ac c tg .
Ma n a g e r s , Cos t Ac c o u n t a n t s , Au d i to r s ,
Ge n . A c c t s . , S y s t e m s A na l y s t s . Pr og r am •
m er / An al ys t, DP Ma n a g e r s a n d ot h e r s .
Sala ries t o $25, 000.

• CONFIDENTIAL SERVICE
Yo ur pr e s e n t p o s i t i o n w ill i n n o w ay be
jeopard iz e d . W e h a ve h a d o ve r 1 2 y e a r s
exp er i en c e i n th e pl a c e m e n t of pro fe s s i o na l pe r s o n ne l .

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

CHARLES EDWARDS, CEC, Mgr.
Accounting Division
u

j

Spen
ilg-.-Son
il
Where New Futures Begin
Box J -2000, Columbia, S.C. 29201

Circle 15 on inquiry card.
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College of Ohio. . . . JOHN A. MONROE

In Memoriam

ARTHUR W. CRUMP, 82, San Francisco,

is now assistant treasurer, Tuschman

MERRILL C. ALLISON, 80, Jamestown -

past president, 1931. ELA.
LEWIS D. CRUSOE, 79, Detroit, past national vice president, 1923. ELA. SCMS.
BERNARD C. GRIER, 30, Dubuque TriState, 1971.
LELAND L. HARRIS, 59, San Antonio,,
1956.

Steel Co.... FRANK C. QUINN was promoted to manager of finance and administration, Metal Container Operations,
Owens - Illinois.
DONALD WARPENBURG, Wabash Valley,
is controller of Packard Shirt Corp.
BRIAN G. YUHAS, West Bergen - Passaic
County, has been named corporate controller of Pantasote Co.
DAVID W . BAMBERGER, JR., Williamsport, was named controller by Trimtex,
division of William E. Wright Co.

Warren, past president, 1944. Emeritus
Life Associate.
CHARLES E. BAXTER, 80, Piedmont Greensboro, past president, 1929. ELA.
Stuart Cameron McLeod Society.
RUSSELL M. BRUCE, 58, Cape Canaveral, past president, 1962. SCMS.
SAMUEL J. CAMPANARO, Lehigh Vallev,
1969.
BERTRAM J. CARMACx, 70, Indianapolis,
1937. ELA.
DANA F. CAVIN, 50, North Central Ohio,
past president, 1956.

RONALD E. LEE, 33, Wichita, 1973.
HAROLD W. LUENSTROTH, 71, St. Louis,
1928. ELA. SCMS.
H. ERNEST OWEN, 70, Richmond, past

president, 1944. ELA.
R. N. SlssoM, 44, North Alabama, 1972.

Alexander J. Lindsay (1896 -1974)
Alexander J. Lindsay, past national President of the
Association (1954 -55), died last July 25th at the
age of 78 in Denver, Colo.
Mr. Lindsay, who joined the Association in
1932, was a staunch supporter of NAA throughout
his life. He served as the second president of the
Denver Chapter, 1933 -34, and two terms as national vice president. He continued to attend area
Association meetings after his term as President
was completed.
He was born in Denver and attended area
schools, including the University of Denver, of
which he was a graduate. He then went east to earn
a degree from New York University. After serving
in the U.S. Army during World War I, he attended the London School of Economics and
Political Science.
Becoming a CPA in 1920, he went on to establish his own firm, Alexander J. Lindsay & Co. This
firm was merged into Coopers & Lybrand in 1968,
with Mr. Lindsay remaining with the company as
a retired partner and consultant.
A professional accountant highly active in the
field, Mr. Lindsay taught an auditing course at the
University of Denver for many years. He was also
a member of the AICPA, director of the Colorado
Society of CPAs, and served on the Colorado State
Board of Accountancy. Some of his other community activities included president and director of

58

the Denver Country Club, Denver Club and Gyro
Club, and a past director and treasurer of the
Denver Athletic Club. He had been a member of
the Stuart Cameron McLeod Club since 1937 and
served as president, 1950 -51.
He is survived by his widow, Caroline, and a
son, Dr. Alexander J. Lindsay of Flagstaff, Ariz.
As president of the Association during its 35th
year, Mr. Lindsay took a retrospective look back,
pointing out that, "We have advanced and prospered through wars and conflicts, through times of
prosperity and periods of depression and recession
. . . we believe that we have contributed importantly from the vast storehouse of experience,
know -how and enthusiasm that is ours to the advancement of our economy and the consequent
well -being of our country." He added: "There is no
time to rest on our laurels, if we want to remain
the dynamic, growing organization we are. We
must keep pace with the times and be ready to
challenge the ever - changing problems in business
and industry that new products, new inventions,
economic and political crises bring to America and
the world each year."
It is a tribute to the vision and wisdom of this
accounting leader that those words written almost
20 years ago are still valid today and can serve as
a kind of epitaph for this past national president
whose death will be mourned by NAA'ers.
❑
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"The student
membership'
category attracted
1,344 students to
the Association:'

National
Association
of
Accountants

"Nine new chapter
were established."
"The Presidents'
Cup will be
sponsored and
underwritten by a
group of past
national
presidents."
"The Association
now offers five
types of insurance
programs to
members."
"The first full
year of cycle
billing brought4
the Association
extra amounts
of cash.,"

ANNUAH
IP
IORT

For the year ended June 30, 1174
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THE PRESIDENT'S MESSAGE
In accepting this office more than a year ago in
Dallas, I outlined a number of objectives for the
1973 -74 year. Happily, I can report that these
objectives were met —and even exceeded in some
instances. Let me briefly itemize some of the
encouraging developments and actions that occurred during 1973 -74.
The Institute of Management Accounting is
now an ongoing organization and a more recognized entity with the establishment of new offices
in Ann Arbor, Michigan, and its increased enrollment of the past year. The Certificate in Management Accounting was earned by twice as
many people as in its first year and it will continue to increase by geometric, rather than arithmetic, progression.
Our continuing education programs continue
to grow in excellence of content as well as in
attendance. With the introduction of the new
home study cassette courses, we can now offer
a complete spectrum of educational opportunities
in accounting. This multi -media approach to continuing education supplements the already existing CEP, LEAP and In -House educational programs
now offered by the Association.
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The accounting research arm of the Association
is generating increased recognition in academic,
industrial and governmental circles. Its activities
complement those of our Management Accounting Practices Committee which made a number
of public pronouncements on behalf of your
Association during the year.
The results in the membership area were most
gratifying. Reversing a trend of the previous two
years, membership took a turn upward, a path
which I believe it will stay on as we tell of, and
exemplify, the many benefits offered through
membership in this Association. Although we are
the largest industrial accounting organization in
the world, there is still a tremendous market of
untapped accountants who can benefit by joining
our Association. They await our invitation.
It was apparent last year that our programs are
gaining more coverage in the communications
media, especially in some large daily newspapers.
For example, the Certificate in Management Accounting designation already has appeared in
employment ads as one of the qualifications
sought in the job description. This added exposure of the Association should have a favorable
impact on our ability to attract members and to
carry out our objectives.
And, being accountants, we're interested in the
bottom line, too. We operated with a substantial
surplus even during this period of unprecedented
cost increases. Improved membership growth was
a big factor in this favorable performance but the
fiscal responsibility outlined by the Finance Committee, accepted by all committees, and stringently administered by the New York office, contributed, too.
In reviewing the activities of your Association
for the past year, which are described in the following pages, I have feelings of pride and thanksgiving —proud of the accomplishments in which
I played only a minor role and thankful for the
truly great people of NAA who made it all possible.
My wife, Virginia, and I traveled in excess of
85,000 miles this year in presenting 12 charters,
six trophies, three 50th Anniversary plaques, two
technical speeches, and attending two workshops
and a regional conference, as well as chapter,
committee and board meetings. The hospitality
has been warm and generous. The support given
us by members and national officers and directors
has been outstanding.
On behalf of my fellow officers, and our wives
who sustained us in our NAA duties, our heartfelt
thanks for making this a most memorable and
personally rewarding year.

ROBERT G. CHAPMAN
President, 1973 -74
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PLANNING

In a review of the recommended changes put
into effect at the Annual Conference in June
1973, the Committee concluded that the changes
were helpful in streamlining the format of the
annual meeting and annual dinner. With the revision of the Constitution and By -Laws out of the
way, the Committee is turning its attention to
consideration of where the Association should be
in the next five to ten years and how it can get
there.

A two -stage project by the Committee on Planning to revise the Constitution and By -Laws in
order to reflect changes in Association activities
and to update this document has been completed.
Last year proposed changes to the Constitution
were submitted to the members for their approval as required by the Constitution. Of those
members voting on the revisions, 96.9 percent
approved.
As the second step, proposed revisions to the MEMBERSHIP AND CHAPTER
By -Laws of the Association were approved by the
GROWTH
Board of Directors and published in the August
1974 issue of MANAGEMENT ACCOUNTING. As Membership turned the corner and started upprovided in the Constitution, amendments to the ward once again during 1973 -74. The Committee
By -Laws adopted by the Board of Directors be- on Membership was heartened by the year -end
figures which showed 68,040 members, a five
come effective upon publication.
The amendments incorporate the establishment percent increase in membership over the year
of the Institute of Management Accounting, pro- before. This compares with a two percent net loss
vide for the new student membership category the previous year.
and the adoption of cycle billing, and establish
The student membership category inaugurated
procedure on how to operate in the event of the a year ago attracted 1,344 students to the Associadisability of the President or other elective officer tion. In an effort to encourage more students to
of the Association and provide for continuity in transfer their memberships from a student catethe event of the disability of the Executive Direc- gory to regular membership, the NAA Board approved a policy under which any student member
tor.
The Planning Committee also devoted con- who joins NAA as a regular member within six
siderable attention to member retention. It con- months of the end of his student membership will
curred with the recommendation of the Com- not be required to pay the initiation fee.
Retention of members has improved as shown
mittee on Membership that a new survey be
undertaken to update the membership profile to by the graph on this page, but the Committee is
study the reasons why members resign and to forging ahead in developing ways of improving
study the effect of the recent trend toward pro - retention, as well as acquisition, of members. One
of its projects, a new survey to update the Asfessionalization on the membership.

New members (approximately 15,000) outnumbered deductions —
terminations, resignations, deaths, etc. — during 1973 -74. NAA growth,
as shown, has been fairly steady (total: 68,040) but a major concern is
still retention.
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August 1, 1973 — Sheboygan Lakeshore (Wis.)
February 1, 1974 — Danbury Area (Conn.)
February 1, 1974 — Fayetteville Area (N.C.)
February 1, 1974 — Middle Georgia (Macon area)
April 1, 1974 — Anderson Area (S.C.)
April 1, 1974 — Bakersfield Area (Calif.)
April 1, 1974 —North Georgia (Dalton area)
A survey of current international members of
the Association indicated that there is potential
for new chapters in several geographic areas. The
Ad Hoc Committee on International Chapters and
the Ad Hoc Committee on International Structure
are coordinating NAA efforts in this direction.
Under a change to the Constitution and ByLaws, the committee with this responsibility will
become in 1974 -75 the Committee on Chapter
Development. In addition to responsibility for
new chapters, it will be charged with the continuing review of existing chapters.
Muskegon Chapter members celebrate their Stevenson
Trophy victory.

CHAPT ER OPERAT I O NS
The major challenge facing any volunteer association is to get members involved in activities that
will benefit them, both in the short and long run.
The chapter competition is one of the most effective tools NAA has developed to motivate volunteer members to work toward common goals. The
Committee on Chapter Operations is charged
with the responsibility of guiding this activity, as
well as reviewing chapter operations in general.
Presidents' Cup

Gunnarson Award is
accepted by Luis Viatela at
Annual Conference on
behalf of Medellin,
Colombia, Chapter.

Umberto 1. Gonzales (left)
flew more than 8,600 miles
to accept Brinkley Award on
behalf of Philippine
International Chapter.

sociation's membership profile, is now under way.
When completed, it should be useful in planning
membership strategies at the national and chapter
levels.
New Chapters
Those members who are affiliated with chapters
gain the maximum benefits of Association membership. This is a truism that national officers,
directors and chapter officers and directors have
been promulgating for years, and it forms the
rationale behind the Association's new chapter
formation program.
Nine new chapters were established during
fiscal year 1973 -74. The names of the chapters
chartered and their charter dates are:
July 1, 1973 —Palm Beach County (Fla.)
August 1, 1973 — Lufkin - Nacogdoches Area (Texas)
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One of the most important actions taken by
this Committee was to plan a new trophy to be
presented to the chapter — regardless of which
division it is in —which has shown the most consistently good performance in the chapter competition for the previous five years. Called the
Presidents' Cup, it will be sponsored and underwritten by a group of past national presidents.
The first presentation of the new trophy will
take place in June 1975. The trophy will be presented to the winning chapter at the chapter level
by the immediate past national president. If he is
not available, another past national president will
be called upon to make the presentation, and all
past national presidents will be invited to the
presentation.
In other actions taken by the Committee, point
awards were adjusted in the membership area
in order to place more emphasis in the competition on membership retention. Also, the Committee concurred in a proposal to award credit
to international members for the translation and/
or publication of articles not previously published
in the language of the chapter membership, or
those articles translated from MANAGEMENT ACCOUNTING in the language of the chapter membership, and distribution of the published articles
to members affiliated with the chapter.
Membership in the international chapters fell
to the point where there would be only a few
MANAGEMENT ACCOUNTING /OCTOBER 1974

chapters remaining in the international competition for the Gunnarson Trophy in 1974 -75. Accordingly, the National Board approved a motion
to combine the Gunnarson and Brinkley competitions under Brinkley rules. The first place chapter
will receive the Gunnarson Award; the second
place chapter, the Brinkley Award.
The charter of the Southern Illinois Chapter
was withdrawn because of a lack of interest in
the chapter activities. In addition, two chapters
were given permission to change their names:
Greenwich - Stamford to Connecticut Gateway and
the Southern Nevada Chapter to Las Vegas.

EDUCATIONAL ACTIVITIES
The educational programs of the Association increased in depth, content, reach and range during
1973 -74. The most widely known, the Continuing
Education Program, had a record year. Stated in
manJdays of attendance, the program was 24 percent ahead of budget, a substantial increase over
last year's figures.
The In -House CEP Program was introduced
about two years ago for presentation right on the
organization site, whether it be a public accounting firm, manufacturer, government office, NAA
chapter or regional group of chapters. In the
fiscal year just passed, 28 courses were presented
— several of them repeated within the same organization—as compared to 11 the year before.
In the Local Education Activities Program
(LEAP), five new programs were made available
for chapter use, including two courses and three
seminars. The Committee on Education is developing techniques to encourage the use of these
programs by analyzing some of the chapters' past
experience with the successful conduct of such
programs.
An effort is under way to qualify NAA educational programs —CEP, LEAP and the Annual Conference technical program —in the formal continuing education requirements for maintaining a
live permit to practice as a public accountant or
CPA. The CEP Program currently qualifies under
the continuing education requirement of the states
of California, Washington and Hawaii, and it
seems likely to qualify in other states which have
formal continuing education requirements. The
Institute of Management Accounting has indicated that most NAA programs will qualify, with
modest changes, under the continuing education
requirements of the Certificate in Management
Accounting program.

Registrants at Fall 1973 Continuing
Education Program in New York. CEP
Program surpassed expectations during year.

This cassette is the first in a new,
multi -media educational series.
"Cost Concepts and Cost Behavior Analysis."
The first program consists of a 90- minute cassette with a supplementary workbook which includes problems designed to illustrate concepts,
and references to further readings in MANAGEMENT ACCOUNTING. Each course, although a self contained unit, builds upon the preceding course.

RESEARCH

The objective of NAA research is to make significant contributions to the literature in management accounting and to bring about the recogniSelf-StudyCassettes
tion of NAA as the source of authoritative data in
In a pioneering new direction for the Associa- management accounting. Research falls into three
tion, the first self -study cassette program was de- general categories: how to do it, a summary of
veloped and made available to members last what is in the literature, and material that extends
June. The first in a series of five — "Management the frontiers of knowledge.
Accounting for Business Decisions —A ContempoFive research projects were completed this
rary Introduction " —is a broad overview of the year. Human Resource Accounting: Past, Present
field. The second cassette program, which will be and Future has been offered free to all NAA memdeveloped and offered later this year, is titled, bers for a limited time.
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Conference attendees look over some of
the NAA publications on display at Annual
Conference.

Flanking Past President Robert Beyer are
CMA winners: Karl E. Fraedrich (I.), Beyer

Bronze Medal, and Scott G. Thompson,
Beyer Gold Medal.
Four research projects being scheduled for publication are: Some Behavioral Effects of Participative Budgeting Systems; Business Decision Models: Normative Study; Accounting for Supplies,
and Survey of Accounting for Corporate Social
Performance.
Work has begun on projects titled, "Business
Decision Models: Empirical Study," "Labor Cost
and Performance," "The Use of On -Line Computer -Based Planning Systems," and "Standard
Costing."
Two projects recommended by the Committee
on Accounting for Corporate Social Performance
were accepted. They relate to the measurement
of environmental and physical resource impacts
for use in corporate information systems and decision- making, and accounting for corporate social performance for internal decision- making.
The Committee also has undertaken a pilot study
to determine the feasibility of developing a Management Accounting Practices Survey.

INSTITUTE OF MANAGEMENT
ACCOUNTING
The Certificate in Management Accounting is attracting candidates at a rate which augurs well
for substantial growth in the years to come. There
was a 30 percent increase in the number of candidates who sat for the examination in 1973 -74.
The second examination for the Certificate in
Management Accounting was held in December
1973 in 25 cities. Of the 534 candidates who sat
for all or part of the examination, 101 candidates
successfully passed all five parts. The Institute has
issued 144 Certificates in Management Account64

ing since its establishment.
In another action the Board of Regents approved requirements and rules for continuing education of certificate holders. The Institute requires 90 hours of continuing education credit in
each three -year period after the certificate holder
passes the examination.
The CMA examination is scheduled for December 4, 5, and 6 this year. Because of the fact that
many accountants are extremely busy at the end
of the year, however, the examination will be held
annually in June, beginning in 1975.

PUBLICATIONS
A number of different divisions within the Association are generating material to be published
for members. During 1973 -74, statements from
the MAP Committee, a research study from the
research department, and questions and answers
to the first two CMA examinations were published. Volumes 1 and 2 of Management Accounting for Multinational Corporations were readied
for publication and Volume 1 was made available
for sale. This work is a collection of articles drawn
from MANAG EMENT AC C O U N T I N G and other
publications dealing with multinational corporate
accounting.
The Committee on Publications helped develop
and implement the "Superlibrary" package concept under which one copy of all NAA publications is offered to members at a large discount
price. A number of the sets have been sold since
the offer.
Revenue from sales of NAA publications increased 22.8 percent as compared to 1972 -73.
Advertising sales in MANAGEMENT ACCOUNTING increased about 24 percent over the year
before. Sales of all publications to nonmembers,
including companies, bookstores and libraries, accounted for 66.8 percent of total sales. Another
indication of the value of Association publications
is that permission was granted to reprint 142
articles from MANAGEMENT ACCOUNTING.
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On behalf of MAP Committee, Dudley Browne testifies on research and
development and similar costs at FASB public hearing.

MANAGEMENT ACCOUNTING
PRACTICES
As illustrated in a listing in the July issue of
MANAGEMENT ACCOUNTING, the MAP Committee found itself challenged with the difficult
task of responding to many different issues before
government and private bodies concerned with
accounting matters. In oral testimony, it responded to the Financial Accounting Standards
Board on research and development and similar
costs, and to the Federal Trade Commission on its
proposal for a line of business reporting program.
Written responses on a number of issues were
made to the FASB, the AICPA, SEC and the Cost
Accounting Standards Board. The MAP Committee also commended the Accounting Objectives Study Group (Trueblood Committee) on its
report which forms the basis for the FASB's study
of the objectives of accounting.
The Committee completed work on MAP Statement No. 6, Guidelines for Inventory Measurement; No. 7, Fixed Asset Accounting: The Allocation of Costs; and No. 8, a paper which defines
the terminology used in the first six statements
issued by the Committee.
Subcommittees are currently working on projects which should result in position papers on
departure from historical cost and on accounting
for liquidity.

CONFERENCES
The Annual International Conference in Detroit
drew 2,293 NAA'ers, including many from the
Michigan chapters. The Conference was a success
financially, as the Association recovered a little
more than it spent in holding the annual event.
Regional conferences scheduled to be held in
1974 -75 are:
October 24 -25, 1974--!Charlotte, N.C.
May 8 -10, 1975— Indianapolis, Ind.
May 15 -17, 1975 — Manila, The Philippines
October 9 -11, 1975 — Boston, Mass.
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Public Relations Awards are displayed by,
I.-r., Charles Stevenson, Canton; Carl
Cornstubble, Ohio Western Reserve;
Robert Pyle, P -R Committee chairman;
Albert Castello, Reading; Burnie
Swartzmiller, Los Angeles, and Dwight
Davis, Milwaukee.

PUBLIC RELATIONS
The effort to acquaint the public with the Association through the media proceeded at two levels.
The chapters conducted vigorous public relations
programs in their communities, many of them
making imaginative attempts to reach public attention with the NAA story. At the national level,
the Executive Director continued to meet with
editors of the top dailies to familiarize them with
the Association. One item on the Certificate in
Management Accounting program appeared in
Nation's Business, exposure that is of great value
to the Association. The Socio- Economic Program
also generated publicity for the Association in
local and regional media. The Detroit media gave
NAA very good coverage during the Annual Conference last June.
Under the direction of the Committee on
Public Relations, the Association plans to develop
a program aimed at increasing the awareness of
high school faculty and students of the career
opportunities in accounting and the role NAA
plays in the field. This program will be developed
as a Special Public Relations Activity with necessary materials supplied by the staff.
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SOCIO- ECONOMIC PROGRAM
Under a contract for the second year, the NAA
Socio- Economic Program has expanded its efforts
to reach disadvantaged businessmen with its financial and accounting expertise. Working through
volunteer members in NAA chapters, the program
enlisted the help of hundreds of volunteers during the year.
Some statistics serve to show the scope of the
effort: 203 chapters had active programs during
the year in which 1,542 cases were accepted, and
1,032 completed. Staff managers who visit chapters and coordinate the program estimated that
30,840 man -hours were expended, a volunteer
dollar value of approximately $1,200,000.
Letters and other signs from the field indicate
that the program is fulfilling its objectives. The

Department of Commerce has renewed the contract for the program for 1974 -75.

STUART CAMERON McLEOD
SOCIETY
The Stuart Cameron McLeod Society was originally formed so that the Association would continue
to have available the pool of experience and expertise represented by the past national officers
and directors. Through subcommittees, the Society is endeavoring to help NAA in its membership drives and in the Socio- Economic Program.
The Society also responded to a call for volunteers by the International Executive Service Corps
(IESC) to help companies in developing countries
abroad. Some 40 members indicated their interest
in participating in the program.
The mid -year meeting was held in Acapulco,
Mexico, and was attended by more than 125
members and their spouses. A special get- together
dinner at the Northwest Regional Conference was
attended by 40 members and their spouses.
At the annual meeting in Detroit, 47 new members were inducted into the Society. Herbert C.
Knortz, chairman of the Board of Trustees of the
Institute of Management Accounting, was inducted into the Society as an honorary member.
He is only the second person in the history of the
Society to be so honored.
The Board of Governors voted to admit eligible
candidates into the Society at the beginning of
their term of office. This will make it possible
for them to become members of the Society while
they are most active in Association activities.

INSURANCE
Stuart Cameron McLeod Society inductees
and sponsors march to induction ceremony.

Incoming President Russell W. Hardy (I.)
chats with Herbert C. Knortz (c.) honorary
inductee of the Society, and outgoing
President Robert /. Enersen.
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The Association now offers five types of insurance programs to members. More than 8,000
members are enrolled in the life insurance program and insured for approximately $180,000,000.
As a result of the excellent experience and the
funds accumulated in this program, the Insurance
Committee voted to waive the life insurance
premium for the second half of 1974. In addition,
each participant was offered the option of applying for an increase of 50 percent in the total
amount of his coverage.
The Group -in- Hospital Indemnity Plan has 1,567
members enrolled; the Accident Insurance Program, inaugurated on January 1, 1973, has 1,841
participants, and more than 900 members have
requested enrollment in the fourth plan, the income Protection Plan.
A fifth plan, Major Medical Insurance, was approved during the year. Shortly, members will
receive material describing the plan.
Under a revision to the program, the Insurance
Committee approved a provision under which all
new members of the Association may enroll in
the insurance program during the first 60 days
following their election, rather than having to
wait for an enrollment period.
MA N A G E M E N T AC CO U NTING / O CTO BE R 1974

MEMORIAL EDUCATION FUND
The assets of the Memorial Education Fund continued to grow as members and chapters contributed sums to memorialize their colleagues. As
established, the Fund offers the opportunity for
individuals to support the educational objectives
of the Association by memorializing colleagues,
or others, who have died. Income earned by the
Fund, as well as any part of the principal, must
be used exclusively for educational purposes.
The donors to the Fund during 1973 -74 are
listed below. The individuals memorialized by the
contributions are:
Rawn Brinkley
A. L. Erickson
Eugene M. Rock
Otis Johnson
Armand Quere, Jr.
George P. Marks, Jr.
George Bricault
Harry Riggs, Jr.
Althea Hass
Kenneth W altman
Mrs. Muriel Lista
Russell Jones
G. W illiam Ruth
W illiam M. O'Brien
W illiam D. Knapp
Nicholas A. St. Peter
Joseph W . Kidd
Thomas A. W illiams
Lloyd F. Bielenberg
R. C. Counts
Herman Heiser
F. L. Hopkins
Frank A. Pickard
Bob Elliott
Margaret Nyblin
John E. Connell
Bill Fox
Otto L. Straub

A. T. Samuelson
Charles D. Sands, Sr.
Emil Scharff
Colin Stillwagen
Manuel R. Sylvester
Mr. & Mrs. Arthur S. Taylor
Mr. & Mrs. J. G. Underwood
Mr. & Mrs. Doren D. Vest

Clarence Langer
Harold Little
Mr. & Mrs. J. E. Meredith
Grant U. Meyers
Nels C. Nelson
David Rewick
Mr. & Mrs. Keith Rosen
Wade B. Salisbury
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MAJ O R F U N C T IO N S

NATIONAL ASSOCIATION OF ACCOUNTANTS
Current Operating Fund Expenses

Classified As to the Nature of the Expenditures
Year Ended June 30, 1974

(M Dollars)
Organizations donating to the Fund:
Albuquerque Chapter
Cedar Rapids Chapter
Cincinnati Chapter
Dayton Chapter
Des Moines Chapter
East Tennessee Chapter
Ernst & Ernst
Essex County Chapter
Fox River Valley Chapter
Indianapolis Chapter
Morristown Chapter
New Orleans Chapter
Peninsula -Palo Alto Chapter
Southern California Area Council
Stuart Cameron McLeod Society

Individuals donating to the Fund:
Fred Andersen
Dudley E. Browne
Mr. & Mrs. Robert G. Chapman
Frank Doeler
W illiam L. Ferrara
Lafe Fox
Vincent B. Grande
Mr. & Mrs. Paul M. Herring
Suzanne & Greg Jones
John & MaryJane Kokos
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Total payments t o c h a p t e r s . . . . . . . . . . . . . . . . . . .
Publications (production and mailing costs only) .
Printing and supplies . . . . . . . . . . . . . . . . . . . . . . . .
Salaries— administrative and clerical . . . . . . . . , . .
Contract payments & temporary help . . . . . . . . . .
Travel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Meetings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Advertising and promotion . . . . . . . . . . . . . . . . . . .
Conference expenses . . . . . . . . . . . . . . . . . . . . . . . .
General expense:
Rents and related costs . . . . . . . . . . . . . . . . . . . .
Equipment— rented . . . . . . . . . . . . . . . . . . . . . . .
— maintenance & depreciation . . . .
General postage . . . . . . . . . . . . . . . . . . . . . . . . . .
Employee benefits . . . . . . . . . . . . . . . . . . . . . . . .
General services —tel. and tel., delivery,
insur ance, et c .. . .. . .. .. . .. .. . .. . .. .. . .. .
Other — auditing, legal, consulting fees, etc....
Special project expenses . . . . . . . . . . . . . . . . . . .

$ 591.3
276.1
185.8
1,229.2
117.1
164.5
39.5
92.8
145.6
$218.7
85.7
23.3
80.4
205.1
83.6
37.3
60.2

794.3
$3,636,2

NOTE: Information on this page was prepared by national staff and is
not covered by the auditor's report.
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NAT I O N AL ASSOCIATION OF ACCOUNT ANT S

STATEMENTS OF ASSETS, LIABILITIES AN D F UND BALANCES
ASSETS

LIABILITIES A N D F U ND BALANCES
line 30
19/4

line 30
ly /S

19/4

19/1

CURRENT OPERATING F U ND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Furniture, equipment & leasehold improvements -net
Other assets and deferred charges . . . . . . . . . . . . . . . . .

$ 151,154

$ 120,583

1,950,000
423,187
83,099
$2,607,440

2,018,232
135,772
76,571
$2,351,158

Accounts payable and accrued liabilities . . . . . . . . . . .
Deferred membership dues . . . . . . . . . . . . . . . . . . . . . .
Socio- Economic Program contributed reserve ........
Fund balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 156,536
1,560,993
65,015
824,896

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

$2,607,440

$2,351,158

RESERVE F U ND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost (quoted market value
at June 30, 1974 and 1973 approximates $2,122,000
and $2,362,000, respectively) . . . . . . . . . . . . . . . . . . .

$

8,855

$

26,504

2,468,311

2,363,604

Fund Balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Initiation fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Net ga in (l os s) on sa le of s ecu ri ties ... .. ... .. ... ..

$2,477,166

$2,390,108

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

$2,390,108 $2,256,722
111,750
99,950
(24,692)
33,436
$2,477,166

$2,390,108

$

48,397
2,563
3,309

$

42,142
4,120
2,135

$

54,269

$

48,397

MEM ORIAL EDUCAT I O N F U ND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable security, at cost which approximates market

$

$

4,269
50,000

$

54,269

$

13,397
35,000

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

48,397

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

See Notes to Financial Statements.

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF REVENUES AND EXPENSES AND CHANGE
IN FUND BALANCE - CURRENT OPERATING FUND
For the Year Ended June 30
1974

1973

REVENUES:
Membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continuing education program- registration fees and sales of materials
Annual conference - registration fees . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest and dividends on Reserve Fund investments . . . . . . . . . . . . . . .
Interest on Current Operating Fund investments . . . . . . . . . . . . . . . . . . .
Ad v er t i s i n g a n d s a l es o f p u b l i c a t i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Institute of Management Accounting- registration and examination fees
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$2,884,331
463,753
137,096
102,086
138,426
160,170
75,868
25,338

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

3,987,068

3,625,203

Chapter services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Payments to chapters . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical services, including research . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketing services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Gener al o ffice ser vices and m em ber r ecor ds . ..... .... ..... .... ....
Administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
I n s t i t u t e o f Ma n a g e m e n t A c c o u n t i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

258,796
591,339
566,596
128,731
473,981
265,468
1,019,716
284,428
175,840

258,502
562,035
507,939
133,755
355,738
238,039
955,958
243,634
134,554

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

3,764,895

3,390,154

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

222,173

235,049

FUND BALANCE, BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . .

602,723

367,674

FUND BALANCE, END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

824,896

602,723

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

$

$

EXPENSES:

See Notes to financial Statements.
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NATI ONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF CHANGES IN FINANCIAL POSITION CURRENT OPERATING FUND
For the Year Ended June 30
1974

1973

SOURCE OF FUNDS:
From operations:
Excess of revenues over expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Expenses not requiring outlays of funds —
depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$222,173

$235,049

77,942

18,812

Total from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in deferred membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in accounts payable and accrued liabilities . . . . . . . . . . . . . . . .
Decrease in marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

300,115
102,766

253,861
511,264
101,292

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

471,113

68,232
866.417

USES OF FUNDS:
Increase in marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in accounts payable and accrued liabilities . . . . . . . . . . . . . . .
Acquisitions of furniture, equipment and leasehold improvements ....
Increase in other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

68,657
362,912
8,973

12,807
53,597

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

440,542

759,636

NET INCREASE IN CASH BALANCE . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
CASH, BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

30,571
120,583

106,781
13,802

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

$151,154

$120,583

693,232

See Notes to Financial Statements.

NOTES TO FINANCIAL STATEMENTS
A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Chapter Treasuries and Regional Councils
The funds and accounts of Chapter Treasuries and Regional
Councils are not included in the accompanying financial
statements.
Socio- Economic Program
The Association conducts a Socio- Economic Program which
is funded by the United States Department of Commerce —
Office of Minority Business Enterprise under a cost reim-
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bursement type contract in the maximum amount of
$152,400 for each of the years ended June 30, 1973 and
1974. The expenditures under the Program and the reimbursements thereof are not included in the reveriues and
expenses of the Current Operating Fund.
Marketable Securities
Marketable securities are carried at cost determined on
an average basis;
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Furniture, Equipment and Leasehold Improvements
Furniture, equipment and leasehold improvements are
carried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are amortized over the term of the lease or the estimated useful
lives of the assets, whichever is the shorter period. Furniture and equipment are depreciated over their estimated
useful lives.
Revenue Recognition
Membership dues are recorded as revenue during the
applicable membership period.
Registration and examination fees are recorded as revenue
when the applicable event occurs.
Advertising revenues are recorded as revenue when the
applicable publications are issued.
Research Studies
Costs of research studies are charged to expense as incurred.
SPECIAL PURPOSE FUNDS
The Reserve Fund was established for the purpose of providing funds which may be utilized to insure continuous
extension and development of activities for the best interests of members. The principal of the Reserve Fund is
accumulated through initiation fees and gains and losses
on sales of securities of the Fund. Interest and dividends
earned on investments of the Fund are recorded in the
Cu r ren t O per at i ng Fu n d. No app r op r iat ion s m ay be mad e

from the Fund except upon affirmative vote of the majority
of the Board of Directors.
The Memorial Education Fund was established for the
purpose of accepting and holding funds to support and
further the educational goals of the Association. Donations
and gifts are received by the Fund from interested parties.
All money and property received by the Fund is administered separately from the other funds of the Association
by a committee whose actions are subject to the approval
of the Executive Committee.
C. FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS
As of June 30, 1974 and 1973, furniture, equipment and
leasehold improvements consisted of the following:
Furniture and equipment .....
Leasehold improvements . . . . .
Total . . . . . . . . . . . . . . . . . .
Less accumulated depreciation
and amortization . . . . . . . . .
Furniture, equipment
and leasehold
improvements —net .

1974
1973
$458,897 $ 96,417
83,979
83,547
542,876 179,964
119,689

44,192

$423,187

$135,772

D. PENSION PLAN
The Association has a non - contributory pension plan
covering substantially all employees. The total pension
expense charged to income was approximately $90,000 in
each of the years ended June 30, 1974 and 1973. The unfunded past service cost is being amortized over periods
not exceeding 20 years. It is the Association's policy to
fund pension cost accrued. At June 30, 1974 the pension
fund assets exceeded the actuarially computed value of
vested benefits.
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E. MARKETABLE SECURITIES — RESERVE FUND
Although the market value of marketable securities in the
Reserve Fund is less than the cost of such securities no
provision for losses has been made. The securities are considered by the Association to be long -term investments
and the decline in market value is considered to be
temporary.
LEASE COMMITMENTS
The Association's long -term lease for office space requires minimum annual rental payments of approximately
$201,000 plus certain escalation charges to 1985. Rent expense aggregated $195,546 and $185,217 for the years
ended June 30, 1974 and 1973, respectively, which
amounts are net of rents received from sublessees amounting to $57,667 and $56,000, respectively. Two portions of
the office space have been subleased at annual rentals, including escalation charges, of approximately $37,000 and
$21,000 through 1980 and 1975, respectively.

HASKINS & SELLS
CERTIFIED PUBLIC ACCOUNTANTS
TW O BROADWAY
NEW YORK, NEW YORK 10004

AUDITORS' OPINION
To the Board of Directors of the
National Association of Accountants:
We have examined the statements of assets, liabilities
and fund balances of the Current Operating Fund, Reserve
Fund, and Memorial Education Fund of the National Association of Accountants as of June 30, 1974, and the related
statements of revenues and expenses and change in fund
balance, and changes in financial position of the Current
Operating Fund for the year then ended. Our examination
was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the
accounting records and such other auditing procedures as
we considered necessary in the circumstances.
In our opinion, the accompanying financial statements
present fairly the assets, liabilities and fund balances of the
Current Operating Fund, Reserve Fund and Memorial
Education Fund of the National Association of Accountants
as of June 30, 1974, and the results of operations, change
in fund balance and changes in financial position of the
Current Operating Fund, and the changes in fund balances
of the Reserve Fund and the Memorial Education Fund for
the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with
that of the preceding year.

§Xa,4_� eJa_4
August 21, 1974
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THE EXECUTIVE DIRECTOR'S
REPORT
This is the year the Association put it all together.
As you will have noted from the preceding report,
there are a number of encouraging developments
which stand out from among the thousands of
activities conducted by the Association and its
chapters during 1973 -74.
The membership picture brightened with the
Association resuming its approximate rate of historical growth. If any single activity were to be
singled out, this one would have to be chosen
as the most positive note of the year.
Reflecting the membership growth and other
factors, the Association's finances were in excellent shape. For the fourth year in a row, the Association realized a surplus. Indeed, we more
than doubled our operating fund balance during
the four -year period.
The first full year of cycle billing brought the
Association extra amounts of cash — almost $1.5
million, all of which was invested. Income from
both the reserve and operating funds, particularly
the latter, was up.
Our cost improvement program which was approved by the Finance Committee and Board of
Directors and implemented by the staff resulted
in savings of approximately $15,000 during the
year. This effort will continue in 1974 -75, making
increased resources available for channeling to
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membership service, the major purpose of this
Association.
One of the most valuable services which has
come on line in the last few years is the low cost
insurance coverage offered to members. There
are now five programs available. The experience
with the life insurance trust alone was so good
that the semiannual premium due last July was
waived by the insurer.
The total educational package available to
members grew a little bigger. The first of a series
of self -study cassette programs was completed
during the year. We have progressed well into
the second and the future three will be completed as soon as possible. These self -study programs add a new dimension to the total technical
education spectrum offered by NAA.
At the center of our educational effort, the
Continuing Education Program drew substantially
more registrants than budgeted.. The In -House
Program of courses held on the plant site attracted more companies, gaining momentum.
Course offerings in the Local Education Activities
Program (LEAP) were increased, appealing to
many chapters which have never held such
courses before.
The Management Accounting Practices Committee (MAP) was extremely active, researching
and making statements on current topics in accounting being considered by the SEC, CASB,
FASB and FTC. These position statements are receiving wide circulation in accounting and business circles. They also have been widely quoted.
From the technical point of view, the Institute
of Management Accounting, which held the second CMA examination last December, is a resounding success. There are now more than 140
people who hold the Certificate in Management
Accounting. It is anticipated that the momentum
already achieved will carry it forward, eventually
creating a new, stronger image of professionalism
for accountants who work in industry.
Professionalism was clearly evident when members responded so well to the call for financial
support of the Financial Accounting Standards
Board during its first full year of operations. More
than 7,500 members contributed $55,600 and the
Association appropriated the balance remaining
from its original pledge of $50,000, after solicitation costs were subtracted. This resulted in a total
of about $85,000 for the Financial Accounting
Foundation. This amount exceeded our original
pledge made when we agreed to help support the
Board and keep standard - setting in the private
sector.
In other matters, we completed a revision of
the Constitution and By -Laws, which was essentially an update to reflect current tax, legal and
operation circumstances. We managed to obtain
from the Internal Revenue Service a group exemption for chapters reflecting the Association's exemption. This will give NAA chapters nonprofit
organization status from the viewpoint of the IRS.
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Still under way is another effort designed to
qualify NAA technical education programs for
continuing education credit required for CPAs
and other similar professional groups.
Your staff continues to operate with as few
people as necessary without diminishing services
to members. We continue to phase in new applications and improve existing programs in our
computer. We are now making corrections to
the membership file only 24 hours after receipt
of an address change or a payment. Our conversion to cycle billing has made it possible to accelerate service to members and chapters.
A major staff change saw Russell Hardy, director of finance and administration, elected president of the Stuart Cameron McLeod Society as he
retires from active business. Chosen to replace
him on staff was a past national vice president

and outstanding member volunteer from Pittsburgh Chapter — Charles R. Miller.
finally, what made this successful year possible
in the final analysis was not so much the 90 people on the full -time staff as the hundreds of volunteers who cheerfully donated their time and
energies to the Association. Some of them are
listed on the following pages. Our appreciation
goes out to them and to the hundreds of others
at the chapter level who in some significant way
helped to make 1973 -74 a very good year.

W. M. YOUNG, JR.
Executive Director

COMMITTEES
EXECUTIVE COMMITTEE
President
ROBERT G. CHAPMAN, Los Angeles
Vice Presidents
DONALD H. CRAMER, New York
FREDRICK J. DRESSER,
Minneapolis Northstar
CARL M. KOONTZ, Knoxville
EDWARD J. KRAL, Detroit
VERNON OWENS, JR., Birmingham
DONALD G. PERRY, San Francisco
ARTHUR A. RAUTIO, Hartford
EDWARD W. RODGERS, Dayton
HERBERT H. SEIFFERT, Raritan Valley
KENNETH M. SIME, Los Angeles
J. DOUGLAS STONE, Wichita
JOHN W. TOWNS, JR., Butler Area
Treasurer
A. T. SAMUELSON, Washington
Appointed Members
W. ATLEE DAVIS, JR. ('74), Delaware
LAFE P. FOX ('74), Cleveland
CLEMENS A. ERDAHL ('75), New York
GEORGE D. GEE ('75), Kansas City
R. LEE BRUMMET ('76), Raleigh Durham Area
CHESTER R. KENNEDY ('76), Pittsburgh
Past Presidents
JULIUS G. UNDERWOOD,
Harrisburg Area
ROBERT BEYER, Colorado- SpringsPueblo
Chairmen of Standing Committees
ARTHUR P. BARTHOLOMEW, New York
WARREN W. BYRNE, Illinois Northeast
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L. DEAN CARPENTER, Chicago
R. LESLIE ELLIS, Lancaster
CHARLES R. KNUTSON, Saginaw Valley
CHARLES W. LAMDEN, New York
JAMES E. McMILLEN, Central Texas
ROBERT B. OAKLEAF,
Olean- Bradford Area
ROBERT L. PYLE, Cleveland
EMIL SCHARFF, JR., San Diego

STANDING COMMITTEES
CHAPTER OPERATIONS
JAMES E. McMILLEN,
Central Texas, Chairman
DEAN W. ARNOLD, Wichita
CARL L. BEGGS, St. Louis
JOHN J. BRAUSCH, Western Carolinas
ELLEN B. COULAM, Dallas
RICHARD C. DONOVAN, Kalamazoo
BEN F. DURHAM, JR., Denver
EUGENE E. ENGLE, Calumet
JAMES A. FALCONE, Erie
EARL E. FREDERICK, Butler Area
MICHAEL P. GRANIERI, Akron
PAUL M. HALL, JR., Akron
ROBERT HINSHAW, San Francisco
ROY L. HORTON, Jackson
JERRY B. JACKSON, Kansas City
THOMAS E. LEISER, Minneapolis Viking
J. WILL LEWIS, Salt Lake Area
FRANCIS J. MEJSTRICK, Morristown
WILLIAM R. MERCER,
Alameda County-South
RALPH E. MEYER, Chicago
GARY G. MICHAEL, Boise
ROBERT E. MINNEAR, Atlanta Central
DAVID M. MURRAY,
Olean- Bradford Area
DONALD M. MUTZABAUGH,
Washington

THOMAS M. O'TOOLE,
Macomb County Michigan
ALBERT W. PATRICK, Blue Grass Area
MELVIN M. PECHON, New Orleans
STANLEY R. PYLIPOW, Raritan Valley
ALVIN D. REECE, North Central Ohio
JOHN A. RITZENTHALER, Rochester
JOSEPH L. RUTH, Saginaw Valley
KAREN L. SCHMITZ,
Raleigh- Durham Area
JIM A. SMITH, Austin Area
ROBERT E. STOCKMEYER, Evansville
EDWIN T. TAYLOR, San Jose
WADDY L. THOMLEY, Shreveport
OLAF C. THORPE, JR., Phoenix
JAMES H. TOY, Spartanburg Area
ROBERT W. VERNON,
Orange Coast California
ROBERT L. WOOLHEATER,
Palos Verdes - Torrance
VERNON E. ZUMHAGEN, Rockford
MARJORIE L. WRIGHT, Seattle
EDUCATION
CHARLES R. KNUTSON, Saginaw Valley,
Chairman
HAROLD E. ARNETT, Ann Arbor
JAMES N. BROWNE, III, Piedmont
Winston -Salem
JAMES C. CALDWELL, Lubbock Area
HARRY W. CHERRY, Wilmington, N. C.
CARL D. CRANKSHAW, Ann Arbor
DONALD D. DECKER, Mid - Missouri
GERALD W. DEVLIN, New York
ROBERT V. DODD, Boston
EARL F. EVANS, Muscle Shoals
IRIS F. HARMON, Houston
DORA R. HERRING, Jackson
JAMES H. HOPPER, Jackson
LARRY N. KILLOUGH, Roanoke
JAMES A. KNOBLETT, Blue Grass Area
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COMMITTEE CHAIRMEN

li
McMILLEN

KNUTSON

ELLIS

MORRIS C. MATSON, Fort Worth
FRED J. MATTSCHECK, Harrisburg Area
WILLIAM J. McHUGH, Westchester
ROBERT E. PATTERSON, Lancaster
JOHN F. SCANLON, San Diego
JOHN H. SHROAT, Indianapolis
REED S. SPIEGEL, Lancaster
MICHAEL TEACH, Pittsburgh
CARL A. THOMPSON, JR.,
Piedmont - Greensboro
J. VINCENT VOGEL, JR., Hartford
WILLIAM A. WOOD, Milwaukee
MANUEL R. SYLVESTER, Hawaii

FINANCE
R. LESLIE ELLIS, Lancaster, Chairman
ROBERT W. ARNOLD,
South Birmingham
WILLIAM H. BEADLE, New York
GEORGE D. GEE, Kansas City
GORDON A. JOHNSON, Rochester
JOHN T. KOKOS, Indianapolis
EARL A. MATHENEY, Charlotte Blue
JAMES A. McFADDEN, JR.,
Member -At -Large
CHARLES MYERLY, Charlotte Gold
R. TERRY LYLE, Florida West Central
JACK W. ROBINSON, Tulsa
JAMES J. RUTHERFORD, Montgomery
WADE B. SALISBURY, San Jose
A. T. SAMUELSON, Washington
JAMES C. STEPHENSON,
South Birmingham
COLIN A. STILLWAGEN, San Diego

MEMBERSHIP
WARREN W. BYRNE, Illinois Northeast,
Chairman
DAVID L. BODENHAMER, Piedmont
Winston -Salem
BETTE A. CARLETON, Mass. North Shore
MARVIN P. CARTER, JR., Charlotte Blue
JOSEPH M. CHANDLER,
Central Carolina
THOMAS P. COTTELEER, Chicago
G. WILLIAM FAHEY, San Francisco
MACK V. FURLOW, JR., Indianapolis
RICHARD W. HARRIS, Los Angeles
THOMAS F. HART, Buffalo
ROBERT L. HORKY,
Raleigh- Durham Area
JOHN N. JORDIN, Dallas
DONALD G. KERN, Western Carolinas
DAVID L. MACON, Knoxville
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BYRNE

OAKLEAF BARTHOLOMEW

ALLEN C. MAY,
Piedmont Winston -Salem
CARROL R. MILLER, Mid - Florida
JOSEPH MITCHELL, Elkhart Area
KEITH R. NORBY,
Orange Coast California
ZADOK B. ST. JOHN, Ann Arbor
R. TED STAGG, Salt Lake Area
RALPH STONEBRAKER, St. Louis
LUCILLE TAYLOR, Richmond

NEW CHAPTER FORMATION
ROBERT B. OAKLEAF,
Olean- Bradford Area, Chairman
ROGER A. BARTOSH, West Los Angeles
ELIAS BESSUDO, Mexico
RICHARD L. CEBROWSKI,
Waukesha Area
DANIEL M. DEARS, Pittsburgh
ROBERT R. ELLIOTT, Baltimore
HILLIARD M. EURE, III,
Piedmont Greensboro
KIRTLAND FLYNN, JR., Charlotte Blue
JOHN H. GIMBEL, Baltimore
NORMAN E. HADAD, Bridgeport
JOHN HEATH, JR.,
Southwest Los Angeles
GLENN H. HEISA, Racine - Kenosha
WILLIAM D. LEE,
Orange Coast California
RAYMOND F. LEUTZ, Lansing - Jackson
JOHN I. MARDER, West Los Angeles
J. RICHARD McKENZIE, Orange County
ANTHONY MOURELATOS, Tyler Area
JACK T. NESTOR, Kansas City
WILLIAM F. NICHOLS,
Peninsula -Palo Alto
WALTER E. SCHMITTER,
San Joaquin Valley
ROBERT B. STORJOHANN, San Diego
JERRY D. WILLIS, Memphis

PLANNING
ARTHUR P. BARTHOLOMEW,
New York, Chairman
RICHARD E. AUSTIN, Pittsburgh
JOHN E. HAMPEL, Cincinnati
CHARLES H. HAWKINS,
Portland Willamette
JOHN T. KOKOS, Indianapolis
CHARLES R. MILLER, Pittsburgh
CARL G. ORNE, Oakland -East Bay
DAVID W. REWICK, Chicago
ARTHUR S. TAYLOR, Boston

PYLE

SCHARFF

PUBLIC RELATIONS
ROBERT L. PYLE, Cleveland, Chairman
LEE B. BROWN, Washington
DALE R. BUCHNER, Fox River Valley
EDWARD J. CLASEMAN, Illowa
JEANNE F. ETIENNE, Cincinnati
HUGH D. HAMMERSLAG, Rockford
WALTER R. KLINGER,
North Central Ohio
DAVID B. McNITT, Elkhart Area
E. EDWARD MORRIS, Dayton
LEO C. OLSEN, Peninsula -Palo Alto
GERALD G. PARKINSON, Phoenix
DAVID B. PETERSON, Dayton
RICHARD W. TAEPKE, Western Wayne
GUY B. WILSON, Orange County
JOHN A. YANNACONE,
Delaware County Pennsylvania

PUBLICATIONS
EMIL SCHARFF, JR., San Diego,
Chairman
LEONARD R. BEARDSLEY,
Lake Superior
RICHARD W. BERKAU, Seattle
JAMES W. BROWN, Nashville
ARTHUR E. CARLSON, St. Louis
FRANK B. ENSIGN, JR.,
San Fernando Valley
RUFUS J. FERRARA, Albany
WILLIAM R. GARBER, Akron
L. W. HANSON, Roanoke
JULIAN G. HOFFMANN, St. Louis
J. M. HAMLIN JOHNSON,
Pennsylvania Northwest
GARDNER M. JONES, Lansing - Jackson
ROBERT A. LINEBERGER, Orange County
ROBERT R. MEYER, Philadelphia
MARY LOU MOODY, Rockford
G. KENNETH NELSON,
Central Pennsylvania
RICHARD NEWELL, Boston
EDWARD PALUGA, Chicago
JAMES W. PATTILLO, Baton Rouge
EARL POTTER, Westchester
ROBERT L. SHULTIS, Morristown
RODERICK G. TURNER, JR.,
Atlanta Central
ROBERT J. WEAFER, Boston
KENNETH T. WOODRUFF, St. Paul
ROBERT G. WRIGHT, Westchester

RESEARCH
CHARLES W. LAMDEN, New York,
Chairman
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LAMDEN

CARPENTER

KELLER

MORTON BACKER, Springfield
LEO J. BARNECUT, JR., Seattle
JAMES B. BOWER, Madison
PAUL B. CATE, New York
HENRY L. CLAYTON, SR., Elmira Area
ROBERT L. CRAMER, Mid - Florida
GERALDINE F. DOMINIAK, Ft. Worth
PATRICIA P. DOUGLAS,
Western Montana
G. KENNETH DYE, Trenton
JAMES DON EDWARDS,
Lansing - Jackson
WILLIAM L. FERRARA,
Central Pennsylvania
HOMER R. FIGLER, Westchester
ALFRED M. KING, Racine - Kenosha
WILLIS A. LEONHARDI, Chicago
RAY L. LONGENECKER, Lancaster
EDWIN W. MANKTELOW, Elmira Area
DOUGLAS E. NORBERG, Los Angeles
HADLEY P. SCHAEFER, Ann Arbor
HENRY A. SCHWARTZ,
Member -At -Large
JAMES E. SEITZ, San Francisco
ARTHUR B. TOAN, JR., New York
CALVIN A. VOBROUCEK, Peoria
SOCIO- ECONOMIC PROGRAMS
L. DEAN CARPENTER, Chicago,
Chairman
RALPH J. ARCERI, Palos Verdes - Torrance
WILLIAM J. BLEIL, Erie
JAMES C. BRESNAHAN, JR., Dayton
B. LAMAR BURKE, Augusta
DAN CASHIER, Conejo Valley
RICHARD G. COXSON, Long Beach
W. ATLEE DAVIS, JR., Delaware
ROBERTS. DURNWALD, Cleveland East
ROBERT A. HARNER, North Penn
ROBERT J. JOHNSTON,
Portland Columbia
CLARENCE LANGER, Miami
THEODORE G. LIEB, Philadelphia
DAVID LUCAS, Fall River -New Bedford
DONALD L. MADDEN, Blue Grass Area
JAMES D. McMENAMIN, Los Angeles
WILLIAM C. MERRICK, Birmingham
HERBERT A. O'KEEFE, JR., Savannah
JOSEPH PAOLETTI, Trenton
S. ALDEN PENDLETON, Pittsburgh
VERNON C. QUARLES, Delaware
WILLIAM R. WIEBE, SR.,
Mass. North Central
MELVIN W. YOST, Jacksonville
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DICKEY

DONACHIE

UNDERWOOD

OTHER COMMITTEES
ACCOUNTING FOR CORPORATE
SOCIAL PERFORMANCE
I. WAYNE KELLER, Lancaster, Chairman
GREGORY J. AHART, Washington
DALE BERMAN, Member -At -Large
R. LEE BRUMMET,
Raleigh- Durham Area
STAN HOCH, New York
STAN M. HUNT, Minneapolis Viking
GRANT U. MEYERS, North Texas
JOHN V. van PELT, III,
South Birmingham
INTERNATIONAL CHAPTERS
ROBERT I. DICKEY, Sangamon Valley,
Chairman
ALAN B. ANSON, Buenos Aires
JORGE E. BLAY, Miami
CEDRIC D. BRIDGER, Buenos Aires
MIGUEL A. DAVILA, Mexico
LUIS C. DIAZ, Philippine
KURT W. DUELL, Frankfurt
ELMER F. FISHER, Frankfurt
AMERICO M. FLORENTINO,
Rio de Janeiro
HERNANDO L. FORTIM, Buenos Aires
ULRICH GUGGISBERG, Swiss
IAN D. GORDON, Medellin
SAICHIRO KANEKO, Tokyo
LESLIE J. KNOX, Sao Paulo
RAYMOND KRINKER, Sao Paulo
FELIPE D. MARTIN, Bogota
RODRIGO MONSALVE, Medellin
FRANCISCO PADILLA, Mexico
PIER L. RAPPELLI, Turin
EWALD SCHNEIDER, Waukesha Area
JOHN STAINES, Lima
ROBERT B. THOMPSON,
Suisse Romande
GIANLUIGI ZUFFI, Milan
CALVIN A. VOBROUCEK, Peoria
M ANAGEM ENT ACCOUNTING
PRACTICES
ROBERT J. DONACHIE, Dallas,
Chairman
NORTON M. BEDFORD,
Sangamon Valley
DONALD C. BRABSTON, Birmingham
DUDLEY E. BROWNE,
San Fernando Valley

FINLAY

KNORTZ

PAUL W. HOLT, Bridgeport
SAMUEL E. HUDGINS, Atlanta Central
E. W. KELLEY, Member -at- Large, USA
ROBERT A. MORGAN, Peoria
GORDON SHILLINGLAW,
Member -At -Large
JULIUS G. UNDERWOOD,
Harrisburg Area
NO M I NATI NG COMMITTEE
JULIUS G. UNDERWOOD,
Harrisburg Area, Chairman
ETTORE BARBATELLI, Milwaukee
WARREN W. BYRNE, Illinois Northeast
ROBERT L. CHAPLIN, Fort Wayne
ROBERT L. CRAMER, Mid - Florida
G. WILLIAM FAHEY, San Francisco
CHESTER R. KENNEDY, Pittsburgh
WILLIAM D. LEE,
Orange Coast California
JAMES E. McMILLEN, Central Texas
GRANT U. MEYERS, North Texas
ROBERT B. OAKLEAF,
Olean- Bradford Area
ROBERT L. PYLE, Cleveland
VERNON C. QUARLES, Delaware
CHARLES T. SMITH, JR., Atlanta Central
ARTHUR S. TAYLOR, Boston
ROBERT BEYER, Colorado Springs Pueblo, Honorary Member
ANNUAL INTERNATIONAL
CONFERENCE
BLISS R. FINLAY, Detroit, Chairman,
Operations
WARREN W. BYRNE, Illinois Northeast,
Chairman, Program
BOARD OF REGENTS OF THE
INSTITUTE OF MANAGEMENT
ACCOUNTING
HERBERT C. KNORTZ, Hartford,
chairman
EDWIN H. CAPLAN, Aubuquerque
WALTER B. McFARLAND,
Alameda County-South
STANLEY A. PRESSLER, Indianapolis
ALLEN H. SEED, III, Boston
DAVID SOLOMONS, Philadelphia
ROBERT B. SWEENEY, Member -At -Large
DONALD J. TRAWICKI, Morristown
THOMAS H. WILLIAMS, Austin Area
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Nati onal Association of Ac countants
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THIS CARD GETS YOU ADDITIONAL INFORMATION W ITHOUT OBLIGATION.
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FIR ST C LASS
PER MIT N O .
5227
NEW YO R K, N . Y.

BUSI NESS REPL Y M AI L
No postage stamp necessary if mailed in the United States
Postage will be paid by

MANAGEMENT
ACCOUNTING
National Assoc iation of Accountants

919 THIRD AVENUE
NEW YORK, N.Y. 10022

RONALD

books for aaountantr .. .

FINANCIAL AND
ACCOUNTING
GUIDE FOR
NONPROFIT
ORGANIZATIONS
Second Edition
Malvern J. Gross, Jr., CPA, Partner, Price Water.
house & Co. Book supplies up to date coverage
of the specialized accounting and reporting problems of nonprofit organizations and recommends
procedures for improved disclosure. Includes latest AICPA audit guides and revised instructions
on preparing tax returns. Also examines questions
of budgeting, investment income, internal control,
etc. 2nd Ed., October, 1974. 550 pp. about $14.95

DEVELOPMENT OF
INFORMATION
SYSTEMS
WHAT MANAGEMENT NEEDS TO KNOW
Donald F. Heany, General Electric Company.
Answers the key questions about system design,
implementation, operation, and follow -up, plus
administration of costs, personnel, and EDP department. 1968. 421 pp.
$9.95

ACCOUNTANTS'
HANDBOOK

SEC ACCOUNTING
PRACTICE AND PROCEDURE
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. $29.50

INVENTORIES
CONTROL, COSTING, AND
EFFECT UPON INCOME AND TAXES
Raymond A. Hoffman, CPA and Henry Gunders,
CPA, Partners of Price, Waterhouse & Co. Explains
proven procedures for optimum inventory management, not only presenting principles and
theory but also describing specific applications,
showing how each may be judged and utilized.
2nd Ed., 1971. 444 pp.
$17.50

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.
$11.95

SEND FOR THE
RONALD CATALOG

Editorial Consultants: Rufus Wixon, University of
Pennsylvania; Walter G. Kell, University of Michigan; and Norton Bedford, University of Illinois.
28 major sections supply practical help and authoritative opinion across the entire field of commercial and financial accounting. 5th Ed., 1970.
1,630 pp.
$24.50

Further details on all of the
above books and others of practical value to accountants will be
found in the catalog. Your complimentary copy is available upon
request.

COMMUNICATING
FOR LEADERSHIP

TOORDER or request descriptive
information, write to Dept. 110 . . .

A GUIDE FOR EXECUTIVES
George de Mare. This lively book shows how to
reach and influence the "audiences" of prime
importance to your organization and yourself. Includes many ideas for improving communication
skills both in written and oral presentations.
1968. 283 pp.
$7.50

The Ronald Press
Company
7 9 M a d i s o n A v e n u e • N e w Y o r k , N . Y . 10016

Serving the profession for over seventy yearn
Circle 6 on inquiry card.
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Data
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personnei,
That makes us verygood at it.
ALBUQUERQUE
2201 San Pedro N.E.
(505) 266 -5557
ALEXANDRIA
5001 Seminary Rd.
(703) 931.3600
ALLENTOW N
1401 Cedar Crest Blvd.
(215)439.1506
ATLA NTA
3379 Peachtree Rd. N.E.
(404) 233 -2416
BALTIMORE
The Ouadrangle -Cross Keys
(301) 323.7770
BOSTON
140 Federal St.
(617) 423 -6440
CHARLOTTE
4801 E. Independence Blvd.
(704) 535 -3370
CHICAGO
333 N. Michigan Ave.
(312) 782 -6930
CINCINNATI
606 Terrace Hilton
(513) 621 -7711
CLEVELAND
1367 E. 6th St.
1216) 621 -0670
DALLAS
2001 Bryan Tower
(214) 742 -9171

DENVER
1612 Court Place
(303)244.2925
DETROIT
670 Honeywell Center
Southfield
(313) 559 -1212
HARTFORD
111 Pearl St.
(203) 278.7170
HOUSTON
1200 Central Nat'l. Bank Bldg.
(713) 228 -0056
INDIANAPOLIS
921 East 86th St.
(317) 253 -5545
KANSAS CITY, MO.
127 West 10th St.
(816) 474.4583
LANCASTER
8 North Queen St.
(717) 299 -5621
LONG ISLAND
420 Jericho Turnpike
Jericho
1516) 822.8080
LOS ANGELES
3600 Wilshire Blvd.
1213) 386.6805 '

LOUISVILLE
680 South 4th St.
(502) 589 -6657
MEMPHIS
12 South Main St.
(901) 523 -8950
MIAMI
1190 N.E. 163 St.
North Miami Beach
(305) 947 -0684
MILW AUKEE
777 East Wisconsin Ave.
(414) 271 -9380
MINNEAPOLIS
80 South 8th St.
(612) 336 -8636
NEW ARK
1180 Raymond Blvd.
(201) 623 -3661
NEW YORK
330 Madison Ave.
(212) 986 -1300
OMAHA
7101 Mercy Rd.
(402) 397 -8107
ORANGE, CA.
500 South Main St.
1714) 835.4103

PHILADELPHIA
2 Penn Center Plaza
1215) 568 -4580
PHOENIX
1517 Del Webb TowneHOUSe
1602) 279 -1688
PITTSBURGH
Gateway Towers
(412) 471 -5946
PORTLAND, OR.
610 S. W. Alder St.
(503) 222 -9778
PROVIDENCE
400 Turks Head Bldg.
(401) 274 -8700
ST. LOUIS
7733 Forsyth Blvd.
Clayton
(314) 727 -1535
SAN DIEGO
525 B St.
1714) 239 -9001
SAN FRANCISCO

SCRANTON
407 Connell Bldg.
(717) 961 -5821
SEATTLE
1215 Fourth Ave.
1206) 624.9000
STAMFORD,CT.
111 Prospect St.
(203) 325.4158
TAMPA
1311 N. Westshore Blvd.
1813) 876 -4191
WASHINGTON, D.C.
7316 Wisconsin Ave. N.W.
(301) 652 -1960
W ILMINGTON
1102 West St.
(302) 652.3244

11 1 Pi ne St .
(4 1 5) 43 4 -1 90 0

LONDON E C 2, England
17 Finsbury Square
01,638.4394
TORONTO, Canada
15 Toronto St.
(416)868.1314

SAN JOSE
675 North First St.
(408) 293 -9040

VANCOUVER, Canada
535 Thurlow St.
1604)688.7726
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PROFESSIONALS FOR FINANCIAL & EDP PERSONNEL EXCLUSIVELY

Circle 7 on inquiry card.

D

T

I M R S O N N E - <

AG EMCi 1ES

