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In its continuing program to bring a variety of professional
development opportunities to members and others in the
financial community, NAA has established a ONE -DAY
SYMPOSIUM.
This new program is designed specifically for Financial
Management (Chief Financial Officers, Treasurers and
Controllers). Each Symposium offers concentrated attention
to a topic of high current interest, with speakers from
industry and the worlds of economics, finance and commerce.
A luncheon, with speakers, refreshment breaks and an end -ofthe -day reception are features of each program.
To encourage participation, registration will be limited.
Don't delay,
You may register by telephone or by letter. All- inclusive
fee: $125.00.
For detailed information write, wire or call:
Vicky Kohn
National Association of Accountants
919 Third Ave.
New York, N.Y. 10022

01

Special Registration
telephone:
(212) 754 -9758

NATIONAL ASSOCIATION OF ACCOUNTANTS 919 Third Avenue, New York, N.Y. 10022 / (212) 754 -9700

PRESIDENT'S PERSPECTIVE

Tailor -Made for You
If you're like me you want to be stimulated or shown a new
perspective when you attend a lecture. You may not be able to
take home a new idea or technique but at least a competent
speaker has started a train of thought which ultimately may lead
to a better way or a time - saving technique.
All of us dislike listening to a boring speaker and sometimes
there is no way to avoid this prospect. But you can help yourself
and your chapter by giving your officers and directors plenty of
guidance as to your preference in speakers at the technical
sessions which begin this month.
Your chapter board wants to schedule outstanding speakers
who will provoke your thought processes and they need
your help.
Let them know what speakers you like or dislike. Let them
know if you prefer a longer discussion period after the speaker
has finished. Don't be afraid to throw out helpful suggestions.
If you want speakers to discuss management accounting topics
in depth, say so. Your board will respond.
This organization is designed to benefit you. Guided by your
specifications, the chapter board —and the national board —
can tailor it to fit your needs.

LAFE P. FOX
President, 1975 -76
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AT WESTERN ELECTRIC THE ACCENT IS ON PROFESSIONAL
By Harrell B. Hill

The author cites the success of Western Electric's accounting professional plan and
urges�indu stry�to�overhaul�its�traditional�—and�outmoded�—�concept�of�the�accountant
as a low -level clerk. The accountant is steadily emerging as a professional; he should
be treated as such.
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Western Electric's
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THE DEVELOPMENT OF NASCENT CAPITAL MARKETS
By Frederick D. S. Choi

Corporate Education
Center are these
employees.

Using th e Eurob ond m arket as a m odel, the author examines the asserted relationship
between fin ancial d isclosure and the development of broadly -based capital markets,
especially as they affect the developing nations of the "Third World."

See page 15.
Westerrn Electric

o r 21

KODAK'S FINANCIAL INFORMATION AND
REPORTING SYSTEM
By Arthur F. Brueningsen

The financial information and reporting system described here consists of a
combination of written reports and data presentations. The author discusses how the
info rmation system is u sed by Kodak's management.
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INTANGIBLE FEMININE ASSETS
By Florence J. Darrah

The author postulates that the business community cuts itself off from needed
expertise when it excludes women. Here are described eight of the many assets
women�can�offer�to�business�—and�accounting�in�particular.

29

CPAS: DO YOU SPEAK MANAGEMENT ACCOUNTING?
By George

). Brenner

The au tho r, havin g h im self returned from industry to public accounting, speaks out on
the b en efits to b e ob tained from m anagem ent awareness in public accounting firm s.
Both public and private accounting, he says, would benefit if the CPA understood
more fully the concepts of management.

31

ANALYZING THE RETURN O N INVESTMENT
By Richard J. Danfy

In this article, the author shows how the ROI ratio can be broken down into its
com pon ents, tu rno ver and net incom e as a percent of sales, for comparison and goal setting purposes.
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POST - COMPLETION AUDIT PROCEDURE
By Thomas W. Hall

The post - completion audit procedure described in this article is developed around
three basic schedules by which management can observe at a glance variances from
projected capital expenditure requests.

38

THE EDP TECHNICIAN, THE ACCOUNTANT,
AND INTERNAL CONTROL
By James R. Zircher
Data pro cessing and accounting are neither surrogates nor satellites for each other.
The�author�ho lds�that�their�greatest�capacity,�providing�internal�control,�can�—and
should —be used in concert.

4

MANAGEMENT ACCOUNTING /SEPTEMBER 1975

SEPTEMBER 1975

41

THE FOREIGN TAX CREDIT
By Donald A. Calhoun
More and more American -owned multinational companies are running into
competition from foreign -owned multinationals. Some relief in holding down the
costs of this competition is obtained through the foreign tax credit, available to all
taxpayers with foreign- source income.
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THE EUROPEAN PUBLIC ACCOUNTANT: A DIFFERENT VIEW
By Pieter C. Louwers
An NAA member, who is a Dutch National, takes issue with the comments made and
the conclusions reached by Professor William F. Crum in his article, "The European
Public Accountant."
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HOSPITAL MANAGEMENT AND RESOURCE CONTROL
Germain Boer and Harold M . N i x
The authors suggest using management accounting techniques in hospitals in the
same or somewhat modified form as they are used in industry. Their reasoning is that
hospitals are in fact profit making organizations, where the profits of some
departments are used for resource allocation in not so profitable departments.
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THE MOBILEHOME PARK
By Ralph J. Arceri
The mobilehome and the mobilehome park have become major components of the
housing industry. What the developer of such a park must take into account is the
subject of this article.
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COST CONTROL IN A LOGGING OPERATION
By James C. Pritchett
The critical path method, according to the author, can be a useful tool to management
in a logging operation and can be used for both planning and cost control.
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Views expressed herein are authors' and do not represent Association policy unless so
stated. Reprints of articles appearing in any issue of MANAGEMENT ACCOUNTING are
available from NAA's Reprint Department.
MANAGEMENT ACCOUNTING, Vol. LVII, No. 3. Published monthly by National Association
of Accountants, 919 Third Ave., New York, N.Y. 10022. Price $2.00 per copy. Second
class postage paid at Lancaster, Pa.
MANAGEM ENT ACCOUNTING/SEPTEMBER 1975

5

MANAGEMENT
ACCOUNTING

COMMENT

VOL. LVII NO.3

SEPTEMBER 1975

Published monthly, for members only,
by the

Accent on Professionalism
Everyone talks about the professionalism of management accountants, and at least one large company is attacking the problem head
on. In a lead article in this issue (page 15), Harrell B. Hill describes
how Western Electric has established an accounting professional
plan which in the short run will provide development for 500 of the
corporations accountants and in the long run affects its entire accounting universe of more than 2,000 accountants.
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Th e co r p o r a tio n re co g n ize s th at it will u ltim at ely be ne fit fr om

the professional ization of its accounting staff. As Mr. Hill points out,
"Only the professional will search for new and better accounting

EXECUTIVE DIRECTOR
W. M. Young, Jr.

principles and concepts. Only the professional will be alert to new
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ideas and tasks to provide more efficient business operations."
In planning its continuing education of the accounting staff, the
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titles and descriptions of accounting tours. The changes in the
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Accounting Professional Plan were not ju s t c os m etic. Accounting
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jobs were restructured to give accounting staffs more responsibility
and free them from menial tasks so they could function with a

better understanding of the total problems and overall objectives
of the organization.

In support of the concept, Western Electric offers several specialized educational courses and encourages employees to seek the
Certificate in Management Accounting and other certifications in
the accounting field.

The author points out that accounting positions in industry have
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There is beginning a broad concerted trend toward professionalism of the management accountant, with many efforts tending in
that�direction�—not�the�least�of�which�is�the�Certificate�in�Management Accounting program. Western Electric's pioneer plan may inspire other companies to look at their accounting staffs. Perhaps,
ultimately, all these efforts will converge into a general acceptance
by the public of the professional image of the management accountant�—a�long�range,�high�priority�objective�of�your�Association.
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Letters

TO THE EDITOR

Thank You, Lynda
I would like to commend the editor for the selection of
Lynda J. Beeson's article, "An Accounting Internship in Industry," In the March 1975 issue Of MANAGEMENT ACCOUNTING.
This personal account of her experience was a welcome relief
from what are for me highly technical articles. After working
8-12 hours a day in accounting, I receive enough exposure to
the technical aspects. Lynda Beeson's "starting at the bottom"
experience is something most of us have gone through or, in
the case of student members, will definitely go through in
commencing their careers.
I would like to extend my thanks to Lynda Beeson for sharing
her personal experiences with us, and I would recommend to
the editor that he seek similar type articles that would be of
interest to everyone.
Walter Perry
Alameda County South Chapter
Livermore, Calif.

assist management in the task of managing or smoothing
earnings. To suggest that auditors function as tools of management in the achievement of management goals with respect
to manipulating earnings is incredible. This article is very
clear in its assertions that auditors play an active leadership
role in managing the income number. The charge is totally
unsupported by any evidence in the article and appears to be
based solely on the biased opinions of the authors. For
example, they generalize that "... because not all accounting
rules provide the perfect device for smoothing income, management relies on its auditors to discover and to implement
those practices which will achieve its goals." I believe these
gentlemen would do well to discover the facts regarding these
matters before making such libelous comments concerning
the public accounting profession.
This article seriously questions the independence, integrity
and sense of public responsibility of my profession and, in my
view, represents an irresponsible expression of misinformed
opinion which requires an apology to all independent
auditors.
Glenn H. Gettier, CPA
Atlanta Central Chapter
Atlanta, Ga.

Apology to Independent Auditors Required
The article, "Managing the Income Number," by Messrs.
Bebee, Steinmetz and Wilsted in the February 1975 issue of
MANAGEMENT ACCOUNTING, discusses the abilities and pro- A Change Is Required
clivity of management to control reported net earnings
It is nice to know that the revolution taking place in
through the use of alternative accounting methods. While all accounting and reporting is not in the hands of appraisers.
accountants will readily agree that there are several acceptable Of course, I doubt that Mr. Alfred King's opinions can be
alternative accounting methods available to management, the construed to be those of all appraisers; however, his article
assertion that auditors assist in manipulating earnings figures titled "Fair Value Reporting" in the March 1975 issue of
is preposterous.
MANAGEMENT ACCOUNTING demonstrates a lack of sympathy
Furthermore, I believe that these gentlemen have over- for the readers of today's "lengthy and complex" financial
stated their case somewhat in maintaining that "... there is a statements.
plethora of different accounting rules in existence to make
As a member of the accounting profession, I feel somewhat
[income smoothing] possible." Really, gentlemen, a "plethora "? insulted that he would refer to the application of an index
Today's accounting rules certainly are not perfect. However, number to historical cost figures as a "short -cut" designed to
the dynamic nature of accounting principles, including the "reduce the cost" of preparing financial statements. Mr. King
elimination of undesirable alternative accounting methods, has admits that the application of an index number would ".. .
been demonstrated by recent pronouncements and interpre- produce a 'value' that relates to the cost today of reproducing
tations by the AICPA, major CPA firms, the FASB and the or replacing that asset." If this "value" would "... reduce the
SEC. It is particularly disappointing that these gentlemen do level of distortions in a business enterprise and in a set of
not even acknowledge the desirability of providing a reasonable financial statements." (quoted from Mr. Getzelman's article,
degree of flexibility in generally accepted accounting principles "Financial Analysis in an Inflationary Environment," in the
in order to permit an enterprise to fairly state the results of its same issue Of MANAGEMENT ACCOUNTING), then isn't the use
operations in a manner which is consistent with the char- of an index a step forward for financial reporting?
acteristics of its business.
Accountants face similar problems. If they know for what
Of course, there have been abuses in the past in the applica- specific purpose a set of financial statements would be used, it
tion of certain principles, such as in accounting for mergers, would be easier to establish reporting guidelines. Although
measuring the compensation element in stock purchase and investors, lenders, customers, managers, financial analysts,
award plans, lease accounting, etc., and there will be others in employees and consumers all have varying interests, several
the future; however, the important emphasis which our sets of financial statements, to meet the needs of each group,
profession needs is a positive approach to solving today's is not a sensible answer. Thus, to present one set of financial
problems of accounting for complex financial transactions. It statements that can be utilized by each group and yet not be
is distressing to me that the writers of this article chose to so complex or lengthy as to destroy the set's usefulness is the
attack and criticize rather than offer constructive suggestions challenge we as accountants are faced with.
for solving some of the abuses to which they allude.
Mr. King indicates that "unless everybody agrees as to just
Of primary concern, however, is the allegation that auditors what kind of information should be prepared and disseminated
MANAGEMENT ACCOUNTING/SEPTEM BER 2975

-

and what benefit that information will have to potential users,
it is unlikely that we will get away from financial reports
based on historical costs." It is obvious, however, that everybody doesn't agree with the historical cost basis; it is simply
generally accepted. It will take strong leadership, which the
FASB is attempting to exert, and strong support from the
business community, for change to become effective. I think a
change is required.
Gerald Meola
Essex County Chapter
New Providence, N.J.

The authors' conclusion itself indicates violation of several
audit standards involving consistency and comparability in addition to the field standard of expertise in the area being examined.
If the various companies wish to inform their shareholders
and others of their progress in social activities, then let's call it
what it is, a company report. We have enough trouble determining how and what we should report as financial data without
meddling in areas where we are not qualified.
Joseph Chisarick
Pennsylvania Northeast Chapter
Swoyersville, Pa.

Let Us Not Meddle
I have just finished reading Messrs. Nabil Elias and Marc
Epstein's article, "Dimensions of Corporate Social Reporting,"
in the March 1975 is s u e Of MA NA G EM EN T AC C O UNT ING , a n d
am slightly upset by some of the implications in the article.
The authors appear to approve of the combining of reporting "social responsibility" with financial data in a manner that
gives credence to facts and figures that are little less than public
relations propaganda for the company. As for the attest function
it appears that two sins may be committed. The first is that we
as public accountants hold ourselves out to be experts in every
field reported on and second that we give negative assurance
by not taking exception to any activity requiring compliance by
the company not reported.

Managing the Venture
I was quite interested in the article by Dr. Quiester Craig
titled "Cost Control: Whose job ?" in the March 1975 issue
O f M A N AG E M E N T AC C O UNT ING , primarily because my corporation is presently undergoing "cost control, cost improvement,
and conservation."
Dr. Craig covered all the basic requirements for cost control and responsibility accounting and has stated the classic
managerial axioms relative to controllability /authority. However, there are two areas that need some thought. The first is
the comment that a time period is involved in controlling costs.
This is definitely true, but what must also be considered is the
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projection of future costs. Normally, we in accounting are very
involved in historical data but more and more we are becoming
involved in "managing the venture" by the use of short- and
long -term projections of revenues and costs. I think that the
historical data is only useful for adjusting projected costs in
order to arrive at a preconceived position. In my case, it is a
most enjoyable task and really dwells in management more than
pure accounting.
The second point that Dr. Craig makes is the fact that an
allocated cost is usually not controllable by the department to

which it is allocated. Allocation sometimes creates extreme hardship and animosity between the controller's office and operating
department heads. That is why it is extremely crucial that the
allocated cost be fully explained to the operating department
head. It is important that he accept allocated costs (within
reason) and be made to understand that he must live with
them. Too many times an operating manager will spend much
of his time attempting to transfer costs from his department to
another so that he will look good. As we all know, this does
absolutely nothing for the bottom line of the company.
Richard G. Roberts, Jr.
Controller
GTS Corporation
New Orleans, La.

Shall We Lease Or Buy
While reading the article, "Automobile Leasing," by Harry
A. Sundblad appearing in the March 1975 issue Of MANA G EME NT Ac e O U N T IN G , I was struck by his frank and unusually
candid analysis of the automobile leasing situation.
Mr. Sundblad lists several well -known benefits that are
often offered to attract and keep new customers. The message
has obviously been getting across since the total number of
units on lease has more than doubled in the past ten years.
The clincher in Mr. Sundblad's presentation is the interjection
of personal preference, which has been, up to now, basically
ignored by the rental and leasing industry. Many times, the
preference of the individual making the final decision will determine the age -old question —shall we lease or buy?

and factors. The ruling does not address the increasing complexity of computerized record keeping.
Messrs. Greenwald and Oberlander do a good job of describing the main points of the ruling. However, I would have liked
to have seen the reader cautioned about problems he may encounter when working with this ruling.
Thomas J. Woodland
Lancaster Chapter
Lancaster, Pa.

Progress Has Been Made
The article, "The Company Social Audit," by David F.
Fetyko in the April 1975 issue Of MA N AG E ME N T AC C O UNT ING
is particularly interesting. Certainly the concept of the social
responsibility of business has merit but it does raise some interesting thoughts.
For instance, Dr. Fetyko states that social audits aimed solely
at meeting outside pressures are not meaningful. But won't it be
outside pressures that in the long run bring about this social
audit? And is not Dr. Fetyko's article really an outside pressure
to bring this about, an act to mold public opinion into thinking
that the social audit is good? It is interesting to contemplate
the status of financial reporting that might exist without the
pressure of obtaining and retaining stockholders and without
the requirements of governmental bodies and the professional
authorities.
Also, one cannot avoid considering the mammoth task of
establishing the standards of conduction and reporting on the
social audit, with such standards that presumably would apply
to all companies. This aspect is especially interesting when one
considers that we are still struggling with financial accounting
standards even after these many years.
Progress has been made on the reporting of social responsibilities by companies, even if one concedes that outside pressures have influenced the reporting. However, we need people
of Dr. Fetyko's vision to keep these objectives before us.
Evans M. Ramsey, Jr.
Florida West Central Chapter
Tampa, Fla.

J. Michael Cormany
Valley Forge Chapter
Paoli, Pa.

Authors Should Have Cautioned the Reader
The article, "IRS Audits of EDP Systems," by Bruce M.
Greenwald and Gary Oberlander in the April 1975 issue of
MA NA G EM EN T AC C O UNT ING , is suggestive of the "good -news,
bad - news" jokes. The good news is that the IRS has finally
given us a policy standing on EDP record keeping, twenty-five
years after the first business use of computers. The bad news is
that the ruling applies to systems in vogue ten years ago —
batch processing, mass paper producers. Unfortunately, the
ruling does not very readily apply to the more data base oriented
systems of today and tomorrow.
Today, numerous accounting entries are produced or calculated by the computer from very raw data. The resulting
entries may be the result of continuously changing tables, a
process over time, or a compilation of many different inputs
10

The Role Is Important and Challenging
In his article, "The Accountant's Role in the FBI," in the
April 1975 issue Of MAN AG EM EN T AC C O U NT IN G , Mr. Joseph T.
Wells gives us a very good view of the role of the Special
Agent Accountant within the Department of justice. His
description of the training an agent must undergo and the
qualifications an agent must maintain gives us the sense of
assurance that these Special Agents are well - qualified for their
titles. Mr. Wells' discussion, relating to "white collar crimes,"
indicates that each case is truly a new and different experience
for the Special Agent. When one realizes that over $66 million
is listed as 1973 savings for these "white collar crimes" it leads
me to agree with Mr. Wells' statement that the accountant's
role in the FBI is indeed an important and challenging one.
Joe Garvelli
Pennsylvania Northwest Chapter
St. Marys, Pa.
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What Will SEC Do About Corporate Financial Forecasts?
As Management Accounting went to press, the Securities & Exchange Commission had made
no further statements regarding its controversial proposal on regulating financial forecasts. (See
July Data Sheet) However, in an interview in The Corporate Communications Report, Commissioner A. A. Sommer, Jr., said, "Go on the assumption that we're going to do something
about forecasting. I really think that's a safe assumption. And then tell us, how can it be administered? Give us some creative ideas. What is the threshold that ought to impose upon you
some responsibilities with regard to disclosure broadly and filing and the rest of it? How do
you differentiate a casual comment from one that is soberly intended to influence investor
conduct? You know, that kind of problem." The comment period on the proposal expired
last June so the ball is now in the SEC's court.
Proposed Standard on Pension Cost Would Have Wide Impact, Says MAP Committee
Commenting on the Cost Accounting Standards Board's proposed standard on Composition
and Measurement of Pension Cost, the MAP Subcommittee on responses to the CASB said
that the proposal would have wide impact upon government contracts. Subcommittee Chairman
Dudley E. Browne pointed out that the cost of pension plans to employes in terms of percentage of their pre -tax profit varies from under 2% for industries of high capital intensity to more
than 35% for industries of high labor intensity. "What may be of little significance to one company with respect to pension plan costs may be a matter of sheer survival to another company."
Although it called the proposed standard well researched, developed and presented, the MAP
subcommittee urged the Board "to delay action on this proposed cost standard until the FASB
has issued a statement upon pensions."
FGAA Changes Its Name to Association of Government Accountants
The Federal Government Accountants Assn. (FGAA) has changed its name to the Association of Government Accountants. The new name reflects a policy change on the part of the
organization which originally restricted membership to those working for the federal government but now grants full memberships to state and local government financial professionals. Chris S. Peratino, director of the Office of Audits of Smithsonian Institution, was
elected national president of the 8,700- member organization.
FASB Names Members of Screening Committee
Members of the screening committee which will help the Financial Accounting Standards Board
in identifying problems and assessing priorities have been announced by the Board. Board
member Oscar S. Gellein will serve as chairman of the Screening Committee on Emerging Problems and Board member Walter Schuetze and J. T. Ball, director of technical activities, will also
serve on the committee. Other members are: William H. Conkling, partner, Hurdman &
Cranstoun; Robert S. Kay, partner, Touche Ross & Co.; Professor Harold Q. Langenderfer, School
of Business Administration, University of North Carolina; Raymond C. Lauver, partner, Price
Waterhouse & Co.; Robert A. Malin, senior vice president, The First Boston Corp., and Robert
K. Mautz, partner, Ernst & Ernst.
Also: Robert A. Morgan, controller, Caterpillar Tractor Co.; David Norr, partner, First Manhattan Co.; Frederick Tepperman, partner, Arthur Young & Co.; Robert C. Thompson, controller,
Shell Oil Co.; Charles A. Werner, partner, Alexander Grant & Co.; and Arthur R. Wyatt,
partner, Arthur Andersen & Co. Appointments to the Committee are for one year terms.
Internal Auditors Seek Examination Material
The Institute of Internal Auditors, Inc., is seeking suitable material for use in the 1976 and
future Certified Internal Auditor (CIA) examinations. The Institute will award honoraria up to
$150 for questions and solutions selected for use in CIA examinations. For additional information, contact Director of Certification, The Institute of Internal Auditors, Inc., 5500 Diplomat Circle, Orlando, Fla. 32810.... The Institute elected John D. Bradt, internal audit
manager for Imperial Oil Ltd., Toronto, as international president.
For more Data Sheet, turn page.
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GOLF FANS:
We don't know if NAA'ers are golf fanatics or serious accountants who
know a bargain when they see one . But the response has been great!
During June, we announced this special sale: Buy two or more Self Study Program (SSP) Courses in the Management Accounting for Business Decisions Series, send in your check with the order, and we will
send you free of extra costs:
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Management Accounting Conference Leads to Formation of Bermuda Group
A conference held in June between the three largest organizations of management accountants in the world has led to the formation of the "Association of Management Accountants
in Bermuda." President A. P. Bartholomew, Jr., and Executive Director W. M. Young, Jr., met
in Bermuda with their counterparts from the Institute of Cost and Management Accountants
(United Kingdom) and the Society of Industrial Accountants (Canada). The objective of the
meeting was to discuss matters of mutual interest and areas where cooperation might be possible. At a reception for local members of the three organizations a suggestion was made that
a local society be formed to develop management accounting in Bermuda. The suggestion
was taken to heart and a new group is now in being. Its major aims are to develop closer
cooperation between the three major management accounting organizations and to develop
modern management accounting techniques in Bermuda. Officers elected to run the new association were K. W. Harding, president, a member of the English Institute; A. D. Carr, vice
president, a member of the Canadian Society, and Miss V. B. Wills, secretary- treasurer, a member of NAA. Those accountants interested in the new group should contact Miss Wills, Grotto
Bay Hotel, Grotto Bay, P.O. Box 1291, Hamilton 5, Bermuda.
Two Exposure Drafts on International Accounting Standards Issued
An exposure draft on a proposed statement, "Information to be Disclosed in Financial Statements," and an exposure draft on "Depreciation Accounting" have been issued for comment by
the International Accounting Standards Committee. The first proposed statement requires the
disclosure of all information that is necessary to give the users of the financial statements a clear
understanding of the statements. Generally, the disclosures called for are already required by
law or GAAP in the United States. The draft on depreciation accounting calls for allocating the
depreciable amount of an asset on a systematic basis over its useful life. The method selected
should be applied consistently unless altered circumstances justify a change; however, if the
method is changed, the effect should be quantified, disclosed, and the reasons stated. Requests
for copies of the exposure drafts and comments on either or both should be directed to Robert
N. Sempier, director, international practice, American Institute of CPAs, 1211 Avenue of the
Americas, New York, N.Y. 10036. Comments must be received by January 19, 1976. If adopted,
the statements would be effective for financial statements covering periods beginning on or
after January 1, 1977.
NAA Introduces New Type of Meeting on Current Financial Topics
The first of a new type of NAA professional development meeting will debut this Fall. A one day symposium on liquidity scheduled for Chicago on October 21 and in New York, October
30, is designed to help financial management to obtain an in -depth grasp on this critical aspect
of corporate operations. See the ad on the inside cover of this issue for further details.
Consumer Optimism About Economy Is Up, Says Conference Board
Consumer optimism about the economy now stands at the highest level in almost a year, according to the Conference Board's latest survey. The Consumer Confidence Index (1969 -1970 =
100) advanced to 68 in June, up from 62.5 in April.
Study On Ho w Computers Are Used Is Released
A new NAA research study, The Implementation of Computer-Based Models, has been released for printing and should be available to members in a few months. The study, written
by Henry C. Lucas, Jr., associate professor of computer applications at New York University,
examines just how effectively the computer is being used in the performance of analytical and
problem - solving tasks, such as operations research models.
Public Accountants Urge Registration of Tax Return Preparers
The National Society of Public Accountants has reaffirmed its proposal for registration of all tax
return preparers with mandatory continuing technical education. An NSPA representative of
the 16,000-member body presented this statement of position at a hearing of the House Ways
and Means Committee last July. The tax accountants do not want licensing, however, because
it would be costly to administer and present other problems.
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AT WESTERN ELECTRIC
THE ACCENT
IS ON PROFESSIONAL
Accounting's dynamic environment demands that the accountant
be a professional. Only the professional will search for new and
better accounting principles and concepts.

By Harrell B. Hill
To cultivate professionalism within industry, it may
be necessary for many of us to change our management philosophies concerning the careers of the
accountants who work for us.
At Western Electric we have been trying to do
this. We have been actively pursuing our own accounting professional plan which will, we are confident, provide immediate challenge and development for 500 of our accountants and will eventually
have an impact on our entire accounting universe of
over 2,000 accountants.
Before we discuss this plan, however, let us
briefly consider what we should require of our accountants, what we are doing to recruit them to
industry, and what it is that motivates them to perform.

ing and of flow - charting systems. He must develop
skill in systems design and an understanding of the
control procedures required by various systems.
Accounting's dynamic environment demands that
the accountant be a professional. Only the professional will search for new and better accounting
principles and concepts. Only the professional will
be alert to new ideas and tasks to provide more
efficient business operations.

Recruiting Interest
Much has been written about the lack of interest
of college students in pursuing careers in business.
It may be said that the future of industrial accounting will depend heavily upon our ability to attract
top accounting talent to industry, but business has
so far failed to communicate the opportunities and
rewards which challenge businessmen today.
A recent study by the University of Georgia indiWhy Professionalism?
cates that public accounting firms get the largest
Have we over - emphasized the record - keeping and percentage of accounting graduates, and their fair
stressed too much the procedural side of account- share of the students with better grades. Private or
ing? The rapid changes which are so characteristic industrial accounting comes out second best on the
now make the procedurally- oriented approach obso- basis of numbers, and governmental accounting suf -lete. New technologies have proven their ability to fers in both numbers and quality. Why? Part of the
supply greater amounts of information more ac- answer seems to be that many recruiters for industry
curately and far faster than has been the accountant's fail to sell the opportunities in accounting to college
custom. Mathematics, statistics, computers, and sys- students.
Another telling fact: all brochures from public
tems engineering are the tools and technologies of
accounting firms stress the professional attitude
the new, management science.
The accountant, by virtue of his work, is the necessary for a successful career in public accountmost. logical candidate for the key position of "in- ing. This opportunity to attain professional status is
formation provider." The accountant should there- doubtless significant— perhaps the greatest single
fore -become more involved in business planning force for attracting students into public accounting.
Students, the study concludes, rate professional
because of his key role.
To function in his key role of information pro- status highly and feel that professionalism can best
vider the accountant must become an imaginative be achieved in public accounting.
In short, we, as industrial employers of accountpractitioner of that new management science. He
must know systems theory, the techniques of analyz- ing personnel, must improve the image of our as
MANAGEMENT ACCOUNTING /SEPTEMBER 1975
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"The very
essence of
professional-

counting jobs in the eyes of the college student if
we are to compete successfully for those seeking a
professional career.

Ism.I s
recognition by

If we now accept (or grant) the need for professional accountants in our business, how do we
motivate these employees to professional performance?
According to William Campfield of the University of Tennessee, the factors that motivate professional people relate closely to levels of achievement. The critical factors which inspire the
individual professional to maximum efforts are:

society..."

A Question of Motivation

1. Identifiable achievement
2. Constructive and diversified assignments
3. Recognition, status, and advancement.

ments form the bedrock from which creative ideas
are carved and individual recognition is achieved.
RECOGNITION

Recognition, status, and advancement obviously
complement achievement and assignment, thus
rounding out the elements critical to motivation.
The professional needs recognition and status perhaps more than does the non - professional. The very
essence of professionalism is recognition by society
at large and acknowledgment by an individual's
peers that he is, in fact, unique in his knowledge,
ideals, and contributions to society. Recognition,
status, and advancement can be expressed in many
forms such as reasonable monetary rewards, increased responsibility and promotion.
Accounting Professional Plan

Traditionally, the functions of Western Electric's
location accounting organizations were fragmented
Identifiable achievement is closely tied to the into payroll, voucher processing, cost accounting,
individualistic nature of a profession. Well -moti- plant accounting, and accounting coordination.
vated professionals strive to work in an environment Most of the employees performing these functions
of prime movers and top producers. They seek as- held the title "clerk ": payroll clerk, voucher clerk,
signments that stretch their imagination and in- cost accounting clerk, and so on. We realized this
genuity. They seek specific accomplishments with conventional functional fragmentation was restricrewards in harmony with their ideas of progress tive to development and the degrading titles detritoward personal and professional goals.
mental to the morale of many of our accounting
employees. We therefore decided to develop some
CONSTRUCTIVE ASSIGNMENTS
descriptions of professional accounting tours that
Constructive and diversified assignments are a could become standards at every location.
close corollary of achievement. The professional
We started by asking each location to submit
seeks assignments with diverse technical require- proposed descriptions of accounting tours, and we
ments. He seeks responsibility for managing people. finally settled on four broad classifications: AccountHe seeks ventures which compel careful planning ing Assistant, Accounting Associate, Accounting
and timely, qualitative performance. Such assign- Specialist, and Senior Accounting Specialist.
IDENTIFIABLE ACHIEVEMENT

Western Electric's Corporate Education Center, Princeton, N.J.
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We then published an "Accounting Professional
Classification and Salary Administration Guide" for
use by our supervisors which provided policies and
procedures for cutover to and administration of the
Accounting Professional Plan.

How We Proceeded
Each company location was requested to submit a
reorganization plan along with position writeups—
and candidates —to a corporate accounting committee which closely scrutinized, sometimes revised, and
eventually approved the plans for implementation.
Typical of these professional plans is one used at
our new location in Vancouver, Washington. There
we have structured the jobs so that the accountant
(or group of accountants) has responsibility for all
accounting functions associated with a distinct product grouping or shop. He (or they) handles payroll,
vouchering, cost accounting, forecast, and results
for the shop in a "shop comptrollership" concept. A
clerical support group is provided to handle the
clerical effort and work of a record - keeping nature.
This approach frees the accountant of the more
menial tasks and permits him to become more involved with his organization and shop management.
He is thus able to function with a greater understanding of the total problems and objectives of the
location.
The same organizational concept with some slight
variations has been adopted by 31 of our company
locations. In North Carolina, over 100 accountants
have been reclassified under the plan to give them
professional status at our manufacturing locations in
Winston - Salem, Greensboro, and Burlington as well
as at our Government Systems Organization at the
Guilford Center in Greensboro.
These professionals are responsible for planning
and developing new accounting methods as well as
preparing, analyzing, and interpreting results and
forecast data.

Managing Professionals
In addition to changing the assignments and
organizational structure, we have evolved a new approach to managing professionals. In the past, accountants reported through their immediate first
level supervisor and rarely had an opportunity to
deal with shop management or even their own higher management. Under the Accounting Professional
Plan, we have eliminated the first level of supervision
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or replaced it by these professionals who then report
directly to second or third level supervisors.
This arrangement provides the professional with
more flexibility and mobility so that he can be more
responsive to the needs of management. He is in a
better position to see the total picture, and instead
of playing the role of record- keeper or historian for
the company, he assumes an active role in determining the course of the business.
To further assist our accountants in obtaining
professional status, we offer several courses for them
at our Corporate Education Center. Because we
still have a way to go in providing the kind of
educational program we would like, we are working
on more courses in management science, mathematics, economics, statistics, and computer techniques; courses we find are vital to the development
of our professional accountants.
We have also encouraged additional formal education through our Tuition Refund Plan. And we encourage membership and participation in the professional accounting societies. To encourage employees
to seek certification in the CMA program and to
obtain CPAs, we established a new policy last year
to permit payment to employees who take the CMA
or CPA exam and also payment for application and
initial licensing fees. We believe the certification
programs provided by the Institute of Management
Accounting and the Institute of Internal Auditors
represent an important step towards professionalism
and provide a catalyst for further development
through education.

"We have also
encouraged
additional
formal
education ..."

Conclusion
Our venture into accounting professionalism has
been exciting and challenging. We feel we have
accomplished a lot over the last three or four years.
An accounting plan such as ours can provide the
environment for a capable, highly- motivated individual to move ahead in his profession. But don't
be misled; attaining professional goals takes time,
work, and study for all of us. Moreover, continuous
long -term effort is needed if we are to reach the
goals of accomplishing accounting professionalism
in industry.
Although the desire for achieving professional
status certainly rests with the individual, we can
and must provide the atmosphere for professional.
ism, the professionalism necessary for successfully
managing the business.
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THE DEVELOPMENT
OF NASCENT
CAPITAL MARKETS
Although by no means sufficient, financial disclosure appears to
be a necessary ingredient in the development of widespread
capital markets.

By Frederick D. S. Choi
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Savings will be allocated to the best investment
opportunities. It is reasoned that securities prices
Emerging economies of the third world are report- are a result of investor expectations and that rational
edly increasing their efforts to stimulate the devel- expectations are in turn dependent upon available
opment of private capital markets for the mobiliza- information of the issuer's economic prospects.
tion of domestic savings.' This is understandable as Thus, by assuring that securities prices are a reflecevidence suggests that a positive correlation exists tion of the firm's past and expected performance
between rapid capital market development and rapid (attained from available corporate records), finanreal growth .2 Although financial intermediaries and cial information helps assure that capital will be
market instruments have received much attention in supplied to enterprise - borrowers who show promise
the literature of financial development policy, little of making the best use of them, but denied the
has been accorded the dimension of corporate fi- inefficient ones.*
nancial reporting and disclosure. Accordingly, this
Although theoretically the beneficial effects of
paper examines the relationship between financial corporate financial disclosure are thus indicated,
disclosure and capital market development. Obser- enterprise - managers traditionally have been relucvations drawn from an international setting suggest tant to improve their financial communications with
that financial disclosure merits a much larger role the investing public, and some sort of regulatory
in the development calculus of the third world.
control has been necessary to provide incentive.5 The
reluctance to disclose financial information is even
Capital Market Effects of Financial Disclosure
more profound in the less industrialized world
The belief that financial disclosure reduces in- where organized groups of securities analysts and
vestor uncertainties and thus enhances the opera- investment regulatory agencies are either nonexistional efficiency of the capital markets is one premise tent or inactive. Consequently, empirical evidence to
underlying the enactment of disclosure statutes, such demonstrate the practical advantages of improved
as the U. S. Securities Acts. If corporate disclosures disclosure must be provided, so that disclosure
are not available, the consumer -saver has no basis norms can be developed by capital market particion which to judge a security's merits and probably pants in the third world.
will not release his money capital or will do so only
if the rewards for the assumption of risk are suffi- Global Finance
ciently high .3 Such an investment procedure would
The international capital market, known as the
lower the level of an economy's investment, the
rate of growth of its aggregate income, and ultimately the economic welfare of the population
Adolf J. H. Enthoven, Accountancy and Economic Developmen t Policy, American Elsevier Publishing Company, Inc., New
simply because —using the ceteris paribus assump- York, N.Y., 1973, la 197.
W alter N. Ness, 'So me Effects o f Inflation on F inanc ing Inves ttion —firms would have to turn down what would 'ments
in Argentina and Brazil, "Fina ncia l Develop ment and Ec onomic Growth, New York Univers ity Pres s, New York, N.Y., 1972,
otherwise have been acceptable capital investment pp.
228 -254.
The benefits of improved corporate disclosure to a borrowugg
opportunities because of the absence or excessive enterprise
are explored in a theoretical piece, Frederick D. S.
Choi's " Financial Disclosure in Relation to a Firm's Capital Costs,"
cost of external funds.
Accounting and Business Research, Autumn 1973, pp. 272 -282.
A second premise for the enactment of disclosure ' Sidney Robbins, The Secu rities M arkets: Operations and Issues,
Free Press, New York, N.Y., 1966, pp. 47 -50.
statutes holds that financial information improves The
Surrendra S . Singhvi, "Corp orate Management's Inclination to
Disclose
Financial Info rmation," F inanc ial Analysts Journal, July the allocational efficiency of the capital markets: August 1972,
pp. 66 -77.
I
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Eurobond (or the Eurocapital) market, is a prime
example of the benefits of financial disclosure for
global finance.,, The Eurobond market, now establishing itself as a broadly -based capital market, arose
in response to the impracticality of the myriad of
controls restricting foreign access to national capital
markets.'
Despite its recent emergence, the Eurobond market has proven to be relatively efficient, with funds
tending to be more available at lower cost to qualifying borrowers than is the case in most national
capital markets. This is especially applicable to national markets for foreign bonds, which is the appropriate standard of comparisons In the face of
reduced worldwide capital supplies, together with
unrelenting pressures for funds to finance growth,
it is understandable that competition among international borrowers for access to the market has been
keen. 9 Such competition is to be seen in the continual shift in market shares enjoyed by the various
classes of borrowers, both public and private. Despite the competitive nature of the market, however,
access has not been subject to formal restrictions of
any kind. For, if the market for Eurobonds has
prospered, it is precisely because it has been a free
market.1 0 Concomitantly, corporate financial reporting practices reflect the unregulated nature of the
market. Minimum disclosure requirements such as
those found in the U. S. Securities Acts or other
national legislation are nonexistent. This phenomenon is particularly interesting, for the absence of
formal disclosure rules assures that observations
drawn from this environment are indicative of free
market forces.
The Eurobond market is also appealing as an
information source because of its international stature. For example, the international syndication and
distribution of securities issues —a unique feature
of the market —is predicated on a heterogeneity of
national participants. As a result, there may very
well be lessons to learn about what reporting to
worldwide audiences should look like. We must
assume, of course, that corporate reporting practices
in this growing and broadly -based capital market
reflect the information needs of transnational investor groups. That a significant portion of investors
in the Eurobond market are the wealthy consumersavers of the third world is of special significance to
policy makers in the developing nations.t"
Disclosure and Capital Market Entry
Contrary to the traditional disclosure experience
on the European scene, financial disclosure is a
significant feature of the Eurobond market's phenomenal growth. In a study undertaken in 1973, the
accounting disclosure practices of a representative
sample of corporate borrowers were observed upon
their entry to the Eurobond market in order to
assess the role of disclosure in the market's phenomenal growth.12 Reasoning that increases in corporate
financial revelations benefit international investors,
it was hypothesized that firms entering the relatively
unregulated and competitive Eurobond market
would increase significantly their disclosure upon
MANAGEMENT ACCOUNTING/SEPT EMBER 1975

entry. To test this hypothesis, a "disclosure index"
containing a listing of accounting and related information about a firm deemed relevant to international investors was constructed.1 3 Corporate annual reports examined were assigned numerical
scores, which were merely the sum of the equally.
weighted items contained in the index, which also
appeared in the firm's published report. Positive
changes in disclosure scores between two successive
time periods were construed as increases in disclosure.
The population of corporate borrowers examined
consisted of private industrials from fourteen commercially important countries."* To achieve some
degree of control over other confounding influences
on increased disclosure, a control group of nonparticipants was used. Euromarket participants and
their nonparticipating counterparts were accordingly
matched by relative corporate size, industry affiliation, and national origin. Observations of their disclosure behavior were also examined over similar
time intervals. Since both the United Kingdom and
the United States possess the highest disclosure
standards in the world, participants from these
countries were omitted from the initial tests. Subsequent tests of the reporting practices of Eurobond
participants from the United Kingdom and the
United States did not reveal any significant disclosure changes. The relatively long record of experience and expertise in handling both domestic
and foreign securities flotations in these countries,
together with the advanced stages of their accounting professions, have no doubt contributed to this
state of affairs.
With the exception of these two countries, statistical tests revealed that measured disclosure changes
of the experimental group of participants were significantly greater than those of the control group of
nonparticipants."' The sample studied thus suggests
that firms seeking financing in the free but competitive Eurobond market increase their disclosure
significantly upon entry.

"... financial
disclosure is a
significant
feature of the
Eurobond
market's
phenomenal
growth."

Policy Implications and Recommendations
It is thus evident that financial disclosure is an
important consideration in granting firms access to

s T he app ellation " Euro bo nd " reflec ts the p repo nd erance o f bo nd
issues charac terizing this market in the pas t. For an ac count of the
nature and features o f the Eurobo nd market, see Gunter Dufey,
" T he Euro bo nd Market: Its Signific ance for International F inancial Management," Journal I
nternational Business Studies,
Summer 1970, p p. 65-81.
t Ac co rding to the Mo rgan G uaranty T rus t C ompany, the vo lume
Of internatio nal s ec urities flo tatio ns in the market in 1972 totaled
more than $5.8 b illion dollars, World Financial Markets, 1972.
"David W illiams "Fo reign C urrency Is sues on Europ ean S ec urity
Markets," IMF Stag Papers March 1967, p. 65.
s Morris Mendelson' "T he kuro b o nd and C apital Market Integratio n," The Journal Of Finance, March 1972, p. 113.
10
Lawrence Mayer, The Wo rld' s F rees t Money Markets, " Fortune, April 1968, pp. 113 -115.
11
Denis S . Kots oms, "T he Bus tle in the Bo nd Markets " Readings
in International Financial Management, Go odyear Publishing ComPany, Pacific Palisades Calif., 1970, P. 60.
, As the details of dust study appeared in an earlier issue of
Management Accounting, only the salient features are repeated
here. See Frederick D. S. Choi, "Multinatio nal Financing and
Acc ounting Harmony," Management Acco unting, Marc h 1974, pp.
14-17.
"I b id . , p . 16.
" Australia, Belgium, C anada, Denmark, France, G ermany, japan
Italy, The Netherland s, Norway, Swed en, S witzerland, the United
Kingd om, and the United States o f Americ a.
15
Tests using a weighted disclosure index yielded similar results.
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capital
market

participants in
the third world
need to get in
the habit of
good
disclosure."

the limited reservoirs of consumer savings. The advantages of better disclosure to investors or their
representatives apparently outweigh the reported
disadvantages: competition and cost of data accumulation, for example. And so, efforts of policy makers to secure better financial reporting for the
investing public do have merit.
It is a well -known fact that countries possessing
adequate human and natural resources often lack
the one ingredient needed to accelerate economic
growth: money capital. Such nations are very often
the ones that experience the phenomenon of "capital flight," and indeed, the Eurobond market is a
good example of this. Although consumer - savers in
the third world have been a principal supplier of
funds to the Eurobond market, the market has not
been a major source of funds to the developing nations. For although the Euromarket is a free market,
it has been quite discriminating with respect to the
quality of its borrowers. There is thus truth in the
statement that the development of the European
capital market has perpetuated the paradox where
underdeveloped countries finance capital requirements of the industriallv advanced countries.1 '
In the face of such adverse developments, policy makers in the third world need to take an active
role in stimulating the development of domestic
capital markets. In short, capital market participants
in the third world need to get in the habit of good
disclosure. And although competition for funds in
world capital markets appears to be a major force
behind improved disclosure practices, some administrative control over disclosure norms seems essential
at the "take off stage" of economic growth.
As Enthoven aptly states, however, "the mere
existence of codified rules or laws does not guarantee
their adherence ..." 17 In addition, in view of management's traditional reluctance to disclosure, it may
not always be politically feasible to push for mandatory controls over corporate disclosure. In such
instances, it may prove fruitful to push for mandatory disclosure by all domestic subsidiaries of
foreign -based firms. Studies show that most developing nations currently host a number of subsidiaries
of multinational enterprise.1 8 Since their parents
generally practice high standards of accounting disclosure, domestic subsidiaries should find the burden
of compliance minimal.
Disclosure norms established in the international
Eurobond market could also prove to be extremely
helpful in suggesting acceptable disclosure minima
in this regard. The subsidiaries then might be enis Katsonis, Opp at . , p . 6 0 .
Entho ven, Op . C it. , p. 203.
is F or an example see: Raymond Vernon, Soeereignfpp at Bay —
Th e Multinational S p read of U.S. Enterprises, Banc )3ooks, Inc.,
New Yo rk, N.Y., 1971.
>o Lee J. Seidler, Th e Function of Accounting in Economic
Development
—Turks
as. a Care Study, F. A. Praeger, Pub lis hers,
New Yo rk, N.
Y. , 1967
11
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couraged to float security issues in the domestic capi.
tal markets of the developing nations. Similar practices by United States subsidiaries domiciled in
Turkey have reportedly met with great success.1 8 If
several large firms could be encouraged to tap the
local capital markets of the developing nations, a
"snowball effect" could readily occur. Given a viable
investment outlet, commanding investor confidence,
funds now employed in nonproductive pursuits —
domestic or abroad —could find their way back to
the domestic capital markets. Recent capital market
experiences of this nature in several South American
countries are especially encouraging.
If the domestic financing of foreign subsidiaries
proves successful, an "emulation effect" could follow. The successful flotation of securities by foreign
subsidiaries in the domestic capital markets of the
third world, accompanied by increased financial disclosure, would elicit a fallow- the - leader response
among local enterprise - borrowers as they seek to
duplicate the borrowing experience of their corporate peers. Voluntary improvements in local disclosure norms could also be expected to occur over a
period of time in response to intercorporate competition for the limited savings of the investing community. Corporate behavior in relation to the international Eurobond market supports such a contention.

Conclusion
We have now spent many decades experimenting
with various approaches and techniques for stimulating capital formation in the less industrialized
world, and the role of broadly -based capital markets
in this process has been the subject of much research. Unfortunately, recommendations to stimulate capital market activities traditionally have been
flavored with an "institutional" bias. At the same
time, insufficient attention has been accorded the
potential effect of sound financial reporting and
disclosure practices on capital market development.
Accordingly, the capital market effects of improved
financial disclosure were discussed and the financial
reporting dimensions of the international and
broadly -based European capital market provided the
principal evidence.
Sample results suggest the existence of a direct
relationship between financial reporting and disclosure development and capital market development. Although by no means sufficient, financial
disclosure appears to be a necessary ingredient in the
development of widespread capital markets. We do
not deny the importance of capital market institutions in establishing minimum disclosure requirements for borrowing enterprises, but competition in
the capital markets and market pressures:--the follow- the-leader effect —may produce more effective
results in the third world.
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KODAK'S FINANCIAL
INFORMATION AND
REPORTING SYSTEM
To gain the advantages of a photographic dual slide
presentation, it was necessary to find a "do- it- yourself" system
which would permit using the same people who already work
on the numbers to prepare the slides.

WRITTEN REPORTS

Although written reports are not the main subject
of this discussion, they are an important part of the
total information flow and the development of current management reporting techniques. The basic
documents in this category are the quarterly reports on operations.They are prepared by each operating unit and subsidiary company. These reports cover all aspects of operations, with schedules
and written comments explaining changes in sales,
costs, and earnings from the previous year, and
variances from forecast. Although the formal accounts and accounting statements are standardized
according to consolidation requirements, the format
and content of the reports on operations are directed toward local conditions and the needs of
local management. Copies are forwarded through
the General Comptroller to company management.
Because these reports vary so widely in organization and content, the reporting units are asked to
attach a one -page "caption summary" to the front
of each report. The caption summary presents brief
highlights of operations and is written in newspaper- headline style, with all numbers shown in a
standardized tabular format. This relieves the text
of needless repetition and do- nothing words.
Supplementing these formal quarterly reports is a
plethora of sales, cost, and expense reports with
various levels of detail and frequency. Each member of general management receives the written reports relevant to his operations, but only a few
receive all the reports. One survey revealed that
some members of management were receiving 200
Reports to Management
regular financial reports with an annual frequency of
The financial reports to management may be 1,300 documents. This did not include the numerbroadly classified into three categories according to ous special reports, letters and meetings on financial
purpose and content: written reports, period busi- matters. Therefore, the period business meetings
and financial review meetings were designed to
ness meetings, and financial review meetings.

Traditionallv, good reporting is based on the concept of telling all there is to know about everything.
Because of this, reports break down under the growing mass of new and existing data. The need is not
for more reporting, but for more selective reporting, more timely reporting, and a more effective
means of communication. These requirements are
prime considerations in the design and continuing
development of Kodak's current financial information and reporting system.
The financial information and reporting system
at Eastman Kodak consists of a combination of
written reports and data presentations. These are
prepared at a level of detail that is tailored to meet
the needs of individual operating and administrative
managements. As a matter of policy, all financial
information which is not a matter of public record,
such as company forecasts and analyses of operations, is held confidential at the general mangement
level. The dissemination of this data is on a "need
to know" basis, and is tightly controlled throughout
the organization. Similar constraints apply to company reports prior to the time they are released for
publication. Implicit in this policy is the careful
safeguarding of information by the General Comptroller's organization, which is responsible for the
accumulation, preparation and presentation of consolidated reports and forecasts. This consideration
is important in the continuing development of
procedures and techniques of presentation.
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"The period
meeting is
mainly an
unstructured
presentation..."

constitute the framework of the company management financial information system.
PERIOD BUSINESS MEETINGS

The heart of the financial information system
is the period meeting on current business. It is a
review of current operations by and for general management personnel and it includes all aspects of
the business. It is held in the fourth week following
the close of each period.' The period meeting is
mainly an unstructured presentation, and is intended to be a working meeting. It is based on the
principle of exception reporting, and it covers all
events up to the time of the meeting which may
have an effect on current or future earnings or company operations. The responsibility for coordination
of the meeting has been assigned to the General
Comptroller's organization.
The period business meeting was instituted to
meet two objectives: The first objective was to
gradually reduce the number of written reports
which must be read by management personnel. To
this end, when a written report is published on a
subject which has been covered at a meeting, a small
green slip is attached saying, "For Reference File —
Highlights of this report were presented at the
regular meeting on date." The recipient may or may
not choose to read the report in detail. This technique has a secondary advantage of insuring that
anyone who had missed that meeting has the opportunity to receive the information, either by reading the report or requesting a private review. The
objective of eliminating the need for all members
of management to read all the reports has —to a
measurable degree —been accomplished.
The second objective was to bring significant
trends and exceptions from "plan" or "normal" to
the attention of general management quickly. This

was accomplished by presenting the meeting in
two parts. The first part consists of certain regular
items which are presented each period; the second
part deals with the exceptions from plan, normal or
past trend, and includes industrial relations, legal
considerations and other matters not usually associated with traditional financial information. The
meeting is scheduled for the fourth Thursday following the close of each period.
PART I— REGULAR ITEMS. Much of the data presented in this part of the meeting is not available
until a few days before the meeting and will be
new to many of those in attendance. The regular
items are:

1. Estimated consolidated sales and earnings
2. Sales by major divisions
3. Analysis of earnings
4. Sales by selected product line, building up to
division totals
5. Capital expenditures and approvals
6. Period cash balance
A significant aspect of this meeting is that the
information is presented for comment and discussion. Because of the timing, complete explanations
and reasons are neither available nor expected. This
part of the meeting is mainly a presentation of facts.
2—EXCEPTION REPORTS. The exception reporting concept is based on the idea that most of what
management wants to know about the current status
of the business can be framed in the form of
PART

One consideration in the design of this system is the unique
nature of the company's fiscal reporting cycle. The fiscal year
consists of 13 four -week periods, and the formal closing and
reporting cycle is quarterly. The first three quarters have three
periods; the fourth quarter has four periods.
1
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questions; if the answer to any of these questions
is "no" or "none" the subject may be skipped in
the presentation. The omission indicates that there
was nothing significant to report. If, however, there
were significant variations from normal, plan, past
trend, or some other standard, data indicating the
nature and cause would be presented. Some examples of the types of questions on which this part
of the meeting is based are as follows:
1. Does the most recent report on operations show
any significant change in rate of gross profit for
important product lines?
2. Were manufacturing costs significantly above
or below standard?
3. Were research and development expenditures
significantly over or under the budget?
4. Were inventories above or below normal, in
total or for any important element thereof?
5. Has there been any significant change in our
position with respect to taxes and/or renegotiation?
Similar questions cover receivables, back orders, industrial relations matters, price changes, the economic outlook, special project reports, and other
important aspects of the business. The list of questions was framed with the understanding that others
could be added, or deleted.
Since the normal reporting cycles do not fit the
time frame of this meeting, a separate but simple
exception reporting system is used to collect the
information. The exception report form is printed
on a half -sheet of pink paper, with provision for a
carbon copy when folded. A sheet is prepared for
each question, each period, and is forwarded
through channels to the separate plants and divisions. For example, the Eastman Chemicals Division
might receive one sheet for each question, while a
manufacturing plant might receive a sheet for only
those questions relative to manufacturing cost and
research and development expense. One sheet on
taxes is sent to the corporate tax department to
cover the entire company. Smaller companies, particularly overseas, receive only one sheet on which
they may reply to any of the questions. The pink
sheets are then used to provide feedback as to
what was reported in the last meeting. The control
on the system is that a negative reply is required.
The intent of the exception report is to be as
current as possible, not just limited to events which
affected the past period. Therefore, anything significant which affects earnings, current or future, is
covered by the report. The key to the definition of
"significant" is that the decision is made at the
plant or division, where this can best be determined,
and is approved by the local manager. In effect,
the definition of significant is that there should be
no surprises in the written reports on operations
which follow.
The mode of presentation of exception reports
at the meeting is completely flexible, depending on
how the information is best expressed. An announced or anticipated price change might merely
MANAGEMENT ACCOUNTING /SEPTEMBER 1975

Co urtes y o f Kodak Company

The author operates dual slide projector.
state the product, the change, and the estimated
annual effect. Bar charts may best show inventory
positions, while tables of numbers may effectively
summarize manufacturing cost variances.
FINANCIAL REVIEW MEETINGS

Each quarter, the General Comptroller's organization prepares and presents a review of operating and
financial results to the Operations Committee. The
format of the meeting follows the organizational
structure, with data reported and analyzed by major
division, subsidiary company and /or in other manners as appropriate. Operating results are presented
in the form of graphs and charts, which are updated
each quarter. The explanations are generally drawn
from the written reports on operations, and the
presentation is relatively structured since it is a
compilation and review of past results and is in
considerable detail. This presentation to the Operations Committee is scheduled in the eighth week
following the close of the quarter, or about three
weeks after the consolidations are completed.
A similar presentation, but in considerably less
detail, is prepared for the Board of Directors to
review the financial results for each quarter. The
emphasis in this meeting is on the consolidated
statement of earnings and the balance sheet.
The information presented at the Operations
Committee financial review meeting is standardized
as to format and content. The key data are shown
for each reporting unit in numbers and graphs as
illustrated in Exhibit 1. The technique involves the
simultaneous projection of two 35mm slides on a
screen appropriate to the size of the audience —
generally about four -by -ten feet.z Using two pro' The slid es are p repared on two 8%, x 11 paper charts which are
then copied on Kodalith filth. They are processed in white -onblack and are tinted with transp arent water co lors . The effec t is
a c ontinuous chart with numb ers o n the left and grap hs o n the
right.
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"Color coding
of data on
slides also can

be used very
effectively."

jectors, it is often possible to hold one piece of
summary information on one slide and analyze it
on a series of slides on the other projector.$ With
the photographic capability, existing information
may be copied directly from published sources, and
pictures may be used to show a particular event or
location. Color coding of data on slides also can
be used very effectively.
Data as illustrated in Exhibit 1 are shown for
each major division and selected reporting units.
Eastman Kodak consolidated charts and slides also
reflect net earnings, as do companies outside the
United States where the impact of taxes varies and
is significant. This presentation includes about 40
slide changes. Although this appears to be a great
many numbers to absorb, the technique in presentation is to point out only the important elements,
and explain the changes. But all the numbers are
there for question or comment. Several factors
facilitate the conduct of the meeting:
1. The meeting is organized and presented in the
same sequence each time.
2. The chart of numbers is the same as presented
in the "caption summary" on the written reports.
3. The design of the graphs is standard. All trends
are plotted on a one -cycle log scale, so the slopes
of the sales and earnings lines are comparable.
The percents of sales are plotted on the same
arithmetic scale, so the lines show relative profitability between units very quickly. Also, a con.
sistent color system is used throughout.
4. The use of slides, which advance instantly by
remote control, saves a great deal of time compared with the handling of wall charts or flip
charts, and can be programmed to recover or
repeat slides quickly. The projected image is also
large and easy to read.
Mechanics of Chart and Slide Preparation
The system for preparation of charts and slides
was developed by trial and error, and from experience with the requirements of the information system. Early experiments with color transparencies
proved difficult because of the constraints of the
system and technical considerations. Some of the
complications included a need for security of data,
timing and technology, and control of production in
a short time span. Data could not go into a production shop or processing laboratory because of the
possibility of accidental disclosure of confidential
information. Also, the processing cycle for transparencies— including travel time —would be too
long to satisfy the rapid turn- around time required
by the system. To gain the advantages of a photographic dual -slide presentation, it was necessary to
find a "do -it- yourself" system which would permit
using the same people who already work on the
numbers to prepare the slides.' The essential features of the system are:
'This technique is also used for Period Business Meetings presenta.
tion.
4
The photographic system described here is now also used for
almost all presentations in the Marketing, Distribution, and Finance
and Administrative Divisions. This is indicative of its effectiveness
and flexibility.
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1. Charts and graphs are standardized in size and
headings, and originals are preprinted to achieve
maximum sharpness.
2. Data are plotted in pencil on arithmetic and
semi -log graph paper and copied on the photographic original, using narrow tape.
3. Numbers for graph scales are preprinted on
gummed paper.
4. A "bulletin- size" typewriter with carbon ribbon
is used to type in the numbers on the charts,
and to prepare the exception reports. Use of
a typewriter facilitates the setup of tables and
charts, and does not require an artist for
preparation of neat, well - organized material.
5. Several kinds of equipment may be used to
photograph the originals. By standardizing on
the size of the originals, frequent adjustments
of the equipment are minimized. (A planar
microfilmer holding a 100 -foot roll of film has
proved effective for this application, and the
operation is simple to learn.)
6. The film used in the system is 35mm Kodalith
Ortho, which produces a white image on a black
background when projected. The black background eliminates the need for precise registration when projecting two slides simultaneously,
since no edge overlap can occur.
7. Processing of the film is the most technical
step in the process. This system utilizes a
Kodalith multi- strand processor because it is
readily available and has a very fast drying time.
In this application, a trained machine operator
feeds the undeveloped film into the dark end of
the processor and the person who made the
exposures takes them off at the light end, so
that security is maintained. However, because
the chemistry is fairly simple, this film may
also be hand - processed using a simple darkroom
and Nikor reel. The disadvantage to hand
processing is a fairly long drying time before
the slides can be colored.
8. Color is effectively added to the presentation
by the use of transparent watercolors applied
with a brush to the emulsion side of the film.
Trend lines are coded consistently throughout,
using green for sales, red for earnings, etc. In
tables of numbers, differentiation is achieved
by coloring all forecast numbers, leaving others
white. It is not necessary, of course, to stay
within the lines when coloring because the
background is black.
9. After coloring, the slides are mounted in glass,
which may later be recovered and the film
destroyed.
10. The last important feature of this system —it
is inexpensive.
Conclusion
Although Kodak's current financial information
system continues in its evolutionary and development stages, significant progress has been made
toward accomplishing the objectives of more selective and timely reporting with a more effective
means of communication.
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INTANGIBLE
FEMININE ASSETS
in order to achieve professional recognition in competition with
men in the business world, women must demonstrate
achievements or abilities above the average.

How Much Progress?
Referring to women, The World Almanac in
1974 stated: "Despite increased opportunities for
acquiring jobs, advancement to positions of supervision and decision- making was still rare. ", Edward
A. Shaw, Dean of Placement at the Career Planning
Center of the University of California at Los Angeles, noted:
"... that although more women today have
jobs in which they analyze, identify and solve
problems, there is still little upward mobility
to the ranks of 'line management' ...'There's
still an underlying cultural reluctance to have
women supervise men
."2

Women have been found to be as efficient as
men are at general accounting work. They have
proven competence, intelligence, and ability in studies such as accounting, corporate finance, cost accounting, taxes, business law, economics, higher
mathematics, and management. Nonethless, women
with such abilities are still less likely to hold chief
executive jobs in accounting. In order to achieve
professional recognition in competition with men
in the business world, women must demonstrate
achievements or abilities above the average. In other
words, women must do the job better than men.
Businessmen have not yet recognized the tremendous power and assets women bring to the business
world and especially to the accounting field. In
fact, most women themselves have not yet realized
their tremendous potential. Aimee Buchanan explains it this way:
MANAGEMENT ACCOUNTING /SEPTEMBER 1975

Several intangible feminine assets that women
have can be made to pay great dividends in any
business. I have chosen eight which I think are the
most valuable:
1. Attention to detail
2. Capacity for concentration
3. Ability to organize
4. Adaptability
5. Style and manner
6. Personality
7. Loyalty
8. Willingness to work

Attention to Detail

F. J. DARRAH
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an accounting and
financial consultant
group. Ms. Darrah
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Township Jr. College
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Women have all the human assets necessary to excel
in the accounting profession. At present, however,
women hold a minor place in the accounting world
because of the reluctance of those in the profession
to change the accepted order. Many men have given
little, if any, consideration to women in the field
because they believe it is man's work.

Acquisition.

"We have been so much taken aback at finding ourselves unwanted except in menial capacities that we have forgotten or ignored our
own sex's special qualifications for business.
We have also through timidity neglected opportunities that men, in similar circumstances,
would have utilized long ago . . . W o m e n
have not realized fully that their opportunities
have in the past been too much limited by
their own attitudes of passiveness and resignation."'

By Florence J. Darrah

This article was
submitted through the
Canton Chapter.

It is a known fact women have more patience for
detail than men. Everything worthwhile is built
upon detail and sometimes this detail —or the
knowledge of it —marks the difference between success or failure. I have frequently heard men remarking in condemnation that someone or other is
"bogged down in details." Nevertheless, if an executive or manager has not a good understanding of
the detail important in his work, he is a poor person
to give orders to those who must take care of the
details. Some of the worst mistakes in business policy have been made because of the chief executive's
inattention or pure ignorance of the details of projI

Hana Umlauf, "W omen 1973: The Struggle Goes O n , " The
World Alman ac a nd B ook of Facts, 1974.
s Ibid., p. 882.
s Aimee Buc hanan, The Lad y Means Business, Simo n $ Sc huster,
New Yo rk, N. Y. , 1942, p. 142.
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... concentration has
become
second
nature ..."

ects and reports. This carelessness at the executive
level explains in part the inefficiency of business in
general today.
The accounting profession provides a great opportunity for women to capitalize on the need for
attention to detail. This ability I consider the most
powerful of all the assets women can contribute to
the accounting field. Accepted accounting principles create the necessity for more detail in financial
reporting; the Internal Revenue Service demands
more proof of documents; the stockholders want
more elaborate reports.
The point I am trying to make is that although
men are capable of detail work, they do not like it.
Smart women will learn the detail and enjoy it,
down to the last item of every job and every department in which they work. A knowledge of details
has served in many a crisis. A knowledge of details
has often caught an error before it became a catastrophe. A knowledge of details is a very fine measuring rod against which to judge the stature of personnel. A knowledge of details will often lead to a
short -cut that allows more time for other projects.

Capacity for Concentration
So much of the average woman's work experience
has been in situations where she must concentrate
or not succeed at all, that concentration has become second nature. In general, women are good
concentrators because they must work in large,
crowded rooms and rooms noisy with telephone
and other conversations going on. They have learned
to drive these outside distractions out of their consciousness and to keep to the task at hand. The
ability to concentrate in spite of interruptions and
confusion is a very valuable asset a woman has no
problem in developing.
Many businesses are still so badly organized, and
office space is usually so poorly laid out, that it has
become virtually impossible for anyone except executives with private offices to work in uninterrupted
peace and quiet. But it is my conclusion, based on
close observation in several corporations, that these
executives are very seldom in their offices to use the
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is needed in an accounting office to get the work
done correctly and punctually. Many secretaries
have made themselves the only element of concentration among many men, and it is because of their
driving force that the work gets fully accomplished.
Women who cultivate their natural capacity for
concentration and use it to develop technical skill
in the accounting office could (if given the opportunity) create some exciting competition for men
in management and executive positions.
Ability to Organize
For centuries women have been the sole organizers of the complicated and endless routines of the
home. They have learned by experience a hard kind
of efficiency resulting in strict economy of arrangement. They have learned the shortest and most economical way to effect it. Almost by instinct women
tend to put a place in order. A woman senses how
to get things running on an economical basis —
economical of time, effort, and labor. Even before
women had the opportunity for higher education,
they were practicing scientific management. They
know how to gauge the length of time a job should
take. They can cut corners on time, effort, and
labor without spoiling the product.
Women, by cultivating their ability to organize,
can step forward in business, especially in the accounting profession. The ability to organize is essential in accounting because many times it becomes
necessary to teach it to clients as well as practicing
it in the accounting office.
Here is a rather amusing footnote to men as
organizers. A man who holds a responsible executive
position said to me recently, while speaking of what
a man wants in a secretary, "You know a man
wants to be babied. He wants someone to think for
him, to wait on him, to make things easy for him.
He wants someone to organize his work for him and
remind him what he has to do." I could scarcely
believe my ears. Although I had always suspected
this, I had never heard a man admit it before.
Think about it —this man wants someone to organize his own work! If men have come to this,
there is indeed an enormous opportunity for women
who are willing to develop their organizing skills.
The accounting office should look at women's abilities objectively and give them a chance to compete
fairly, using their natural human asset— the ability
to organize.

Adaptability

O

o 0C
C

space as a place for concentration on detailed work.
I have also observed that it is difficult for som e men
to sit at their desks for any length of tim e. Women,
on the other hand, have the stick -to- itiveness that

AnoQrrt rtou •- --

The lack of adaptability makes one inflexible,
intolerant, and in many instances, incapable of
meeting the requirements of a job. Adaptability
need not necessarily mean a complete subjugation
of one's own intelligence; on the contrary, it should
mean that one can use one's intelligence to fit into
a new situation even though the circumstances may
not be exactly pleasing. Who can do this any better
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"... women as
a group have
always had to
adapt them-
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than women? (Look at the way a woman meets the
never - ending challenges and crises with her children.) Women, even though they may have inner
doubts about the outcome, can adapt to new situations much better than men can, because women
as a group have always had to adapt themselves to
others and to conditions laid down by others.
Adaptability is one of the feminine assets a man
would have a hard time claiming all for himself.
Men are the product of long- established tradition
and a set of unbreakable rules. Women are certainly
more than capable of using this intangible feminine
asset, adaptability, to enhance their performance in
the business world.

Style and Manner

selves..."

through a number of processes and finally reaching
her for credit, she concluded that the whole routing
of orders was foolish. Working it out with a sense
of style for proportion and timing, she discovered
that the present routine involved eighteen different
operations. She suggested a plan which required
only half as many operations with consequent faster
delivery to the customer. Because her plan entailed
what appeared to be astonishing innovations, some
of the men felt it would not be sound. A trial proved
her correct. Credit was approved more quickly, and
goods were delivered more speedily.
Women should develop their own style, being
careful, of course, not to let it become cloyingly
sweet: something despised in the business world.
A woman must cultivate her own style with proper
regard to the profession she has chosen. The accounting field has many areas wherein a woman
can demonstrate this feminine asset of style and

This may seem an odd place to stress this quality.
I almost called it neatness, or accuracy, or finesse,
but it is more than that. By style and manner, I
mean the capacity women have to do work and to manner.
complete it neatly so that it has no sloppy edges, no
raveled ends. Women do have style in business. Personality
Few men have realized it yet, chiefly because they
Personality can be a woman's major business asset. Neatness, tasteful clothing, poise, good manare preoccupied with their own ideas and tastes.
Here are some examples where style exhibited by ners, and proper speech are helpful to anyone workwomen in rather minor capacities came to be recog- ing in public accounting, but personality as I define
nized by men in charge as being a distinct contri- it here is not a synonvm for charm. Personality is
bution. These examples represent diverse situations, something added to the physical make -up of a hubut the point is clear in each: something original — man being that makes him or her different from
which I am calling style —was injected into a busi- everyone else in the world. As Emily H. Womack,
ness situation by a woman, something no man had Delaware State Treasurer, puts it:
thought of contributing.
"No one can be less than a total person and
A woman working in a small department, after
be successful in any endeavor. A woman in
seeing the kind of product advertising being used,
business brings all her talents —as an individ
decided to write her idea of the way the product
ual and a woman —to the job. Each individual
should be advertised. She cast it in the form of a
is different in many ways, and being a woman
letter to the sales manager, spaced it out in a differis just part of these differences. "*
ent way, and gave it a rhythm and a slant nobody
had seen before. She took it to the sales manager,
and although he did not give her the satisfaction of
Women who can demonstrate a strong personoffering any praise, the idea was adopted in the next ality have a special smile and glow about them that
cannot be mistaken for anything less than sincerity.
advertising campaign.
An acquaintance of mine, a saleswoman in the
real estate business, had a style all her own in Loyalty
For centuries, women have been oriented toward
approaching a prospect and in selling. The method
had style because it was absolutely tailored to the being loyal and faithful, first to their parents then
kind of person she was selling to. It is worth men- to their husbands. Being obedient and working
tioning that when the men tried to imitate her wholeheartedly at someone else's bidding has been
method they failed —proof enough that it was a tradition, and tradition is not easily changed. This
characteristic is indeed a very important asset to the
perfect feminine style.
A friend of mine is a credit manager for a small
I Emily H . Womach , " Ho w Muc h o f a W oman S hould a W oman
firm. In observing the way orders came in, passing in Business Be, National Business Association, March 1972, p. 17.
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accounting profession. It seems that in this era of fashioned virtue is one which some male executives
turmoil and confusion, it is difficult to find reliable have almost forgotten. In fact, it seems to me that
workers who are conscientious and loyal to their this willingness to work hard is one of the biggest
friends, ideals and companies.
reasons why women succeed at all in getting past
I realize that in any promotion there may be the lower levels. According to Dale Carnegie, peropposition, but fair competition between men and severance is half the battle. A woman seems to have
women in an accounting office creates better ideas an abundance of energy that gives her the ability
and better performance because all employees will to keep at work even when it is distasteful. This
have to prove their ability without exception.
willingness to work is an asset that has brought
Men in management need to break down their many a businesswoman to achievement, and it is a
prejudices against women and place value on per- necessity in the accounting profession. In speaking
formance and loyalty instead of sticking to a "club- of achievement, Thomas A. Edison put hard work
house" routine just because "that's the way we have first:
always done it." Professional - minded women are
just as dependable as men. Many women, in fact,
"I never allow myself to become discouraged
choose their profession not out of necessity of supunder any circumstances ... The three great
porting a family, but because they want to. In anessentials to achieve anything worthwhile are,
other measure of dependability, men and women
first, hard work; second, stick -to- itiveness;
have about the same absentee rate, when acute and
third, common sense."
chronic conditions are counted.b
Since all professions are depending more and Conclusion
more on accountants for financial and economic
The eight characteristics I have mentioned and
advice, we, as accountants, cannot afford to ignore which I consider intangible feminine assets are all
intangible assets such as loyalty and conscientious- known qualities. Women have a tremendous power,
ness because of prejudice against women in manage- if given the opportunity to use them, and the acment positions.
counting field offers almost undreamed -of opportunity.
Willingness to Work
Women need to capitalize on their intangible
Here again woman's ability to keep at work has feminine assets. They need to let their male rivals
been proven over and over again by the way she has know they are proud of their capabilities that can
toiled in the home. She knows that nothing is going bring great dividends to the accounting field. It is
to be handed to her on a silver platter. This old- amazing how businessmen will ignore the valuable
assets a woman has to contribute to business, subs A U. S. Dep artment o f Lab o r Bulletin repo rting in 1971 noted
stituting someone far less valuable in deference to
that the abs entee rate fo r men averaged 5. 2 d ays p er yyear compared to 5.9 days per year fo r women. T h e Myth and the Ifcality,
the conventional attitude: "This is a man's
U.S. Department of Labor Bulletin, Employment Standards Administratio n, Women's Bureau, July 1971, p. 1.
world ".
❑
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CPAS: DO YOU
SPEAK MANAGEMENT
ACCOUNTING?
The Management Accountant exists because he is able to give
service to his client.

concentrated in increasing his audit skills. In smaller
firms, where there is less specialization, the inA few years ago, a large, national CPA firm began dividual often becomes engaged in tax practices.
calling former employees who had left public This direction of development continues and beaccounting for industry to explore the possibility comes more ingrained as the employee begins to
of their returning to public practice. Now, one may study for the CPA examination.
If he successfully completes the examination,
take the cynical view that the firm's ranks were
depleted and needed shoring up, or one may take a the new CPA remains in the profession until he
more optimistic view that there was a recognition or she decides —or is told —that entry into the G. J. BRENNER
of the need for management accountants in public hierarchy is "in the cards ". If he is not successful,
Los Angeles
he seeks employment in industry. Pejoratively, this West
accounting.
Chapter (Los Angeles
Before the current economic downturn, there was is known as the "Up or Out Policy ".
1965), is a CPA with
Thus, the individual who fails to pass the CPA the firm of
reported a growing dissatisfaction among managers
in industry. Boredom, unfulfillment, lack of par- examination (or who opts for the change), be- Oppenheim, Appel,
ticipation in the decision - making process, and gen- cause he is trained in a relatively narrow perspective, Dixon & Co. in its
Los Angeles office.
eral lethargy were common explanations for the dis- faces a formidable impediment to a smooth transi- Prior to returning to
enchantment. Even today, despite a tight job tion to industrial accounting. If the individual enters public accounting, he
market, statistics reveal a modest exodus from in- industry in a capacity other than on the corporate was Manager of
dustry to other pursuits. Perhaps the glamour the staff, e.g., doing consolidations, SEC filings, or Corporate Accounting
Teledyne, Inc.
public accountant perceives in industry is only a internal auditing, he may be in for a difficult with
Mr. Brenner is a
veneer? If this is so, perhaps public accounting adjustment.'
graduate of the
What if an individual remains in public account- University of
firms, if they wanted to, could compete more sucing? Has his training and experience been such that Cincinnati.
cessfully with industry for capable people.
Can there be mutual benefits for public account- the client and public are best served? Can there be
ing as well as the individual when he transfers from more effective communication and rapport with the This article was
industrial to pubic accounting? What, if any, or- client? This last question is not to be construed submitted through the
ganizational restructuring is required to encourage as a criticism of current professional integrity, but West Los Angeles
Chapter.
and accommodate his return? And what, if any, as a statement of concern for strengthening it.
changes in the training and development of those
now in public practice can be made to increase Does the Auditor Know His "Business"?
During an audit engagement, an auditor may be
their management awareness and skills? This article
will attempt to examine current attitudes and the asked a question to resolve a management problem.
environment existing in public accounting to deter- The problem could pertain to any aspect of busimine if public accounting can be strengthened by ness: system design, costing, pricing decisions, or
an increased awareness of management accounting. inventory valuation. What will an auditor do? In
most cases, his reply is a recommendation that his
The Priming of the Auditor
firm's management service department look into it.
A person entering public accounting has usually Although there is no particular criticism to this
graduated from a business school where he or she approach, one wonders what problems are left unstudied basic and advanced accounting, income tax attended because of the auditor's inability to sense
accounting, auditing, and business law. Appropri- such managerial problems.
ately, courses in economics are also included.
For years, a mythical aura centered around the alleged financial
When the individual is employed by a public astuteness of any CPA. Industry has known for some time, howthat the beat financial managers are not necessarily those
accounting firm, his training and development are ever,
with a CPA background.

By George J. Brenner

I

MANAGEMENT ACCOUNTING /SEPTEMBER 1975

29

"if the CPA
firm is attuned
to the needs of
management,
both firm and
client benefi t. .. "

30

Take a management tool as basic as a budget.
Where a budget exists, auditors use it as part of
the system of internal control. For example, if an
expense account shows a material disparity between
actual and budget, the auditor quite properly wants
to know why. Has there been an erroneous charge
to the account or does the possibility of embezzlement exist? But is the fundamental purpose of a
budget understood —that is, the goal setting objectives, the coordinating effect on the management
team, the control over planning? Where the auditor
understands management's concept of a budget, or
ideallv, where the auditor has been responsible for
assembling a budget, he can be of significant service
to management by pointing out budget inadequacies
where they exist or even by constructing one.
In yet another area of concern to management,
consider the presentation of financial statements.
It is a well -known management principle that a
financial statement standing by itself (not compared
to budgeted figures or prior year's figures) loses
much of its value. Yet many financial statements—
audited and unaudited —continue to show only the
figures for the year reported. If the CPA firm is
attuned to the needs of management, both firm and
client benefit, especially in those cases where the
majority of clients are of small and medium size.
In these situations, the owner- stockholder looks
to his outside auditors for financial management
direction. If the CPA firm understands simple cost
techniques, such as the ABC system of inventory
control, it can be most helpful to these clients.
Readers critical of the foregoing might point
out in rebuttal that auditors do write management
letters to their clients. True, but this is usually
going through a check -list questionnaire similar to
the internal control kind of questionnaire. Rather
than another tabulation, what is needed is a conceptual approach. (It is encouraging to see courses
in operational auditing sponsored by the AICPA.)
The biggest advantage an auditor has when he
understands the language of management is the
effective communication that then takes place with
management. Perhaps in large corporation audits
one can quote the APBs, but in medium and
smaller sized businesses this language may not be
understood. The management accountant can explain esoteric accounting concepts in language understood by management. In addition, the management accountant and management can discuss
important financial ratios, the need for system
changes, and what further planning is required.

If a case can be made to better serve the client
and the public by increasing the public accountant's
management awareness, what can the public accounting firms do to effect this result? First, the
firms should place more emphasis in training and in
practice on how management views financial statements. The tendency to suspect any difference between the auditor and management as stemming
from an ulterior motive of the latter is overly cynical, if not self- righteous.
Second, more staff training courses can be given
to foster management skills or teach management
techniques. The AICPA should even consider adding a section on management accounting to the
CPA examination. This might be similar to the
CMA examination.
The profession should attempt to retain and attract more experienced personnel. If industry can
attract and retain people in middle management as
well as at the base or top of the corporative pyramid,
so can public accounting. One economic motivator
that comes to mind is a deferred compensation plan.
Pension plans are common in industry, but are all
too rare in public accounting. Finally, a plan to encourage personnel to move out into industry, with
the long -range thought of returning to public accounting, could become an accepted route toward
a more successful career.

Ethics and Independence

Conclusion

In an article written a few years ago, the senior
partner of a national accounting firm reminded his
fellow practitioners that the basic business of public
accounting was auditing and expressing an opinion
on financial statements. He seemed to look askance
at the tax and management service activities which
nontheless are becoming an increasingly large part
of public accounting's revenue. Ironically, it was
revealed in a later, unrelated article that his firm
was one of the top three in non -audit revenue. This

Rather than to indict the public accounting profession, this article recommends the desirability of
increased management awareness among CPAs. To
do this, a modification of the training, development,
attitudes, and organizational structure existing in the
profession is required. The benefits would accrue in
more service to clients, better communications with
management, and a strengthening of independence.
The public, the client, the profession, and the individual would all be winners.

incident perhaps illustrates the debate, still continuing, over whether a CPA firm can audit a company's books and provide management services to
that company while still maintaining professional
independence.
Although a code of professional conduct is necessary, true independence is a state of mind. Strict
codes of ethics have been devised to ensure the outside auditor's independence. The CPA who understands the management viewpoint can sort out
genuine management techniques from the manipulative, self- serving ones used by some management.
In the latter case, little if anything can be done by
the auditor to dissuade these clients from their
course of action. Here, FASB opinions are needed to
prevent overly compromising solutions to the problems. Where genuine differences exist, however, the
management accountant can expostulate his viewpoint, for he or she does not come to the engagement solely by a statute which requires certified
financial statements. The management accountant
exists because he is able to give service to his client.

Restructuring the Profession
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ANALYZING
THE RETURN
ON INVESTMENT
When sales are introduced as a component of the return on
investment, both the net income and the investment ... are reduced
to individual ratios, which then can be compared with similar
ratios regardless of size.

Division A has a net income of $15,000 and net
assets of $75,000. The 20 percent ROI can be
A return on investment ratio, or ROI, is obtained by broken down into percent of sales times turnover.
dividing a company's net income by the net assets Or, stated another way, since income constitutes
it employs to obtain that income. The ROI is one 10 percent of sales, and since turnover is twice
of the simplest methods for determining whether yearly, the ROI is 20 percent. When sales are introthe company shows a favorable or unfavorable re- duced as a component of the ROI, both the net
turn. However, in comparing the ROI ratio with income and the investment (in net assets) are
that of other companies, or other segments within reduced to individual ratios, which then can be
the same company, it is not always possible to tell compared with similar ratios regardless of size.
In the example, it is important to answer the
whether a favorable ROI is due to good profit
margins or to a low level of net assets. One of the question as to why Divisions B and C have earned
better methods for determining this is to use a an ROI of only one percent on net assets when
turnover and sales margin analysis. Under this Division A has earned 20 percent. The income and
method the analysis of the return on investment is investment dollars shed little light on the problem
broken down into its two elements — investment because of the disparities in size between Division
and net income; then a third factor, sales, is in- A and the other two divisions as measured in net
troduced. This is illustrated by the following equa- assets. Thus it is impossible to say whether Division
B's low ROI compared to Division A's ROI is attion:
tributable to its higher net assets used or to its lower
income. Also, the fact that Divisions B and C have
Net income _ Net income
Sales
Net assets
Sales
X Net Assets
identical incomes and net assets might suggest that
the same conditions underlie the low ROI, which
The first fraction on the right -hand side of the could, however, be misleading. For instance, in
equation presents net income as a percent of sales. comparing Division B with Division A, we find that
The second fraction is usually termed "turnover" Division B does as well as Division A in terms of
because it represents the volume of sales that is profit margin; i.e., both companies earn 10 percent
supported by a dollar of net assets employed in the on sales. But Division B has a much lower turnbusiness. Using these terms, the equation can be over of capital than does Division A. A dollar of
stated as: Return on investment is equal to net investment in Division B supports only ten cents
income as a percent of sales times turnover.'
in sales each period, whereas a dollar invested in
Division A supports two dollars in sales each period.
Example
This suggests that the analyst should look carefully
Exhibit 1 is an example of how a company's reRussell B. Read, "Return on Investment —A Guide to Maaageturn on investment may be analyzed. Note that ment Decisions," NACA Bulletin, June 1954.

By Richard J. Danfy
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at Division B's investment. Is the Division keeping
an inventory larger than necessary for its sales
volume? Are receivables being collected promptly?
Or did Division A acquire its fixed assets at a price
level which was much lower than that at which
Division B purchased its plant? Division C's turnover, on the other hand, is as high as that achieved
by Division A, but Division C's margin on sales is
much lower. Division C earns only half a cent while
Division A earns ten cents of profit per dollar of
Return on Capilal as a Guide to Managerial Decisions, NAA Researc h R ep ort No. 35, p. 33.

Exhibit 1
ANALYSIS OF RETURN ON INVESTMENT
Div. 13
50
5
500
10%

Div. C
$1,000
5
500
.5%

2
20%

.1
1%

2
1%

$

Div. A
$150
15
75
10%

_

_

%

(Dollars in Thousands)
1. Sales
2. Net income
3. Net assets employed
4. Income as
of sales
(line 2
line 1)
5. Turnover (line 1
line 3)
6. R01 (line 4 X line 5)

Exhibit 2
READ DIAGRAM
Turnover
per period
3

Div. C

Div. A

2

sales. Are Division C's operations inefficient; are its
materials cost too high; or does its location entail
high transportation costs? An analysis of the sales
oriented return on investment ratio suggests questions such as these and, when answers are obtained,
basic reasons for differences between rates of return
may be disclosed.

Graphic Analysis of ROI
The information that appears above can also
be presented graphically as a "Read Diagram ".z See
Exhibit 2. In Exhibit 2, the horizontal axis shows
net income as a percent of sales and the vertical axis
indicates number of turnovers per period. The
curved lines represent a family of curves for different
ROIs. Each curve joins all the points where the
combination of turnover and net income as a percent of sales gives the same return on net assets
employed. If we know the turnover and net income
as a percent of sales for each division, the individual
ROIs can be plotted on the Read Diagram for
comparison. The Read Diagram can also be used to
establish goals for each division so that management
can see what needs to be done to attain individual
and company goals.
By analyzing the Read Diagram, management can
determine what Divisions B and C must do to increase their ROIs. In Division B's case, it is quite
apparent that the emphasis will have to be on increasing turnover. It cannot appreciably increase
its ROI solely by increasing its earnings as a percent
of sales. If we wish to determine how much Division
C must increase its profit margin on sales to earn
a 20 percent return on investment with no increase
in turnover, we must project its net income as a
percent of sales horizontally to the right until it
crosses the 20 percent curve.

=

Conclusion
ROI

20%

Div. 8

ROI

=

ROI

=

1

ROI
2
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4

6
8
10
12
14
Net income as a percent of sales

16

10%
5%
1%
18

20

Regardless of the method used to analyze return
an investment, the objective is to break down the
ROI ratio into manageable elements which can be
investigated. Thus, if analysis shows that a decrease
in turnover has resulted in a lower ROI, it is important to ascertain the reason for the decrease in
turnover. If the net income as a percent of sales is
too low, a more aggressive sales policy may be called
for. Knowing the ROI is a start. Knowing why it
changed is what really matters.
❑
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POST - COMPLETION
AUDIT PROCEDURE
Generally, the dollar magnitude of the approved capital
expenditure request will indicate the scope and depth of
analysis required for the post - completion audit.

By Thomas W. Hall
Post - completion audits of capital expenditure requests can provide cost savings and additional profits
for most companies. These audits can also serve as
valuable guides for considering future projects. By
analyzing variances between actual and expected
results that are revealed by these audits, management
can pinpoint areas where greater caution or improved techniques may be necessary in future planning.
The post - completion audit procedure is developed
around four schedules. These are the Profit Variance
Analysis Schedule, Exhibit 1; the Cashflow and
Financial Criteria Variance Analysis Schedule,
Exhibit 2; the Projected Cashflow Schedule, Exhibit 3; and the Actual Cashflow Schedule, Exhibit
4. These schedules can provide management with
the information it needs to find engineering, operational, and administrative costing faults of past
projects.
Profit Variance Analysis Schedule
The Profit Variance Analysis Schedule, Exhibit
1, is used to calculate the profit variance between
projected and actual project results. The information
for the "Projected" column should be obtained
from the approved capital expenditure request. The
information for the "Actual' column is obtained
from regular accounting sources. In most cases,
supplementary schedules will be required to itemize
and explain the basis of calculations for revenues,
costs and expenses.

in the "Actual' column. When significant variances
occur attach a supplementary schedule illustrating
the itemization of projected and actual unit cost.
FIXED CO S TS — LINES % T O

10. Enter the actual fixed
costs that were incurred as a result of the project.
Generally this should include all incremental costs
which can be directly associated with the project.
However, if full costing techniques were used in
the approved capital expenditure request, then the
methods of allocation should be reviewed to insure
that the actual fixed costs are equitably reflected.
Significant variances should be explained on supplementary schedules.
13 TO 18. Enter the
actual operating expenses incurred. They should
consist of the selling, advertising, administrative,
research and other expenses directly associated with
the project. Again, if full costing was used in the
expenditure request, review the methods of allocation and explain the basis used.
OPERATING EXPENSES — LINES

20. This line
is used to enter any other income or deductions
related to the project. Examples would include
royalties paid and new product fees received from
licensing agreements.

OT HER INC O ME AND DEDUC TIO NS — LINE

T. W . HALL
New Haven Chapter
1972, is Controller of
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of the Loctite
Corporation,
Newington, Conn. Mr.
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Rensselaer
Polytechnic Institute
and an M.B.A. degree
from Boston
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This article was
submitted through the
New Haven Chapter.

21. Calculate the
actual state income taxes for the project by applying the current tax rate to applicable income.
STATE TAXES O N INC O ME — LINE

23.
Calculate the federal taxes on income and indicate
the rate used. If foreign taxes are applicable explain the calculation used on a supplementary
schedule.
F EDER AL AND F O R EIG N T AXES O N INC O ME — LINE

NET SALES —LINES 1 AND 2. For all projects, enter
the actual number of units and sales dollars and
calculate the variances. When significant sales
variances occur attach a supplementary schedule
explaining the causes.

25 T O
28. This section is to be used to enter those expenses which have a one -time effect on income.

NON - RECURRING EF F EC T ON INC O ME — LINES

3 T o 6. Enter the current
standard material, labor, and variable overhead costs
VARIABLE COSTS —LINES
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"The payback
point is
reached when
the cumulative
net cashflow
equals zero."

They include the expense portion of the project:
the pre - production or start -up costs, equipment
tryouts, high initial scrap rates, labor inefficiencies,
and the tax credits on these expenses. Where
significant variances occur these expenses should
be itemized.

Cashflow and financial Criteria Variance
Analysis Schedule
The Cashflow and Financial Criteria Variance
Analysis Schedule, Exhibit 2, is used to illustrate
project cashflow and return variances between
projected and actual results. The approved capital
expenditure request is again used to provide information for the "Projected" column and regular accounting sources will provide information for the
"Actual" column.
PLANT , PR OP ER TY, AND EQ U IP M ENT C AP I T ALI ZED—
LINE 1. Enter the projected and actual capitalized
portion of the project expenditures. Significant
variances should be explained in a supplementary
schedule.
WORKING CAP IT AL — LINE 2. Generally, working
capital will consist of the incremental inventory
and all receivables less payables that are associated
with the project. Projections and actuals are calculated by applying established percentages to sales
and variable costs. If the amount of working capital
is significant, the basis for determining the working
capital requirement would be included in the approved expenditure request.
CASH REC OVER Y O N DIS P OS AL OF PR O PERT Y — LINE

4.
Enter the cash effect on disposal of assets. The
cashflow consists of all cash received from the sale
plus or minus the tax effect.
NON - RECURRING EXP ENS E — LINE

5. Enter the nonrecurring expenses from lines 25 and 26 on the
Profit Variance Analysis Schedule.
TO T AL C AS H O UT F LO W — LINES 6 AND 7. The cumulative cash outflow is obtained by summing lines
3, 4, and 5. It represents the cash outflow from the
start of the project to the end of the audit period.
The period cash outflow is obtained from the
Project Cash Flow Schedule, Exhibit 3. It is the
sum of the cash outflows for each quarter year in
the audit period.

RETURN O N INVES T MENT — LINES 13 AND 14. The
period return on gross investment equals the period
net profit (line 8) divided by the gross investment
(line 3) . The project average return on gross investment is the average yearly profit for the project
divided by the average yearly gross investment.
PAYBAC K —LINE 15. Enter the projected payback
from the approved capital expenditure request and
the actual payback from the Project Cashflow Schedules. If the payback point has not been reached do
not make any entry.
INT ER NAL R AT E O F R ET UR N — LINE 16. The projected
and actual internal rates of return are calculated
using the discounted cashflow procedure., Through
the use of discounted cashflow techniques, it is
possible to consider the timing of cashflows of the
project by discounting them to their present value.

Project Cashflow Schedules
The Project Cashflow Schedules, Exhibits 3 and
4, are used to show the projected and actual cashflows of the project. They can also be used to illustrate the timing of cashflows, to compute payback; and to provide the net period cashflow
information required for the internal rate of return
calculation. Each cashflow entry is made according
to the time (quarters after approval of the capital
expenditure request) in which it was projected to
be incurred or was actually incurred. The period
cashflows are for the individual quarters whereas
the cumulative cashflows represent all cashflows
for the project. The payback point is reached when
the cumulative net cashflow equals zero.

Supplementary Information

FEDER AL AND STATE INC O ME TAX CREDIT ON NO N-

The following is an example of supplementary information that would be needed to support the
basic post - completion audit schedules. The project
investment is for machinery and equipment required to produce two styles (A and B) of a new
product (X), and the project life is estimated to
be ten years.
Beginning with the Profit Variance Analysis
Schedule, we must explain the $60,000 unfavorable
net sales variance. This is composed of a favorable
$20,000 variance for Style A and an unfavorable
$80,000 variance for Style B. The unit price for
Style A is $.40; for Style B, it is $.80. Following
is the net sales variance analysis in thousands of
dollars.

REC UR R ING EXPENSES — LINE 10. Enter any tax credits received on non - recurring expenses only during
the audit period.

See fo r example, Jerome Bracken and Charles J. Christenson,
Tables for Use in AnalyainQ Business Decisions, Ric hard D. Irwin,
Inc., Homewood, Ill., IV?

NET PR O F IT — LINE 8. Enter the net profit for the
audit period from line 24 of the Profit Variance
Analysis Schedule.

9. Enter the depreciation for
the audit period from line 7 of the Profit Variance
Analysis Schedule.
DEP R EC IAT IO N — LINE

34

TO T AL C AS H INF LO W — LINES 11 AND 12. The period
cash inflow is the sum of lines 8, 9, and 10, and it
represents the sum of the cash inflows for each
quarter year in the audit period. The cumulative
cash inflow is obtained from the Project Cashflow
Schedule. That amount represents the cash inflow
from the start of the project to the end of the audit
period.
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Exhibit 3

Project title

Project no.

PROJECT CASHFLOW SCHEDULE
PROJECTED

New product X

1967-A

Amount

Date audit comp.

Actual
Date capital exp.

(Dollars in thousands)

$275,000

Jan. 1971

req. approved
Dec. 1966

Cash outflow

1

5.5

3.0
$13.0

75.0 $350.0

$

5.5
5.5

$

*

5.5

3.0

$

$

$105.0 $275.0
$50.0

1
$

$

$

5.0
$25.0

ciation

X

Net cash flow
Total
Cum
Period I

$

60.0
60.0
$110.0 $170.0

Depre-

13.0

$

credits

$

$100.0

profit

$

3
4

Cum.

Tax

$

50.0 $10.0
$100.0 $10.0

Period

$

1
2

capital

Net

$

Capital Expense

Total

$

approval
1967

Cash inflow

Working

$

Quarters
after

Projected

-

I Cum.

5. 5 -$ 54.5 -$ 54.5
11.0 - $104.5 - $159.0
14.0 - $102.0 - $261.0
27.0 -$ 62.0 - $323.0

1968
95.0 $445.0 S 25.0
$445.0
35.0
$445.0
40.0
$445.0

37.5
64.5 -$ 57.5 - $380.5
47.5 $112.0
47.5 - $330.0
52.5 $164.5
52.5 - $280.5
62.5 $227.0
62.5 - $218.0
$

$

$

$12.5

$

$

512.5

$445.0 $150.0

$40.0

$190.0 $417.0

S1 90.0 -$ 28.0

$445.0 $146.3

$32.0

$178.3 $595.3

$178.3 $150.3

$

50.0

$

7
8

$

$

$12.5
$12.5

$

$

$95.0

$

5
6

1969
9-12
1970
13 -16
1971
17 -20
1972
Projected payback

3.2 years,
State and federal tax credits on project expense.
-

Project no.

New product X

1967 -A

Amount

(Dollars in thousands)

$275,000

Date capital exp.

Jan. 1971

req. approved
Dec. 1966

Cash outflow

$50.0

S 85.0 $410.0

576.0

76.0 $486.0

Total
ciation Period Cum,

5.5
S 5.5
3.0
$19.0
$

$

$

5.0
$35.0

Depre-

5.5 S
5.5
3.0
19.0

$

credits

85.0 S 85.0
$135.0 $220.0
$105.0 $325.0

$

$100.0

Tax*

profit

Net cash flow

$

S 75.0 S10.0
$125.0 $10.0

Net

$

Capital Expense

Cash inflow
Total
Period Cum.

$

Working
capital

Proj ec t ed_
Actual X

Date audit comp.

$

Quarters
after
approval
1967
1
2
3
4

i

Project title

$

Exhibit 4
PROJECT CASHFLOW SCHEDULE
ACTUAL

$

*

21 24

Period

Cum.

5.5 - S 79.5 -$ 79.5
11.0 - $129.5'$209.0
14.0 - $102.0 - $311.0
33.0 - S 66.0 - $377.0

40.0

$15.0

30.0

$15.0

$486.0 $120.0

$48.0

$168.0 $391.0

$168.0 -$ 95.0

$486.0 $117.1

$38.4

$155.5 S546.5

$155.5

40.0

$

73.0 -S 36.0 - $413.0
50.0 $123.0
50.0 - $363.0
55.0 $178.0
55.0 - 5308.0
45.0 $223.0
45.0 - $263.0
$

$

$

$

$

$

$486.0

$

$486.0

$

7
8

$

$15.0
$15.0

$486.0

$

25.0
35.0

6

$

5

$

1968

1969
9-12
13 -16

$

1970
60.5

1971
17 -20
Actual payback
3.6 years.
State and federal tax credits on project expense.

21.24
36

*

-

1972
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Volume
750
800
50 F

Net sales
$300
320
20 F

Style B
Projected
Actual
Variances

250
150
100 U

$200
120
80U

Total
Projected
Actual
Variances

1,000
950
50U

$

$

Style A
Projected
Actual
Variances

$

$500
440
60U

The next step is the analysis of the $20,000
favorable variable costs variance. This variance is
composed of the individual variances in material,
labor, and overhead. The material variance results
from both a change in material cost for Style A
as well as the volume changes for Styles A and B.
The labor and overhead variances for both styles
are a reflection only of changes in volume. Following is the variable cost variance analysis in thousands
of dollars.
Total
cost

Proj. vol. 750
Material
Labor
Overhead

$.04
.02
.02

30
15
15
$ 60

Act. vol. 800
Material
Labor
Overhead

$.03
.02
.02

$

Unit
cost

$

24
16
16
56

$

Style A

Variance

$ 4F

$12
.02
.02

$ 30
5
5
$ 40

Act. vol. 150
Material
Labor
Overhead

$12
.02
.02

18
3
3
$ 24

Total
Projected
Actual
Variance

$

Variance
—
—
—
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Receivables
Inventories
Payables
Total

Projected
$125
40
20
$145

Actual
$110
32
16
$126

"The basic
sched ules ...
are designed to
be used for
various classes
of projects."

Variance
$15 F
8F
4U
$19 F

The $10,000, non - recurring expense variance, was
entirely preproduction related. Of the $10,000
variance, $7,000 was due to higher initial scrap
rates than projected and $3,000 was due to labor
inefficiencies.
In determining the internal rate of return, the
project life was estimated to be ten years, and the
future profit levels were estimated to remain at the
1970 levels.
Conclusion

$

Style B
Proj. vol. 250
Material
Labor
Overhead

The entire fixed cost variance whack was unfavorable was due to increased depreciation ($6,400) on
the increased capital spending. However, actual selling and advertising expenses were $15,000 greater
than projected, resulting in an unfavorable variance.
This overspending was due to a management decision which was based upon a market evaluation
that indicated increased selling and advertising effort
was required to maintain Product X's market share.
State taxes on income produced a favorable variance of $3,070. It was calculated at the current
rate of five percent of operating profit. The federal
tax on income was calculated at 50 percent of pretax profit for a favorable variance of $29,165. There
were no foreign income taxes.
In the cashflow schedule, the $50,000 unfavorable plant, property, and equipment capitalized
variance can be attributed to the requirement for
additional machinery and equipment that was not
included in the original expenditure request. A
supplementary request was submitted for this capital. Because of a $19,000 reduction in working
capital attributed mainly to the reduced volume of
Style B, the gross investment was reduced to
$31,000. The basis for determining working capital
as presented in the capital expenditure request was
reviewed and deemed to be equitable in estimating
"actual" working capital. The basis was: (1) receivables equal to 25 percent of sales, (2) inventories
equal to 40 percent of project variable cost, and (3 )
payables equal to 20 percent of variable cost. The
variances, in thousands of dollars, were then determined as follows:

16F

$100
80
$ 20F

These audits can be used by management to review the results of capital expenditure requests. The
basic schedules in the procedure are designed to
be used for various classes of projects. Therefore,
all items specified on these schedules will not be
applicable to every audit. Generally, the dollar
magnitude of the approved capital expenditure request will indicate the scope and depth of analysis
that will normally be required for the post -completion audit.
❑

37

THE EDP TECHNICIAN,
THE ACCOUNTANT,
AND INTERNAL CONTROL
The EDPtechnician and the accountant are confronted with the
need of an interpreter or, more practically,an assimilation of their
"languages" through mutual education.

By James R. Zircher

4..

J. R. ZIRCHER

Des Moines Chapter
1971, is a Manager
with Pollard, Schaer &
Company, Des
Moines, Iowa. Mr.
Zircher is a CPA and
holds a B.S.B.A.
degree from Drake
University.
This article was
submitted through the
Des Moines Chapter.

Accountants and computer technicians tend to view
transaction recording and inherent internal control
from opposite ends of the spectrum. In doing this
they also tend to establish mutually exclusive
domains from which to operate in providing an
essentially identical product: information to management.
Is EDP Anti-Accounting?
The EDP technician and accountant are confronted with the need of an interpreter or, more
practically, an assimilation of their "languages"
through mutual education. Actually, both professions are united in the common goal of providing
information needed by management to keep informed about finances and progress of operations
through records which must be reliable, complete,
and available as quickly as possible., The information needed is created by management policies and
directives which are implemented through internal
control. The benefits immediately derived by data
processing technicians from this control are an
assurance of honest personnel, minimum rerun
time, improved level of service, and a gauge for
management on job performance. The overall benefits derived by computer personnel are the personnel's compliance with and role in the organization's
system of internal control.
THE TECHNICIAN

The electronic data processing technician has
been educated to understand the complicated devices and new languages of his world. The high
cost of EDP technicians and the devices associated
with them have created an individual with a predilection for technical design, lowest cost and
greatest speed. His training usually does not, however, provide familiarity with internal control
38

requirements. Moreover, he is introduced into an
environment in which top -level management does
not have knowledge of electronic data processing;
thus, he becomes the only expert in the firm.
Frequently, this expertise forces the technician to
be responsible for and to establish — usually in the
initial design and implementation— policies and
procedures regarding control without benefit of
top management's proper delegation of authority.
In short, the EDP technician, with limited business
knowledge, is granted all the responsibility, but
none of the authority needed to fulfill such responsibility.
THE ACCOUNTANT

The accountant has been trained to record, analyze, classify, and interpret objective information in
his own language. The accountant is also interested
in lowest cost and highest speed, but with a reliability and completeness possible only with excellent
internal controls. The accountant has traditionally
been the watchdog and ally of top management and
has been granted the authority commensurate with
his responsibility.
Scope of Internal Control
The American Institute of Certified Public Accountant's Committee on Auditing Procedure defines internal control as comprising "the plan of
organization and all the coordinate methods and
measures adopted within a business to safeguard its
assets, check the accuracy and reliability of its accounting data, promote operational efficiency, and
encourage adherence to prescribed managerial
policies."
Included in internal controls are both administrative and accounting controls. Administrative control
includes such items as the plan of organization, the
Howard F. Stettler, Systems Based Independent Audits, PrenticeHall, Inc., Englewood Cliffs, N. J., 1967, p. 38.
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procedures and records of decisions management
uses in authorizing transactions, statistical analyses,
performance reports and employee training programs.
Accounting control determines the way a company organizes, and how it follows the procedures
set up to safeguard assets and to maintain the reliability of financial records.2
Internal control is inherent in the owner -clerk
operation as well as the giant corporation equipped
with the latest sophisticated electronic processing
hardware. But the need for controls increases proportionately as the owner's "back pocket" is replaced by intricate real -time computers. The speed
and volume of the transactions, the consolidation of
responsibility, and the lack of understanding by top
management produces an environment where invisible records and multiplication of small errors increase the possibility of tremendous inaccuracies
and defalcations. The short history of high -speed
data processing is marred by tales of dummy policies, slippery decimal points, "active" dormant accounts, footing errors, dummy payments and invoices, ghost employees, and most embarrassingly,
duplicate payments.
Computer technicians and accountants have seen
the results of internal control which was either
ignored or lost in the haste to begin operating a
high- speed, expensive, and sophisticated computer
system. In reality, internal controls for data processing systems are a natural extension of the controlled
and logical steps required in the design and implementation of computer software and hardware.
Programs and flowcharts are constructed to be unambiguous, finite, and capable of handling all possible conditions and situations.$ Computer hardware is constructed, under rigorous specifications
and plans, to perform prescribed finite functions.
Hence, programmers and equipment manufacturers
argue that once the hardware and programs are
designed, installed, and tested there is no way to
deviate from the planned process. As Robert G.
Schomo points out, the programs and equipment
are reliable but the data and operation is handled
by people.4 It is this control of people to which
internal control addresses itself.
Facilitating the process of evaluating the internal
control is the organizational structure of the information system. The structure can be defined for
this purpose as input, edit, operating, processing,
and output. Each phase of the structure requires
certain controls and these controls can be numerous
and varied depending on the situation. Some of the
controls are accomplished by programming and
others by hardware specifications.
INPUT CONTROLS

Controls over input to the computer include
preparation of prime documents, checking authorization and accuracy of coding, sequencing and
batching. Batching means developing manual batch
totals which are compared to computer batch totals.
Sequencing is the check of preprinted serial numbers for submission to the computer.
MANAGEMENT ACCOUNTING /SEPTEMBER 1975

EDIT CONTROLS

Edit controls are used to assure acceptability of
data. Controls used at this stage depend on errors
which may be detected, the feasibility of using
methods and cost in relation to possible errors.5
Methods include data validity checks for proper
character (alphabetic, numeric or alphanumeric)
and missing data checks (comparison to control
figures developed by input controls to determine if
all information necessary for processing is included) . Further tests can be made; among them
are transaction tests for homogeneity of data,
authorization checks to determine if department
initiating transaction is so authorized, and limit
tests to determine acceptance or rejection of data.

"it is ... control of people
to which internal control
addresses itself."

OPERATING CONTROLS

Operating controls involve steps to prevent operator errors from defeating internal control, promote
efficiency and avoid duplication of effort. Included
as operating controls are file identifiers such as external labels which clearly identify date written, file
number, file name, reel number, release date on
tape, disc or cards used, internal labels denoting
beginning and end of file, and boundary protection to limit read and write activities and protect
stored files or tables.
In addition, purpose and equipment description
should be explained to the operator in brief, simple
and unambiguous terms so that he understands the
purpose of the program. He should be made thoroughly familiar with setting up and sequencing
hardware, deck schematics, computer switch settings, console messages and halts, and end of job
procedures.
PROCESSING CONTROLS

Processing controls are those included in the
program to check the inclusion and mathematical
accuracy of the input data. Limit tests check the
reasonableness of results as compared to certain
programmed limits to detect overflows, and cross footing checks compare individual items with a
grand total developed separately. Among other
processing control checks are label checks to verify
processing correct tape, peripheral device readiness
checks to determine if all devices required are prepared to follow program, and alteration checks to
verify that ending balances developed agree with
beginning balance plus or minus transactions processed.
OUTPUT CONTROLS

Controls should be established for information
and records generated by the system. The report
on errors during execution should be reviewed by
personnel other than the operator. Input controls
should be matched with the output controls by
Statement on Auditing Standards, AICPA, 1973.
Daniel U. Wilde, An Introduction to Computing, Prentice -Hall,
Inc., Englewood Cliffs, N. J., 1973, p. 83.
s Robert G. Schomo, 'Testing Internal Control in an EDP System," Management Accounting, April 1973 pp. 39-42.
Folsom, "A Control Guide for Computer Systems,"
5 Donald J
Management Accounting, August 1973, pp. 49 -55.
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"... a

real -time

system is susceptible to all
the controls of
a batch processing system
except for input controls."

non - operating personnel and a schedule of systematic sampling, statistical analysis and,/or manual
calculation of small amounts of data to develop
check figures and test accuracy of data should be
implemented and followed. The recipients of the
reports should scrutinize the information for reasonableness and accuracy.
In addition to controls pertaining to the output
operation, controls should provide for the retention
of records and the protection of files from loss or
destruction. A library should be established manned
by non - computer personnel. Specific contingency
plans for reconstruction should include provisions
for the retention of duplicate files at locations remote from the data processing installation. Source
documents should be retained for tax or legal purposes and for processing purposes until a file is
proved and balanced.
Magnetic tape files should be retained and protected by the use of son - father - grandfather tapes,
thus permitting the availability— provided pertinent transactions are retained —of two back -up
tapes at all times. Periodic dumps of discs should
be considered since the son- father - grandfather concept is not applicable. The interval between dumps
should permit easy recreation and limit the retention of transaction documents.
The above controls are entirely suitable for batch
processing systems. Real -time, on -line, computer
systems, however, with their capacity to include accounting and non- accounting data, present more
complicated problems. On -line input data are generally processed individually and stored within the
computer using devices, such as standard keyboards,
optical scanners, punched cards, paper tape, and
telecommunication media.
As these media do not require traditional support
records, management, auditors, tax authorities,
unions and regulatory bodies have expressed concern over the audit trail. Donald J. Folsom defines
audit trail as synonymous with "management or
inquiry trail." This trail is designed to permit inquiries from employees, customers, vendors, and
government agencies to be answered quickly and
thoroughly." To facilitate the trail, the system
should be designed to meet the following criteria:
1. Every transaction is traceable from its origin to
its final posting in the books of account.
2. Every account and ledger balance is susceptible
to an analysis or breakdown into identifiable
transactions which have a basis in accounting
fact or management approval.
3. The accounting procedures for the accumulation
of transaction details, the processing of these
details to account or ledger balances, and the

- Ibid.
, Da vid H. Li Accounting Computers, Management Info rmation
Systems, McGraw -Hill Boolt Co mpany, New Yo rk, N. Y. 1968.
t Robert F. Moloney, "New G eneration EDP Co ntro l C o nsid erations," Contemporary Accounting and Th e Computer Dicksnson
Publishing Comp any, In c., Belmont, Calif. 1969, pp. 1110 -129.
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control measures for acceptable accuracy are
clearly and positively defined.
4. Adequate supporting documentation is available
and accessible for a reasonable period of time
after occurrence of the transaction .7
In viewing the objectives of the trail, it becomes
apparent that a real -time system is susceptible to all
the controls of a batch processing system except for
input controls. The system must, therefore, rely on
the basic concept of internal control, namely, the
the segregation of responsibilities so that different
employees handle the authorization, recording, and
custodianship of transactions. The information input must conform to this concept despite the capability of the on -line system to receive and respond
simultaneously to data from numerous terminals
or inquiries. New control methods are needed for
early detection of errors, fraud, and carelessness. To
effect such detection of wrongdoing, it has been
suggested that implementing internal control over
input is the key to preventing loss of messages and
avoiding fraudulent data. The procedure might be
to:
1. identify message by using a message header to
insure proper recording of each message,
2. control message transmission to insure all messages are received by requesting a response from
the receiver indicating number of messages
received,
3. insure identical transmission of data by use of
parity and message parity checks,
4. prevent access to transmitting device and file by
using passwords and codes, and
5. protect memory to prevent unwanted information from entering or exiting the system."
In order to introduce fraudulent data a person
must possess the full details of the program and
procedures and then be able to calculate and insert
the item. Also, introduction of special programs or
alteration of programs in use requires insertion
as input, detection of process, full knowledge of
the program and the opportunity to amend and
activate the program. These concepts illustrate the
extreme importance of segregation of duties and
concurrent responsibilities to eliminate or at least
impede the acquisition of knowledge, and opportunity to alter information for fraudulent purposes.
Conclusion
Accountants and computer technicians must accept an identical challenge: to integrate the internal
controls applicable to both areas of expertise into
a structure capable of gathering and processing
data and disseminating accurate information. Both
are responsible for designing controls to insure
reliability and accuracy, promoting efficiency of
machines and manpower, protecting data records,
and complying with management objectives and
policies.
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THE FOREIGN TAX CREDIT
One of the objectives of a sound international tax policy is to
promote tax neutrality between foreign and domestic investment
decisions in order that tax policy will not, itself, distort the
economic decision on where to locate a facility.

By Donald A. Calhoun
An important condition that will permit the continued competitiveness of United States operations
abroad is that the United States continue its traditional policy of avoiding double taxation of the
foreign - source income of American -owned multinational corporations. Since all other major countries avoid double taxation, any change in United
States policy would place American -owned companies at a serious disadvantage. The United States
avoids double taxation by allowing each taxpayer a
credit for foreign income taxes paid., If the United
States were to treat foreign income taxes as a de,
duction from income rather than as a tax credit,
American -owned companies would be double taxed
—once by the foreign country in which it operated
and once by the United States. For example, with
a 50 percent tax rate abroad and 50 percent at home,
the combined tax rate on foreign -source income
would be 75 percent (ice., 50 percent of total income, foreign, plus 50 percent of remaining income, United States). Thus, the American -owned
companies would be fatally disadvantaged relative to
their foreign -owned competitors who may not have
to pay home country taxes on their foreign operations.
The vertical integration of most companies in the
oil industry is also a good example of their interrelated foreign business operations.2 Investments
are also often made in foreign oil- producing activities in countries far removed from the major consuming areas. Additional investments are also made
in refineries, pipelines, tankers, and other distribution facilities which are required to bring the oil to
market. Some of these additional investments quite
often have to be made in third countries. All of
these countries, producing, distributing, or consuming may or may not impose income taxes in addition
to taxes paid in the United States.

The Basic Provision
Section 33 of the Internal Revenue Code specifies ".. , the amount of taxes imposed by foreign
countries and possessions of the United States shall
MANAGEMENT ACCOUNTING/SEPT EMBER 1975

be allowed as a credit against the tax imposed by
this Chapter ..." (relating to credits against income
taxes imposed on all taxpayers). The basic statutory
provision that allows the foreign tax credit confines
the allowance to income, war profits, and excess
profits taxes imposed on a taxpayer by a foreign
country, or a United States possession .8 The fact
that a particular levy is or is not labeled an income
tax by a foreign government, however, is not conclusive. To be considered an income tax, the levy
must also be based upon income. Thus, a surcharge
computed as a percentage of income tax would also
be considered to be an income tax. This is similar to
the United States corporation tax rates of 22 percent
normal tax plus a surtax of 26 percent on all taxable income in excess of $25,000.

Methods of Computation
Two methods are currently available for determining the allowable foreign tax credit .4 These are
the overall method which treats all foreign profits
and all foreign income taxes as a whole, and the per
country method which treats the income and taxes
from each foreign country separately in determining
the amount of all allowable foreign tax credit. Taxpayers may choose that method which appears more
suitable to them on a long -term basis considering
their particular business circumstances. However,
the code prohibits a change in methods from year
to year.
In both the overall method and the per country
method, the American investor abroad will always
pay the higher of either the United States or the
applicable foreign tax rate. If the United States
income tax rate is higher than the foreign country's
rate, the United States government collects the difference from the taxpayer. If the foreign income tax
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' The foreign tax credit is allowed to every American taxpayer
whether it be a corpo ration or an individual, who earns income
abroad and is required to pay a n inco me tax to the nation in
which the inc ome u earned.
The fact that American -owned oil companies account for 45
percent of all foreign tax credits simply reflects the fact that:
(1) their foreign investments are higher than these of any other
business, and (2) they are operating in countries that impose very
hi h income taxes.
s i C se c. 1.901 -2 (a ).
4
IRC Sec. 904.
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"The per country method ...
is vitally
important to
many countries
in high -risk
industries ..."

rate is higher than the United States tax rate, no
additional tax is paid to the United States. In other
words, the allowable credit is limited to an amount
equal to the United States tax which would normally
have been due on the foreign - source income. Accordingly, the allowance of the foreign tax credit
cannot reduce a company's income tax on non foreign sources of income, but a net foreign loss is
deductible from foreign - source income. This is in
accord with the treatment of losses by other countries which tax foreign- source income earned by
their nationals.

The Overall Method

source income (i.e., 48 percent of the loss) only if
the company had a combined loss in the first two
foreign�countries�—no�doubt�a�rare�situation.�Thus,
an American -owned company using the overall
method can realize little or no reduction in United
States tax from a foreign loss in a new country.
Use of the overall method places the American owned company in a better position to achieve
competitive tax equality with its principal foreign owned competitors. Accordingly, the option permitted the taxpayer to compute the foreign tax
credit on the overall basis is a very important one.
The more complex the degree of corporate integration, the more economically appropriate is the application of the overall method. Under this method,
all foreign taxes paid during the taxable year are in
effect " averaged "; all foreign source income is
treated as if earned in one foreign country, and all
foreign taxes as if paid to one foreign country.

The overall method is particularly important to
American -owned firms that operate worldwide integrated businesses in competition with foreign owned worldwide integrated businesses.' The
United States overall method provides for averaging
of all foreign taxes and thus enables the more completely integrated American -owned company to com- The Per Country Method
The per country method for computing the
pute its foreign- source income tax obligations in a
manner closely similar to that available to its pri- foreign tax credit is vitally important to many commary foreign competitors. For example, if the panies in high -risk industries especially when they
foreign -owned competitor, domiciled in say France, are entering new foreign areas.' With the per counderives half of its income from a country with a 60 try method, operations located in each foreign coun.
percent tax rate and half of its income from a coun- try are given the same United States tax treatment,
try with a 40 percent tax rate, the foreign -owned for purposes of computing the credit, as would precompany's overall foreign income tax burden would vail for comparable operations in the United States.
Thus, the tax treatment is neutral and should not
be 50 percent (60 + 40 - 2 = 50).
In the same way, on a United States overall basis, affect investment decisions. The decision as to
an American -owned company would also pay the whether or not to conduct operations in the United
foreign average of 50 percent, which is two percent States, in foreign country A, or in foreign country B,
higher than the United States rate. However, if the rests more appropriately on basic economic considerAmerican -owned company had its foreign - source ations.
The foreign competitive position of a less comincome equally divided between two countries having tax rates of 54 percent and 42 percent, its overall pletely integrated American firm would require the
per country method to be used, especially if a conforeign tax rate would be 48 percent (54 + 42
siderable
part of its foreign endeavor is composed of
2 = 48) . Hence, there would be no United States
risky
ventures
such as petroleum exploration in new
tax on the foreign- source income. If the American owned company pursued a risky venture in a third foreign areas. The ability to deduct foreign losses
country and incurred a loss, its total foreign tax with a resultant decrease in the United States tax
could not be reduced because the third country loss is a necessary condition for competitive survival
would not be deductible in other foreign countries. against the competition of foreign -owned companies
The third country loss would also not reduce the which receive both tax incentives and financial assisUnited States tax, since there was no tax on original tance.
Foreign loss deductions for United States tax purforeign- source income with a 48 percent average
poses
are available with the per country method
foreign rate.
when
there
is a net loss in an individual country.
If the average foreign rate had been, say, 40 perWith
the
overall
method, a loss deduction would
cent before entry into the third country, an eight
percent United States tax would have been applied only be available in the event of a net loss in all
(48�—�40�=�8)�.�And�the�third�country�loss�would foreign countries combined.
reduce that tax on the overall basis. However, foreign
Tax Neutrality
tax rates in the major countries are generally suffiOne of the objectives of a sound international tax
ciently close to United States rates that any such tax
is unlikely to be large. The third country loss would policy is to promote tax neutrality between foreign
lead to a full reduction in tax on United States and domestic investment decisions in order that
tax policy will not, itself, distort the economic deI order to avoid double taxation of foreign source income
cision on where to locate a facility. The United
earned by their nationals, some governments use an averaging
em whichHowever,
concept
or an to
overall
foreign States
tax credit
obtains
results simslar
the United
overal� st�method.
States policy of having its foreign investors pay the
multinatio nal companies domiciled in c ountries which imp o s e no
higher of either the United States or foreign tax
tax on foreign operations automatic ally bear a foreign income
tax�b urd en�whic h�is� the�average�o f� all�foreign�inc ome�taxes� paid—
approaches tax neutrality as long as the taxpayer has
again a result similar to the United States o verall method.
This method will p revail if no elec tion is made to use the o verall
the option to choose either method. Some of the
method when filing the initial IRS Forms 1118 and 1116 (individuals) per the instructions in Section 904 (a) (1).
Continued on page 53
5
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THE EUROPEAN
PUBLIC ACCOUNTANT:
A DIFFERENT VIEW
I suppose that the only people whom Professor Crum
'interviewed' were American nationals talking about `their'
countries, the countries in which they were employed. If that
were so, then it would be the most unscientific approach which
any researcher could possibly take.

By Pieter C. Louwers

college and university students in order to try to
interest them in careers as registeraccountants.
I shall not go further into what Professor Crum
believes to have found out about the audit profession in the European countries other than the
Netherlands. Most of it is either incorrect or incomplete. I shall try only to limit myself to my
own country, the Netherlands. I propose to repeat
some of Professor Crum's statements and then to
comment on them. For example, he states:

"All animals— including human animals —have perhaps no stronger instinct than the instinct to defend
their own territory. Birds, beasts and people just
naturally resist invasion. They don't consider
whether or not the invasion may be of benefit to
them. They instinctively resist it. Furthermore, unless the odds against them are overwhelming, the
defenders usually win." t
Professor William F. Crum was certainly not
"... discussions with partners of the European
guided by the Archangel Gabriel when he toured
offices visited led me to believe that little
professional Europe and even less so when he wrote
would be gained at this time by holding such
the article, "The European Public Accountant,"
interviews [with professors in leading Western
which appeared in the March 1975 issue of MANEuropean universities]. The partners whom
AGEMENT ACCOUNTING. As a matter of fact I consider his article a unique combination of ignorance
I interviewed in professional public offices
and arrogance with respect to the European audit
were, in fact, quite surprised that I even
wished to talk with professors of accounting
profession.
The sub - title, too, is very intriguing: "It was
in the universities in their countries. Most of
rare to find an international CPA firm that had sent
them had a rather low appraisal of professors
and their backgrounds for teaching courses
any of its staff to visit a university campus to
leading towards a professional public accountrecruit employees."
Small wonder since —at least in my country—I
ing career." 2
do not know of any university which has anything
comparable to the American campus system. In fact,
I suppose that the only people whom Professor
I do not expect it ever to become popular in Europe Crum "interviewed" were American nationals talksince there is a general feeling that a student ought ing about "their" countries, the countries in which
not to be isolated from the community, but rather they were employed. If that were so, then it would
be integrated in it. Moreover, any recruiting officer be the most unscientific approach which any retrying to approach students on their universities' searcher could possibly take. Did he endeavour to
grounds would certainly be sneered away, either by find out how long these people had been living in
the students or by the professors, and most prob- "their" countries? Did they speak "their" countries'
ably by both. Apparently Professor Crum's investiga- language? How frequent —if ever —had been their
tions did not reveal to him that in the Netherlands ' Robert Ardrep, The T erritoria l Im perative, Atheneum P ublishers,
the Dutch Institute —as a neutral professional body New York, N. Y., 1966.
William F. Crum, " T he European Acco untant," Management
— offers a regular information program both for 'Acc
ounting, March 1975, p. 41.
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".

. . most
professors
combine
teaching with
professional
practice . . . "

contacts with the university professors so seriously
blamed? Is Professor Crum aware of the fact that
the teaching of auditing at the university level in
the Netherlands was started as far back as 1922
by the world - famous Professor Theodore Limperg?
Is he aware of the fact that one of the first truly
International Congresses was held in Amsterdam in
1926 and that —after London —the second post -war
Congress was again held in Amsterdam in 1957?
The Equivalent of a CPA Title
Professor Crum continues with the statement:
"Most professors, for example, do not have
the equivalent of a CPA title. In fact, in ...
the Netherlands ... the professional public
accountant loses his title if he returns to university teaching, something very few ever consider doing. One partner informed me that
he did not believe any of the professors really
understood the needs of the large professional
accounting firms." 8
The fact of the matter is that the Netherlands are
proud that at not less than six universities (all of
the same high level) auditing is definitely being
taught. I know of no professor in this field who
does not hold the title of "registeraccountant." Practically all university professors and lecturers (both
full- and part -time) in my country have outstanding
professional careers behind them. In fact, in my
country it is still considered a distinct honour for
any practitioner to be chosen as a professor. Also,
it is a fact that most professors combine teaching
with professional practice. So important is this interrelationship that university exams for accounting
and auditing must be passed in the presence of
(with the active participation in the questioning) a
practising auditor of some standing who is not himself a teacher. Professor Crum is also wrong about
another thing. Nobody loses his title in the Netherlands by taking up teaching or any other respectable
vocation.4
"To become a registered accountant in the
Netherlands, no university degree is required,
though having the proper degree may relieve
the candidate of one of the examinations....
Most candidates take from three to five years
to pass all the examinations during which they
also obtain the necessary work experience." 5
It has always (say since 1920) been the opinion
of Dutch professionals that you will never become a
good auditor if you do not first acquire a solid
scientific background in general and business economics, mathematics, accounting theory and the
like. This opinion is also reflected by the universities
and the Dutch Institute's courses.
To graduate from the university, the student must
complete a business economics curriculum (five to
six years full -time) . Thereafter, lie must complete
a post - graduate high level course in accounting and
auditing (normally taking some three years) to be-
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come a registeraccountant. During the latter period
the candidate is expected to acquire practical auditing knowledge by combining his courses with three
to four days a week of practical work in an audit
organisation. On the other hand, if he chooses to
study the courses of the Dutch Institute ( the hard
way up) then he must expect up to eight to ten
years of combined hard work and study.e It may
be of interest to note that most Dutch professional
firms, industry and government bodies —at considerable cost to themselves —allow the Institute's students one or two days per week to follow these
courses.
"Only Dutch nationals working in Dutch accounting firms may be registered accountants.
... At present such men [who accept employment with international branches of CPA firms in the Netherlands] who pass the examination must quit their positions and go to
work with a Netherlands accounting firm to
get their title, after which they may return to
the international firm." 7
That is not true. There is no such requirement,
neither in theory nor in practice. It is not required
that the individual be a Dutch national in order to
become a registeraccountant. In fact, membership is
open to all who qualify and is not limited to people
working in accounting firms. There is also no such
". . . Dutch law that forces this awkward procedure ..." as Professor Crum suggests. The only
thing the Dutch law requires is that the published
accounts of a company be certified either by a
registeraccountant or by a foreign accountant, pro.
vided he is admitted by the Secretary of Economic
Affairs. What is "awkward" about that? Is it any
different from the requirements of the American
S.E.C.?
Perhaps Professor Crum's informers were referring
to the rules and regulations of the Dutch professional body. These professional rules stipulate that a
Dutch registeraccountant —with the consent of the
Institute's Council —may associate with accountants
having foreign qualifications, provided the latter are
members of their own national accountancy bodies.
Registeraccountants, however, without any previous
consent, may enter the employment of any accounting firm for work outside the Netherlands. The only
stipulation is that registeraccountants may not be
employed by branches of international firms within
the Netherlands unless such firm, or its branch in
the Netherlands, has at least one registeraccountant
(regardless of his nationality) as a partner.
Education Is Good, But...
"Education for professional public accounting
in the Netherlands is said to be quite good
3 Ibid.
4 One percent

of the total membership of the Dutch Institute hold
full -time teaching jobs and 21 percent have non -audit functions in
government and industry.
O y C i t. p. 54.
• Many of the teachers of the Institute's courses are also lecture"
and professors at our universities.
Op. Cit., pp. 54, 55.
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(except for auditing), but those with whom I
spoke described it as replete with memory
work, little flexibility, little theory, much practice and procedure and heavy emphasis on the
basics in all areas."
Judging from my more than a quarter of a century's worldwide experience (including the United
States and Canada), I do not know of any country
where the future auditor has to carry such a heavy
bag of theoretical knowledge of auditing, not only
as practised in the Netherlands but also as practised in the United States, the United Kingdom,
and other major countries. Our students are complaining about the length of the study and the
enormous amount of literature and theory on auditing they must digest.
One should also bear in mind that every Dutch
student (whether he is following the Institute's
course of study or a University program) has at
least a working knowledge of French, English and
German; studying the leading professional literature,
both in books and periodicals, in the original language is mandatory. I know of no leading book
published either in the United States or in any
other country which is not on the student's list of
compulsory literature. This is not a new or a recent
development; it was always so. Finally, I had always thought that theory had something to do with
trying to understand the basics underlying the practice, but according to Professor Crum this is obviously a misconceived idea.
"... training [at the universities] is said to
depend largely on memorization of good practice rather than the ability to understand all
theories and to select the most appropriate
one under varying circumstances." 9
This is a most remarkable statement. According
to impressions on our side of the Atlantic, this
statement in its sweeping generalization would be
more applicable to our American professional
brethren. If Dutch professional education could be
blamed for anything, it would be first and foremost
for doing exactly too much of what Professor Crum
says is lacking and for teaching too little of the
pragmatic approach. To our mind this is the typical
Anglo -Saxon way of auditing (and teaching).
A Very Easy Job
"The Netherlands auditor's opinion is largely
a matter of certifying that all legal requirements have been met, with little attention
devoted to internal controls or judgmental
factors."
In this case, just the opposite is true. Dutch
Company Law, until 1972, consisted of roughly 10
lines in the Code of Commerce. And even the
Company Law since then in force is very broad and
lenient as compared with the laws of the United
States. It would seem, according to Professor Crum,
that Dutch public accountants have a very easy job
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indeed. However, irrespective of the law, Dutch
public accountants are concerned that the accounts
give a truly honest reflection of economic results
and of the economic state of affairs. I am not at all
sure whether the approach of the average American
auditor would not of necessity be far more legalistic
than that of his average Dutch counterpart, bound
as our American colleagues are by rules, releases,
opinions and pronouncements of the S.E.C.,
F.A.S.B., and last but certainly not least, of the
United States tax law.1 ' Finally, I hardly believe
that there is any other country where the significance of internal control and of judgmental factors
has received more attention from both the practitioners and the theoreticians as in the Netherlands.
In this respect, I am not aware of any basic difference in the audit approach or in major audit assignments between the United States and the Netherlands.

"Dutch Company Law, until
1972, consisted
of roughly 10
lines in the
Code of
Commerce."

"I was informed that one large Dutch firm of
Registered Accountants, Klynveld, Kraayenhof
& Company, has about half of the Registered
Accountants in The Netherlands on their
staff. This is said to be about 1,500 accountants." 1 1
When reading this supposedly "factual" information I was really flabbergasted. I should like to meet
the person who provided this ridiculous information
to Professor Crum.
Klynveld's does in fact employ exactly 268 registeraccountants (partners and employees). There are
quite a number of relatively large public accounting
firms in the Netherlands, but there is no Dutch
firm employing any number near 1,500 register accountants.
"European- taught auditing places very little
emphasis on confirmation of accounts or
verification of inventory. Most local professional public accountants in Europe devote
much of their audit to what might be termed
(compliance) audits, ascertaining that minimum legal requirements have been met, as
well as meeting requirements for stockholders,
bankers, and other credit - grantors, all of whom
seem to have less interest in accounting information than their counterparts in the
United States." 1 $
This is also a straightforward misstatement of
facts. In the Netherlands, confirmation of accounts
and verification of inventory have been generally
accepted auditing practices since the late years of
the 19th century. Nevertheless, a difference between the United States and the Netherlands might
be that the American auditor considers himself
s Ibid.
Ibid.
10 The concept "substance over form" which one may find in
I.A.S.C. —Standard Nr. I may eventually certainly cause at least
as much trouble for our American colleagues as for anyone else in
the world.
11
Op. Cit., Footno te 6, p. 55.
17
Ibid.
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"...

[in the
Netherlands]
social accountability is an
established
fact..."

legally protected (and therefore satisfied ?) once he
has received such a confirmation, whereas for his
Dutch colleague such confirmation is only one of
the means by which he ascertains whether the
amount shown under the heading "accounts
receivable" is a true and honest picture of the
economic state of affairs.
It has also struck me that in Professor Crum's
list of interested parties neither the employees nor
the trade unions are mentioned. Had Professor
Crum dug just a bit deeper, he might have discovered that the social accountability is an established fact whereas in the United States little more
than theoretical discussions are going on. In the
Netherlands (and elsewhere in Europe) each and
every organization (even audit firms) employing
over one hundred people is under a legal obligation
of instituting a Workers' Council (for each and
every location, qualifying under that norm) . The
Councils have legal rights to information (certified
if they wish) which would astound the average
businessman and auditor in the United States.
The Pronouncements of the AICPA
"What little auditing is taught on the continent contains no reference to any pronouncements of the AICPA ... all new employees
... must start virtually from the beginning
in a staff training course in auditing, reading
and studying almost all the AICPA pronouncements." 1 3
The first sentence in this quotation is a misstatement of facts, certainly as far as the Netherlands are concerned. The second sentence is nothing
less than denigrating for the European profession. Furthermore, Professor Crum obviously has
no idea of the number and size of those European
companies which are not subsidiaries of American
concerns, and would therefore show more interest
for their own national and European opinions than
for the pronouncements of the AICPA. I have the
highest regard for many leading members of the
American profession who are serving on their national and international committees, and I am
proud to call many of them my personal friends,
but that does not mean that we in Europe necessarily consider the pronouncements of the AICPA
as the final and only wisdom of the world.
"Little attention is given to international
problems of flow of funds and exchange, inventory valuations, depreciation methods, and
other aspects of taxes offering elections or
alternatives, where permitted." 1 4
" Ibi d .
14
Ibid.
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I draw the reader's attention to the fact that
Professor Crum is still referring to Europe including the Netherlands. I should like to point out:
1. The Netherlands are a mini - country as compared
to the United States and that we therefore have
always had much more "abroad" than the
United States.
2. The Netherlands have of necessity been an
internationally operating commercial country
since the early part of the 16th century.
3. A remarkable number of the world's largest
enterprises (including some which the general
public might consider to be purely American)
are located in the Netherlands and other European countries.
4. It is not so long ago that American-based companies were expanding their activities outside
the United States and were paying little attention to foreign currency problems. They did
not have to since everything was calculated, invoiced and paid for in American dollars. By
contrast, even medium -sized European companies have always had to live with foreign currency problems.
In one respect Professor Crum happens to be
completely right, albeit for different reasons. The
Dutch auditor's primary concern is whether the
accounts honestly reflect the economic results and
the economic state of affairs; he does not pretend
to be an expert on taxes. Whether the tax authorities
accept the honest economic picture as a basis for
assessing the tax bill is to our thinking a completely different question. I am not so sure whether
that is a wrong approach.
Conclusion
In conclusion, I am very much concerned about
Professor Crum's article. In an age in which the
world is striving after more and more mutual understanding, a professor from one of the great universities of a great country like the United States
is writing an obviously uninformed and even offensive article on all his European colleagues in
one of the world's leading professional magazines.
I regretfully conclude that Professor Crum has done
a lot of completely unfounded harm not only with
respect to the Netherlands, but with respect to all
his European colleagues and to the slowly growing
international understanding in the audit profession.
In doing so, Professor Crum has been adding injury to insult. Professor Crum's article reminds me
of an old Chinese proverb that runs something like
this: "If people spoke only on subjects on which
they are qualified to speak, then the world would
be filled with profound and dignified silence." ❑
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HOSPITAL MANAGEMENT
AND RESOURCE CONTROL
Suppliers of hospital care are nonprofit only in the legal sense
that owners may not receive dividends.

By Germain Boer and Harold M. Nix
Management in any kind of an organization is an
art, for a manager must manipulate people and
physical resources to achieve the results he desires. Hospital management, with its administrative
complexities, presents an especially difficult task.
Coordination of the diverse activities within the
hospital imposes special demands upon hospital
managers, demands that require relevant information for informed decision - making. In the absence
of this information, efficient use of resources is
impossible. It is imperative then that efficient use
of hospital resources be made so that hospital managers can provide quality care for a reasonable
charge.

The Role of Profits
Profit objectives in the health care industry receive little attention because of what may be a
misconception about the meaning of nonprofit hospitals. Suppliers of hospital care are nonprofit only
in the legal sense that the owners may not receive
dividends. Hospitals not only do make profits, but
the amount of profit has risen substantially over
the years., In fact, hospital managers must realize
profits in order to maintain an acceptable level of
facilities. The investment in assets by hospitals rose
from $19.0 billion in 1961 to $36.2 billion in 1970.2
Most of this investment came from hospital profits
that were not returned to owners, but were used to
acquire or add to hospital facilities. Profits in the
hospital industry thus serve the same purpose as
retained earnings to the profit oriented corporation.
The objective of profit maximization is generally
accepted as one of the primary goals toward which
the actions of business entity managers are directed.
The rational manager seeks to obtain the maximum
output of product for a given input, the minimum
input for a given output or, if parameters do not
exist on inputs or outputs, then the manager utilizes
the combination of inputs and outputs that maximizes net revenue to the entity.
The company that produces a substandard product, that uses more reources than normal, or that
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fails to make an acceptable profit has failed to perform satisfactorily. As a result, the company may
find that its creditors will no longer lend it money
and eventually the company will go bankrupt. The
profit mechanism provides a regulating force that
rewards the efficient company and penalizes the
inefficient one. It also serves as a mechanism for
directing business resources to those activities that
customers want most.
Successful application of resources to their most
productive use depends on an information system
that provides data to managers about the cost consequences of their decisions. Management accounting includes a large number of techniques and
procedures that furnish relevant information to
managers for planning and controlling expenses.
Such techniques as budgeting, performance reporting, contribution margin analysis, and standard costing have enabled numerous profit oriented industrial
firms to operate efficiently.
Profit Maximizing for Resource Allocation
Hospital management differs in several important
respects. For example, a department, such as the
emergency service which typically operates at a loss,
may not be eliminated simply on the basis of that
loss. The public views emergency treatment as a
primary obligation of the hospital, and as such must
be continued.
Many of the expenses incurred in running a
hospital are fixed. Costs of maintaining laboratory
and radiology facilities, for instance, involve longterm commitments and cannot be varied in the
short run. In addition, professional personnel expect steady employment, and the hospital must
meet this requirement in order to retain qualified
individuals. These differences present special problems, but they do not eliminate the need for concern over cost.
Whereas profit maximization serves as a resource
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allocating mechanism in the business firm, profit
maximization subject to social constraints serves as
the resource allocation mechanism in the hospital.
In other words, the management concepts used to
maximize profits in the business firm can be used
in the hospital in almost the same or somewhat
modified form. For example, a business firm normally will not produce a new product if the product
will be sold below the direct cost of producing the
product. A hospital, likewise, should not offer a new
service if the hospital will not be reimbursed, directly or by a third party for that service, at a rate
that is below the direct cost of providing the service.
Offering such a service will contribute little to the
welfare of the community if it results in eventual
bankruptcy for the hospital.
Closing a maternity ward, for example, when
the direct costs of operating the ward exceed its
revenue would be a direct application of a business
management technique applied to a hospital. However, in this case the hospital is constrained by the
consideration that other beds, in nearby hospitals,
must be available. What this means is that profit
making business techniques can be used in hospitals
but hospital managers must recognize that there are
limitations and constraints.
Management Accounting in the Hospital
Management accounting is a management tool,
not an accounting tool. The accountant designs and
operates the data collection, data processing, and
data reporting system, but the hospital manager
must use the output of the system for the system to
be effective. The first use that comes to mind is cost
control, and cost control requires cost planning. To
be effective, cost planning requires the participation
of all hospital managers who influence costs with
their decisions. Hospital costs are not controlled by
just the hospital administrator. They are influenced
by the head nurses, laboratory section chiefs, dieticians, etc., who must also receive reports on the
costs their decisions influence. If they do not know
the cost consequences of their decisions, they cannot be expected to reduce their costs.
Furthermore, these managers throughout the
hospital must participate in the planning of costs
to be spent in their segments of the hospital. The
head nurse at a nursing station plans her personnel
needs; the laboratory section chief plans her supply
needs, etc. As these plans are developed, the supervisors of these segment managers help in the planning by communicating hospital objectives to the
segment managers, thus assuring that cost planning
at the department head level takes into account the
overall hospital objectives.
Another advantage of this participation in the
planning process by department managers is that
control reports become more meaningful to them.
The budget amounts that appear in the reports are
the amounts the department bead helped develop
in his expense plan; he knows how they were developed, and he will know why his actual expenses
Germain Boer, "Management Accounting Belongs in the Clinical
Laboratory," Hospital Financial Management, May 1972.
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differ from the plan. In preparing budget reports,
hospital managers must be careful to include in
department budgets only those expenses affected by
the decisions of the department head. There should
be no general overhead included in a departmental
budget.
However, because a decision in one department
can affect costs in another department, the department manager who may be affected should consider
the effect of that decision, even if that cost effect
originates in another department. Standard costs
for meals, maintenance, and laundry that are
charged to the nursing stations provide an example
of this type of situation. The standard cost charged
to the nursing station for the meal, for instance,
shows her the amount that hospital costs increase
each time she orders an additional meal for her
nursing station.
Not only is management accounting information
useful for planning and controlling costs, it is also
useful for evaluating the profit impact of changes
in hospital services. For example, the laboratory
performs hundreds of different types of tests for
which the hospital charges different rates. If the mix
in which these tests are performed begins to change,
the hospital manager needs to know the profit impact of the changed mix so he can adjust his rates
accordingly.g Standard costs for the lab tests enable
him to quickly and easily make such an evaluation.
Evaluation of offers by health maintenance organizations requires a knowledge of the amount by
which hospital costs will increase for the added
patients from the health maintenance organization.
A management accounting system quickly provides
this type of information so that the hospital can
meet its profit objective. Evaluation of other decisions such as elimination of the dietary department with meals purchased outside, purchase of
specialized laboratory equipment versus outside pur.
chase of the tests, etc., can be readily made from
the information in the hospital management accounting system.
Conclusion
The hospital is a complex organization that is
managed by administrators who strive to provide
quality care at minimum cost to the community.
To achieve this objective, hospital managers plan
their activities so the overall objective of the institution is attained. Alternative ways of achieving the
objective must be evaluated, the economic consequences of these alternatives must be considered,
and the selected alternative must be put into effect.
Once an alternative is implemented, the hospital
managers again must look to economic data for
rational decisions on the efficient use of resources.
Cost control requires periodic reports that point out
whether the hospital is keeping its costs at the desired level. Efficiency cannot be measured by productivity indexes, only dollar information can tell the
hospital manager whether he is using hospital resources efficiently. A budget report indicates the
approximate dollar cost of inefficiency in a department in clear, economic terms.
❑
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THE MOBILEHOME PARK
The acceptance of the mobilehome park as a sound financial
opportunity has created a need for guidelines designed to
facilitate park development.

By Ralph J. Arceri
The mobilehome park can trace its birth to the
trailer camp of the early thirties, the depression, and
the migrant worker. The trailer camp was a friendly
hostel where a transient worker and his family could
live as long as employment lasted. Frequently, it
was located in an undesirable part of town, the
trailers were substandard, and the park's utilities
and recreational facilities were minimal. However,
the rent was low, the need was short term and the
camp was a temporary home.
During the forties and early fifties, because of the
war and subsequent housing shortage, the trailer
camp again filled a void for low income housing
needs. Some refinements to the trailer and the
trailer camp facilities were in evidence, but they
were nominal at best. Then during the late fifties
and sixties, the mobilehome industry came of age.
Mobilehome manufacturers began upgrading their
product and they manufactured it for a more critical
purchaser. At the same time local communities became more concerned about the image of the trailer
camp. Mobilehome park specifications and zoning
regulations were developed and higher standards
were set. These new requirements decreased the
land use density, required utilities to be placed underground, spurred imaginative curvilinear street patterns and encouraged the development of recreation
facilities.

The Mobilehome Park as an Investment
The developers in turn were not satisfied with
inferior sites for their mobilehome parks. They
realized the existing need for adequate schools, shopping, transportation and pleasant neighborhood
surroundings. These improvements led to a new
approach in park management. During the same
period a number of institutional lenders, located
primarily in the western states, became interested in
long -term financing of mobilehome parks. These
farsighted lenders were impressed by the increased
standards of development and the stability and
credit worthiness of the mobilehome resident.` They
noticed that once a park becomes fully occupied
there is very little turnover. Also, the owner can
usually raise rents when the park becomes fully
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occupied. These factors of stability tend to enhance
the mobilehome park as an investment opportunity
and a credit risk.
The acceptance of the mobilehome park as a
sound financial opportunity has created a need for
guidelines designed to facilitate park development.
Outlined below are five principal factors which
must be considered prior to initiation of a mobilehome park development.
MARKETING

The prospective developer must be satisfied with
the market demand prior to any entry into the
market. He must define the total demand for housing units and mobilehome units within the area. He
must review existing parks, determine their ages,
rates of fill, monthly rentals, facilities provided, nature of park —adult or family. He must calculate
the number of vacancies by park and type, and
establish a rate of fill for each park and for the market area. He must survey mobilehome dealers with
emphasis on number of units sold and type.
ENVIRONMENT

With regard to the environment, the developer
must determine the availability of community utility
services, such as water, sewer, gas, and electric. He
must locate his site in proximity to local schools
and shopping areas. He must locate the site in
proximity to freeways and sources of public transportation. He must be concerned about the appearance of the physical site and surrounding area. He
must attempt to eliminate local hazards or nuisances, such as noise, smoke or haze, and offensive
odors. Above all, weather conditions must be considered. Will it be a warm weather park or a cold
weather park?
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DESIGN

Once he had decided to go ahead, the developer
will be confronted with site topography and grading
requirements. He will have to coordinate city and
county design characteristics within the constraints
of good economics and engineering acceptability.
' Although the mobilehome resident "rents" his space, his investment in site improvements and his set -up and moving expenses
are such that he takes on the characteristics of an owner.
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"in a good
market . . . i t
will require 14
months t o fill
a 200 space
park."

He will have to know what types of utilities are
available: water, sewer, fuel, T.V., and telephone.
He will have to make decisions about street layout
and construction, entrance ways and mobilehome
site layouts. These will require concrete patios, sidewalks, storage areas, and recreation facilities.

necessary to calculate the land cost per space for
each mobilehome pad. This cost is found by dividing the total land cost by the number of spaces. A
critical factor in evaluating this cost is the site density. An increase in site density can turn expensive
acreage into an economical park.

FINANCIAL ANALYSIS

OFF -SITE IMPROVEMENTS

In his financial analysis, the developer will have
to establish a preliminary budget for site development. He will have to correlate project cost with
market rental available (financial feasibility). He
will have to evaluate the availability of financing
for construction and permanent improvements. He
will have to establish a development timetable, and
project cost -equity requirements. He will have to
calculate projected return on cash investment, adjusted for time.

Bringing roads or services to the site and the
construction of a sewer treatment plan are part of
the off -site improvements. These are non - recurring
construction requirements. Careful attention to the
costs of these non - recurring charges will help a developer to successfully provide a high -rated mobilehome park in the community.

LOCAL COMMUNITY ATTITUDE

Regardless of his position with respect to the
other factors, the developer's most important concern is local community attitude. He must be fully
aware of zoning requirements. He must seek out
any mobilehome park development planning and
construction specifications. He should seek out and
determine local and state tax authorities and determine rates and methods of assessment. Finally, he
must become familiar with the school board, police,
fire, and other local governmental units.
Financial Control
If the proposed project contains a sufficient number of favorable factors to ensure its success, the
developer can purchase the land under option, assign personnel responsibility, secure his loan commitment and pursue his development plan. The
developer's plan must comply with the results of
his preliminary evaluation and his budget for construction expenses. To properly maintain financial
control over the project the following cost categories
must be established for cost accumulation, and
they must be controlled during the life of the
project.
LAND

This cost includes purchase price, holding cost
during construction (interest, taxes, and assessments). This will include construction interest,
interim and permanent loan fees and title charges.
Finance cost will fluctuate from time to time based
upon the market place for money and the yields required to service this type of development. The
construction interest will vary based upon the length
of time necessary to construct the project. It is

so

ON -SITE IMPROVEMENTS

Mobilehome pads, site utilities, roads, patios,
walks, street lights, and perimeter walls are all part
of the on -site improvements. The costs of these
improvements are greatly affected by the site density
of the park. The costs of these improvements will
also be affected by the designation of the park as a
cold weather park or a warm weather park. Other
considerations are the costs of a recreation building,
a laundry building, a swimming pool and other site
facilities such as a putting green, a picnic area, and
a playground.
INCUBATION

The incubation cost is the cost of operating the
mobilehome park (maintenance and debt service
less rental receipts) while increasing park occupancy. In a good market, with 20 spaces occupied
per month, it will require 10 months to fill a 200
space park. An average rate of fill -up can be estimated at from 12 to 14 spaces per month. As a
result, it is easy to see that a 250 space mobilehome park can easily take in excess of a year and
a half to reach full occupancy.
Conclusion
Mobilehome parks can provide the necessary accommodations to truly provide low cost housing in
a community environment that is comparable to
that of the more conventional single family home.
The future growth and development of mobilehome
parks will depend on the following factors: community attitude toward mobilehome parks and the
imposition of zoning and ecological restrictions,
financing limitations imposed during periods of
tight money including greater equity investment required by the developer, control over spiraling land
and site improvement costs, and a proper market
evaluation to lessen area overbuilding.
❑
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COST CONTROL IN
A LOGGING OPERATION
During the winter, cutting high stumps because of snow will
lower the volume and the value of the crop since the best wood
is usually toward the bottom part of the tree.

By James C. Pritchett
In a logging operation there are several distinct yet
interrelated operational tasks. Their sequence must
be highly coordinated to insure proper production
and to control and minimize the input costs. The
problem, however, is to determine the significant
variable costs of production, and then to examine
the specific influences on them. One way to accomplish this is to use the critical path method
which can be used to help plan for cost control. In
the critical path method, the logging jobs are listed
in their approximate sequence of performance. The
method provides an opportunity to determine which
jobs in the overall operation are critical with respect
to total project time. It also tells management how
to schedule the jobs involved in order to meet a
completion date at a minimum cost. The method
also provides an opportunity to examine any problem areas and to aid in overall planning and job
coordination.
A chart, such as Exhibit 1, can be constructed
with the initial data and the time required to complete each job. The critical jobs can then be checked
and their times can be estimated and noted on the
chart. Management's most important concern is to
find ways to shorten the time needed to complete
jobs along the critical path. If the estimated cost
of doing each job is also included in the data, then
the total project cost can be estimated.
Management Planning
Before any trees can actually be cut down, several
vital areas must be given careful consideration. Management must have accurate information regarding
species, tree size, density, and the expected volume
which can be cut per acre. The terrain characteristics
of elevation, slope, drainage, and brush must also
be known to determine manpower and equipment
requirements. Additional information includes any
legal restrictions regarding labor conditions, road
building, fire prevention, and regulations regarding
the size and weight of loads on the public roads.
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From this preliminary information, management
can ascertain further requirements for the project.
For example, the necessary labor force, housing
needs, and transportation to and from the work
site can be estimated. Equipment requirements
can be determined, and if a need exists for additional or new equipment, management can decide
whether to buy or lease. The most important decisions concern the allocation of transport vehicles
such as the skidders, loaders, and haul trucks. Selecting the right combination will lower the idle time
and thus reduce costs.
Directly related to vehicle selection is the problem of deciding on the length of both skid roads
and main hauling roads. A careful analysis must be
made to establish road lengths which will keep the
total cost down. One solution is to find the distance
where the cost of constructing main roads is not
greater than the cost involved in extra skidding. For
example, road building in mountainous terrain will
incur a high cost per mile; in which case, skidding
cost is cheaper than road building.
Another project requirement that must be provided for is a regular preventive maintenance program. A control system must be set up to keep track
of each machine's use and to indicate when checkups according to manufacturers' guidelines are
needed. The system would enable management to
determine both the productivity and the utilization
rate of each machine, whether it is a big saw or a
truck. This system would cut cost and down time,
and it would offer an effective means of minimizing
the final unit cost.
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Operational Control
Assigning crews involves more than just telling
each man his particular job. If a stand of trees contains a variety of trees of different species and sizes
(both diameters and lengths) and it includes hardwoods and softwoods, then the process can become
quite complicated. A tree with a diameter up to 14
inches can be felled, delimbed, and bucked (sawed
into logs) by a newly developed machine faster and
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the fall
site should also
be carefully
selected."
"...

cheaper than by a man with an axe and a saw.
Larger trees, however, can only be felled with old fashioned manpower. Hardwoods require more time
to harvest than softwoods and larger cutting crews
might be needed to maintain an adequate volume
per day. The potential value of the harvest must
also be considered when estimating the man/machine combination.
Another consideration is that extra time spent
on clearing brush and windfall can have a favorable
effect in reducing breakage of felled trees. Breakage
reduces the log output and thus increases logging
cost. Excessive breakage and difficulty in skidding
could cost more than the cost for brush clearing.

Exhibit 1
PROJECT CHART
Preparatory maintenance

Assign crews

Start

Clear brush and windfall
Fell
Buck
Mark logs

Set choker

Saw maintenance

Skid

Skid maintenance

Unhook choker
Return to
skid site
Load logs

Loader maintenance

Haul

Unload
Truck maintenance
Return to load site

Finish

In this regard the fall site should also be carefully
selected.
Once cutting begins, management will find a
direct relationship between labor hours and volume
cut. Given a standard rate of felling and bucking,
a higher output will lower unit costs. If the contractor is paying the cutters on a contract basis, production is usually higher than if the men are paid
daily or hourly wages.
Proper bucking of the logs provides another area
for lowering costs. Efforts should be made to keep
the logs as long as possible barring contractual or
truck limitations. Shorter lengths require more cutting time and thus increase cost. Also, carelessness
in measuring tree lengths to be bucked results in
excessive trim allowance and wasted wood. During
the winter, cutting high stumps because of snow will
lower the volume and the value of the crop since
the best wood is usually toward the bottom part of
the tree.
If the felling and bucking times are running high
then an examination might show possible improvements in methods. Shifting men or starting times
might increase the overall output. Depending on the
circumstances, it might be wise to separate the
felling and bucking operations. After bucking, for
example, three relatively small jobs might be performed: marking the logs, saw maintenance, and
hooking the skid chokers.' If the assigned times
are good, then an analysis would reveal the best way
of doing each job.
A chief item of cost is the transportation of the
logs from the woods where the trees have been
felled to a central location or yard and from there
to the mill. The cheapest method, when possible,
is skidding. However, the skidding method chosen
and the type of equipment used are affected by the
ground slope, ground cover, soil type, and skid
distance. The cost is generally related directly to the
time required for the job, although the size of the
trees or logs will also influence the time and cost of
skidding. For example, a skidder may be able to
handle only one big tree on one turn, but next time
he might take four smaller logs. This would require a decision for an intermediate skidding or
bunching operation which separates the trees or
logs of similar size into separate piles. A time and
volume cost relationship must then be determined
to see if an advantage exists. If the logs are to be
loaded on trucks for transportation to the mill after
they have been skidded into the yard, consideration
must be given to maintaining enough logs for loading. Loading time and cost are mainly affected by
log size and the availability of the hauling trucks.
One must bear in mind that when only a few trucks
are used and they are loaded and depart, the loader
and his crew become idle; but their costs continue.
On the other hand, too many trucks will make for
continuous loading but idle trucks on standby will
increase hauling costs. Although perfect timing is
not always possible, careful attention to loading
and hauling procedures can eliminate idle time.
I

A choker u a no ose of w ire cable hook ed a round the e nd o f a
log and is used in skidding.
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The truck hauling time to the sawmill is affected but the machines aren't, the idle time costs money.
primarily by the class of road and the length of haul. Should the machines be serviced: before work beThe size of the trees or logs carried as well as the gins each day? —after work ? —at regular intervals
time spent in unloading influences the turnaround during the day ? —at lunchtime? —after completing
so many turns? The solution is difficult and might
time and costs of hauling.
In all of these operations, the critical path meth- depend on a varying use rate or in some cases on
od can be useful for determining the proper meth- the distance to the service shop. Perhaps it would
ods and machines to use. The accumulated data be cheaper and save time to bring maintenance to
and time studies on skidding, loading, and hauling the machines instead of bringing the machines to
volume rates can produce cost analyses which reveal maintenance.
possible improvements for lower costs. The factors
influencing each task can be analysed and experi- Conclusion
The major problem in a logging operation is to
mented with, provided the right time and cost information has been gathered. The various types of determine the significant variable costs and to exequipment available and the different methods amine the influences on them. It is important to
which can be used offer management an opportunity find an acceptable and useful method of planning
to analyze and choose the best alternative for each for cost control in a logging operation. In that respect, the critical path method can be a very useful
particular situation.
The maintenance of the machines also requires tool because the sequence of jobs is established and
analysis. The major problem here is in deciding the logger's experience in job -time estimating is
when to have it done. When the crews are available made use of.

"... the critical
path method
can be
useful..."

THE FOREIGN TAX CREDIT
Continued from page 42

Conclusion

considerations that the taxpayer would take into
account are as follows:

The foreign tax credit is the best tax incentive
available to all United States taxpayers for meeting
the challenge of competition in the international
area. The foreign tax credit is a necessity if American-owned companies are to compete in the exploration and development of foreign resources. To
summarize, the foreign tax credit:

1. The overall method "averages" all foreign taxes.
Consequently, it may be possible to utilize
certain foreign taxes or credits even when the effective foreign tax rate in a specific country is
in excess of the effective United States tax rate.
2. If operations in a foreign country traditionally
results in losses, the per country limitation may
be more advantageous. Under the overall method
the numerator in the limiting fraction would be
reduced by such losses.
3. A change can be made from the per country
method to the overall method without prior permission from the Internal Revenue Service. However, a change from the overall method to the
per country method requires prior approval of
the Commissioner (IRC Sec. 1.904 -1(d) (2)).
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1. Is not an incentive; it is unilateral relief from
double taxation granted by the United States to
American taxpayers.
2. Is allowed to every American taxpayer, whether
corporation or individual.
3. It applies only to foreign income and does not
reduce taxes on United States source income.
Foreign tax rates nearly always exceed the United
States tax rate. Thus, foreign tax increases are
very real costs to industry and do not reduce
United States income taxes.
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MEDIATION AND THE DYNAMICS OF
COLLECTIVE BARGAINING
William E. Simkin
The Bureau of National Affairs, Inc., 1971, 410 pp.
A former Director of the Federal Mediation and Conciliation
Service covers the practical aspects of mediation and the principles to be applied in tracing the course of negotiations from
their inception to the various results. He examines the specifics
of collective bargaining not only as a political process but from
a political and historical viewpoint as well.
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A PLANNING, PROGRAMMING, AND BUDGETING
MANUAL: RESOURCE ALLOCATION IN PUBLIC
SECTOR ECONOMICS

CORPORATE PLANNING: THEORY AND PRACTICE
David E. Hussey
Pergamon Press, 1974, 399 pp.
The aim of this book is to present the subject as a complete
process of management.
Circle 8 on inquiry card
DESIGNING COMPLEX ORGANIZATIONS
Jay Galbraith
Addison - Wesley Publishing Co., 150 pp.
Emphasis in this book is placed on providing an analytical
framework for the design of organizations, particularly those
which apply lateral decision processes or matrix forms.
Circle 9 on inquiry card

James Cutt
Praeger Publishers, 150 pp.
Professor Cutt writes from his practitioner's knowledge of the
technical, political and administrative problems involved in
budgeting by program. The work is a stock taking of the problems and progress of program budgeting.
Circle 4 on inquiry card
PREPARING COMPANY PLANS: A WORKBOOK
FOR EFFECTIVE CORPORATE PLANNING
Harry Jones

MANAGERIAL DECENTRALIZATION
Ronald G. Greenwood
Lexington Books, D.C. Health and Co., 1974,176 pp.
The purpose of this book is to offer a better understanding of
decentralization as developed by the General Electric Company.
Circle 10 on inquiry card
ANNUAL LABOR COST STUDY

A workbook rather than an academic treatise, this work illustrates corporate planning for five different product groups in
fifteen or more countries.
Circle 5 on inquiry card

Standard & Poor's Corporation, 1974, 7 pp.
This is a tabulation of total salaries and wages, their percentage
to sales and sales per employee for companies in 31 industrial
groups.
Circle 11 on inquiry card

THE ACCOUNTING PROFESSION

CURRENT VALUE ACCOUNTING

John W. Buckley and Marlene H. Buckley

Morton Backer

John Wiley & Sons, Inc., I974, 209 pp.

Financial Executives Research Foundation, 1973, 326 pp

The authors provide a broad view of the accounting profession,
its history, how it is structured, what functions it performs in
society, and where it is headed.
Circle 6 on inquiry card

This research project explores the theory of current value
accounting, studies its actual implementation in other countries, and determines whether a conceptual model could be
developed for use in this country.
Circle 12 on inquiry card

Halsted Press, Div. of John Wiley & Sons, 1974, 258 pp

INTERMEDIATE ACCOUNTING
Third Edition
Walter B. Meigs, A. N. Mosich, Charles E. Johnson, and
Thomas F. Keller

AN ACCOUNTING SYSTEM AND MANAGERIAL
BEHAVIOUR

McGraw -Hill Book Co., 1974, 1081 pp.

Lexington Books, D. C. Heath & Co., 1973, 237 pp.

This book recognizes the transition from the Accounting
Principles Board to the Financial Accounting Standards Board
and points up the increased awareness accountants have of the
role financial reporting must play in the achievement of economic and social goals.
Circle 7 on inquiry card

The Ford Foundation and the Arthur Andersen Foundation
Fellowship sponsored the research for this monograph. It
reviews reporting structures and their appropriateness for the
people who have the decisions to make. The book's aim is to
provide a sound economic basis for allocating scarce resources.
Circle 13 on inquiry card
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LOOK TO
NAA's CONTINUING
EDUCATION PROGRAM
BOSTON NOV. 10-14
PARKER HOUSE
Developing and Using Standard Costs . . . . . . . . .
Flexible Budgeting and Performance Reporting. .
Managem en t Ac c ou nt ing for Bank s . .. .. . .. .. .
Management Accounting for Hosp itals .........
Economic Evaluation of Capital Expenditures...
E ff ec t i ve Ca s h M an a g e m e n t . . . . . . . . . . . . . . . . .
Data Processing — Concepts and Information
S yst em s Desig n . . . . . . . . . . . . . . . . . . . . . . . . .

Mon. /Tue.
wed. /Thu. /Fri.
Thu. /Fri.
Mon. /Tue.
Thu. /Fri.
Mon. /Tue. /wed.

Computer Security and I nternal Control .......

Thu. /Fri.

`

Mon. /Tue.

\ %
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I

Name

Soc ial Se curity No

Na t i o n a l A s s o c i a t i o n o f A c c o u n t a n t s

Att:2)C754
EP R
is trar
`(21
-9eg
758

I Street Address
State

Firm's Princip al Product or Se rvice
NA A Me m b er (Chap te r)

FEES
2 day course
13 day c ourse

Zip Code
Business Phone

No nm em be rs $235
340

em be
rs: T he
$2 5 may
d if f erential
per "Nonm
course oT
r nonme
mbers
be ap plied

will b e m ailed to yo u)

to NA A m em b ership; or the $ 25 may b e
I applied against the due s of an NA A m emb er
of the same firm (o rg anizatio n). The d if -

Ple as e s end m e NAA m emb ership inf ormatio n.

ferential may be used anytime be fo re
June 30 , 19 76.

I Please register me for the following Courses:
Print or typ e com ple te nam e of eac h C ourse

Members
210
31 5

The fe e f or NA A c ourse s includ es daily
I lunc heo ns, re fre shm ents, and all technic al
materials.

(A c c o unt No .)

No nme m be r (A d ditio nal inf o rm atio n re gard ing the no nm e mb e r d iff e re ntial

I 2
1

f o r m t o g e t h e r wi t h y o u r c h e c k t o :

1 9w Th
v eY,
n u1e 0 0 2 2
I 9Ne
Yoi rr dk, AN.

I Com pany

I

//

R E G I S T R A T I O N I NF O R MA T I O N
I T o re gister f or any Co urse lis te d,

I

D i vi s i on , Pla nt or O f f i c e

I

X \ %N %

f i l l o u t a nd r et u r n t he r eg i st r a ti o n

Ti t l e

City

\

Dates

Lo c atio n

Fee
$

I

Natio nal A ss o c iatio n of Ac c o untants
1
C
9
E
P

THE EFFECTIVE COMPUTER
A Management by Objectives Approach
Kit Grindly and John Humble
Amacom, a Division of American Management Assn., 1973,
187 pp.
This book provides a step -by -step, management by objective,
approach to computer department organization and operation.
It contains many case studies based on the authors' international consulting experience and tested in public and private
seminars.
Circle 14 on inquiry card

INFORMATION SYSTEMS:
Theory and Practice
John G. Burch, Jr. and Felix R. Strater, Jr.
Hamilton Publishing Co., 1974, 494 pp.

HOW TO HARNESS INFORMATION RESOURCES:
A SYSTEMS APPROACH
Forest W. Horton Jr.
Association for Systems Management, I974, 147 pp.
The author reviews, step by step, how the systems approach can
be successfully applied to helping an organization or an individual maximize the use of available information resources
by considering the problems of storage, handling, and retrieving information.
Circle 19 on inquiry card

THE CORPORATE MEMORY: A PROFITABLE
AND PRACTICAL APPROACH TO INFORMATION
MANAGEMENT AND RETENTION SYSTEMS
Barbara N. Weaver and Wiley L. Bishop
John Wiley & Sons, 1974, 257 pp.

A textbook designed to provide the reader with an introduction
to theory and practice related to the development and operation
of information systems in organization.
Circle 15 on inquiry card

This book shows how corporate managers might develop and
use corporate Memory—an information system able to provide
them with vital facts upon which they can plan, control, and
evaluate corporate objectives.
Circle 20 on inquiry card

THE ECONOMICS OF TECHNICAL
INFORMATION SYSTEMS

INTEGRATED MUNICIPAL INFORMATION SYSTEMS

J. N. Wolfe with the assistance of Thomas M. Aitchison,
Donald H. Brydon, Alexander Scott and Ralph Young

The Use of the Computer in Local Government
Kenneth L. Kraemer, William H. Mitchel,
Myron E. Weiner and O. E. Dial

Praeger Publishers, 167 pp.
The authors have developed a general methodology for the
evaluation of services provided within a government department
or business enterprise when a service is not sold at a price covering its actual cost.
Circle 16 on inquiry card

Praeger Publishers, 1974, 105 pp.
A primer on municipal information systems based on the federal
government's Urban Information Systems Inter - Agency Committee's research and development program to improve local
government use of computer technology.
Circle 21 on inquiry card

INFORMATION SYSTEMS: TECHNOLOGY,
ECONOMICS, APPLICATIONS

INTERNATIONAL SYSTEMS

Text and Instructor's Guide
Chris Mader and Robert Hagin

A Behavioral Approach
MichaelHaas

Science Research Associates, Inc., 1974, 405 pp.

Intext Educational Publishers, 1974, 433 pp.

A procedural book, liberally illustrated, explaining computer
technology, its economics and its applications for those who will
use or create computer -based information systems.
Circle 17 on inquiry card

A textbook for the student who wants to know how to accumulate knowledge about international affairs.
Circle 22 on inquiry card

COMPUTER SECURITY HANDBOOK
TIME SHARING: COMPUTER PROGRAMS AND
APPLICATIONS IN ACCOUNTING
Elbert B. Greynolds, Jr.
School of Business Administration, Georgia State University,
1974, 293 pp.
The programs in this monograph, written in BASIC, were
developed to give accounting students the capability of using
a time- sharing computer in their courses.
Circle 18 on inquiry card
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Computer Security Research Group
Macmillan Information, A Division of Macmillan Publishing
Co. Inc., 1973, 172 pp.
A joint effort of four editors and joint research committees of
the Association of Systems Management, this book is designed
to provide needed guidance to management in protecting computers and the data they process. It is based on practical company experience.
Circle 23 on inquiry card
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MMAP -CASB LIAISON,
AN UPDATE
0

A report on how a special MAP subcommittee responded to the
CASB on proposed cost accounting standards.

By Louis Bisgay
Manager, MAP Development
In the August 1973 issue Of MANAGEMENT AcCOUNTING, an article titled "MAP and CASB" was
published in which this writer described the contributions of the Management Accounting Practices
Committee to the work of the Cost Accounting
Standards Board through a subcommittee established for that purpose. The chairman of the subcommittee during the 1974 -75 Association year has
been MAP Committee member Dudley E. Browne,
retired senior vice president of Lockheed Aircraft
Corp. Assisting Mr. Browne have been Jim A.
Smith, vice president— treasurer, Tracor, Inc., and
Robert Wilbur, consultant — government accounting, General Electric Company. Prior to his untimely passing, Robert Feola, of General Tire and
Rubber Co. also served on the subcommittee.
Since the earlier report, various CASB proposals
have gone through the prescribed evolutionary processes and have emerged as Cost Accounting Standards with the full force and effect of law. The remarks which follow relate to those Standards and a
promulgation still in proposal form. It should be
noted that, in addition to the subjects described in
this and the previous article, the NAA liaison group
has been working with the Board's staff on various
other projects at early stages of development.

Cost Accounting Standards
PART406—COSTACCOUNTINGPERIOD
This Standard was announced in the Federal
Register of November 7, 1973. According to the
regulations, it was established "to provide criteria
for the selection of the time periods to be used as
cost accounting periods for contract cost estimating,
accumulating, and reporting."
The MAP subcommittee, at an earlier date, had
reviewed the proposed Standard and notified the
CASB that, in the opinion of the subcommittee, the
MANAGEMENT ACCOUNTING/SEPT EMBER 1975

Board handled the matter in a very satisfactory manner. It further remarked that the proposals represent
"a big step forward in improving relations between
the government and contractors since both sides
will be bound by the fiscal year period in projecting
overhead rates for contract purposes." The subcommittee also complimented the Board on the detailed
exceptions to the rules and the clarity of the illustrations.
PART 407 —USE OF STANDARD COSTS FOR DIRECT
MATERIALS ANDDIRECTLABOR
On April 1, 1974, the CASB published the text
of the final approved version of this Standard. Having reviewed a preliminary draft and then a published proposed Standard, the MAP Committee responded on January 9, 1974.
The stated purpose to be served by a Standard on
the subject is to provide criteria for the use of
standard costs in estimating, accumulating, and
reporting costs of direct material and direct labor
and the accumulation and disposition of variances
from standard costs.
In its comments, the NAA subcommittee stated
"it finds no major objection to the issuance of such
a Standard." The group did suggest that the "Techniques for Application" paragraph be shortened and
that several others be eliminated, including the
"Illustrations" section, which the subcommittee
thought to be quite narrow in approach and hence
easily susceptible to misinterpretation.
PART 408—ACCOUNTING FOR COSTS OF COMPENSATEDPERSONALABSENCE
The CASB authorized publication of this Standard on September 19, 1974. Section 408.20 states
it was issued to "improve, and provide uniformity
in, the measurement of costs of vacation, sick leave,
holiday, and other compensated personal absence
for a cost accounting period, and thereby increase
the probability that the measured costs are allocated to the proper cost objectives."
67

"...

it [MAP

subcommittee]
questioned
the propriety
of a portion
of Section
4.50 (h) .. ."

The Cost Accounting Standards Board as new and reappointed members were sworn in earlier this year.
L. -r., Robert K. Mautz; Terence E. McClary; John M. Walker; Herman W. Bevis, and Board Chairman
Comptroller General Elmer B. Staats.
The subcommittee addressed several issues in re- beginning of its next fiscal year following receipt of
marks which it sent in response to the proposed a contract, records which would support estimates
Standard. For one thing, it questioned the propriety of useful lives. The records would then serve as a
of a portion of Section 4.50 (h) which read, "Any basis for the service lives of capital assets subsedifference between the estimated and actual costs quently acquired.
Another significant provision of the Standard reof compensated personal absence in a cost accounting period shall be adjusted in the same cost ac- quires that the depreciation method used reflect the
counting period." The group noted that the differ- pattern of consumption of services. Thus, the use
ence between the actual and accrued amounts of an accelerated method should be reflective of an
would normally develop subsequent to the account- actual consumption pattern which evidences greater
ing period and accordingly should be adjusted at wear and tear in the earlier years than in the latter
the time the difference develops; otherwise, there periods.
The MAP Committee's Subcommittee for Rewill be considerable difficulty in reconciling such
sponses to the CASB, in its comments to the Occosts in the books of account.
The CASB was also requested to be somewhat tober 3, 1974 proposals, expressed basic disapproval
less definitive in its description of practices to be with the work of the Board in this area. It said that
followed in determining the assignment of such the CASB had not given due consideration to the
costs to contracts on the grounds that, although role of depreciation in determining the rate of capthe procedures proposed are not particularly objec- ital recovery on investments by government contionable, they will necessitate considerable changes tractors. It noted that, by significantly lessening
in practice by individual companies. The subcom- depreciation charges allowable in pricing (thereby
mittee feels that consistency and conformity with reducing rates of return), the ruling would affect
generally accepted accounting principles should be the number and character of suppliers available for
the principal considerations in accounting for costs government business.
The subcommittee also pointed out that the proof compensated personal absence.
posal's primary reliance on historical records to support service life determination flies in the face of
PART 409— DEPR EC IATION OF TANG IBLE CAPITAL
the past inclination of Congress to recognize the
ASSETS
After consideration of comments to a prelimi- need for maintenance of sufficiently high capital renary draft and to two separate versions of a pub- covery rates to allow the nation to retain its comlicly exposed Standard, the Board promulgated its petitive status in world markets.
The CASB did recognize, in its prefatory comStandard on depreciation on January 29, 1975. The
ments,
the existence of criticism centering on ecoCASB said the purpose of the Standard was to
provide for "criteria and guidance for assigning costs nomic impact, but decided that the regulation's
of tangible assets to cost accounting periods and provisions are so constructed as to minimize any
for allocating such costs to cost objectives within potential disruption of contractual relationships.
such periods in an objective and consistent manPART 411- AC C O UNT I NG F O R AC Q UIS IT IO N C O S T S O F
ner."
A key provision is the requirement that a con- MAT ERIAL
On May 2, the Board promulgated the final vertractor accumulate, for a two year period from the
58
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Sion of its Standard, "Accounting for the Acquisition Costs of Material." The ruling is intended to
better allocate and measure material costs as they
relate to specific contracts. In its final form, it provides, among other things, that one of the following
inventory costing methods is to be used:
(1)
(2)
(3)
(4)

First -in, first -out (FIFO)
A moving, or weighted average cost method
A standard cost method
Last -in, first -out (LIFO)

The MAP subcommittee has been involved with
this project over an extended period of time. In
February 1975, it commented on what was then a
proposed Standard, and that statement marked its
third response to CASB staff or Board promulgations on the subject. In that comment letter, the
subcommittee petitioned the Board to include LIFO
as an acceptable costing method for government
contracting purposes (LIFO was not so included in
the proposed Standard) .
The subcommittee pointed out that just because
an organization is becoming a government contractor, it should not be required to speculate in
materials or inventory. It suggested that the acquisition of a government contract does not require
the application of contractor -owned inventory at a
price less than market nor does it permit its application at a price higher than current market. Since
LIFO is the cost flow assumption most in accord
with current pricing, the subcommittee urged that
LIFO be retained as an acceptable alternative.
In conjunction with its promulgated Standard,
the Board acknowledged a considerable extent of
adverse criticism from commentators on the LIFO
exclusion (for varying reasons), prompting the
Board to alter its earlier position and allow the
use of LIFO costing. To ensure, however, that
companies use LIFO on their government contract
business in a manner which permits systematic and
rational identification of the cost of material issues
to specific cost objectives, the Board inserted a
clause to that effect into the Standard.

Proposed Cost Accounting Standard
PART 410—ALLOCAT ION OF BUSINES S UNIT GENERAL
AND ADMINISTRATIVE EXPENSE TO COST OBJECTIVES

This proposed standard was published in the
Federal Register of September 24, 1974. The
stipulated purpose for considering a Standard on
the subject is to "provide criteria for the allocation
of a group of business unit expenses commonly
identified as general and administrative expense
based on their beneficial or causal relationship to
business unit final cost objectives." It is expected
that the Standard would "increase the likelihood of
achieving objectivity in the allocation of these expenses to final cost objectives and comparability of
cost data among contractors in similar circumstances."
The subcommittee responded by contending that
"general and administrative expenses which have no
directly measurable relationship to particular cost
MANAGEMENT ACCOUNTING /SEPTEMBER 1975

objectives as opposed to a business unit as a whole
can have little or no beneficial or causal relationship
to business unit final cost objectives."
The point was made that the CASB should recognize that G & A expenses have traditionally been
characterized as period costs through conscious
choice rather than as a result of random happenings,
to wit:

"the Board on
numerous
occasions
has been
responsive.

(1) Conformity with GAAP because of a belief
that G&A expenses are usually devoid of causal or beneficial relationships to cost objectives.
(2) Managerial theory holds that such expenses,
because of their general nature and multi period character, should not be allocated for
they are generally beyond the control of
supervision of product cost centers.
(3) The conservative belief that G &A expenses
are not related to production and should be
charged against sales in hand as opposed to
prospective sales.
The foregoing reasoning leads to the subcommittee's conclusion that the Board should not
attempt to rationalize an arbitrary selection of a
method to allocate G &A expenses so at odds with
general practice. It cannot support the selection of
a cost input base to the exclusion of all other bases.
The subcommittee also remarked that the coverage of equitable adjustments found solely in the
prefatory comments is inadequate for the adjustments which must be made if the Board retains the
published approach to allocation. It was recommended that the Board define its concept of an
equitable adjustment and not leave the matter
completely to negotiation between contracting
officers and contractors.
In addition to the items mentioned above, the
MAP Committee has commented on a number of
CASB staff - prepared drafts on issues in early stages
of development. It would be inappropriate, however, to comment on these responses.
The Cost Accounting Standards Board has a
difficult, and an often unpopular, job to do. But in
this writer's opinion, it has been going about its
task in a professionally workmanlike manner. As
was noted in our August 1973 report, the Board, on
numerous occasions, has been responsive to convincing evidence in support of positions contrary to
those originally proffered.
The MAP Committee, through its subcommittee,
will continue to cooperate with the CASB by
evaluating its proposals as to impact and conceptual
soundness. The MAP Committee and subcommittee,
keenly aware of their roles as spokesman for the
management accountant, will not hesitate to register
agreement with merits of the CASB's actions.
Neither will they resist criticizing what are deemed
to be erroneously conceived notions.
Readers are reminded that copies of all MAP
Committee comments are available upon request
to Manager -MAP Development at the NAA national office.
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MEASURING COSTS
OF SOCIAL ACTION
Third Status Report of the Committee on Accounting for Corporate Social Performance

About 60 percent of the companies responding to an NAA
questionnaire are measuring both the additional initial and
operating costs of environmental and physical resource impacts
of their decisions. This is one of the preliminary findings of a
research study being conducted for, and under the guidance of,
the Committee on Accounting for Corporate Social Performance.
At a recent meeting the Committee reviewed the initial
report on this research project. As the next step in the ongoing
study, in -depth interviews will be carried out with selected,
cooperating companies. Information obtained in this phase will
be helpful to the Committee in developing objective systems
of measurement which may be used in assessing corporate social
impact.
Last year the firm of Ernst & Ernst completed its third annual
survey of corporate social information in annual reports. In
spite of considerable annual report attention given to such "hot
topics" as price controls, the energy crisis, and inflation, more
major companies presented social data than ever before. These
are the primary findings from the firm's survey of the 1973
annual reports of the "Fortune 500" industrials:

Number of Companies Making Social Responsibility
Disclosures
The number of companies making social responsibility (SR)
disclosures has increased in each of the years surveyed as noted
in the following tables:

Companies reporting SR disclosures
Companies with no SR disclosures
Reports not readily available

1973 1972 1971
298 286 239
198 206 226
4
8
35
500 500 500

There were 101 companies making initial SR disclosures in
1972 as compared to the 1971 reports while 54 deleted SR
disclosures. In 1973, there were 73 making initial disclosures
while 61 deleted disclosures.

Social Items Being Disclosed
The types of items being disclosed, as indicated by the
Ernst & Ernst survey, have been categorized according to guidelines originally developed for the 1971 survey. For comparisons
the following general categories and the number of occurrences
of reporting for each have been indicated:
60

Environmental Controls
Minority Employment
Responsibility to Personnel
Community Activities
Product Improvement

1973 1972 1971
277 214 197
88
70
312
64
43
125
196
75
57
67
58
28

The Ernst & Ernst review of social reporting practices for the
third year showed interesting trends. For instance, 159 of the
"Fortune 500" industrials have made at least some social disclosures in their annual reports for each of the three years. A
few, such as Eastern Gas and Fuel Associates, have presented
quantitative data for three years, thus allowing readers to compare social performance from year to year.
Many companies are still in the learning stage and prefer to
make no disclosure or only limited disclosure in the annual
report. Yet more and more companies are getting on the bandwagon— perhaps it is becoming something shareholders and
other annual report users have begun to expect.
The NAA Committee wishes to acknowledge the contribution of the firm of Ernst and Ernst in providing the above data
for committee use.

Two Studies Planned
A research study on social impacts in the natural resource
and environmental area is one of two currently in progress with
the objective of providing basic information for the Committee.
The other, still in the early stage, will concentrate on the area
of product and service contribution in the social area.
At the recent NAA Committee meeting two of the researchers working on the product and service impact measurements
study met with the Committee. Consideration was given to a
questionnaire to be submitted to selected, representative companies. The purpose of the questionnaire is to determine
if and how companies in this area measure the impact of decisions which extend beyond economic considerations.
There is no question that the level and tempo of concern
for planning, measuring and reporting of corporate actions
having social impacts are increasing. The Committee urges
NAA members to give it their ideas and suggestions. Particularly welcome are responses from companies which would be
willing to participate in research studies. All suggestions should
be addressed to the Committee Secretary, Donald E. Keller, at
919 Third Avenue, New York, N.Y. 10022.
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NEW ENGLAND REGIONAL CONFERENCE, Oct. 9 -11
change Commission.
Programs for spouses and children accompanying
NAA members to the conference also have been
arranged. The New England Council is planning a
golf tournament and tennis tournament if weather
permits. Members of the Stuart Cameron McLeod
Society will hold a reception and dinner in conjunction with the regional meeting.
James W. McLeod, past national director from
Merrimack Valley, is general chairman of the
regional conference. Clinton W. Bennett, past national president of NAA, is the honorary chairman.
For registration and more information about the
New England Regional Conference, write Nerina
Ball, Astra Pharmaceutical Products, Inc., 7
Neponset St., Worcester, Mass. 01606.
n

A three -day regional conference planned by the 21
chapters of the New England Council will be held
at the Boston Marriott in Newton, Mass., October
9 -11.
Governor Michael Dukakis of Massachusetts will
address the keynote luncheon on Thursday, the
first day of the conference. Other featured speakers
are Wilma Soss, founder and president of the
Federation of Women Shareholders in American
Business, Inc.; Alfred M. King, vice president —
finance, American Appraisal Co.; Charles A. Dana,
director, government accounting controls, Raytheon
Co.; Prof. Robert N. Anthony, Harvard Graduate
School of Business; Oscar Gellein, Financial Accounting Standards Board, and Clarence Sampson,
Jr., associate chief accountant, Securities & Ex-

MEMOREAL
ED U CAT N
FuND
"IN REMEMBRANCE OF"
a father, a son, a spouse, a partner

What better way is there to memorialize
someone whose career has been devoted
to Management Accounting?

Make a contribution to the NAA Memorial
Education Fund in remembrance of someone
special.
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To ensure your first year's supply at this special
rate please complete and return the coupon below.

i

The iournal of the Instituta of
F± ,Wales
Chartered Accountants in England

Special articles on
tax planning
economic trends
specialised industries

protecting your new
investm ents

o published accounts

the UK tax lags
C3

law and the public
accountant

mainly for students
in the news
c3 business machines

....

special

your

Plea se su p ply Acco u n tan cy (Th e Jo u r n a l of th e In st it ut e of
Ch ar te r ed A c co u n t an ts in E n glan d & Wa le s ) fo r o ne y ea r a t th e
special rate o f 318.00.
Nam e

coupon

Add ress .

J. T. St ep h en s , Pre sid en t, Eb s co In d u s tr ies In c,
1st Ave n u e No rth , 1 3th Str eet , Birm in g h am , Alaba m a 35203.

I

i

To all members of the National Association of
Accountants, Accountancy, the Journal of the
Institute of Chartered Accountants in England &
Wales offers a full year's subscription for only
$18.00 (normal rate $23.00) by surface mail.
Published monthly.
Accountancy covers matters of interest to
all accountants, be they in practice, industry or in
public service.
Specific sections cover the latest news in
the accountants' world, tax, law, finance,
investment, management, practicing accountants
page, and business machines.
Each month Accountancy focuses on a
certain subject of particular relevance at the time,
for example in April 1975 we looked at
protecting your investments from inflation, and
each month it carries a number of feature articles
on a wide span of relevant subjects.
A further section is entitled `mainly for
students' and covers a variety of subjects of specific
help to all students of Accountancy.

lltcguntoniv

aSpecial
Intradu[tory
offer of
Accauntaniy
forYOU

PLE AS E US E C AP ITAL
LE TTE R S

an

SWISS
CHAPTER
PROSPERS
From a dozen to 80 members in three
years, Swiss Chapter in Zurich has
grown into a healthy international
unit with well planned, well attended
technical meetings.

Illustrative of the vitality of some NAA international chapters is the Swiss Chapter in Zurich. At
its last general meeting in June, some 50 members
and guests heard Dr. V. Bataillard, founder and
principal of the Swiss Institute of Economics and
Business Development, urge the introduction of a
Swiss degree for controllers. His thesis reflected
the importance that European business accords to
the concept of controllership. E. K. Briner, one of
the founders of the chapter, reports that the attendance included representatives from the U. S.,
Switzerland, United Kingdom, the Netherlands,
Germany and Liechtenstein. At right is the newly
elected board; below are some scenes from the
meeting.

New Swiss Board in Zurich: L. -r., H. von Mandach; E. K. Briner;
Steven E. Kraft, president; Emil R. Stolz; Martin N. Steiner;
Hans Loretz; Werner Gass, and David K. Starr.

Dr. V. Bataillard makes a point on
his topic, controllership.

Ernst K. Briner (left), presents replica of an old
Swiss tankard, and thanks, to outgoing President Adrian Haeberli.
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Chapter/ Member News
Emeritus Life Associates
Th e designation of Eme ritus Life As sociate
is made available to retired members w ho
ha ve had 20 y e ar s of activ e service, or te n
years of active service including five years
a s a n elected na tiona l or chapte r of f icer or
director. Thos e so designated are relieved
from payment of annual dues. T h e intent
of this prov ision of the By -Laws is to recogniz e the debt w hich the As sociation owe s to
membe rs of long standing.
SIDNEY

A. BECKER, Member -at- Large,

USA.

D. P. BR ODER IC K, Portland - Willamette.
HAROLD L. Cox, Sangamon Valley.
Reading.
DO UG LAS F . HA MP S O N , Atlanta North,
past president.
RO BER T F . H A M M E N , Milwaukee.
W . DA V IS HU N NI C UT T , Columbia.
E. E. ISAAC, Indianapolis.
FR ANK
JANTAC,
Northwest Suburban
Chicago.
C A R L P . KE C K LE Y , Bridgeport.
LE O NA R D E . KI E F F E R , Buffalo.
W I L L I A M R . L . KIMB R O U G H, 'Albuquerque.
J. H. L AWSON, Fort Wayne.
L L O Y D A . NEL S O N, Washington.
H A R R Y E . P I R T L E , Mid- Florida.
H E N R Y V . R A T H , Central Arkansas.
LEO G . R AP P O L I, Massachusetts North
Shore.
C HA R L ES R I NDE R L E, JR . , Los Angeles.
AR T HU R B. T O AN , JR . , New York.
G EO R G IA YAR BR O UG H, Washington.
C HAR LES L . G O R DO N,

Promotions and New Positions
G O R DO N L . EME R S O N, Albany, has been
promoted to controller, Dufresne -Henry
Engineering Corp.
D A N I E L R . KUNIT ZER , Battle Creek, has
been appointed assistant controller, L. S.
Good Co.
T H O M A S M . S ULLIVAN, Boston, has been
promoted to treasurer at Dufresne -Henry
Engineering Corp.
S HEL DO N J . flB O F F , Brooklyn, is now
treasurer of Pergamon Press, Inc. . . .
L. R. DEFAzio was promoted to vice
president and controller of American
Title Insurance Co.... P. A. McKEw,
chapter past president, has been appointed assistant director and controller of the
New York State Housing Finance Agency.
DAV ID E. CROSBY, Brunswick Area, has
been appointed cost accountant at Personal Products.
B4

PAUL G. STOLIC, Cleveland East, was
promoted to manager of the Canton
office of Brubaker, Helfrick & Taylor.
. . . BR UC E M .

SZABO is n o w a s s is t a n t

divisional controller for Alco Standard
Corp.
JAMES C . NEL S O N, Colorado Springs Pueblo, has been named division auditor
for Colorado Springs by Affiliated Bank
Shares of Colorado.

ing

and

KE I T H

R.

R ENI C K,

manager —

accounting.
R . D O U G A L C R O W E , H a w a ii , i s n o w c o n -

troller at Alexander & Baldwin, Inc.

Houston, has been
promoted to manager, management accounting, Armco Steel Corp.... HUco
F. TORREs-GOMEZ was named administrator and controller, Base Camp,
Oriente, Ecudador, for OKC Petroleum
Two Columbus members have been International, Inc., subsidiary of OKC
named at Greif Bros. Corp. LLOYD D. Corp. . . . C HAR LES C . W E N C K Is n o w
BAKER is vice president, and DAVID L.
regional controller, Houston Region, of
THOMAS was promoted to controller.... Hospital Affiliates, Inc.
AL E X J . G A A L is now secretary- treasurer
EL L IS , Joplin Tri -State, was named
of Blue Flag Enterprises. ... THOMAS L. F.
treasurer of Tamko Asphalt Products.
F . M I L L E R has been promoted to presiKE N N E T H H . G I L B ER T , K n o x v i ll e , h a s
dent of Central Homes, Inc.
been promoted to assistant vice president
W I L L I A M C. BAIR, Dayton, was proand
auditor by the Park National Bank.
moted to vice president, finance, of the
French Oil Mill Machinery Co. . . .
KEN NE T H E . J AR R E T T ha s b e en p r o m o t ed

to vice president, finance, Systems Research Lab, Inc.... RICHARD L. LAKE
was promoted to assistant secretarytreasurer of Dolly Toy Co.

� i

R UDY W .

P R EM E T Z ,

M.
JO NES , Lansing- Jackson
past president, was promoted to administrative associate dean, College of Business, Michigan State University.

G AR DNER

PATR IC IA R. WOODS, Lima, has been
promoted to office manager, Terry & Jack
Neon Sign Co.
R O BER T L . HE N N I N G , L o s Angeles, is
now controller for AB Optimus, Inc., .. .
LAR RY E . SUNDER LAND is accounting
manager with Lau Industries, a division
of Philips, Inc.... W. BOB TURNER has
been promoted to executive vice president of Wyndon Corp.

T.
S H EE H EY ,
Member -at- Large,
USA, has been appointed associate of the
firm of Joseph S. Ward and Associates,
T E R R Y M . F O L E Y , Detroit, has been promoted to assistant vice president of Ad- Caldwell, N. J.
T H O M A S J. PET ER S O N, Milwaukee, has
vance Mortgage Corp.
been promoted to controller, Vilter Mfg.
JOHN R. PAYNE, Evansville, has been
named controller of Diversified Elec- Corp.
tronics, Inc.... PAUL A. SCHMITZ was DAV ID L. PETRY, Morristown, has been
promoted to assistant treasurer and as- promoted to assistant vice president in
sistant controller of Southern Indiana the consumer lending division of American National Bank — Trust.
Gas & Electric Co.
C AR O L R. KECK, Mohawk Valley, has
JACK D . HA T F IE LD , Fort Lauderdale, recently was named treasurer of Gore been promoted to assistant auditor at
Newspapers Co., in addition to his du- Bank Of U t i c a . . . . R A L P H M . R IS LEY
was named president and general manties as controller.
ager
of the Utica Div., Kelsey-Hayes....
FR ANK R . W O UDS T R A, Grand Rapids,
E . S INNO T T was named assistant
Tom
has been promoted to controller of Foretreasurer of the Bank of Utica.
most Insurance Co.
EDW AR D R. CORCORAN, New Orleans,
Two Greater Topeka Area members
has been named comptroller of Acadian
have been named at Goodyear Tire and
Marine Service, Inc.
Rubber C o . R O BER T L. MARTIN was
T H O MA S J . M C D O N A L D , New York, has
promoted to assistant manager— accountPERRY
New York

CASTELLO
Reading

ROY
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been promoted to director of production
control, costing and customer service,
Apparel Fabrics Div., West Point Pepperell.... A. RICHARD PERRY has been
named vice president, finance, the Flint kote Co.

San Diego East
County, has joined Trepte Construction
Co, of San Diego as assistant controller.
. . . PAUL D. ROBINSON, chapter president, has been named controller of Dave
Martin Supplies and Trucking of Santee.

A N D Y T . T H O R N,

DA VI D H . S I LV E R N ,

North Texas, has been
promoted to division controller of Specialty Products with Alcon Laboratories.

ST E V E N G . M A R T I N ,

San Fernando Valley,
has been appointed vice president of
Chicago Pneumatic Tool Co.... ROBERT
J. H E A L Y w a s n a m e d as s is tant
corporate
controller of Kerr Glass Mfg. Corp....
W H I T F. ROBINSON has been appointed
assistant controller of Fluor Pioneer, Inc.

LES M. BLANK, Oakland -East Bay, has
been promoted to assistant controller of
Cutter Laboratories. . . . ROBERT C.
BR IC CA was named controller of Super
Strut , I n c . . . . R A Y M O N D D . C R AW F O R D DO NA LD G . HAV ER , San Juan, is now
is now manager of cost accounting of president and general manager of R. J.
the California Pellet Mill Co.... KURT Reynolds Tobacco Co. of Puerto Rico.
J. FRAENKEL was named controller, J. E.
Two Sheboygan Lakeshore members have
Higgins Lumber C o . . . . KE N NE T H S.
been promoted to A & P Tea Company's
GARRETT recently was promoted to vice
National Dairy Div. RIC HAR D A . KATTpresident— finance of Yuba River LumNER
was promoted to administrative vice
ber C O . . . . JAMES H . W A L K E R , 111, is
president, and R O NALD A . M U E L L E R ,
now vice president of the Security Nadivisional controller.
tional Bank.
W A YN E

B. FACE, Peninsula -Palo Alto,
has joined National Semiconductor as
general accounting manager.
R O BER T S . C A P I N ,

Pennsylvania Northeast, has been appointed acting president
of Wilkes College.

JOHN T. NEAs, Tulsa, has been named
vice president and treasurer of National
Petroleum Sales.... ROGER M. WORT HA M

is now a manager with Haskins &

Sells.
RO BER T R . P EE K, Ventura County, has
been promoted to corporate controller,
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G EO R G E

R.

HAR P E R ,

JR . ,

VI N C E N T

D.

P ELL EG AI NI,

Piedmont
Winston -Salem, was promoted to manager of international accounting and
budgeting, R. J. Reynolds Tobacco Co.

P . C AS T ELLO ,
national director
from Reading, has been promoted to vice
president and general manager at Kooly
Kupp, Inc.
ANT HO NY

J,

F R E ED MA N,

Rochester, is
now manager of accounts receivable,
Pfaudler Company, Div. of Sybron Corp.
. . . LES LIE J. KNox was promoted to
coordinator of procedures and record
services in the comptroller's division of
finance and administration at Eastman
Kodak Co. . . . HAR R Y P . M E I E R h a s
been promoted to controller, and W A L
TER W . MOTYxA has been named vice
president and treasurer, Caldwell Man ufacturing Co.
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Providence,
has been appointed vice president —finance of the Lang Jewelry Co.
H. BINS, Racine - Kenosha, is
now assistant controller for Frito-Lay.
JAMES R. LARSEN has been named
...
payroll supervisor at S. C. Johnson.

o

om

BARBARA

R. DO Y LE , Peoria, has been
elected corporation secretary- treasurer of
L. W. Thomas Roofing and Mid - Illinois
Distributing.

D

With WIS inventories, you have all the information you need
well in hand! We guarantee accuracy, and can provide you
with the exact type of inventory you need, including instant
total calculator service or a regular recorded inventory. Call
one of our area managers near you for full information . .
there are more than twenty fully- staffed WIS offices
nationwide.

( D
WMING'TONINVENTORYSERVICE
SINCE 19S3
Home Office: 7150 El Cajon Blvd., San Diego, Ca. 92115 (714) 461 -8111 Other
offices nationwide: Anaheim / Atlanta / Chicago I Dallas / Denver / Detroit ! Hayward / Houston I Kansas City I Phoenix / Portland / Reseda / Riverside / Sacram ento / S t. Louis I Santa Clara / Se attle / Sp o kane / Te m p le C ity I
Washington D.C.

Circle 24 on inquiry card.
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Infrared Industries, Inc.
Washington TriCities, has been promoted to budget
manager at J. A. Jones Construction Co.
. . . KUR T K . LEES ER IS now controller
for Pacific Northwest Laboratories.
DAR R E LL

G.

PATR IC IA

P.

FELCH,

DO UG LAS ,

national director from
Western Montana, has
been named assistant to
the president of the University of Montana for
public affairs liaison. She
is also director of the
DOUGLAS
Center for Continuing
Education and Summer Programs.
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ROBERT F. LINK, Youngstown, has been
promoted to director of finance and
group controller at the manufacturing
group of Republic Steel Corp.
F AR R ELL, Westchester, has
been elected vice president and controller
of B & B Packing Co., a subsidiary- of
Kane - Miller Corp.
EDW AR D V .

York past president,
has been promoted to chief financial
officer of Brooks Shoe Manufacturing Co.
DEL F . MUMMER T ,

In Memoriam

ao

ADAIR, 45, Member -at- Large,
Australia, 1966.
SAM E. ALEXANDER , 33, Asheville, 1966.
W I L L I A M E . BER NDT , 7 5 , Rochester,
1929. Emeritus Life Associate.
C L YD E W .
C HAS E, 62, Pennsylvania
Northeast, past president, 1946. ELA.
F. L. FOLEY, 56, Member -at- large, USA,

ENGCFMAA/,

HAR R Y

1949.
ER NES T

H.

G R IS W O LD,

87,

Southern

Maine, 1920. ELA.
LES LIE S . HI BB O T T , 6 8 ,

Chicago, 1950.

ELA.
KA R I M G . K H O U R I ,

62, Member -at- Large,

Algeria, 1945.
DO N ALD G . L E E , 5 0 ,

St. Paul, 1967.
F. N . L E I T N E R , 53, Essex County, 1953.
P. J. Lojo, 81, Oakland, 1941. ELA.
F R ANKLIN H . MAR KLE Y, 7 4 , Member -atLarge, USA, 1938. ELA.
C. W. REED, 60, St. Louis, 1952.
C HAR LES A. RICH, 53, Massachusetts
North Shore, 1952.
REx E. SEWICK, I11owa, 1974.
C HAR LES H . S H EL I NE , 6 1 , Springfield,
1971.
J. F . S C H M I D T , J R . , 5 7 , Jackson, 1950.
P AUL E . W A T E R S , SR . , 5 7 , Savannah,

"You say you're good with figures, so is a pocket calculatorl"

between United States ports.
Food and Drug Administration regLed by President Ford, many people
ulations, together with certain acts of
inside and outside government recentIv have focused attention on the regu- Congress, have changed the U. S.
latory agencies and their unintended from a leader to a substantial laggard
harmful effects on the economy. W. in developing new medicines. The
Allen Wallis, chairman of Tax Foun- U. S. was the 41st country in to the
dation's Board of Trustees, in a world to approve the antimania drug
speech outlined some of the "Catch lithium carbonate and the 51st to
22" paradoxes that plague the econ- approve the antituberculous drug
rifampin.
omy.
A company that advertised that
For example: There is a shortage of
natural gas in New England and sur- "The Future is Yours If You Do
plus gas in Alaska, but the only ships Business with Us" was forced to subcapable of carrying it are registered mit costly research findings, verified
under foreign flags, and foreign -flag data, and other legal proof that the
❑
ships are not allowed to carry goods claim could be substantiated.

Costly Contradictions

1974.
66
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JUST PUBLISHED.. .

Management Reporting
Under Inflation

TWO -PART INFLATION FIGHTER SERIES

I Hl• DILATION TAI. FM7MA -P.AR I ?

PART I

Managing Price Level
Accounting

Managing Price Level Accounting
THE i\)_LAHON fJ[LFMM -1'Alt l_I

PART 2

Management Reporting
Under Inflation
Everything you want to know about managing the
inflation dilemma is in these two volumes — selected
from several hundred articles as the very best of their
kind published originally in the NAA BULLETIN and
MA N A G E M E N T A C C O U NT I N G .

No . 7 5 8 0

$4,95

Th e r e a r e 4 2 a r t i c l e s i n

all, including some that have become classics in the
literature of accounting, such as "What Is Accounting
Accounting For — Now ?" by William Blackie of
Caterpiller Tractor Co.
No . 75 79
$4,95

Other recent publications available from NAA
SOME EFFECTS OF PARTICIPATIVE BUDGETING ON
MANAGERIAL BEHAVIOR
By Robert J. Swieringa
and Robert H. Moncur

SOMEEIfECTS
OfPARTICIPATIVE
BUDGETN
I GON
MANAGERA
IL
OfNAVIOR

Results of a study des igne d to de term ine
the link b etwe en a co mpany's us e of
partic ip ative budg eting and the be havior
of its m anagers. The authors belie ve that
the concep t o f m anagers having c ertain
"budge t- oriente d b ehavior" of fe rs a new
view o f budg eting, a f ulle r ap prec iation
of its inhe re nt s tructure, and a broade r
conce pt of its ro le and like ly ef fe cts.
No . 7 4 7 5

CONTROLLING AND
ACCOUNTING FOR
SUPPLIES
By Thomas J. McCarthy
and Thomas L. Morison

CONTROLL
N
IG
AND
ACCOUNTN
IG

Discusses the growing necessity for

fOR

sup plie s invento ry m anage me nt and
of fe rs m ethod s of imp roving the
control and acc ounting f or s up plie s.
Two case studies are designed to
guid e reade rs in d eciding which
metho ds would b e app licable to
their businesses. This rep ort beg ins
a new research series to replace
Accounting Prac tice Reports No s. 1 -16.

SUPPLE
IS
®

$9,95

-o : NA T I O N A L A S S O C I A T I O N O F A C C O UN T A N T S
S P E C I A L O R D E R D E P A R T ME NT
9 1 9 T HI R D A V E N UE , N E W Y O R K , N. Y. 100 22

No , 75 76

T itle
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kddress

Catalo g No. Unit P ric e I Qty.

State

Zip

am enc los ing

CHECK: Personal

Company

7579

$4.95

X

$

Pa r t 2 - M an a ge me n t Re .
po r t i n g U n d e r I n f l a t i o n

75 80

$4,95

X

$

$8,95

X

$

No nm e m b e r

Member
Ac c o unt No .

] P le as e se nd c atalog /orde r fo rm o f all public atio ns
curre ntly availab le f ro m NA A ,

So me Ef f e c ts o f
Pa r t i c i p at i ve Bu dg et i n g

74 75

$9,95

X

$

C o n tr o l li n g a n d A o c o un ti n g f o r S up pl i e s

75 76

$4.95

X

$

--

MO N E Y O R D E R
]

To tal Pric e

Pa r t 1 - M an ag i n g Pr i c e
Le ve l A c c o u n t i n g

Par t 1 & P ar t 2
( Set)

;i ty

$4 .9 5

TO TA L
BO OK S

—^S UB T O T A L $
ME MB E R
DI S C O UNT 1 0 %

TOT AL (gros s)
Ship p ing (Ad d 1 0% on all o rd e rs to talling
$15.0 0 or less; ad d 5% o n all o rd ers to talling
SHIP PI NG
more than $1 5.0 0)
ENC L O S E R E MI T TA NC E ►

(O R D E R F O R M MA Y B E P HO T O C O P I E D T O A V O I D C UT T I N G T HE P A G E )
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"You need good accountants more
than you ever needed them before'."

ACCOUNTING, FINANCIAL, BANKING
COLUMBUS, OHIO
88 East Broad Street
1614) 221 9300
D ALLAS
2001 Bryan Tower
(214) 742. 9171

ALLENTOW N
1401 Cedar Crest Blvd
121514391506

DENVER
2 Park Central
13031 6291010

ATLA NTA
3379 Peachtree Rd., N.E.
1404) 233.2416

D ETROI T
670 Honeywell Center
Southfield
13131 559.1212

BALTI MORE
The Quadrangle —Cross Keys
(301) 3237770
BOSTON
140 Federal St.
(617) 4236440
BUFFALO
1310 Liberty Bank Bldg.
1716) 842 -0801
C HARL OTTE

EDP PERSONNEL SPECIALISTS.

LONG ISLAND
420 Jenchu Turnpike
Jericho
(516) 8228080
LOS ANGELES
3600 W ilshire Blvd.
(213) 386 -6805

SAN JOSE
675 North First St
(408) 2939040

OMA HA
7101 Mercy Rd.
1402) 3978107
ORANGE, CA.
500 Sou Ih Main Si.
(714) 8354103

SC RANTON
Connell Budding
17171 961 5821

LOUI SVI LLE
680 South 4th St.
(5021589 -6657

PHI LAD ELPHI A
2 Penn Center Plaza
12151568 -4580

SEATTLE
1215 Fourth Ave.
(2061624 -9000

MEMPHIS
South Main 51.
9 01) 523 -6950
19

PHOENIX
3225N Central Ave
(602) 264 -6488

STAMFORD , C T.
111 Prospect St.
(203) 3254158

PI TTSBURGH
Gateway Towers
(412) 4715946
PORTLAND, OR.
1 S.W . Columbia
(503) 222 -9778
PROVID ENCE
400 Turks Head Bldg.
(401) 274.8700
ST. LOUIS

TAMPA
1311 N . Westshore Blvd.
(813) 876.4191
W ASHI NGTON, D, C.
7316 Wisconsin Ave. N.W .
1301) 6521960

7733 Forsyth Blvd.
Clay ton
1314) 7271535

LONDON E C 2, England
17 Finsbury Square
01 683.4394

(

ALBUQUERQUE
2201 San Pedro N.1
(5051 2665557
ALEX AND RI A
5001 Seminary Rd.
(703) 931 3600

&

As strange as it may seem, there is a current shortage of accountants.
Our Robert Half offices are as busy as ever providing skilled financial talent to meet unusually
challenging business conditions.
The next time you need a competent controller, auditor.. accountant or bookkeeper... call a Robert
Half specialist.

4801 E. Independence Blvd.
1704) 535.3370
CHIC AGO

IND I ANAPOLI S
921 East 86 St.
(317) 253 -5545

MI AMI
1190 N.E. 163 St.
North Miami Beach
13051 947 0684
MI LW AUKEE
777 East Wisconsin Ave.
1414) 2719380
MI NNEAPOLI S
80 South 81h St.
(6121336- 8636
NEW ARK
1180 Raymond Blvd,
1201) 6233661

333 N. Michigan Ave.
(3121782- 6030
C I NC I NNATI

KANSAS CITY, MO.
127 W est 10th St
(816) 474 -4583

NEW YORK
330 Madison Ave.
1212) 986 -1300

SAN DI EGO
525 " B" Street
17141 2399001

TORONTO, Canada
15 Tor onto St.
14161 868 1314

606 Terrace Hilton
(513) 621 -7711

LANCASTER
8 North Queen St.

OAKLAND
1330 Broadway

SAN FRANCI SC O
111 Pine S1

C LEVELAND
1367 E. 6th St.
1216) 621 -0670

1717) 299-5621

(415) 763 -4104

(415) 434 1900

VANCOUVER, C anada
535 Thur low St.
1604) 688.7726

ENCINO, CA.
16661 Ventura Blvd
(213) 9950701
HAR TFO RD
111 Pearl St.
(203) 278.7170
HOUSTON
1200 Central Nat'l. Bank Bldg.
(713) 228 -0056

RO
FE

E RT DALE

SOMMEL AGEOCIES
Circle 25 on inquiry card.

W I LMI NGTON
1102 West St.
1302) 6523244

