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PRESIDENT'S PERSPECTIVE

Ensuring the Future
No one person, organization or even government can ensure
the future. But through the use of a little foresight based upon
sound experience from the past, it is possible to maximize
your opportunities and minimize business and personal risks.
Preparing for the future now is the best way of ensuring a
prosperous tomorrow.
NAA helps you to secure the future, as much as is humanly
possible, in two ways.
First, the Association helps to ensure your future career by
keeping you up to date in accounting and finance. Essentially,
this assurance is based upon a transfer of knowledge through
such channels as Management Accounting, CEP, LEAP, SSP,
In -House Programs, Symposia, MAP Statements, etc.
Second, NAA helps to insure your future through a number
of low -cost insurance plans. They include Life Insurance, InHospital Indemnity, Accident Insurance, Income Protection
Plan, and an Excess Major Medical Plan.
Available only to members, these plans utilize mass
purchasing power. As a result, the cost can be lower than you
would pay for similar individual -type protection. In addition,
the plans can be used to protect your family at low cost, too.
Career assurance plus personal and health insurance add up
to a powerful package of benefits for NAA members who want
to prepare for tomorrow today.

LAFE P. FOX
President, 1975 -76
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A LOOK AT EMPLOYEE RETIREMENT BENEFITS
By Richard F. Bebee
Several requirements of the Pension Act are reviewed and discussed. The author
concludes that every existing qualified employee retirement plan will probably have
to be revised to maintain its qualified status.
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EMPLOYEE RETIREMENT INCOME SECURITY ACT
By Frank J. Sprtel
This article points out some of the important considerations that should be reviewed
before or during the selection of fiduciary liability coverage.
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EARNINGS STATEMENT FOR PREDICTION, COMPARISON,
AND EVALUATION
By Henry T. Weathers and Carole A. Cheatham
A major objective of financial reporting is to provide a statement of periodic earnings
useful for predicting, comparing, and evaluating enterprise earning power. Such a
statement is described in this article.
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CASH MANAGEMENT AND THE CASH CYCLE
By Hampton C. Hager
Good cash management requires an examination of the company's cash cycle. How
to break down the cash cycle is explained in this article.
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USER CONTROL OF DATA PROCESSING
By Harry L. Brown
While it is generally recognized that there must be some semblance of logical
development in the processing of data, this article proposes that the only realistic
and dependable control resides with the user.
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BEING AUDITED? MAKING IT EASIER IS UP TO YOU
By Richard G. Wolf
If the auditor is a harbinger of embarrassment to you, remember: The discomfort is
probably mutual. You can help yourself by assisting the audit staff in many diverse
and logical ways.Making their job easier makes them easier on you.
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LOOKING AT THE AUDITOR ROTATION ISSUE
Alan J. Winters
Much attention has been afforded the issue of auditor rotation, but generally with a
somewhat myopic view. To get a clearer view, a broader inspection is necessary.
By
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DATA BASE CONSIDERATIONS FOR ELECTRIC UTILITIES
By Lester E. Heitger
One of the most distinguishing characteristics of an electric utility is that it operates
over a large geographical (franchise) area. For such an operation, the author suggests
that the organizational information system be designed around a geographic data base.
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PROFIT ANALYSIS IN THE READY -MIXED
CONCRETE INDUSTRY
By John W. Winkworth
Making a profit analysis is no different for a small business than it is for a large one.
One must look to sales forecasts, market share, and trends in order to budget
operations which will produce a profit.
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Copper is produced mainly from low -grade ore out of small mines; it is usually
custom smelted and refined; it faces competition from aluminum, steel, and plastics;
and its price is constantly fluctuating; yet it is never out of demand.
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Many of the so- called differences can be, and are, in fact, handled by recognizing
the patient as a product of the hospital plant.
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AN ACCOUNTING GUIDE FOR RETAIL LAND SALES
By Clarence R. Rabas

The accounting guide here described is difficult for the average investor to
understand, says the author. Until a simpler, more consistent method of accounting
for retail land sales is developed, however, the present guide is the best alternative.
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Current government accounting practices discourage actions which could lead to
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encouraged and the dysfunctional effects of the current system reduced.
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ERISA and Its Ramifications
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It hasn't been around long but the Employee Retirement Income
Security Act of 1974 (ERISA) has created, and is continuing to create
many problems for accountan ts and lawyers. A major act of social

legislation, it cuts through the pension plan jungle and, for the first
time, says what companies can and cannot do if they have pension
or employee benefit plans.
In this issue two authors discuss some of the implications of this
p ie c e of legislatio n . O n e au t h o r su gg ests that it will b e y e a r s be-

fore the final interpretation of its more complex provisions is resolved. Accordi ngly, h e believes that a company co ming un der the
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Act's provisions should secure proper protection.
W h ile Fran k J. Sp rtel e m p h a s iz e s in su ra nc e c o ve r a ge in "E m -

ployee Retirement Income Security Act," Richard F. Bebee focuses
on s o m e of th e h ig h ligh ts of th e Act as it affects em p lo ye r s . His
artic le is titled "A Look at Em ployee Retirem ent Benefits."
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plans. The Association's Management Accou nting Practices Committee contributed to the discussion of the issue through a position
paper, reacting to the Board's 159 -page discussion memoran du m.
Presumably, a financial accounting standard will be issued in the
near future.
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problems, there are also innumerable sid e issues with which managers will have to contend.
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accountants it presents a challenge to stay abreast of developments.
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LAST-CHANCE!
FINAL DAYS!
ACT NOW!
You can still sit for the CMA Exams June
9 -11 if DURING MARCH you:
Become a member of the Institute of
Management Accounting (if you aren't
now).
• Apply to sit for the examination.

Forms for applying to the Institute and to
sit for the examination are available from
the Institute of Management Accounting
(570 City Center Bldg., Ann Arbor,
Michigan 48108).
Required for acceptance to the Institute are a bachelor's degree or a satisfactory score on the
Graduate Admission Test. CPA's also qualify, as do holders of professional qualification
outside the United States comparable to the CMA or CPA.
Applications will be processed through March, so there is still time for those who act now.
The examination will be held in 28 cities making it easy for the candidate to find one
that's convenient.
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Letters

TO THE EDITOR

To Ignore Uniquely
Feminine Qualities...
Florence J. Darrah's article, "Intangible Feminine Assets," in the September
1975 issue Of MANAGEMENT ACCOUNTING
does not necessarily depict the attitude in
the business world of women accountants
or men's attitude toward accounting as
"men's work." Her article could have substituted manager, executive, or whatever
in the place of "accountant" and it would
have read exactly the same.
Ms. Darrah reflects on the general lack
of knowledge about supervision and management of the female on the job. It is
obvious that the presence of a female in
the labor force would inevitably affect
the operations of the business and the
process of management. Both males and
females who are concerned with managing a company, manufacturing a product,
selling a service, being employed as well
as employing and supervising other people
must master the special skills associated
with feminine interests, potentials, and
motivational responses. To ignore uniquely feminine qualities is to court management failure and invite economic disaster.
It is one thing to chuckle as Henry
Higgins sings, "Why can't a woman be
more like a man ?" in "My Fair Lady;"
quite another to have someone in the
next office who seems to say, "Why not
indeed!" The point is, though, that the
woman executive's behavior is not strictly
masculine; it is managerial: sometimes
showing all the best that that implies,
sometimes revealing the aggressiveness
that has so long been heralded as a
necessary quality for executive success.
Although promotion and hiring practices vary greatly in the business world,
to some extent with region, economic
conditions and firm practices, the personalities and attitudes of top level management reflect themselves throughout the
hierarchies of their organizations. The
personnel selection process, be it for accountants or other positions, tends to
reinforce this characteristic in many firms.
Managements tend to hire in their own
image. Correspondingly, workers gravitate
to some extent toward companies where
they can feel at home.
For men whose previous working relationships with women have been exclusively as the privileged half of a boss secretary team, therefore, having women
8

as colleagues can be an unsettling experience. (And even the boss - secretary
relationship is changing in many organizations.) Perhaps the simplest way to adjust is to treat woman managers as managers first and foremost, always bearing
in mind that an individual is an individual, no matter what sex.
Zelda J. La Follette
Controller
Dakota Saving and Loan Association
Sioux Falls, S.D.

A Point of View
If MANAGEMENT ACCOUNTING were an
optional part of NAA membership, I have
serious doubts as to whether it could survive. How can I make such a statement?
It is easy because it is true!
It is all too obvious that many of the
published articles are of no interest to
anyone except the author, but contain
diagrams, flowcharts and other items intended to make the article look good in
print.
The more interesting articles published
in the recent past are those addressing
themselves to the practical side of accounting. It is not surprising that these
articles were written by members in business, industry, and public accounting.
The other articles, which I consider to be
of dubious value, were authored by members of the teaching profession.
In this same period, approximately 35
percent of the published articles were
written by teachers. Judging from the
make -up of my own chapter —five teachers
out of 315 members —this is an extremely
disproportionate ratio by occupation.
I suggest that you place a one -year
moratorium on the publication of articles written by teachers and then attempt
to determine whether MANAGEMENT Ac
COUNTING has become more relevant to
the "here and now" of the profession.
Roger C. Emge, CPA
Evansville Chapter
Evansville, Ind.

Intends to Cite Articles
In my federal income tax classes, the
foreign tax credit has been a topic which

is difficult to cover. Two reasons contribute to this situation: First, the complexity of the credit, and second, the lack of
student interest in the credit.
I was very pleased, therefore, to read
Donald A. Calhoun's article, "The Foreign Tax Credit," in the September 1975
issue Of MANAGEMENT ACCOUNTING. Mr.
Calhoun explained the foreign tax credit
in a concise and easily understood fashion—so much for the first reason.
Then, the October 1975 issue of MANAGEMENT ACCOUNTING followed with Edward O. Ryan's "International Tax Problems and the Financial Officer ". Mr.
Ryan explained some of the problems
generated by the foreign tax credit and
provided practical reasons for the credit's
importance. Armed with this insight, I
was able to better illustrate why the credit
is critical to certain corporations and thus
stimulate student interest in the credit —
so much for the second reason.
It is my intent to cite these articles in
the future since they have made my job
easier. Thanks for these excellent efforts
and keep up the good work.
Ken Milani
Assistant Professor
University of Notre Dame
Notre Dame, Ind.

More Research Needed
In his article, "The Rebirth of Cost
Accounting," in the October 1975 issue
Of MANAGEMENT ACCOUNTING, Mr.
Robert N. Anthony states: "Although
Blue Cross had for years made payments
based supposedly on cost, they would
accept as valid any number the hospital
submitted. By contrast, the Medicare and
Medicaid people demand reliable cost
information, including a well worked -out
allocation of indirect costs."
This statement is an inaccurate generalization of Blue Cross reimbursement
procedures. There are a variety of reimbursement methods employed by Blue
Cross plans, many of which are not cost
based. In most situations where a Plan
reimburses a hospital on a cost basis, the
applicable cost data submitted by the
hospital is well controlled. Prescribed
forms, including established methods of
indirect cost allocation for reporting, are
required. In addition, hospital cost reports
MANAGEM ENT ACCOUNTINGIMARCH 2976

are subjected to audit examination by
either Plan auditors or an appropriate
State agency.
This is particularly true in Mr.
Anthony's home state of Massachusetts.
The State Rate Setting Commission and
the Blue Cross /Hospital reimbursement
agreement require submission of a uniform cost report from ever}l hospital. This
report is audited by Commission auditors
to determine the reasonableness of costs
reported.
I believe a more thorough research
effort by Mr. Anthony would have prevented his erroneous assumption about
Blue Cross payments of hospital cost.

for a fine article. I now feel there are
others besides myself in the "real world ".

men of literature. However, Ms. Frizelle
seems to equate the position of accountants today with that of the scientists.
John P. Zanetti
It appears to me that the proper posiNorthwest Suburban Chicago Chapter tion of the accounting profession is someBarrington, Ill.
where in the middle, between the pure
scientists and engineers and the pure
philosophers and other literary fields. As
a group, we are certainly laughed at by
Somewhere in the Middle
the mystics, philosophers and English
Pamela J. Frizelle's article, "Account- professors of the world. But we are also
ing and the Other World," MANAGE- looked upon with scorn by those at the
NIENT ACCOUNTING, October 1975, re- other end of the spectrum —the scientific
minded me of C.P. Snow's classic, The and engineering community.
Two Cultures and the Scientific RevoluIn fact, I would place our position
tion. This work discusses the dichotomy closer to the literary end of the range. By
between the scientific community and the
Continued on page 46

Charles R. Richards
Director of Health Care Services
Blue Cross of Massachusetts
Boston, Mass.

Personal Thanks from
the Real World
The article, "The Rebirth of Cost Accounting", by Robert N. Anthony, October 1975, on cost accounting (meaning
a system of measuring full cost) was a
most welcome document. In recent years
I have not read a more concise and complete case for "cost accounting ". There
were a number of points I thought important for myself and other readers of
MANAGEMENT ACCOUNTING who practice "cost accounting ".
1. A major point was struck by his reference many times to the "real world"
meaning "full cost ". This fact has so
often been avoided.
?. Responsibility accounting and "cost
accounting" are not mutually exclusive. Yes, we do need responsibility
accounting in order to control the
activity of responsibility centers; but
... in addition to full costs.
3. NAA has an opportunity to take the
lead in nurturing the rebirth of cost
accounting by new research in cost
allocation.
4. In colleges and universities it will
again become a respectable subject.
5. Perhaps I am reading something into
the article, but there is food for
thought when you reflect on the relationship of "full cost" in reference
to comments made regarding the Cost
of Living Council, SEC, CASB and
IRS. Should NAA follow or lead?
My personal thanks to Robert Anthony
Circle 2 on Inquiry Card.
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Touche Ross Urges Change to Current Value Accounting
"Current value is in the ascendancy, "Touche Ross & Co., believes and it has launched a nationwide campaign to bring about a change to current value accounting. In bringing its not
inconsiderable influence to bear on behalf of current value accounting, the CPA firm took
a position similar to that of Chief Accountant John Burton and the Securities & Exchange
Commission and rejected the Financial Accounting Standards Board proposal for financial
reporting in units of general purchasing power, or the price -level approach.
In a press release, Russell E. Palmer, Touche Ross managing partner, stated, "Current value
accounting counteracts the distorting effects of inflation. Reporting assets and liabilities at
current values reflects true economic profits —not illusory profits, the kind any number of
companies have reported recently, even while heading into bankruptcy." He added, "Inflation accounting has been the subject of too much rhetoric. It's time to solve the problem,
not just raise more questions. If we don't take action soon, business will be faced with a
severe credibility problem. The ability to raise capital continues to be a paramount concern
of business and an essential element in solving this problem is the need for meaningful
financial statements." The firm urges companies to experiment with the current value reporting format and in a 29 -page booklet presents a working model for such reporting.
Touche Ross also will hold seminars to focus attention on the concept.
In the Wake of New York City's Quasi-Default: A Search for Causes, Remedies
New York City's financial condition has created numerous problems for institutions and
individuals but its insolvent state also has begat an equal number of government and private
responses, ranging from investigations to explanations. The Financial Accounting Standards
Board, for example, has added to its agenda a project to determine the appropriate financial
accounting and reporting by a debtor and a creditor when terms of obligations are changed
in recognition of the uncertain ability of the debtor to make payment in accordance with
the original terms of the obligations. The Board frankly admits that New York City's financial situation was the principal factor leading it to take this action .. . In a related action, the Securities & Exchange Commission has begun an investigation of possible fraud
in the sale of New York City securities. The agency also proposed a new rule requiring
more disclosure about security holdings of companies, particularly banks ... According to
a recent Conference Board analysis, New York City's financial plight stems from the city's
failure to pay adequate attention to its eroding tax base while concentrating instead on rehabilitating the poor.
Truth in Government Accounting Bill Is Introduced
A bill which would require the Secretary of the Treasury to prepare and make public annual
consolidated financial statements for the Federal Government on the accrual basis of accounting has been introduced by Rep. Philip M_ Crane of Illinois. A report by Arthur Andersen & Co., issued last year, recommended that the Federal Government provide financial
statements on an accrual basis. (See January Data Sheet.)
MAP Comments on FASB's Employee Benefit Plan Accounting Project
The MAP Committee stated that it believed all types of pension and profit sharing plans, including plans of governmental units, should be subjected to the same accounting treatment
for reporting purposes. This policy position was stated by the MAP Committee in responding
to an FASB discussion memorandum, "Accounting and Reporting for Employee Benefit Plans."
Highlights of the MAP Committee's comments:
• The plan, not the fund, should be the accounting and reporting entity.
• The accrual basis is the most appropriate accounting for preparing financial statements
of employee benefit plans.
• Committee members unanimously agreed that market value should be used to account for
assets of employee benefit plans of the profit- sharing type. Most members agreed that
market value also is the proper valuation basis for a defined benefit (pension) plan.
• The accrued benefit cost method is the basis that most realistically measures the plan
obligation.
NAA Studies Measurement of Corporate Environmental Activity
Watch for the next NAA research study, to be published soon, on The Measurement of Corporate Environmental Activity. It is the first of a series.
For more Data Sheet turn to page 12.
10
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Withdraw Replacement Cost Proposal, MAP Urges SEC
In response to the SEC's proposal that certain replacement cost data be required in notes
to financial statements, the Management Accounting Practices Committee urged the Commission to halt further consideration of the proposal for three reasons:
* To allow the FASB to complete its Conceptual Framework project;
* To permit private organizations to conduct an in -depth research study of the concept directed
toward user needs and benefits, relevance to management, cost - benefit analyses, and working
guidelines necessary for uniformity, and
* To remove the spectre of firms having to prepare both supplemental replacement cost and
general purchasing power disclosure.
Security Pacific Bank Sees Growth Rate of 5.7% in 1976
An average annual growth rate of 5.7 percent was forecast for 1976 by Security Pacific
Bank, but the bank predicted that business will be cautious in expanding staff and payrolls.
Accordingly, the bank expects the unemployment rate to go down only slightly, about 7.7
percent as compared to last year's average of 8.5 percent.
U. S. Chamber of Commerce, 48 Firms Sue to Halt FTC Program
In an attempt to halt the Federal Trade Commission's controversial Corporate Patterns Report program, the Chamber of Commerce of the U.S_ along with 48 major companies has
filed suit in federal district court. The Corporate Patterns Report, which was initiated in
December 1974, requires certain large manufacturers to report detailed information on operations of their components according to industry category. The suit charges that the program
violates the Fourth and Fifth amendments of the U.S. Constitution, the U.S. Census Act and
other legislation.
New Auditing Standard Provides for 'Limited Review' of Interim Reports
A statement on auditing standards issued by the American Institute of CPAs provides guidance to independent auditors in making "limited reviews" of interim corporate financial
reports. According to the Institute, "A limited review would be made at a company's request,
but would not provide the basis for an independent auditor to express an opinion on the
interim financial statements. Its basic purpose is to enable an auditor to advise a company's
board of directors and management whether, based on the information obtained in the review, the interim report is presented in conformity with generally accepted accounting
principles." The review, the AICPA said, would consist principally of an analytical review of
internal financial data, inquiries of management involved in the preparation of interim data,
and evaluation of their responses. The statement applies to interim and annual reporting
periods beginning after December 25, 1975.
CPAs and Lawyers Compromise on Disclosure of Client Firm's Liabilities
A compromise between the two professions has been worked out over what a lawyer should
tell an auditor about undisclosed liabilities hanging over a client company. The lawyers,
represented by an American Bar Assn. committee, have agreed to accept greater responsibility to advise client companies as to when securities law requires disclosure of unasserted
claims, while the CPAs, represented by the AICPA's Auditing Standards Executive Committee,
have agreed that a lawyer need not comment on an unasserted claim unless the client company already has disclosed it to the auditor.
Financial Accounting Foundation Adopts New Associate Membership Plan
Charged with the responsibility for funding the Financial Accounting Standards Board, the
Financial Accounting Foundation has introduced a new associate membership plan. Under
the plan, all individuals or firms contributing $200 or more to the Foundation in 1976 would
be entitled to two gratis subscriptions to Status Report, plus automatic first class mailing of
all FASB Statements, Interpretations, discussion memoranda and exposure drafts.
Treasury Secretary William E. Simon Proposes Three Tax Reforms
In order to simplify Federal income taxes and make them fairer, Secretary of the Treasury
William E, Simon proposed three tax reforms at the Tax Foundation's Annual Dinner late
last year: First, halt "the relentless upward spiral in public spending." Second, eliminate
the double taxation of corporate earnings, a reform, he said, which already has been
adopted in one form or another in most of the major industrialized countries, Third, wipe
the slate clean of personal tax preferences, special deductions and credits, exclusions from
income and the like and impose instead a single, progressive tax on all individuals.
12
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A LOOK AT EMPLOYEE
RETIREMENT BENEFITS
The annual report must be published within 210 days after the
end of the plan's calendar, fiscal, or policy year; and it must
include complete financial statements as well as details of
employee welfare plans and employee pension benefit plans.

By Richard F. Bebee
When the government talks about a profit - sharing
or a pension plan, it is referring to a type of plan
which sets aside funds for the participants in the
plan. Each participant then reports as income the
payments he receives as he receives them (probably
at retirement) rather than at the time his employer
sets the money aside.' This arrangement is known as
a qualified plan under the new law which is aimed
at regulating plans so that the benefits contributed
by the employer are not paid -out to the participant
until sometime in the future. A primary reason for
this latter concern is the fact that many employees
have spent most of their working years with a given
employer only to find out at retirement that their
retirement plan either does not pay or is not what
they understood the plan to be?
If, however, an employer decides to pay an already retired employee who was not under a pension
plan while employed, both the employer and the
recipient report the amount in their current income,
one as a deduction from, the other as an addition
to. In this situation deductibility is guided by Section 162 of the Internal Revenue Code, Section
162, as it is currently interpreted, allows an expense
to be deductible if: (1) it is an ordinary and necessary expense, (2) it is reasonable in amount, (3) it
is not in violation of public policy, and (4) it is
incurred in carrying on a trade or business.'
Owner-Employees (Keogh Plans)
First, and possibly most important with respect
to owner - employee plans, the new law allows contributions to 15 percent of earned income to a
maximum of $7,500 with a minimum of 100 percent of earned income to $750. There are at least
two main effects from this change: on the top end,
highly paid professionals such as physicians will be
able to obtain an "adequate" pension plan without
having to form a corporation for only the expanded
qualified pension benefits; on the lower end, an
owner - employee with limited earned income (i.e.,
MANAGEM ENT ACCOUNTING /MARCH 1976

$750 or less) may set aside all his earnings in a
pension plan if he so chooses.
If the owner - employee makes excess contributions
(i.e., lie makes contributions to his plan above the
amount allowed by law), there is an annual six
percent excise tax for all contribution years beginning after 1975. The purpose of this non-deductible
tax is to discourage overcontribution. Also there is a
flat 10 percent penalty tax for premature distributions.
It should also be noted that there is a $100,000
limit on earned income under Keogh plans for purposes of computing the percentage that must be
paid to other employees. For example, if an owner employee receives a salary of $200,000 and a particular employee receives $7,500, the percentage
contribution that must be made for the other employee is 7.5 percent ($7,500/$100,000) rather
than 3.75 percent ($7,500, /$200,000). This is
obviously for the benefit of the low income individual working for a sole proprietorship, partnership, or subchapter S corporation.
Participation Requirements
Generally, an employee will become eligible upon
attaining age 25 if he has also completed one year
of service. However, if an employer provides immediate vesting upon participation, he may require
three years of service before participation. Further,
a pension plan may exclude persons within five years
of retirement. It is important to note that a "year
of service" generally does not include temporary
employees, or employees with breaks in service.

R. F. BEBEE
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Colorado.
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' It might be help ful to d is tinguish b etween " defined benefit p lans"
wherein contributions are d etermined to fund a stated benefit at
retirement and "d efined c o ntrib ution plans " wherein the benefits
at retirement are d etermined by the ac cumulation o f series o f co ntributions. T he former is a pensio n plan, the latter a profit - sharing
or
stock bonus plan.
7
Mo re o ften than no t the p lan is c lear o n what the b enefits are
but the employee does not understand the wo rd ing o f the p lan.
The new ac t is very c lear in s tating that the p lan mus t b e c o mmunic ated to the employee in und erstandable wo rd ing.
I
The area of emp lo yee benefits is b ro ad and includ es s uc h things
as riving away Christmas turkeys , providing a company - sponsored
gol course, buying nud ic al insurance or providing pension and
profit - sharing plans. Deductibility of such things as the turkey, golf
course, and med ical insurance are co vered by the Internal Revenue
Code S ection 162.
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"Vesting
occurs . . .
when an
employee
acquires a
nonforfeitable
right to the
employer's
contributions."

Vesting and Accrued Benefits
Vesting occurs at a point in time when an employee acquires a nonforfeitable right to the employer's contributions. Accrued benefits, on the
other hand, is the amount of benefits to which one
is entitled upon becoming vested. The amount of
the accrued benefits is governed by the relevant
provisions of the specific plan. Once an employee is
vested, he is entitled to accrued benefits which depend on (1) the plan involved, (2) who made the
contributions, and (3) why the contributions were
made. The new law provides three optional vesting
standards which can be used to determine the accrued benefits. These are designed to prevent socalled "back loading ", which means benefits accrue
rapidly only after an employee has had a substantial
number of years of service. The three vesting standards are:

Plan Termination Insurance and Portability

1. The "rule of 45" which requires 50 percent
vesting when the employee's age plus years of
service add up to the number 45, and an additional 10 percent for each of the five subsequent years. (The "rule of 45" thus allows for
plans to require five years of service for 100 percent vesting.)
2. The "5-15 rule" which allows 25 percent vesting after five years of service, an additional five
percent for each of the next five years, and an
additional 10 percent for each of the next five
years, so that an employee is 100 percent vested
at the end of 15 years.
3. The "10 -year 100 percent" vesting rule which
provides for no vesting during the first 10 years
and then 100 percent vesting at the end of 10
years.

The new law sets up the Pension Benefit Guaranty Corporation which will pay benefits to participants of plans which have insufficient funds. The
Corporation will be run by the Secretaries of Labor
(the Chairmen), Treasury and Commerce. Cur renty the Corporation is financed by a "head tax"
of one dollar per participant for single employer
plans and 50 cents per participant for multi –
employer plans for each full plan year.
The new law also introduces the idea of portability. It involves not only vesting as a claim to the
assets, but also to a transfer of assets. For example,
a person may get a tax -free rollover from an employer qualified plan to an individual retirement
account and vice versa, although it is not necessary
to use an individual retirement account to obtain
portability. However, portability will allow more
employees to establish a deferred claim to benefits.

In applying the vesting rules, it should be remembered that these are minimum vesting standards. And possibly more important, strict adherence to these standards may cause an otherwise
qualified retirement plan to be disqualified as discriminatory. This is especially evident with the 10year 100 percent rule where 90 percent of the
employees have left the employer by the end of,
say, eight years.

individual Retirement Accounts

Funding Rules and Requirements
The old rules required only that normal pension
costs and interest on past service costs be funded

Exhibit 1
FUNDING STANDARD ACCOUNT
1. Normal cost
2. Amortization of past service cost
3. Amortization of experience loss
(15 years)
4. Amortization of actuarial assumptions (30 years)
5. Amortization of waived contributions (i.e., waived by the IRS)
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annually. The new rules require funding of normal
pension costs as well as amortization of past service
costs and experience losses. Since past service costs
apply only to pension plans, the new rules do not
affect profit- sharing of stock bonus plans.
The new rules also refer to a "funding standard
account." The best way this can be explained is
through a "T account" approach. See Exhibit 1.
The funding standard account must be annualized.
If it has a debit balance, this is the amount that
must be funded; otherwise it is in good shape.
With regard to underfunding, the penalty is quite
stiff. There is a nondeductible excise tax of five
percent and if the underfunding is not corrected
within 90 days of an IRS notice, an additional
nondeductible 100 percent excise tax will be assessed!

An individual not covered by a qualified plan may
set up his own retirement plan. This does not
include persons covered by an employer plan or a
Keogh plan. The amount is 15 percent of earned
income up to $1,500 annually. An individual retirement account (IRA) may be established by an
individual, an employer, or a labor union. This
type of plan can probably best be thought of as a
miniature Keogh plan. An IRA may be established
as an individual retirement account, an individual
retirement annuity, or an individual retirement bond
plan. The account is similar to the Keogh plan in
that no distributions may be made before age 59V2
without penalties and benefits must start coming
by age 7032. Distributions are taxed in the year they
are received.

Taxation of Benefits
1. Employer's contribution
2. Amortization of
- - Amendments (30 years)
— Experience gains (15 years)
— Actuarial assumptions
(30 years)
3. Waived funding deficiency

The rule for maximum benefits under a pension
plan is the lesser amount of $75,000 or 100 percent
of the average of the three consecutive years of
Continued on page 16
• All new plain are affected immediate) ; wasting plain are affected
for plan years after December 31, 1975 and collectively bargained
plane are affected after the expiration
the current agreement but
sot later than December 31, 1980.
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MANAGEMENT ACCOUNTING/MARCH 1976

EMPLOYEE RETIREMENT
INCOME SECURITY ACT
It will probably be years before the final interpretation of its more
complex provisions is resolved. Meanwhile, it is prudent for
every company, subject to its jurisdiction, to secure proper protection.

By Frank J. Sprtel
The enactment of the Employee Retirement Income Security Act of 1974 (ERISA) has very broad
ramifications. The Act itself is many thousands of
pages long, and all pension plans, as well as most
employee benefit plans, come under its jurisdiction.
A few of the areas dealt with include funding, vesting, participation, and limits on contribution of
benefits to plan participants. In addition to pension
plans, other types of programs subject to ERISA
include surgical benefits, hospital care, accidents,
sickness, disability, unemployment, vacation, and
scholarship or training benefits. As you can see, the
probability of your company having liability in this
area is very high. It is, therefore, very important
that sound legal advice be sought before securing
insurance coverage.

to disclose to beneficiaries and participants of a
plan the nature of the benefit they are individually
and collectively entitled to. Failure to comply with
this provision of ERISA can lead to a penalty which
would have to be paid out of the fiduciary's personal
assets. Insurance policies generally do not cover the
payment of fines or penalties.
Another interesting fact is that, under Section
409(a), a fiduciary may become personally liable
to make good any loss to the plan arising from a
breach of his responsibility. Also, under certain
defined circumstances, a fiduciary may be held
personally responsible for a breach of duty by a
co- fiduciary or fellow trustee.
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Insurance Coverage
The number of insurance carriers offering
fiduciary liability is rather limited. The largest
foreign carrier is, of course, Lloyds of London.
Obligation of Fiduciaries
However, a number of domestic insurance firms of Wisconsin.
Since any established or contemplated plan main- various sizes are offering coverage. These include:
tained by an employer or an employee organization Aetna, GATX, CNA, Travelers, National Union This article was
comes under ERISA jurisdiction, that organization and First State. When considering any type of in- submitted through the
will be forced into active participation and concern surance coverage certain important points should Milwaukee Chapter.
over how its employee benefit programs are ad- be kept in mind. ERISA allows for insurance coverministered. Routine management roles will now age of a plan if the insurance specifically has retake on fiduciary or co- fiduciary responsibility. (The course against the individual who has committed a
definition of a fiduciary is very broad.) The Act breach of fiduciary responsibility. This rationale will
provides that every plan shall have a written instru- make the insured plan whole, but it could be rough
ment which shall provide for one or more named on a "responsible" individual's personal resources.
ERISA does allow an individual fiduciary to profiduciaries. However, an individual may be a
fiduciary even if he or she is not named. For in- vide his own insurance coverage. However, this can
stance, an individual may be considered a fiduciary: be expensive and, since the definition of a fiduciary
(a) if he exercises any discretionary control over is so broad, a part of an unaware employee's routine
the management of the plan or disposition of the could be defined as acting with fiduciary discretion,
plan assets, (b) if he renders investment advice for without the individual knowing it. The Labor Dea fee or has the responsibility to render advice, or partment has apparently recognized this problem
(c) if he exercises any discretionary authority or and allows the employing firm to pay the premiums
responsibility for the plan's administration. (The for this fiduciary coverage. Some insurance carriers
word discretionary is not defined in the Act; hence, have handled this problem by merely endorsing
its interpretation will become a judicial matter.
away the recourse requirement. Others have set up
The Act establishes an obligation on the part two types of policies: one policy would protect the
of the fiduciary to disclose the contents of the plans trust itself and retain recourse against the fiduciary;
or trust to the Secretary of Labor and to the I.R.S. the second policy would protect the fiduciary from
In addition to this, a fiduciary is under obligation a direct suit and also from the recourse provision
MANAGEMENT ACCOUNTING /M ARCH 1976
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"...

a fiduciary
does not
necessarily

have to be an
officer or a
director. . ."

of the trust policy. It is apparent that the Labor
Department has taken a favorable attitude towards
both types of policies. It is also a prudent corporate
decision to carry "errors and omission" coverage as
a complement to fiduciary insurance.
An additional approach to covering the fiduciary
liability exposure should be analyzed. If a firm has
directors and officers (D & O) coverage, it may be
a natural and convenient procedure to endorse it
to cover the liability created by ERISA. This would
eliminate potential conflicts between insurance
carriers as to who should respond in the event of a
claim. The only problem with this approach is
that, generally, only officers or directors are covered.
As noted above, a fiduciary does not necessarily
have to be an officer or a director, but could easily
be middle manager or someone on his staff who
may be directly involved with the management of
an employee benefit plan. Hence, a gap in coverage
could easily exist. In addition to this drawback,
there might be a problem with the deductibles
which, for D & O policy, are normally quite high.
If a lower level manager becomes involved in litigation because of alleged breach of fiduciary responsibility, this could result in an extraordinary hardship on him.
Before committing to an insurance policy, be
sure that the definition of named insured includes
both the plan or trust and any fiduciaries. If the

plan is not named in the policy then, in the event
of a claim, the policy may not respond. This could
be not only embarrassing but very damaging as
well; the government may look to the company's
general fund to make up any deficits that result
from litigation.
Another point which should be considered is the
right of subrogation. If a policy maintains this right,
it could be harmful to maintaining a good relationship with your bank or legal counsel. Not that the
company purchasing the coverage should also indemnify his professional advisors, but it could
prove to be embarrassing if the subrogation was an
automatic feature in this policy.
Legal fees can become a major portion of any
suit brought against a trust or trustee. It should
therefore be a prerequisite that the policy cover
these types of expenses. Some carriers have a unique
approach to this problem in that there is a separate
limitation of liability for legal expenses which
greatly extends the coverage.

Conclusion
ERISA will have far - reaching consequences.
Many of its facets will be tested in the courts. It
will probably be years before final interpretation of
its more complex provisions is resolved. Meanwhile,
it is prudent for every company subject to its jurisdiction to secure proper protection.
❑

A LOOK AT EMPLOYEE RETIREMENT BENEFITS
Continued from page 14
highest compensation. (The rule for profit- sharing
plan states that the annual contribution must be
the lesser amount of $25,000 or 25 percent of the
employee's annual compensation.) When benefits
are received as a lump -sum distribution, a new 10year forward averaging rule may be used to compute
the tax. Simply find the tax on one tenth of the
distribution, then multiply by 10 to find the tax.
To calculate the amount of tax on ordinary income,
multiply the tax obtained by the ratio of calendar
years of post -1973 participation divided by calendar
years of total participation.
The tax on other income is computed in the
normal fashion with the addition of the capital gains
portion (total distribution times the above stated
ratio). This taxable income may be computed by
either the regular tax, by income averaging or by the
alternative tax. Finally, the tax computed on the
ordinary income portion of the distribution plus the
tax computed on other income including the capital
gains portion of the distribution is the total tax.
One further change in the benefits is that if the
plan provides for annuity benefits, the normal form
of that annuity must be of the joint and survivor
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type. Electing joint and survivor benefits, however,
decreases the monthly benefit in order to allow for
the flow of benefits after the covered person dies.

Reporting and Disclosure Rules
Reporting requirements have been expanded to
cover in greater detail pension plans and other employee benefit plans. Specifically, the law mentions
the annual report and employee booklet. The annual
report must be published within 210 days after the
end of the plan's calendar, fiscal, or policy year, and
it must include complete financial statements as
well as the details of employee welfare plans and
employee pension benefit plans.
The employee booklet contains the names of the
administrator and trustee and information regarding
vesting, benefits and eligibility. Most important, it
must include a summary of the plan "... written in
a fashion which is understandable..." by the average plan participant.

Conclusion
The effects of the 1974 Pension Reform Act will
be widespread since every existing qualified employee retirement plan will probably have to be
revised to maintain its qualified status.
❑
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EARNINGS STATEMENT
FOR PREDICTION,
COMPARISON,
AND EVALUATION
Earnings are developed in stages which reflect the results of
completed earnings cycles, progress toward completion of
incomplete earnings cycles, and the portion of earnings arising
from changes in value.

By Henry T. Weathers and Carole A. Cheatham
The combination of estimates, allocations, and pre.
cisely measurable amounts reported in traditional
earnings statements usually conceals information
useful for predicting, comparing, and evaluating
enterprise earnings power. For example, the costs
reported are usually summarized by functional classifications, and omission of information about changes
in asset values as reflected in successive statements
of financial position limit the usefulness of the traditional earnings statement.' Therefore, to maximize
its usefulness for predicting, comparing, and evaluating enterprise earnings power, the earnings statement should (1) distinguish between precisely measured results and progress toward completion of
incomplete asset cycles, (2) explain the basis of
estimates so that a user may qualify the earnings
report according to his personal knowledge and
judgments, (3) summarize costs and expenses according to behavior patterns to help users predict
prospective cash flows, and (4) report the effect
of value changes on earnings.
Traditional Accounting Approach
A traditional earnings statement is presented
first as a basis for comparison (Exhibit 1). This
hypothetical example is typical of earnings statements which appear in current annual reports. The
most serious criticism of this statement is that it is
not very useful for predicting, comparing, or evaluating enterprise earning power. One reason is that
the precisely measured results of completed asset
cycles are combined with estimates of the costs of
incomplete asset cycles. This combination conceals
MANAGEMENT ACCOUNTING /M ARCH 1976

information that would permit users to :Hake personal judgments about the effect of estimates on
reported earnings. A second reason is that the functional classification of costs and expenses obscures
cost behavior patterns that are probably representative of prospective cash flows. And a third reason
is that the effect of value changes on reported earnings is not shown. This information would be useful in assessing the degree of uncertainty associated
with the incomplete asset cycles.
In the traditional earnings statement, costs and
expenses are usually functionally classified. Functional classifications ostensibly show the cost of
each major activity, i.e., costs incurred in manufacturing, selling, and administrative activities. The
most recent trend appears to be toward a single -step,
summarized earnings statement as shown in Exhibit
1. This presentation of costs, however, is not very
useful because it fails to distinguish between activity
and period costs. Activity costs tend to respond to
changes in manufacturing levels and selling efforts,
whereas period costs are deemed independent of
short - period fluctuations in manufacturing and selling activities. Exhibit 2 shows a rough approximation of the probable effect on earnings of an assumed change in activity.
The effect on earnings of changes in asset values
is also not reported in traditional earnings state.
ments? An exception is the practice of showing

IIbI
H. T. WEATHERS
Corpus Christi Chapter
(Northeast Mississippi
1972), is Professor
of Accounting and
Chairman at Texas A &I
University, Kingsville,
Texas. He holds a
B,S.C. degree from
Spring Hill College,
an M.B.A. degree from
the University of
Houston, and a Ph.D.
degree from the
University of Missouri
at Columbia.
This article was
submitted through
the Northeast
Mississippi Chapter.

I

The AIC PA S tudy G ro up ' on the Ob jec tives of Financ ial S tatements recommends that the earnings statement s how "... the net
res ult of co mpleted earnings c ycles and enterprise activities resulting in recognizable progress toward completion of incomplete
cycles
Objectives of Financial Statements, a rep o rt o [ the
97 opn 37e Ob jectives o f Financ ial Stn1ernenu, AICPA,

y=1

s Another th
o f g ain o r loss from value changes
change in e general price level.

u due

to a

17

r�

inventories and marketable securities at lower of
cost or market on the balance sheet and reporting
the effect on the earnings statement. Examples of
value changes could include an increase in value
of marketable securities, an increase in the value
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STATEMENT OF EARNINGS
TRADITIONAL ACCOUNTING
APPROACH
(Thousands of dollars)
Sales revenues
Costs and expenses:
Costs of sales and operating expenses
Selling, general and administrative
expenses
Taxes on income

$280,700
193,800
42,300
15,800
$251,900
$ 28,800

Net earnings

Exhibit 2
EFFECT OF INCREASE IN ACTIVITY
(Thousands of dollars)
Sales revenues

Reported
level
$280,000

Increased
activity
$336,000

Current activity costs of
manufacturing and
selling activities

$151,250

$181,500

$100,650
251900

$100,650
282150

$ 28,100

$ 53.850

Current period costs of
manufacturing, selling
and administrative
Net earnings

Exhibit 3
PROPOSED EARNINGS STATEMENT
(Thousands of dollars)
Sales revenues

$2 80 ,0 00

Pro duct, s elling, and distrib utio n c os ts
Earnings f ro m product sales

144 ,0 50
$1 35 ,9 50

Cost of curre nt operations:
Manufacturing op eratio ns
Selling organization
Adm inis tration
Financial expenses
Income taxes
Earnings from operations

$42 ,0 00
4,1 00
22 ,2 00
11,300
15,800

Portion of long -term capital
com mitm ents charge d to earnings
Ne t earning s f ro m op e rations
Chang es in prop erty values:
Add: Net increase in value of
properties owned
Deduct: Provision for replac eme nt
of ass e ts at hig her p ric e levels
Total earnings

18

95 ,4 00
$ 40,550

5,250
$ 35 ,3 00

$ 9,0 00
(1,0 00)

8,0 0 0
$ 43 ,3 00

of land, and an increase in the value of plant assets. Although these value changes have a material
effect on enterprise earning power, they are generally omitted from traditional statements. And,
although users generally want to make their own
judgments about the uncertainty of realization associated with value changes, this type of information
is usually lacking.
Also, traditional earnings computations provide
only for the recovery of original costs. However,
since the enterprise's earning power is materially
affected by its ability to provide for replacement of
assets, an increase in the value of the assets used
for the production of revenue will create a serious
need to provide for additional capital for future
replacement.
Proposed Earnings Statement
An earnings statement which gives effect to the
conclusions reached in the preceding analysis is
shown in Exhibit 3. Earnings are developed in
stages which reflect the results of completed earnings cycles, progress toward completion of incomplete earnings cycles, and the portion of earnings
arising from changes in value, This distinction is
desirable because these different kinds of measures
vary in uncertainty of realization. Costs are also
classified according to behavior patterns to facilitate
analysis.
Attention is focused on four major parts of the
statement. First, product, selling, and distribution
costs are deducted from revenues to show gross
earnings from product cycles that 'are essentially
completed. These are current costs such as material, labor, sales commissions, packaging, and shipping which are usually planned and controlled as
specified allowances per unit of activity. Earnings
resulting from manufacturing and selling activities
are significant because this information enables the
user to make judgments about the enterprise's
ability to compete effectively in the market.
Second, current period costs of the enterprise's
manufacturing and service organizations are deducted. These costs have no particular relation to
volume of activity. Instead they are planned and
controlled from period to period. These costs respond to the exercised judgment of managers who
decide the kinds and amounts of such expenditures
deemed necessary and desirable to provide manufacturing capacity, supervision, selling, and administrative services. Examples include training, advertising, research, accounting, and engineering.
These costs are significant because they enable the
user to make judgments regarding the size and
extent of the selling and administrative organizations provided by management as well as the current
cost of providing manufacturing capacity, which is
largely dependent upon the types of manufacturing
facilities and technology that the enterprise is committed to by past decisions.
Third, the portion of original costs of capital
facilities allocated to the current period is deducted.
These are estimates of costs associated with incomContinued on page 26
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CASH MANAGEMENT
AND THE CASH CYCLE
The aim of effective cash management with respect to the cash
cycle would be to shorten the cycle as much as possible and thus
speed the flow of cash in and out of operations.

By Hampton C. Hager
Management is continually scrambling to put out
fires. The situation is most vividly demonstrated
when management is considering the proposed uses
of cash and/or the most available sources of cash.
Uses which show urgent, immediate needs, or that
present some other nuisance to management, are
almost always funded first and, almost always this
approach is used by managers who claim to have a
"gut feeling for the business."
Under this approach, managers react to problems
by a feel for the situation. They often take the route
that is familiar or comfortable. This "feel" is usually
a highly developed awareness about their own business environments. For these managers, it is basic to
their every business decision. However, as good as
their gut feeling decisions might be, they would do
better with a quantified or structured look at alternatives, an appropriate amount of planning, and a
large dose of common sense, and the one area where
this would apply most is in cash management.

The Cash Cycle
Cash management begins when money is spent
to begin production and ends when money is received from the sale. For our purposes, we will look
only at the short -term cash cycle and will ignore
long -term decisions such as capital expenditures
which are fixed for our time horizon.
The cash cycle might look like Exhibit 1. This
Exhibit provides a formula for calculating the company's cash cycle. From a strictly detached point of
view, the aim of effective cash management with
respect to the cash cycle would be to shorten the
cycle as much as possible and thus speed the flow
of cash in and out of operations. Several techniques
which might be used to shorten each section of the
cash cycle are as follows:
1. Accounts payable
a. Combine cash accounts and functions.
b. Synchronize disbursements and receipts
MANAGEM ENT ACCOUNT ING/ MARCH 1976

e. Effectively control payments, i.e., take discounts, if not offered then time payment, utilize float, etc.
2. Raw material inventory
a. Optimize inventory quantities.
b. Utilize economic order quantities.
c. Remove obsolete items.
d. Consider not stocking promptly delivered
items.
3. WIP inventory
a. Consider stocking items which delay WIP.
b. Consider scheduling priorities, etc.
4. Finished goods
a. Optimize inventory quantities by product.
b. Mark down obsolete items to help turnover.
c. Expedite shipments.
5. Accounts receivable
a. Expedite billing, collections.
b. Change cash discount policy.
c. Use lock box system.
d. Centralize banking with wire transfers.
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The first section of the cash cycle begins when submitted through the
raw materials are paid for and ends when they are Charlotte Blue
put into production. Thus, the days in raw materials Chapter.
inventory less the days in payables would describe
this period of time as shown in Exhibit 1. Key factors here would be reducing days in raw materials
inventory by good inventory procedures and maximizing the days in payables by efficiently scheduling
payables.
It should already be apparent that optimizing one
section of the cash cycle may not produce overall
efficiency. For example, eliminating the raw materials inventory would reduce the number of days in
raw materials inventory to zero but might cause the
number of days in work -in- process inventory to increase tremendously due to delays in acquiring raw
materials. Thus, the overall cycle must be considered
when making a decision affecting one section.
The work -in- process inventory is a most crucial
section. Here is where most of the dollars are spent,
and timing is crucial. Care must be taken, however,
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to avoid changes which speed up the cash flow but
add extra production costs and produce a net result
of poorer cash management.
Finished goods inventory has many similarities to
raw materials inventory, but it varies greatly between
industries. A custom order plant's inventorv, for
example, would consist only of items in shipment to
customers.
Finally, the goods are sold and the firm awaits the
arrival of the cash and the end of the cycle. Here,
emphasis is placed on rapid payment, but care again
must be taken. For example, offering a five percent
discount for payment in 10 days, with normal payment at 30 days, will speed the cycle, but in effect,
represents borrowing at an annual rate of about 90
percent a year. A good follow -up on late payments

is also a good procedure, but if the company is
having trouble attracting sales, hounding customers
may be bad business.
What good then is examining your company's
cash cycle? First, it is a good quantitative exercise
that helps structure management's thoughts on the
inter- relationship in the cycle, i.e., cash Management is everybody's problem.
Second, each section of the cycle as well as the
overall cycle can be compared in many instances to
industry averages, or to competitors' figures which
are easily derived from audited financial statements.
This may aid management in spotting areas which
are being more efficiently managed by competitors.
Third, historical comparisons may show trends
in the cycle which may help management forecast

Exhibit 1
DETERMINING THE LENGTH OF CASH CYCLE

Production cycle

Cash cycle

Order materials, etc.

Raw material
inventory

Material
receipt

Work -in- process inventory Finished goods
inventory

Labor, conversion cost,
receipt /payment

Inventory expense

Sale

Selling Collection
expense of cash

Payment
for
material
Liquidity
level

(A)
Days
in
A/P

(C)
Days in work -in- process
♦_ i nv ent o ry

Days in
raw materials
inventory
(B)
(A)

Avera a accounts Qayable
Cost ot goods sold — I ass labor

(6)

Avera a raw materials inventory
ost or raw materials

IC)

Average WIP inventor
ost o goods sol

(D)

Average finished oods inventor
ost o goods so

(E)

Average accounts receivable
alas

(D)
Days in
finished
goods
inventory

Q

Short -term
investments

(E)
Days in
accounts
receivable

X 365 days = Days in payables
X 365 days = Days in raw materials inventory
X 365 days = Days in W I P inventory
X 365 days = Days in finished goods inventory
X 365 days = Days in accounts receivable

Short -Term Cash Cycle = (B) — (A) + (C) + (D) + (E) days.

20

MANAGEMENT ACCOUNTING / MARCH 1976

future conditions and needs. An examination of
the company's cash cycle should be a step in making short -term financial decisions; it helps "plow"
over familiar ground, and the cycle affects the
sources and uses vital to the heart of the business.

The liquidity Trade -Off
For other short -term decisions, management can
estimate a rate of return of uses and impute a cost
to sources. See Exhibit 2. This is the most crucial
step in the process. Here, a rate of return may be
quantitatively computed by using estimates, etc.
However, management should then consider alter -ing the result for policy or other non - quantitative
factors. Then, it is simply a matter of using the
highest return "uses" with the cheapest "sources"
until the cost equals the return, thus maximizing
the company's return.
The liquidity level in Exhibit 1, which is really

a buffer, must be considered as both part of the
basic cash cycle and as a short -term investment.
The uncertainty of the operating cash cycle requires
a certain amount of liquidity. At the same time, reducing the liquidity level to the barest operational
need might prevent cash from being available for
future lucrative investments that may turn up.
Thus, the amount of liquidity will be a trade -off
based upon operational uncertainty, investment
opportunities, and other factors such as how badly
banker goodwill is required.

"The uncertainty of the
operating cash
cycle requires
a certain
amount of
liquidity."

Conclusion
Good cash management requires an examination
of the company's cash cycle, a continual update of
management techniques, and a structured approach
to investment decisions. These items are not the
finishing touches to good cash management, but
merely the starting points.
❑

Exhibit 2
SHORT-TERM FINANCIAL DECISION PROCESS
Begin

Consider possibilities:

Funds from
current operations

Current assets &
liabilities plus other
current sources /uses
Current
operations

Compute rate
of return or interest
cost for sources & uses
by imputing all known
costs or returns to
each rate

Sources

Rank by cost —
i.e., — imputed
interest rate

Sources & uses
not utilized

Uses

Rank by rate of
return

beg Use sources
inning with lowest
cost & uses with highest
return. Stop at investment
\ where co st = /
return

Investments made
and sources used

End
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USER CONTROL OF

DATA PROCESSING
The experienced manager realizes, even if data processing
managers, systems analysts, and programmers believe otherwise,
that the computer system is only a tool for making decisions;
it is not a decision- making tool.
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An experienced manager generally has a better overall feeling for the current trends in his operation
than any trend analysis or other information produced by the data processing department from
historical events, even if that information includes
yesterday's results. First, only he knows how much
of his total work is computerized. Second, only he
knows how well he is being served by the data
processing operation. And third, only he knows the
overall controls that apply to his operation (and
how much of that control is dependent on computer center controls) . The experienced manager
realizes, even if data processing managers, systems
analysts, and programmers believe otherwise, that
the computer system is only a tool for making
decisions; it is not a decision - making tool.
The experienced manager knows that there are
times when computer - produced results should be
overriden. This is particularly true if the computer
information is used to initiate actions, such as
ordering materials or starting production. For example, consider the use of computer - produced trend
analysis for an appliance manufacturer. The sales
trend of the prior quarter is used to determine
manufacturing quantities for the next quarter. The
data show that 40 percent of the units should be
white, 20 percent copper, 20 percent yellow, and
20 percent green. However, the recent issues of
three national homemaker magazines stressed that
green was the new "in" color, and copper was "out ".
Under these circumstances, the product marketing
manager would probably alter the product color mix
for the next quarter. He might even ask for a quick
consumer market survey to back up his decision but
he would not blindly accept the computer forecast.
Paper Documents Still Needed
Some writers are still mentioning and warning
that in the future there will be "paperless" systems
which will leave an invisible or no audit trail; that
these systems will be in a real -time mode and any
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audit must be accomplished at the time each transaction is taking place. This implies that the events
will not be capable of audit at a later date.
Hogwashl Under present tax regulations, state and
federal, every taxpayer system must provide the
ability to trace transactions through the system to a
final reportable total and must also be able to
separate reported totals to the individual transaction
events that make up that total. And transactions
must be paper documented.
If we consider the three largest business activities
to be payroll, purchasing and selling, how many
business managers would not require proof of wage
payments, either by check endorsement or employee
receipt? And how many would accept merchandise
from vendors if there was no logical method (written form) to determine that the goods conform to
those ordered? And how many companies would
deliver without some written proof of delivery?
User Control
There are two approaches to user control. The
first of these begins in data processing and utilizes a
report questionnaire. See Exhibit 1. While not directly related to control functions, it does attempt to
determine if the report is used by department management and if it is usable in its present form.
COMPUTER REPORTS QUESTIONNAIRE

On some cycle basis, the data processing department selects output reports and attaches one copy
of the form, retaining a list of those queried for
follow -up. The user is requested to complete the
form and return it to data processing.
The questions are self - explanatory, however, the
user may expect a number of actions to result from
his responses. For example:
Question I authorizes data processing to discontinue sending the report to the signer if he answers,
"No."
Question 2 has several purposes. If the user makes
decisions based on the report, it is useful and
MANAGEMENT ACCOUNT ING /MARCH 1976

should be continued. If the user reads it for information only, a study should be made to determine
if other reports already furnish similar information.
If used to compile other reports, it may be that
additional systems work and programming could
provide these other reports.
Question 3 only alerts data processing to other
potential users of the information in the report and
it may be that these other users should receive this
report directly or the information therein should be
combined with other information received by these
other users.

Question 4 would indicate the most logical frequency. It might be that the user wants and needs
only monthly information and is receiving weekly
information not used for decision - making purposes.
Or, of even more importance, he needs weekly information and is manually entering some data on
the printed report received only on a monthly basis.
Questions 5 and 6 reflect a general indication of
the usefulness of the report to those receiving it.
If ranked at the bottom third in importance, a
study should be initiated to determine if the report
is useful at all or has outlived its usefulness.

"It might be
that the user
wants and
needs only
monthly information..."

Exhibit 1
COMPUTER REPORTS QUESTIONNAIRE
REPORT TITLE
REPORT NUMBER

1.

2.

I

DA IL Y

SE M I A NNUA L L Y

Li A NN UA L L Y

O

YE S

IF Y E S , A N S W E R A L L R E MA INI NG Q UE S T IO NS .

11

NO

IF NO , D O NO T A NS W E R R E MA ININ G Q U E S T I O NS .

R E A D A ND US E T O MA K E D E C IS I O NS

it

R E A D A ND US E F O R C O MP IL ING O T HE R R E P O R T S

R E A D F O R IN F O R M A T IO N O N L Y

L.,

O T HE R ( E XP L A IN )

fl

F O R T H E I R IN F O R M A T I O N

J

F O R T H E M T O T A K E A C T IO N

II

YE S

I-

NO

IF YE S,

HOW OFTEN DO YOU USE THE INFORMATION IN THIS REPORT ?
DA IL Y

I-? W E E K L Y

f

MO N T H L Y

;1

QUA R T E R L Y

;.I NE V E R

HOW DO YOU RANK THIS REPORT AS TO RELATIVE INFORMATION IN COMPARISON TO
OTHER REPORTS YOU RECEIVE ?
11

6.

QUA R T E R L Y

DO YOU PASS THE REPORT ON TO OTHERS ?

L

5,

a

WHAT DO YOU DO W ITH THIS REPORT AFTER YOU RECEIVE IT ?

1

4.

MO N T H L Y

DO YOU W ISH TO CONTINUE TO RECEIVE THIS REPORT ?

',.I

3.

i_.

'.1 W E E K L Y

;..':

FREQUENCY OF ISSUE.

T OP O NE

T HIR D

C

MI D D L E O N E

T HIR D

B O T T O MO NE - T H IR D

IN VIEW OF THE ABOVE RANKING, SHOULD THIS REPORT BE ISSUED:
LI

MO R E F R E Q UE NT L Y ?

❑

L E S S F R E Q UE NT L Y ?

_

A T S A ME F R E Q U E NC Y ?

IF C HA N G E IS I ND IC A T E D W HA T F R E Q UE N C Y O F I S S UE D O Y O U S U G G E S T ?

7.

DOES THIS REPORT REACH YOU SOON ENOUGH ?
I

8.

N

NO

WOULD CONTROL OF YOUR OPERATIONS OR PLANNING OF YOUR RESPONSIBILITIES BE MATERIALLY
IMPAIRED W ITHOUT THIS REPORT?
f]

9.

YE S

YE S

❑

NO

11

NO

IS THIS REPORT SUITABLE IN ITS PRESENT FORM ?
it

YES

OR SHOULD ADDITIONAL DATA BE PROVIDED SUCH AS:
[ 1 P E R C E NT A G E S
i. I

10.

i -i R A T IO S

IF OTHERS WHO RECEIVE COPIES OF THIS REPORT AGREE TO ITS DISCONTINUANCE, WOULD YOU STILL
WANT IT FOR YOUR USE ONLY ?
YE S

11.

P R IO R P E R I O D F IG UR E S

OT HER IEXP L AINI

LI

NO

ANY OTHER COMMENTS OR SUGGESTIONS AS TO FORM, SCOPE, METHOD OF PREPARATION, ETC.

Signed
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"All data,
regardless of
its origin or
type, can be
controlled in
some manner."

Question 7 concems timing and might indicate
a serious problem when the time between the information closing date and report availability date
is too long.
Questions 8 and 9 attempt to have the user rate
the quality and usefulness of the report. A "no"
answer is a strong warning signal that the report is
of general interest but that it is not really needed
in its present form. Again, a systems study is
recommended.
Question 9 is asking the user to take a close look
at the contents of the report and make his initial
decision whether the report could be of much more
use to him if it contained additional data.
Question 10 is designed to force the department
to give serious thought to the necessity of the report.
A "n o" answer here indicates the report is not
serving a useful management purpose. Additional
dialog with the user is suggested.
The last question asks for suggestions and provides an opening for additional systems development work. This question might alert data processing that the user operation has changed and a complete updating should be made of the present
methods and procedures, the new data available and
the information reports needed.
EDP USER QUESTIONNAIRE

The EDP User Questionnaire is directly related
to controls as the user sees them. It is a method
used by the data processing department for determining the user's knowledge of how his department's data is handled and processed in data
processing. (This questionnaire is most appropriate
for use by internal and external auditors when
reviewing internal controls in data processing related
operations.) The questionnaire is completed by an
interviewer from the data processing department,
and the questions are handled by discussion and, in
some cases, by observation. See Exhibit Z.
One of the weakest areas in data
processing systems designs is the inadequacy of
user instruction manuals. Analysts generally do not
like to write user instructions; instead they prefer
to teach user personnel. This kind of teaching is
costly as it usually removes the teacher - analyst from
his productive systems work. Also, teaching needs
to be repeated if there are substantial personnel
changes in the user department. When procedure
manuals are written, most analysts (and outside
consultants) tend to make them too formal, with
stilted English and inactive verbs. Instructions
should be written in very direct, active language,
stressing the position or title of the person performing each task or function and what that person is
expected to do. The term playscript is used frequently in procedure writing. With playscript, the
actor and the action are written in a play- writing
style (sometimes in a two- column format, labeled
"Responsibility" and "Action ") . If there is such a
manual, it can be reviewed for completeness and
ease of use.
DOCUMENTATION.
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The first two questions of the input section
concern the preparation of machine - readable input
in the user department. This input might be
punched cards or paper tape, magnetic tape, or
direct keyboard entry. The next question concerns
an important user control, that of assigning identifying numbers which should always be under the
direct control of the user and not of data processing. The assignment of numbers to employees, customers, vendors, parts, cost centers and departments
indicates approval and is directly related to control
procedures.
The fourth question concerns data control which
generally means transaction control. All data, regardless of its origin or type, can be controlled in
some manner. Probably the most common and, if
available, the most preferred is dollar control. The
next most frequently observed controls are document counts and quantity controls, both used frequently in order -entry systems in which the computer will look up unit prices and calculate dollar
extensions.
INPUT.

PROCESSING. Processing concerns editing, error handling, audit trails and master file changes. The user
should know the computer - editing procedures designed into the transaction system. In addition to
the more common edit tests listed, the computer
can be programmed to look up account numbers
and part numbers and, of course, it can be programmed to test for correlation of information between two or more fields.
The user should know the actual procedures used
to correct input data that is in error. The questionnaire lists the two major problems with data
rejected through computer editing procedures: the
loss of the data by failing to reenter it into the
processing cycle or the inadvertent duplicate entry
of the data. There are three ways that rejected data
can be handled. The first method is to reject only
the incorrect items and accept all good items. The
transaction report should show the batch total as
prepared by the user, the value of items accepted
for processing and the difference, representing
rejects.
The second method is to reject the entire batch
if either the batch total is incorrect or if any single
item is rejected. The batch is the control unit in this
case. The third method, and the one most difficult
to work with, is to post or accept the good items
and to record the bad items in a suspense account
of some type. This procedure controls all input data,
but correction, which must be done very quickly
and conscientiously, requires two entries or two
processing steps by the computer to eliminate the
first suspense posting of the item and to update the
proper account with the corrected item.
The third question relates to the audit trail required for manual acceptance of processing results
and to the method of providing a trail whereby
inquiries or problem items can be traced through a
reporting cycle. And the last two questions are
concerned with changes to relatively fixed information in master files. These changes in prices, costs,
MANAGEMENT ACCOUNT ING/ MARCH 1976

hourly rates, are sometimes handled in a careless
manner because they do not seem to be part of the
well - controlled transaction editing and processing.
Master file changes should always be authorized in
writing and there should be a method of feedback
to the authorizing person that the change was
processed correctly. Many installations, particularly
banks, issue a daily change report, commonly known
as an "Is.Was" report, showing the status of each
record before and after the change. The person
receiving a change report is expected to check the
contents against the original authorization to determine that the changes were made correctly.
The first question asks for the name of the
person in the user department who receives the
computer report. In some organizations, the computer has weakened internal control based on separation of duties because only one person may prepare
the input transactions and balance the output report. The interviewer should determine if output
is balanced to known input values on a frequent
basis (Question 2), preferably for each batch or
cycle. And he should determine, as indicated in
Question 3, whether data processing always returns
all source documents to the user department. The
primary reasons for returning documents is that
data processing employees should not have to maintain files of source documents or provide any kind
of inquiry service based on paper files.
The fourth question attempts to elicit information concerning the quality and frequency of reports.
Certainly the reports should have some continued
use to the user, either as a permanent record of a
series of events or to answer questions from other
employees or customers. Reports should be received
as soon as possible after the input was provided to
data processing. A significant time lag can cause
balancing and control problems and can unnecessarily delay error-correction procedures. There should
be an agreed input arrival time and a promised
report delivery time for every recurring computer produced report. Reports which are not of proper
frequency or which require additional manual computations are indication$ that the user and data
processing analysts should study the problem to
correct it. (Data processing's prime responsibility in
most organizations, if not all, to serve user needs.)
The last question concerns retention of data and
it is an attempt to make the user aware that it is his
department's data and only he can determine the
period of retention. Every file of machine - readable
data should be reviewed for its long -term retention
requirements. In some cases, retention would be
based on direct use of past data, in others, by legal
or quasi -legal requirements. As an illustration, it is
normal in some industries to negotiate retroactive
hourly pay adjustments, sometimes as far back as
two or three years. In this case, detail computer
files of hours worked and earnings would be retained
several years.
The Internal Revenue Service, in Revenue Procedure 71 -20, has set forth minimum machine
record retention of those files which contain source
OUTPUT.
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data directly related to federal income tax returns
of the organization. The retention of punched
cards, tapes and discs should be considered as a
separate system in which both data processing and
all users cooperate to establish minimum and

Exhibit 2
EDP USER QUESTIONNAIRE
Department

Application

Persons interviewed
Completed by

Date

Documentation
1. Is there a standard procedure manual defining the proper
use o f all forms and documents submitted to data pro.
cessing?
2. Is the manual updated for changes in forms and procedures?
(Is it current ?)

Yes

No
—

Input
1. If the user prepares machine-readable input records, is
conversion key-verified?
2. Are other verification methods used? Describe.
3. Who assigns new account numbers (employee, vendor, customer, etc.)?
4. What controls are used over data sent to EDP?
a. Dollar total
b. Quantity total (hours, pieces, pounds, etc.)
c. Hash total (whet field)?
d. Document or transaction count
e. Document sequence numbers
f. Other
Processing
1. What computer editing procedures are used to check input
data?
a. Valid codes
b. Document sequence numbers
c. limit test (greater than, less than)
d. Reasonableness
e. Batch -total comparisons
f. Recalculation
g. Other
2. Describe how processing errors are handled to prevent loss
of data or duplicate entry of data.

3. Can individual documents be traced to transaction listings
and totals?
4. Are requests to EDP for master file changes always In writing? (pay rate, unit cost, safes price, error corrections, etc.)
5. What method is used to determine that proper master file
items are changed correctly? (changed item report, post audit, new trial balance listing, etc.)

Output
1. Who receives copies of output from EDP?
2. Does this person balance output against predetermined
Input?
3. Are all source documents returned intact by Data Processing?
4. Comment on the reports received from data processingUsable
Timely
Of proper frequency
Needs no further manual computation
5. Is the period of retention of historical data in machine readable form adequate?
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"There are no
... substitutes
for user
control over
user data."

maximum data retention periods and storage pro.
cedures.
The completion of the EDP User Questionnaire
should provide the auditor with a general basis for
relying on user controls. Results will range from
excellent control over the user operation to no
control at all. If the control function has been
assigned to data processing by design or neglect,
the auditor is faced with considerable additional
audit tests to determine how much reliance can be
placed on current data files. There are no completely
acceptable or satisfactory substitutes for user control over user data.

Conclusion
A prime benefit of using questionnaires is to
make the user aware that all data are his, and that
they just happen to be stored somewhere else in
another form. The questionnaires also supplement
the review of internal control in the data processing
operation itself. However, they do not replace reviews of the organization and security. And, while
it is recognized that there must be some semblance
of logical development in the processing of data,
the only realistic and dependable control must reside
with the user.
11

EARNINGS STATEMENT FOR PREDICTION, COMPARISON,
AND EVALUATION

26

Continued from page 18

Conclusions

plete asset cycles that are, in many cases, neither
accurate nor comparable. These costs, are significant, however, because they enable the user to make
judgments about the sufficiency of the planned
recovery of long -term capital commitments. It also
helps them to compare the size of the commitment
among firms as well as to evaluate probable economic advantages resulting from wise commitments.
Fourth, changes in the value of resources are
shown. The net increase in the value of resources
is an estimate of change in economic worth in terms
of current replacement costs. Changes in the value
of current assets (investments) and assets held for
sale are significant because they provide the best
current indications of the likely outcome of asset
cycles which will be completed in the immediate
future. Information about changes in the value of
long -lived assets enables the user to make judgments
about the long -term effects of value changes on
earning power. Provision is also made for replacement of capital assets in service at amounts in
excess of original costs. This is an estimate of the
amount of capital maintenance necessary to provide
for the continued existence of the enterprise.

The traditional earnings statement is not very
useful for predicting, comparing, and evaluating enterprise earning power because:
I. Precisely measured amounts are combined with
estimates.
2. Traditional cost classifications obscure cost behavior patterns.
3. The effect on earnings of changes in the value of
assets is not shown.
The recommended earnings statement distinguishes between that portion of earnings resulting
from precisely measurable results of completed asset
cycles and progress toward completion of incomplete
asset cycles, estimates of costs of incomplete asset
cycles assigned to the current period, and value
changes. This distinction is desirable because it enables the user to assess the degree of uncertainty
associated with each category and to make judgments about the reasonableness of current measurements. The recommended earnings statement
includes information essential for predicting, comparing, and evaluating enterprise earning power. ❑
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BEING AUDITED?
MAKING IT EASIER
IS UP TO YOU
The closer you work with the audit staff, the more assistance
you can render to each other in many areas.

Starting Out
The auditor is there at your company's request to
pursue a program of work conforming with the
principles of the accounting profession in order to
render an opinion about your financial statements.
Though they may rearrange and modify the format,
the statements remain your presentation. Whatever
assistance you can provide them in arriving at their
written opinion will be appreciated by them (making their task easier) and by your boss (minimizing
the audit fee).
Whether this is your first audit or whether you
are an old hand at it, the initial conference is the
place to establish a working relationship. Be prepared to talk about the physical inventory dates,
tithe, and places as well as providing a written outline of the inventory procedures you plan to follow.
A current chart of accounts and a review of personnel and their duties will be of help to the
auditors in preparing their work program. Invite
them to take a brief tour of the premises so they
can familiarize themselves with the layout. Be sure
to acquaint them with the locations of their work
area and where both you and your records will be
so they do not have to hunt.
If at all possible, locate the auditors' work area
nearby and provide them with sufficient work area.
By all means, provide enough light. Sufficient space
and light, solid seats, access to electrical outlets, and
a modicum of cleanliness will minimize logistic
MANAGEM ENT ACCOUNT ING/ MARCH 1976

Don't Keep It Secret
Most auditors are conservative creatures who do
not care to be startled by the sudden appearance of
some new development. At an early date, let them
know of any changes in operations, accounting
personnel, unusual transactions or events in the life
of the business since they were last there.
If this is their first time on the scene, expect to
spend considerable time briefing them on the
history and method of operations. Accumulate, for
their review, all significant internal management
reports and correspondence. They will wish to
review the minutes of directors', stockholders', and
executive committee meetings that may have been
held, as well as reviewing the capital stock book
if you are incorporated. Provide them with documentation of stock option plans, pension and retirement plans, employment agreements, loan
agreements, long -term leases, assets pledged, and
liens or restrictions on assets if any exist. (If they
don't, say so.) Make sure you can answer their
questions on material changes in assets, liabilities,
and operations. If there are any adjustments to the
accounts you feel should be made, bring them to
their attention.
A flow chart that traces documents from their
origin to their final destination will aid you as much
as it will the auditors. Make an informal chart of the
flow of information and the action taken at each
step of the way. Attach samples of the forms in
current use so as to reflect the major paper work
system of the organization. This will prove to be a
time -saver and an aid in permitting the auditor to
survey quickly the system of internal control that
exists, and to offer some possible suggestions for
improvement.

R. G. WOLF
Fort Wayne Chapter
1971, is Controller,
The Palmer Co.,
Development and
Construction Group.
Mr. Wolf, who is a
CPA, holds a B.S.
degree in accounting
from Indiana
University.
This article was
through

The auditor, that roving individual with the piercing
eye, pointed ears, biting tongue, who is constantly
testing the breeze, is really human. It may seem
easy to overlook this when scrounging the premises
in an effort to locate an insignificant inventory
ticket, but it has been certified to be a fact.

problems, and will improve the auditors' morale and
feeling of goodwill toward you and your company.

submitted

By Richard G. Wolf

the Fort Wayne
Chapter.
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"Always try to
save on the
audit fee by
offering . . .
help whenever
possible."
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Expedite and Save

identified, this painful process can be reduced to
minimal discomfort.
In your efforts to insure that everything is
counted, particular attention should be taken of
high value items. Discuss the possibility of weight counting to save time and effort. The renting of a
suitable scale and lift truck will save a great deal
where weight- counting is feasible. The auditors will
want to be able to verify that everything has been
inventoried and that all the inventory tags have
been accounted for before they leave. Lax control of
tags frequently brings into play the biblical method
of verification, "Seek and ye shall find." This is a
grubby task at best, so emphasize to all concerned
the necessity of accounting for all tags, whether
voided, torn, smeared, or whatever. You want them
all.

The auditors will require schedules of many accounts for their work papers. To expedite the audit
and aid in cost savings on the auditing fee, prepare
as many of these schedules for the auditors as you
deem advisable. The auditors must still verify the
detail, but they will be able to perform this function
much more quickly if you can save them the trouble
of digging for the bare information. Scheduling of
capital asset additions and retirements, major items
of repair and maintenance, contributions, legal and
professional fees, insurance expense, officers' salaries
and expense accounts, taxes, and investments are
some of the areas where you and your staff can aid
the auditors by preparing and recording the backup
information they may require.
You might even consider altering your filing system to simplify the year -end verification of expenditures. Some examples: a file for contributions,
containing all information relative to disbursements
in this category will permit you to deliver, in one
package, the references the auditors will ask for.
Copies of invoices supporting disbursements for
capital expenditures may be accumulated during the
vear to save time in searching through the files later.
Always try to save on the audit fee by offering stenographic, clerical, and machine help wherever possible.

The next phase is pricing the inventory and
closing the books for the year. Perhaps you can even
record the trial balance on the auditors' work
papers; at least be sure your accounts are in balance
and that subsidiary schedules are in agreement with
the control account balances. Nothing bugs an
auditor more than to find a difference between the
general ledger account balance and the bank
reconciliation, the aged listing of accounts receivable, or the schedule of accounts payable.

Count Everything

A Final Word

The auditors may well do some interim work, but
normally they get in the full swing of the job at the
time physical inventory is taken. They are not going
to take the inventory for you, but will review how it
is done and whether the procedures followed are in
accordance with the plan previously outlined and
agreed upon. Numerous test counts will be made to
verify the amounts indicated on the (preferably pre numbered) inventory tickets. If items are neatly
arranged, consolidated by type, and adequately

Although it is not necessary to fraternize with the
auditors during the course of their work, be available
so that you can assist with any questions that may
arise. The closer you work with the audit staff, the
more assistance you can render to each other in
many areas. Their travels have given them broad
opportunities to see how the other company does it,
and without violating a client's confidences, they are
frequently invaluable as a source of ideas for making
your tasks easier and less time - consuming.
❑

Closing the Books
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LOOKING AT
THE AUDITOR
ROTATION ISSUE
Once the identity of clients has been established, the assertion
that service to these clients is the issue underlying auditor
rotation becomes evident.

By Alan J. Winters
Although the subject of rotating auditors has not
received the attention in accounting literature that
has been devoted to many other topics, there has
at least been an exchange of viewpoints from opposing factions within the profession sufficient to form
a basis for examining the issue. These exchanges,
although limited and brief, appear to have touched
the heart of the matter and should afford considerable insight on which to base an appraisal of auditor
rotation as a means of enhancing auditor independence.
The Proponents
The viewpoints espoused by those endorsing
auditor rotation appear to be rooted in the concept
of auditor independence. Those who support rotation believe the traditional, continuing auditor client relationship weakens the auditors' independence, and so, look to planned auditor changes as
an effective means to correct this.
Those who support rotation argue that auditors
who serve a client over a continuous period of time
tend to become impaired in their ability to inform
and protect the public. That is, the function of public service through independent audits is performed
at less than desirable quality levels.
A lengthy auditor - client relationship, so the argument goes, weakens the function of public service
by complying overly with the desire of management
to exercise some degree of flexibility in reporting the
results of operations. Thus, when auditors certify
financial reporting carried out in an acceptable but
not the best manner in order to accommodate a
client, they reduce the quality of service they offer
to the public. Advocates of rotation assert that this
comes about simply because the auditor wants to
keep his client. These advocates maintain that this
concern would not exist if auditors were rotated
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over a specified interval of time.
Rotation supporters maintain that even if factual
independence could be assured without auditor
rotation it would still serve a purpose because the
physical act of rotation would add substance to the
appearance of independence. In other words, the
public would perceive a greater degree of independence and place more faith in the work of auditors
if they were changed periodically.
The Opponents
just as those who endorse auditor rotation center
their argument on the necessity of establishing auditor independence to assure quality reporting, opponents believe that independence is not even an
issue in deciding whether or not auditors should be
rotated. These opponents of rotation have little
faith in its ability to lend support to auditor independence.
Rather than consider any improvement which
auditor rotation might afford, these opponents, on
the contrary, point to disadvantages which might
accompany the changing of auditors. One such disadvantage, they say, is that new auditors lack the
intimate knowledge of client operations and familiarity with client financial statements that auditors
gain through continuous engagement. Furthermore,
costs are increased because each new auditor needs
to develop background audit data. This need of
course would not exist with continuous engagements.
Those opposed to a programmed switching of
auditors essentially deny that any improvement in
independence might accrue as a result. Instead,
those against rotation have emphasized the reduction in the quality of client service which would
accompany planned auditor changes.
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What Is the Real Issue?
Although surface indicators point to concern for
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independence as the basic issue involved in the
The firms which are being audited, the private
rotation question, a closer look at the arguments clients, also benefit from changing auditors. Audimay yield an even more fundamental issue: client tors operating under a continuous engagement tend
service. Any position that focuses narrowly on in- to become subjected to an audit routine. They
dependence tends to mask the fundamental issue incur difficulty in getting a fresh look at company
of client service.
activities and operations, and may often overlook
In a strict and conventional sense, the client is significant areas of improvement. With auditor
the firm that has engaged the auditor. In a broader change, however, an opportunity is afforded for a
sense, however (and there would likely be general fresh look at company activities.
agreement within the profession), the term client
It can be seen that rotation provides benefits to
can be applied to anyone the auditor represents. In the public sector, as its advocates have always mainother words, any and all other parties interested in tained, and also to the private sector, as opponents
the financial position of the firm. As a matter of of auditor changes have as yet failed to see. The
convenience only we might refer to these clients public benefits chiefly through increased attentiveas "public clients" to distinguish them from a firm's ness and independence on the part of the auditors,
management or "private clients ".
and the firm being audited benefits from a fresh
Justification for using the term "public client" look at its activities and operations.
is based on the generally accepted premise that
Although benefits can accrue to both groups of
auditors owe some degree of responsibility to those clients, the cost of producing these benefits, both
outside the audited firm who might rely on financial tangible and intangible, must be considered. The
reports. If this responsibility does, in fact, exist, costs to the firm of having different auditors at
we may properly refer to this public as clients. Once different times are evident. A considerable amount
the identity of clients has been established, the of data must be compiled before an effective audit
assertion that service to these clients is the issue can be conducted. The compilation of this data
underlying auditor rotation becomes evident.
each time an auditor change takes place compounds
the cost associated with gathering the information.
The Issue Examined
There are also intangible costs such as reduced
The deficiency in past attempts to evaluate audi- familiarity with the firm's operations, and thus less
tor rotation was the failure to define the true issue background for offering advice concerning proupon which the rotation question centered. Insofar cedures and controls.
as independence was observed to be the fundamenThe public client may also incur some cost.
tal issue, only part of the real issue was considered. Certainly if auditors, by reason of programmed
The pertinent point to be made is that a de- changes, are less familiar with previous financial
cision to implement or not implement a plan for statements than continuing auditors would be, the
changing auditors, even for the explicit purpose of quality of the audit could very well suffer. A conimproving independence, must consider the entire tinuous changing of auditors could also create unrealm of client service. An examination of the ef- easiness and uncertainty on the part of the public
fects of auditor rotation on the quality of services concerning the company and the auditors.
offered to both public and private clients alike
should therefore provide a suitable basis upon Conclusion
which to further evaluate the rotation decision.
To rotate or not to rotate still remains the quesBenefits accruing to public clients from the ro- tion. It should be clear, however, that indepentation of auditors are readily apparent. A planned dence cannot be the sole criterion upon which an
system of auditor changes provides protection evaluation of auditor rotation is based.
against auditors getting too routine or too relaxed.
The rotation question can be successfully anIn addition, the definite audit interval will prevent swered only by weighing and evaluating the costs
auditors from becoming too accommodating to the and benefits to clients in the broad sense. To this
firm it is auditing. Rotation also provides impetus end, a concentrated research effort on the auditor
for the auditors to perform a higher quality audit, rotation question should be undertaken by the prosince they know another group of auditors will be fession. Such an evaluation could well decide this
examining their work. All of these factors provide controversy, and, in the process, point the way
a higher quality of service to the public clientele toward solving other current problems such as the
and invoke a higher degree of independence from nature and extent of the auditor's responsibility to
the auditors.
the various parties he serves.
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DATA BASE
CONSIDERATIONS
FOR ELECTRIC UTILITIES
A data base structure should have an underlying functional
framework which provides a relational network necessary for
the efficient and effective functioning of the system. One such
structure of major importance is a geographic data base.

By Lester E. Heitger
Electric utilities are receiving a considerable amount
of scrutiny and pressure from regulatory agencies,
consumer groups, and the public in general. There
is concern about the rapid rise in electrical costs to
consumers and in some cases to the declining quality of services. To meet the challenge, the managements of these utilities must do the best job possible in utilizing their resources, which means that
they must have a source of relevant, timely, accurate, and economical information.
The Nature of Utilities
Electric utilities have a number of characteristics
which differentiate them from most non - utility
organizations. First, an electric utility covers a
franchise (geographic) area over which its plant
assets (inventory) are spread. These include such
items as:
1. Poles
2. Transformers
3. Transmission lines
4. Safety devices
5. Meters
6. Switches
7. Substations
8. Production plants
The plant assets are hooked together in electrical
transmission networks to serve the franchise area.
Changing current requirements, changing demographic characteristics, and many other factors cause
changes in the transmission network system. The
way the plant assets are structured and the current
flow of electricity are common examples of network
analysis problems of utilities which are directly
related to geography.
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Second, electric utilities are very visible. All
businesses have some public image, but utilities
are constantly being scrutinized by the public they
serve. Power outages, low voltage spots, and other
operating failures are instantly noted and reported.
Likewise, cost changes, rate changes, and other
business related matters receive a proportionately
larger coverage in the media than would be true for
another business of similar size. The marked visibility is added pressure to properly utilize resources.
Third, electric utilities are regulated. All businesses operate with some limiting framework (i.e.,
taxes, unions, safety laws, etc.), but electric utilities
are directly regulated. The exact nature of the regulatory groups changes from state to state although
some federal regulations are pervasive for all electric
utilities.
Fourth, the regulatory function has the effect of
being a constant monitor of the electric utility.
Inputs from users, consumer groups, and other
interested people all merge to provide cause for
acceptable levels of resource management. Thus,
utilities cannot indulge in gross inefficiencies and
ineffectiveness very long.
And, finally, utilities operate 24 hours a day, year
round. They require continuous monitoring. Mistakes can mean major power outages which can be
terribly expensive. Therefore, operating control
information is critical, and planning information
based on simulation or other analysis techniques is
very valuable.
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Data Base and Information Systems
The information requirement for utilities is
probably greater than is true for organizations in
general. However, as we have mentioned, electric
utilities have some characteristics which unfortunately distinguish them from the majority of other
organizations. The principal one is geography. An
91

ments are the
raw materials
with which
information
systems
function."

electric utility covers a franchise area for which it
generates power and over which plant inventory is
spread. A substantial amount of information analysis
which is critical to optimum resource utilization is,
therefore, related directly to geography. Since conventional data base structures are not capable of
handling geography in either an efficient or effective
manner, an approach using a geographic data base
can be used to create broad new information possibilities promising much greater control over resource
utilization.
The concept of a data base is a simple one. Data
elements are the raw materials with which information systems function. The information in the
system is actually data in useable form. The word
base in this case refers to a foundation; thus, a data
base is the foundation supporting information objectives. (In the ideal state data would be neutral,
i.e., not biased by any input, processing, or output
considerations.) All data, in order to be useable,
must be retrievable out of the data base in useable
form. This requirement alone forces some data
classification scheme.
The classification problem is present in all information environments. The greater the systems integration the more critical the problem. The key
classification criterion is to create as little bias in
the data base while maximizing user flexibility.
Typically, information objectives play a major role
in determining the nature and degree of bias in the
data base structure.
Data base structures are typically composed of
arbitrarily determined classification characteristics
such as customer numbers, part numbers, account
numbers, etc. Such "hooks" into the data base are
convenient for many traditional financial reporting
purposes, but they do not provide a universal framework for the data base structure and thev make
numerous other potential applications inefficient,
ineffective andJor impossible.
Electric utilities are perfect examples of organizations that do not lend themselves well to the conventional financial reporting data base structures.
Manv essential analyses require an ability to incorporate geography into the considerations. The
feature of geographic manipulation must start with
the data base structure, and whenever information
needs to be aggregated or disseminated by geographic area or points, a coordinate system data base is
necessary.
Geographic Data Base
A data base structure should have an underlying
functional framework which provides a relational
network necessary for the efficient and effective
functioning of the system. One such structure of
major importance is a geographic data base. In such
a structure all data elements have an X, Y (and
sometimes Z) coordinate., The coordinates relate
to physical locations, and the coordinate system is
the underlying network that ties together the entire
data base. The X, Y coordinate of any data element
fits into a grid framework for the entire geographic
system.
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Often geography is ignored as part of the formal
computer based information system. When it is
incorporated it is usually in the form of some fixed
geographic area. As an example, a zip code marketing
system uses zip codes and demographic data from
the United States Census as a basis for marketing
programs. The problem with zip code areas or any
other arbitrarily determined geographic area (such
as townships, counties, etc.) is that they are, very
often, rigidly fixed.
To solve this problem a state plane grid system
was developed. The state plane grid system, which
covers the entire nation, minimizes distortion caused
by the curvature of the earth and allows a matrix
analysis of geographic data.2 The latter characteristic
is essential to the efficient manipulation of geographic data in a computer system.
The great power of this geographic data base is
best appreciated when it is necessary to:
1. Locate items by geographic spot;
2. Aggregate data by geographic area;
3. Disseminate data by geographic area or location;
4. Associate economic, demographic, or other data
with geographic locations or areas;
S. Move items; and
6. Make any other application where geography is a
major condition.
A coordinate system allows total flexibility. The
coordinate is a point not an area. Thus, any desired
area, regardless of its shape, can be used; any point
may be accessed. This characteristic gives immeasurably more flexibility to the information system.
Of equal importance is economy. The coordinate
system data base is the only economic way of manipulating geographic data
a computer based
information system. Attempts at "changing scale"
in a pseudo - geographic system (e.g., zip codes) is
terribly expensive in that it requires virtually the
development of a new data base.
The grid system is tied to ground control. The
ground control is a function of the bench mark
triangulation process carried out by the United
States Coast and Geodetic Survey. The grid system
overlays ground control, and the coordinate addresses (X, Y coordinates) fit within the grid system.
In addition to the coordinate framework of a
geographic plate base structure, it is usually desirable
for efficiency and /or effectiveness to have secondary
data base structure characteristics. Specialized file
management requirements for utilities might include network analysis, load flow studies, customer
complaint analysis, etc.
in

"Data ele-

Geographic Data Base and Electric Utilities
Very few industries have more direct and logical
The Z coordinate is used for vertical distances. As an example
Consolidated Edison of New York has plant inventory below
ground in some places and above ground to others. The Z c oordinate is also used where gas and /or other utilities may be
included with the electrical utility data.
Z
The coordinate address does not refer to longitude and latitude.
Latitude would be acceptable, because the latitudes are parallel.
However, the longitudes converge at the poles. Consequently, even
in reasonably small map
there is substantial distortion in
tr
the matrix framework. The further one moves from the equator,
the greater the relative distortion.
1
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applications with a geographic data base structure
than electric utilities. At noted earlier, utilities must
manage resources spread throughout a franchise
area. Merely accounting for the resources isdifficult,
let alone managing them. Any information system
to be effective and efficient in such an environment
must be able to handle geography. Some direct
application advantages using geographic data base
follow.
PLANT INVENTORY AND AUTOMATED MAPPING

With a geo -coded plant inventory system, daily
updating is possible by recording plant changes from
daily work orders. Either batch processing or remote
terminals can be used. New vector cathode ray tubes
such as the Tektronix 4015 -1 can display newly
updated information on any desired map or map
segment. The CRT display can include whatever
map information is desired (e.g., road network, land
parcels, physical features, etc.) . Likewise, all pertinent plant inventory information can be displayed
for the selected area (e.g., poles, transformers, safety
devices, meters, and switches) . Hard copy can be
made directly from the CRT display, thus achieving
instantaneous updated mapping. Larger maps and/or
multicolored maps can be generated by using more
sophisticated plotters.
An automated digital mapping system also has
the desirable feature of layering. Map features and
plant inventory can be added or deleted as desired.
Therefore, the map data base can contain all pertinent data without displaying it each time for
analysis. Only the relevant data need be displayed
or plotted, thus enhancing managements' ability to
use graphic or mapping data for analysis and
planning.
SYSTEMS AND NETWORK FLOW ANALYSIS

The primary requirement for network flow analysis is a data base with a relational framework. With
a coordinate system, numerous types of netyork
analyses are possible. Thus real limiting factors are
the needs of the users, imagination, and of course,
cost considerations.
An obvious application for electric utilities is
current load flow. The analysis can use historical
data or projected data. Many simulation possibilities
are available testing load flow capacities, safety
devices, and other variables.
For special purpose network analysis it is conceivable that secondary file structure characteristics
may be used to increase the efficiency of the analysis.
Such secondary data base structure characteristics do
not negate the need for the underlying geographic
data base structure.
Another example of potential application is low
voltage complaint analysis. Customer complaints of
low voltage can be analyzed and potential trouble
spots and blackout areas can possibly be avoided by
early preventive maintenance. The analysis capability, however, rests heavily on the ability to physically
locate complaints and analyze them by geographic
area, feeder system, etc. This type of system analysis
isparticularly valuable in a radial network.
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INTERFACE WITH CUSTOMER AND
ACCOUNTING FILES

Commonly little or no interface exists between
customers information files (CIF) and plant inventory files (PIF). Frequently the accounting system
is run on one computer and the engineering and
operations functions are run on another computer.
The lack of interface creates inefficiencies that need
not exist. Often files are redundant. As an example,
it is not uncommon to have more than one meter
file with different files structures, different data, and
separate updating procedures. Redundant file situations may foster unacceptable control standards
with each unit believing the necessary data is always
available on other files.
A frequent criticism of CIF -PIF file integration
is that the substantially different requirements of
the two general file areas preclude a common data
base approach. But with geographic data base the
underlying framework is present. The 'coordinate
linkage allows comparison and analysis with other
common characteristics between the CIF and PIF
areas.
File integration pays dividends in two principal
ways. One way is greater information efficiency and
data base integrity. This is achieved by:

"With a coordinate system,
numerous
types of network analyses
are possible."

1. More uniform input controls,
2. Unified edit programs and procedures,
3. Potential for integrated processing and processing
controls, and
4. More uniform reporting controls.
A second way is through the multiple use data
between functional areas. Accounting data such as
customer billings may be integrated into network
analysis and load flow studies. Continuous property
records can be integrated with engineering and
construction files for rate review cases and performance analysis. Customer complaints can be
analyzed using engineering plant inventory files and
network flow algorithms. The potential dividends
from shared data between CIF and PIF is substantial. Probably the full payout will not be appreciated
until a reasonable number of utilities have had an
opportunity to use a geographic data base system
for a while.
INTERFACE WITH EXTERNAL DATA

Some external data sources would be relevant
to utility operations if the information was available
in useable form. Perhaps the best example is United
States Census data which provides a wealth of demographic data for geographic areas. A geographic data
base provides the structure for census data analysis
as well as relevant graphic display of the data.
Conclusion
Electric utilities like other viable organizations
cannot prosper without relevant, timely information. For them the geographic data base eliminates
the geographic analysis problem and provides an
underlying relational network for the whole system.
El
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PROFIT ANALYSIS
IN THE READY -MIXED
CONCRETE INDUSTRY
What do you do if the final answer from the budget
indicates that you're not going to make a dime?

By John W. Winkworth
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crete operation are sometimes difficult to understand. Generally they are divided into two parts:
material and labor costs, and selling and administrative costs. Some of these costs are variable and
some are fixed. However, not all variable costs vary
with sales volume, and some fixed costs are incurred
to change volume. Also, certain costs may be incurred to reduce other costs. No matter how these
costs are defined, they are incurred to produce a
profit. As an additional cubic yard of concrete is
sold, at a given price, it must produce a corresponding addition to total profit.
The fixed (or constant) costs must be met if we
are to stay in business. The important point to keep
in mind about these costs is that they run on like a
brook. The amount is quite independent of sales
volume, price changes, or variable costs. They are
"inescapable" costs. Once the fixed costs have been
met, we must think about recovering the variable
costs before we can turn a profit. The important
consideration is to group your elements of cost in a
logical manner and develop a report which can
accurately tell you on a monthly or quarterly basis
whether the net sales revenue you are generating is
sufficient to meet all of your costs and provide a
residual to perpetuate the life of your business —in
short, produce a net profit (before taxes).
Can the average size operator set up this system
of cost accounting? He must, if he is to survive. If
it is not done monthly, then as a minimum, it must
be done on a quarterly basis. Because of the nature
of some accounting systems in the concrete business,
which are set up on a cash basis, it is difficult to
show the accrual of some monthly costs. Even
though month -to -month variability tends to iron
out irregularities, it is important that accurate
records be maintained. Our first step is to organize
our costs into proper categories. Then we can total

them up to see if we have anything left, after
subtraction of all costs from net sales income,
Forecasts and Budgets
Of major importance in making a profit analysis
is to find an effective solution to the problem of
pricing the product. We begin by making sales
forecasts and preparing budgets. We have to know
what sales to reasonably anticipate for the coming
year, and we must estimate the prices at which we
can anticipate making these sales.
Good forecasts are indispensable in planning.
Every decision we make involves planning, whether
it be implicit or explicit. Decisions, whether they be
extemporaneous or considered, involve future action.
If the future conditions are immediately obvious to
the decision- makers, extemporaneous decisions are
satisfactory-. Generally, however, future conditions
and circumstances are not obvious, and therefore,
explicit forecasts must be made.
In pricing considerations, good short -term forecasting is more pressing than long -term forecasting.
The budget must be geared to sales levels which
can be reasonably expected in the near future
rather than to current sales levels. In periods of
rising prices, the use of current sales levels would
not be accurate. If the market is unstable and there
are indications that it is falling off, then the sales
forecast must not only accurately reflect how much
it will fall, but also its effect on prices. The budget
must chart the path that is to be followed in attempting to offset the effects of such changes on the
company's operations.
Objective Statistics and Subjective Analysis
The question that must be answered in regard to
forecasting is: How much of the effort is going to
be based on objective statistics, and how much on
subjective or intuitive analysis? The first approach
relies on statistics and mathematical techniques
which make averages out of past experiences and
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project the averages out into the future. At some
point, however, subjective analysis takes over. We
fill in the information gaps with the experience,
knowledge, and intuitive feelings of the people in
touch with the realities of running the business —in
short, the collective intelligence of management.
The tendency in most businesses has been to rely
heavily on subjective forecasting with little or no
consideration for the objective approach. In a steady
market this approach may work very well. In a
declining market, however, this can have a disastrous effect. We must take into greater consideration any research and statistical techniques available
in order to limit our areas of intuitive judgment.
Most small firms make their sales forecast on the
basis of current production. This is then modified
by the forecaster's knowledge of the industry and of
general economic trends. The big danger to this
approach, however, is that it puts too much emphasis on the subjective, and may pass up or ignore a lot
of pertinent and valuable statistical information. In
our business, concrete is concrete no matter who
sells it. It is only when we come to allocating the
industry share to our firm that we realize that the
part our company will play in the industry's economy is for the most part a function of the realities
of the marketplace. Therefore, we should emphasize
the factual, mathematical approach when developing
estimates of general business and industry trends.
Data availability is always considered to be a
problem and raw data are never as good as they
theoretically should be. New sources must be developed continuously and invariably, compromises have
to be made. It comes down to making sure that the
best available data are found and used even though
certain assumptions and generalizations have to be
made. Typical sources of information include building permits and local trade association publications,
local newspapers and personal contacts with contractors, engineers, and architects. Also, personal
observations in your market area will make important additions to the information that is poured
into the sales information hopper. All of this data
needs to be carefully evaluated for reliability.
Above and bevond these considerations, there is
one thing which must be kept in mind when estimating future activity. It is that forecasting must
take into account the dvnamic nature of the business. Things are always changing, and the company
which shuts its eyes to change and assumes a static
approach is asking for trouble. Finally, the problem
of statistical interdependence must be considered.
The price a product carries affects its sales, and the
volume of sales in turn affects the price needed to
make a fair return.
Analyzing Market Share
The sales department's approach to the basic
sales forecasting question can be posed in two ways:
(1) What will the company's share of the industry
total amount to? (2) What will the company sales
volume amount to? Just as the question can be
posed two ways, so the answer can be obtained by
two alternative approaches: (1) by directly assignMANAGEM ENT ACCOUNT ING /MARCH 1976

ing to the company a certain share of the industry
sales total or (2) by building up independent company sales estimates based on the particular variables that through past experience have proved to
be true.
The share approach works in industries where
historically there has been very little year -to -year
variation in the amount of sales captured by each
firm. It is a good idea to have at least a rough
approximation of share behavior when building up
the company forecast. It can provide some useful
clues on (1) competitive pressures, (2) the chances
of a new firm's capturing a substantial share of the
market, and (3) whether a firm is relatively safe
from encroachment by competition.
It is difficult, expensive, and time - consuming
to try to make rapid increases in the market share.
Competitors are just not going to stand idly by and
watch another company rack up significant gains. A
forecast calling for a substantial increase in the
estimated share of the market had better be examined and questioned very closely. On the other
hand, it is very possible to go downhill fast, even
in an established industry. Generally speaking, once
a company has started to slide, it is extremely
difficult to stop, and turning the share curve back
up is even more difficult. Share analysis alone —
even if it is correct — should not be the sole factor
in gauging whether a firm's sales forecast is on the
beam or not. Under conditions where the overall
market is increasing, a maintained share, or even a
declining share, might not be too bad, especially if
new suppliers were entering the market. Absolute
sales would still be increasing and it would not be
difficult to understand that prosperity would attract
new competitors. Conversely, a rising share in a
declining market can often be misleading, especially
if competitors are withdrawing or reducing their
level of activity in the market because of an unprofitable climate for business. Every company
forecast must, therefore, view sales from three different vantage points: the industry volume, company volume, and company share. Only by studying
and analyzing the interaction of all three of these
aspects of the sales picture can we make a realistic
evaluation of the future outlook for the product we
are attempting to forecast and price.
The same kind of reasoning requires an analysis
of company sales in terms of quantity and price. If
the price is declining, what good does it do to expand market share? The firm will be producing at
very little profit or even a loss. Growth in volume
alone is a meaningless measure. It takes on importance only as one of several factors in the profit
analysis. Also, price without volume is not meaningful at all. It becomes meaningful only when price
times volume minus costs equals a positive net
profit.
It is very important that pricing be done on a
"calendar basis" and not on a "life of the job"
basis. This is an area where one can get hurt by the
project, that for one reason or another, drags out
well beyond its originally scheduled completion
date. Include escalation provisions in your sales

"Most small
firms make
their sales
forecast on the
basis of current
production."
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"Stay away
from f i rm

life
of the job
Com mit-

contracts that will run beyond dates for material and
labor cost increases built into your labor or supplier
contracts. You cannot escape these increased costs.
Does it make sense to absorb them in preference to
passing them on to your customers? Stay away from
firm life of the job commitments.

ments." Active Sales List
An important tool in our evaluation of the elements of market demand and competition is what
we refer .to as our Active Sales List. This list, which
is compiled from the information sources previously
outlined, is a tabulation of anticipated jobs within a
three to six -month period immediately ahead and
an estimate of probable sales to be generated from
this list by our company. This list together with our
sales backlog projected over the period of time estimated for completion of projects contained therein,
provides a solid ground upon which to partially base
decisions in budget forecasting of volume, price and
cost factors. If the information developed on the
Active Sales List is either incomplete, or on the
other hand, is wildly optimistic, the estimate of sales
to be generated will be correspondingly inaccurate.
Mistakes in these areas have a very serious impact
on other basic considerations of financial management.

Time for Review and Modification
Now that you have gone through all of these
steps — analyzed and set up your costs, prepared a
backlog of your current sales contracts, evaluated
the market potential for the year and estimated your
projected sales, and finally prepared an annual
budget utilizing all of this carefully gathered and
documented information —what do you do if the
final answer from the budget indicates that you're
not going to make a dime? This can happen, and
more often than not, at least on the first go- round.
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It is at this point that "blood, sweat and toil"
enter into the picture. One thing is for sure —none
of us can afford to go through the year, hoping
against hope, that a gloomy forecast somehow will
not come to pass. If we have done our homework
carefully, we cannot complacently accept such an
unhappy end result —at least not before we have
checked and rechecked, examined and reexamined
our every step and assumption upon which the
budget is built. Can we reduce costs, are volume and
price projections realistic, can overhead costs be
further modified, is the debt service resulting from
an expanded capital expenditures program unduly
burdensome, and so forth? Every item in the plan
must be reviewed and the changes made where
necessity dictates. A word of caution —be wary of
being too conservative. As we stated earlier, our
business is a dynamic, ever changing set of interrelated factors. We can afford to engage in some
limited early measure of speculation provided our
system of control through frequent review of performance (profit and loss statements) is dependable,
enabling us to make changes on short notice. This
is the second phase of good planning —the ability
to subject the program to continuing review and
modification where performance data dictate.

Conclusion
There is no way to divorce from one another
considerations of market, effectiveness (or efficiency,
if you prefer) of total operation and costs. In a
small -to- average size company this means that the
manager or managers have to give appropriate consideration to each of these areas as they interrelate
for the coming year and take every available step to
insure that the interrelation of these factors will
result in a profit for the business. It is, therefore,
absolutely necessary to know all of your costs, and
to have a good feel for the market.
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A LOOK AT THE
COPPER INDUSTRY
The plant will normally prepare its financial statements in
relation to revenue and expense in a manner that emphasizes
its contribution to the business as a whole.

By James H. Krilich
Most copper ore processed today is low- grade. It
takes more than 130 tons of ore to produce one ton
of refined copper. However, the high demand for
copper has made it possible to develop many low grade ore deposits economically. Most of the production comes from small mines, each of which
responds slowly to fluctuations in demand. Because
these independent mines do not have sufficient ore
reserves by themselves to justify capitalization of
smelting and refining facilities, ore from the small
mines, in the form of concentrates, is sold to larger
smelting and refining companies.

A Problem of Pricing
Originally, this presented a serious problem of
pricing. The small miner usually had limited finances which restricted his ability to assume the
burden of larger inventories or receivable accounts.
To adapt to the financial restrictions of the small
mines, the custom mill and smelter initiated the
practice of provisionally making payment for ores
and concentrates promptly following receipt. After
the actual metal content is determined, the final
payment is made. Usually, contracts provide for a
provisional payment of between 80 to 90 percent of
the estimated value of the metal, payable approximately two weeks following delivery. Thus, the
miner receives payment for his ore even though the
finished product will not be available for sale until
three or four months later.
The price paid for the ore is the prevailing market
price less processing and transportation costs which
have been agreed to in advance., Because the quality
of individual ores and concentrates varies greatly,
custom smelters normally negotiate long -term contracts for substantial production. So- called "open"
schedules are published applicable to intermittent
shipments from small producers. (Quantities as
little as five or ten tons may be accepted on such
schedules.) In addition to paying for the principal
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metal constituent, payment is also made for gold
and silver if they the present in sufficient amounts.
Since the custom smelter's "intake" is based on
the current price, he must endeavor to sell a roughly
equivalent amount at the same price each day to
protect his processing margin. If for a number of
days, the smelter's sales do not match his intake, he
has accumulated (i.e., gone long on) metal and
runs a market risk if the price drops. In the same
way, if a smelter's sales exceed his intake, he has
oversold (i.e., gone short). In a period of violent
changes in price, therefore, the custom smelter, who
does not move his product rapidly is assuming grave
risks. He may even risk the margin of profit derived
from the smelting of ore.2

Specifications and Scrap
Specifications of refined metal are universally accepted. Primary refiners produce metal meeting
these specifications and the well -known brands are
accepted as good delivery by consumers in most
instances on an interchangeable basis. Plants that
treat scrap material exclusively may in some instances produce metal of less than specification
quality. In such cases, discounts from the prevailing
prices may be allowed.9
Most scrap is either purchased directly by consumers, refined by large primary refineries and
marketed by them as refined copper commingled
with primary production and indistinguishable
therefrom, or is smelted and marketed as brass and
bronze ingots by secondary producers. Quotations
for such ingots bear no fixed relationship to the
price of copper as quoted by the large producers.
The constituent alloying metals as well as supply
and demand affect prices to a noticeable degree.
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' The price o! refined copper is usually quoted on a delivered basis,
FOB cards, at destination in the United States, for electrolytic
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The market for copper scrap is also an extremely active one
and is quoted in terms of numerous grades and classifications.
Secondary copper as such, however, is a less well-defined market.
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"Gross
operating
margin
has two
definitions."

Brands of foreign origin are sometimes introduced
into the domestic market at a discount. In periods
of poor demand, certain established foreign brands
may also be offered in this way to induce buying.

Accounting Systems
There are various accounting systems available for
documenting smelting and refining operations. The
system may be highly centralized where the accounting of plant operations is performed at the home
office; or the system may be almost completely
decentralized, with the plant responsible for the detailed accounting and only summary accounts carried for the plant at the home office.
In the centralized system, each plant or department will prepare only operational records.' Duplicate copies are forwarded to the home office where
they are entered in the appropriate journals. The
plant does not have ledgers and journals. The benefits of a centralized system may be substantial
savings in office expenses for bookkeeping activities
and greater assurance of uniformity in accounting
procedures. The difficulties encountered with a
centralized system may be delays and the possibility
of inaccurate data being submitted to the home
office, resulting in poor periodic reporting.
In the decentralized system, each plant maintains
its own accounting system to include ledgers and
journals. The account classifications for assets,
liabilities, revenues, and expenses in the plant ledger
conform to the classifications employed by the home
office. The accounting processes are comparable to
those of an independent business, except plants do
not have capital accounts. The procedures of preparing financial statements and periodic closings are
similar to those of an independent enterprise. The
plant will normally prepare its financial statements
in relation to revenue and expenses in a manner that
emphasizes its contribution to the business as a
whole. Such statements use the contribution margin
approach to reporting.,
The plant margin approach is advantageous in
collecting operating expenses and maximizing income. The manager of each plant can be held
accountable for the operating expenses directly
traceable to his department and hence subject to
his control. A reduction in the operating expense of
a department will favorably affect the contribution
• Departmental accounting reports are generally limited to operations. Ordinarily they are no t iss ued to s to c khold ers o r others
outsid e management. T he degree to which each typ e o f d epartment
acc ounts for Its o peratio ns is us ually c entralized thro ugh s tandard
Corm reports.
s Decentralized margin acco unting is the underlying b ody of principles and procedures such that any gains or lous es res ulting from a
sud den invento ry revaluation will b e excluded from plant o utco me
and absorbed by centralizing purchases and sales at the home
offic e, in an attemp t to eliminate q uotational market risks.
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made by the plant in relation to the outcome of the
enterprise.
Within the plant there may be numerous departments, whose supervisors are held accountable for
the operating expenses traceable to their departments. However, within the framework of general
policies established by top management, the manager of the plant is given a wide latitude in conducting the business of the plant. The tie -in between
the home office and the plant is accomplished
through the control- account - subsidiary- ledger technique. It is this system of plant accounting which a
company and its subsidiaries would also use.
Upon receipt of the initial material, the smelting
department establishes the full value of the metal
content. It pays the supplier for the value contained
therein, and charges the home office an equivalent
amount. The difference which exists between the
full metal content charged the home office as a
sale, less the amount paid the supplier as a purchase,
creates a gross operating margin.
Gross operating margin has two definitions. It
is the value of the total metal content of a metal bearing material charged to the home office at the
prevailing market price, less the total cost of the
material to the company, F.O.B., the company's
plant, which would include the amount paid the
supplier, freight paid for the account of the supplier,
discharging, umpire laboratory charges, etc. Gross
operating margin may also be defined as the value
of the total non - returned metal content on material
received on a toll basis at the prevailing market plus
treatment, delivery, and penalty charges paid by the
supplier.
Upon receipt of the semifinished material and an
accompanying treatment allowance, the refinery is
responsible for processing the material within the
historic operating costs allocated by the plant. The
historic operating costs usually include enough for
shipping the processed materials to market for
further treatment.

Conclusion
The industry is constantly endeavoring to anticipate price changes and to protect itself against loss
from such changes. For this reason, when the market
is strong, the custom smelter is normally the first to
increase his price (to avoid overselling at the lower
price) ; and when the market is weak, the custom
smelter is the first to reduce his price (to avoid
accumulating metal at the higher price). However,
as long as a major portion of copper production
originates in small mines and is marketed through
custom smelters, the industry must reconcile itself
to fluctuating prices.
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IS HOSPITAL
ACCOUNTING DIFFERENT?
Hospital accounting is growing up professionally. Medicare and
Medicaid legislation, Blue Cross of America, and the public
itself —among other forces —are seeing to that.

By Stephen F. Chase
New accounting practices have been often dismissed
by hospital personnel with the excuse "That won't
work here. We are a hospital. We are different."
Sure, hospitals are different. They are different in
the same way a tire manufacturer, a steel producer,
an ice cream maker, a carpet cleaning service, or an
electricity producer is different. To determine
whether there is a difference, this article will make
some comparisons of hospital accounting systems
with industrial systems. Judge for yourself —is hospital accounting that different?
Patient Revenue
Several years ago it was my responsibility to select
a data processing manager for a computer system the
hospital had ordered.' Because the man selected for
the position had an industrial, rather than hospital,
background, I put the entire patient revenue accumulation system in terms of an in- process inventory system to reduce somewhat our communication
gap. Although this may sound irreverent, the result
—an in- process inventory system ( "patient billing
system ") —was excellent.
In a purely accounting sense it is logical —if somewhat sanguine —to refer to a patient as raw material upon admission, and finished goods upon discharge. We can liken the patients' progress through
each department in the hospital to in- process inventory. In a factory you might find a receiving area,
foundry, machine room, heat treating room, painting room, finishing room, and shipping area. And in
hospital free translation: admitting, laboratory,
radiology, operating room, nursing unit (you make
your own substitutions) and discharge. Each department providing direct services to the patient is
a separate process for which direct costs (charges)
are to be accumulated.
This brings us to the next point in the in- process
inventory comparison. Think of the charge for service as the standard cost for service rendered or
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process performed. The patient charge should be
developed in a way similar to standard costs. That
is, the costs (charges) should be accumulated for
in- process inventory. At the end of the in- process
inventory you will have a patient bill rather than a
finished goods cost sheet.
Controls can be established for audit purposes
to insure that charges are accumulated and posted
to the patient's bill (inventory). Departmental logs,
physician fee billings, and patient medical records
are all useable for control purposes.
Cost Finding
No matter what the organization, it is necessary
to know the cost of operation by department and
procedure (or product) as well as in total. Without
this information, costs cannot be properly recovered
through prices.
Cost finding in hospitals has become critical
during the last several years because of legislated
and non - legislated contracts for the recovery of the
cost of patient services from governmental and nongovernmental providers of hospitalization insurance
such as Blue Cross, Medicare, and Medicaid. No
longer can a hospital easily make up losses from
one area of service by charging more in another
area of service because many contracts either do, or
will, require payment to hospitals on the basis of
the lower of cost or charges. As far as costs incurred
during normal operations are concerned, the hospital
is no different from industry. There are present all
elements of direct, indirect, and overhead costs. In
a way similar to industry, direct patient service
(process) centers must absorb indirect and overhead
costs from non - patient service centers.
As a rule, hospitals are well organized: Departmentalization of services, and in most cases, responsibility for authorization of labor and material consumption are clear -cut. Despite poor accounting
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"... a hospital

must 'sell' its
product to
whomever is in
need of it."

reporting, most department heads are relatively well versed on their material costs, and are extremely
cooperative in assisting cost studies.2 Computers
have provided a means for experimentation and for
sophistication of cost finding methods. When computerized, cost finding can be done more often ( i.e.,
monthly) and much faster.
If cost finding is different in hospitals, then the
only difference is that, over the years, many hospitals have treated cost finding as a necessary evil
to be done by the "crash basis method" at the end
of every year. The crash basis method does not
allow much serious thought to be given to methods
or statistics, but nonetheless remains the basis of
cost finding at many hospitals because the controller
cannot possibly be effective if he must handle the
mechanics of cost accounting, and at the same time,
pay proper attention to his other areas of responsibility. Here is where the cost accountant would
more than prove his worth.

Credit and Collections
In marked contrast to industry (in most cases
anyway) a hospital must "sell" its product to whomever is in need of it. Furthermore, in many cases
someone other than the "purchaser" will pay for
the services rendered. Typically, hospitals collect
75 -90 percent of their billings from a third party.
Because no two insurance contracts are alike (or
so it seems), there can be much confusion as to
exactly what will be paid by the third party. Many
times, even the person who bought the insurance
policy does not know in what ways he is covered.
Hospital clerks must therefore read through much
correspondence and many forms before they can
even bill a good many patients. Even though most
insurance companies have striven to standardize the
data requested from hospitals and the format of
the insurance forms, if the invoice presented is not
accompanied by an insurance form preprinted with
the insurance company's registered trademark, it
may go ignored for months.
Other "third parties" are governmental agencies
who also have their own requirements for forms,
variances in coverage, and methods of payment. To
these agencies, the hospital must grant full payment
in terms of cost of rendering service, or the lower
of cost or charges.a
Because voluntary hospitals do not always have
' Simple methods of cost allocation are used by many hospitals and
are commonly known as single step -down and double apportionment cost findiag. See, for example, Leon E. Hay, Budgeting and
Cost Anafyrir Jar Noryitaf Management, Pressler Publications,
Bloomington, Ind., 1963.
s The cost it calculated according to formulas developed by the
various agenvies. Since the introduction of medicare many of the
formulas have become standardized, but significant differences still
exist
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the option of selecting their customer - patients, many
are given service even though they are not able to
pay their entire bill. A problem therefore arises in
that the hospital has no "product" to repossess in
the event of nonpayment. ( Repossessing a heart
pacemaker or a baby delivered in the hospital has
vet to be contested before a jury.)
The primary means whereby a hospital will collect
its accounts is through a diligent, systematic follow up of its individual pavers, through strict enforcement of hospital collection /payment policy and
through careful accumulation of necessary data (patient address, etc.) at time of treatment.

General Ledger Accounting
A chart of accounts has been prepared by the
American Hospital Association which is extremely
good and adaptable to most situations, Since, however, the chart of accounts for a hospital tends to
be extensive, most departments within a hospital
need good detailed data for budgeting and other
planning purposes. General accounting procedure,
though, does not vary enough from standard industrial practice to put it into a "different" category.
Most hospitals keep detailed plant ledgers, many
of which are maintained by national appraisal companies. These plant ledgers were required by the
Medicare Act of 1966 in order to support depreciation expense. Because many hospitals were not prepared to do this in sufficient detail, the appraisal
companies were called in for assistance.
Some hospitals are necessarily drawn into fund
accounting because of grants, bequests, and non related operations. Fund accounting can throw a
scare to an accountant not familiar with its processes, but all one must do is to keep a cool head
and approach each fund as though it were a separate entity (subsidiary) and remember that it must
balance. Also, its receivables and payables to another fund (or funds) must appear in opposite
form on the other fund(s), in a manner identical
to intercompany receivables.
Pooled investments could cause some problems
in fund accounting, but if the accountant is careful and understands procedures before he implements them, he should not get lost.
Conclusion
Hospital accounting is growing up professionally.
Medicare and Medicaid legislation, Blue Cross of
America, and the public itself —among other forces
—are seeing to that. And, although there are many
excellent financial officers employed in the hospital field, some need to stand up and meet the
challenge.
F1
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AN ACCOUNTING GUIDE
FOR RETAIL LAND SALES
The absence of a specific accounting guide had led to
artificially high stated earnings and inflated stock prices.

By Clarence R. Rabas
Accounting for retail land sales has largely been
characterized by expedience accounting. Sales companies operate by acquiring large tracts of unimproved land for subdivision into lots, and sell them
to widely dispersed retail customers through intensive marketing schemes. Such retail land sales are
generally closed by a relatively small down payment
with the balance of the purchase price to be paid
over a long -term period. Such retail land transactions differ significantly from those of other businesses and as a result conflicting accounting practices have developed. For example, the allegations
of artificially increased earnings specify several deficiencies of traditional practice, the most conspicuous
of which is that profit is recognized on sales contracts long before it is reasonably certain that a
contract will pay out as expected. Other alleged
accounting indiscretions relate to untimely and
often inadequate provisions for costs to be incurred
after a sales contract is signed, and to the distortion
of revenues attributable to the inclusion of interest
charges in the principal contract balance receivable.
Furthermore, the absence of a specific accounting
guide had led to artificially high stated earnings and
inflated stock prices.
Nature of Business Activity
Developers engage primarily in three interrelated
activities: marketing, financing, and construction.
Our concern in this article is with the first two.
They assemble, master plan, and improve land in
order to sell it as a developed community. Usually,
they include enticements of offsite amenities such
as golf courses, recreation centers, and lakes.
MARKETING

In marketing the land, the major corporate effort
is exerted relatively early in the life of most projects. The company must purchase the land, obtain
approvals, and prepare filings with a variety of local,
state, and Federal regulatory agencies, undertake
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engineering studies, prepare master plans and complete fundamental improvements such as leveling
land, cutting roads, and installing sewer systems.
Sales efforts are usually extensive and costly because
of numerous advertising and promotional campaigns. In addition, salesmen receive large commissions, major portions of which are paid at the time
the sales contracts are signed.
FINANCING

Most buyers finance their lot purchase with the
developer. Generally, the down payment is less than
ten percent, and the balance is set up as a receivable
in the form of a land sales contract or a purchase
money mortgage over as long as thirty to forty years.
Under the terms of the typical contract, the buyer
may discontinue payments at any time and the
seller will make no effort to collect the outstanding
balance. There are practical reasons for this leniency: The buyer obtains no equity in the property
until his contract is fully paid; when the buyer
defaults, the seller simply retains the land for resale;
and in accounting for the repossession, the company
will write off the receivable, the value of which was
initially determined on the basis of the retail selling
price, and inventory the land at initial cost.
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Three Accounting Methods
In 1973, the AICPA published an accounting
guide for retail land sales in which it prescribed that
a revenue recognition policy be dependent upon
terms of the sales contracts and other relevant data.'
The guide describes three accounting methods (deposit, accrual, and installment) and indicates the
conditions under which each is appropriate. The
percentage of completion method may also be required in some circumstances.
The appropriateness of each method depends to
some degree on the firm's risk. The risks generally
involve the buyer's commitment to make contractual payment and the company's ability to complete
' Aceountin
ing Guide,

Retail Land Salts: An AIGPA Industry AccountAIfor
CPA
,New York, N.Y., 1973.
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tomer's payment should
be recorded as
a deposit until
it is certain he
is likely to
fulfill his
agreement."

the required construction. The guide recommends
that the choice of an accounting method be based
on the company's own experience with each individual project.
The guide directs that no revenue be recognized
on an individual sales contract until the customer
has provided evidence that he is serious in his intent
to make payments in accord with the terms of his
agreement. For the company's part, the guide requires that until it is certain the project will evolve
as planned, and as stipulated in the sales contracts,
the company must account for revenues on the
installment basis. Later, when it appears probable
that a high percentage of customers will pay their
contracts out to maturity, and that the company
will be able to meet its obligations to complete
promised improvements, the firm will then be permitted to use the accrual method.
In assessing the critical decisions that must be
made as a project evolves, the following questions
must be answered:
Should amounts received be recorded as deposits
on future purchase contracts or as sales?
If they are recorded as sales, shall installment or
accrual accounting be used?
If accrual accounting may be used, what proportion of the payments should be allocated to the
percentage of completion method?
DEPOSIT ACCOUNTING

The accounting guide stipulates that, because of
the high rate of buyer default in the land sales
industry, a customer's payment should be recorded
as a deposit until it is certain he is likely to fulfill
his agreement. So as not to provide the buyer with
a justification for defaulting, the guide directs that a
firm defer recognition of a sale until the following
three conditions have been met:
1. The aggregate payments of the customer (including interest) are equal to or greater than 10
percent of the contract sales price.
2. The customer has made a down payment and has
made the regularly required subsequent payments
until the cancellation- with - refund period has
expired.
3. It is clear that the company is capable of providing the land improvements and offsite facilities promised in the contract and in other representations made —such as proceeding with work
as scheduled, and adequate capital.
Until these conditions are met, amounts received
should be treated as deposits, and recognition of
both revenue and expenses should be deferred.
ACCRUAL ACCOUNTING

The guide states that the accrual method should
be used only when all of the following conditions
are met:
The properties clearly will be used for their
intended residential or recreational purposes,
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and there are no legal or ecological restrictions
on planned improvements.
2. The company has the financial capabilities to
meet its contractual obligations.
3. The improvements have progressed beyond preliminary stages, and there is evidence that work
will be completed according to plan.
4. The company's previous collection experience indicates that 90 percent of its contracts still in
force six months after sales are recorded will be
collected in full. (Down payments of 20 to 25
percent are considered an acceptable substitute
for this test of collectibility.)
5. The receivables are not subject to subordination
to new loans on the property, except for construction purposes.
Firms that can show a low default rate will be
able to move from installment to accrual accounting
as soon as they have completed their master plans
and begun work on improvements. On the opposite
end, companies that have had no previous, or poor,
experience may have to remain on installment accounting for several years.
Once a project meets the criteria for accrual ac.
counting, the company must divide all revenue into
two categories: that which will be considered as
being derived from its future construction of improvements, and that which will be considered as
being derived from all other corporate services. The
proportion of revenue applicable to future improvements will be determined by applying the ratio of
estimated costs of future improvements to estimated
total project costs (including selling expenses).
The contract price less the portion attributed to
future construction activities, the allowance discount for defaults, and the imputed interest would
be included in revenues. Applicable costs of land
and marketing would be charged to expense in the
same period. The balance due on each contract
would be charged to accounts receivable and appropriated allowances would be established for cancellations.
INSTALLMENT ACCOUNTING

If a firm is unable to meet all the conditions for
accrual accounting, it then must record all sales on
the installment basis. Under the installment method, the firm reports as a sale the principal amount
of each contract as soon as it qualifies as such. In
the period in which it recognizes revenue, it will
also record applicable expenses (e.g., land and mar.
keting costs as well as provisions for future construction costs) . The difference between the amounts of
sales and cost of sales and marketing expenses will
be treated as deferred revenue, will be stated on the
balance sheet as a reduction of contracts receivable,
and will be taken into income proportionately as
customers' payments are received.
Significantly, when a firm shifts from installment
to accrual accounting, it transfers to income the
entire balance of deferred profit, less discounts for
imputed interest and future performance requires
Continued on page 44
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INCREASING THE
PRODUCTIVITY OF
LOCAL GOVERNMENTS
In local government, expenditure levels tend to be a
function of resource availability.

By Herbert A. O'Keefe, Jr.
Current governmental accounting encourages operating managers to produce goods and services using
labor instead of more efficient capital assets. Current governmental accounting also encourages operating managers to use older equipment rather than
shifting to more efficient newer equipment. This
misdirected encouragement takes place because the
governmental accounting system is primarily concerned with providing information on the flow of
financial resources through the various entities
(funds) rather than on the efficiency and effectiveness of economic resource allocation.
In spite of the above charge, the purpose of this
article is not to argue the advantages or disadvantages of current governmental accounting; but
rather to propose a way of using the current governmental accounting structure to provide better information on economic resource consumption.

Current Environment
The practice of charging the cost of all property
and equipment purchases not large enough to be
accumulated in the capital projects fund to operating expenses in the year of purchase causes dysfunctional signals to be given in the accounting reports.
Also, the lack of any depreciation for the use of
property or equipment acquired in prior years signals that there is no economic cost other than out of- pocket costs incurred in the use of these assets.
CHARGING COSTS TO EXPENSE

In local government, expenditure levels tend to
be a function of resource availability. In general,
government revenues precede expenses; they are
not the result of expenses as they are in the private
sector. In practice, therefore, resource availability
tends to be related to projected revenues, the willingness of politicians to increase taxes, prior budget
allocations, and constituency bargaining power.
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In attempting to increase his resource allocation,
the operating manager's major decision is usually
on determining the mix of the funds available based
upon his historical budget allocation plus some
percentage increase. The percentage increase is usually a projection to cover salary and material price
increases. At this point, in theory, he can at least
adjust the factors of production to increase productivity. But can he really? The decision process which
confronts the manager can be shown by the following example:
The operating manager has just reviewed an
economic justification analysis showing that for an
investment in a $10,000 piece of equipment, he
will save $3,500 in labor costs each year for five
years. Using a reasonable discount rate, it appears
that the equipment should be purchased. If he
acquires the equipment in the current year, however, he must cut out $6,500 in expenditures that
are not related to the asset acquisition. If he has to
cut into what he considers required projects, he
probably will not make the investment in the
equipment even though, in the long run, it is in
the best interest of the local government.

H. A. O'KEEFE, JR.
Savannah Chapter
1967, is a Professor of
Business
Administration at
Savannah State
College, Savannah, Ga.
Dr. O'Keefe, a CPA,
holds B.B.A. and
M.Acc. degrees from
the University of
Georgia, and a Ph.D.
degree from Georgia
State University.
This article was
submitted through the
Savannah Chapter.

FAILURE TO RECORD DEPRECIATION

Because the operational objective of local government accounting is to report on the flow of funds
through the various legal entities, depreciation is
not recorded in the general fund. Therefore, the
operational manager involved in a capital asset
investment decision is discouraged from acquiring
new equipment, even if it is more productive. In
fact, the accounting system encourages him to keep
old equipment in operation since there is no
depreciation expense, and the new equipment will
have to be charged in total as current period
expenditures. Because of this net effect on expenditures, the manager will be discouraged from moving up to more productive equipment even though
it may be in the best interest of the local govem43

"...the
depreciation
issue in
governmental
accounting
should be
solved

..."

ment. Exceptions to this practice may be encountered if the old equipment is leased.

Proposed Environment
Give all property and equipment used internally
to the intergovernmental service fund. This would
provide that all property and equipment used internally would be purchased by the intergovernmental service fund. This would not preclude use
of the capital projects fund as an intermediary when
necessary. Purchase requests would be supported
by analysis for economic justification.
The intergovernmental service fund would then
lease the property and equipment to the respective
responsibility centers. The terns of the lease would
be based upon the economic life of the asset, but
the term could be adjusted to provide for movement
into more productive equipment. The lease amount
could be determined by such items as cost, interest
on invested funds, and price index adjustments.
The variables used in fixing the lease amount would
depend upon the objectives of management.
The resultant property and equipment fund within the intergovernmental service fund could be
funded by the lease charges, by direct contributions
from other funds, or by borrowed funds. Borrowed
Intermediate (3 to 10 years) equipment financing, for example,
is a rare occurrence for local governments.
I

funds would, of course, have to be repaid with
interest.
Local governments have generally been reluctant
to follow the private sector which borrows extensively to finance equipment that enhances productivity.' This reluctance to borrow for productivityenhancing equipment may help to explain the apparent lack of productivity increases.

Conclusion
Making the intergovernmental service fund the
owner, lessor, and funnel for financing of all internally used capital assets has many advantages.
First, if the benefits over the life of the asset exceed
the cost, the previous requirement that property
and equipment be charged as an expenditure in year
of purchase should no longer be a dysfunctional
influence. Second, the depreciation issue in governmental accounting should be solved, since all property and equipment used internally will be owned
by the intergovernmental service fund, and this
fund is allowed to record depreciation. Third, funding for capital assets that increase productivity can
be channeled through one fund. Priority rankings
can be made on common basis for the entire local
government unit. Aggregation of the potential increases in productivity should create pressure for
anv necessary funding.
❑

AN ACCOUNTING GUIDE FOR RETAIL SALES
Continued from page 42
ments. The result of the adjustment, however, may
be to credit a large portion of the deferred income
of all years prior to the transfer to income of the
year in which the change is made.
The accounting guide also affirms the view asserted in APB Statement No. 4 that assets should
be valued at their current "exchange" value exclusive of financing charges. It directs that when the
stated interest rate is less than the prevailing rate
for similar types of financial paper, contracts receivable should be discounted to reflect the higher rate.
Discounting of receivables will be required only
for those accounted for under the accrual method.
The guide points out that installment receivables
should also be discounted, but since the installment method has the effect of spreading income over
a number of periods, it concludes that discounting
would seriously complicate the accounting process
without substantially changing reported earnings.
When a firm discounts its receivables, it will
credit to revenue only the net amount of the sale.
The discount will be credited initially to deferred
income, and later amortized and taken into income

44

as the receivable is collected. The effect of the discounting process is, therefore, to allocate the interest
earned over the collection period.
Conclusion
Because of different methods of accounting applied, earnings are still distorted, and they are moreover, inconsistent from one firm to another. To
eliminate some of the inconsistencies, the accounting guide substantially strengthens disclosure requirements. It provides that the statement of
changes in financial position be that of the sources
and uses of cash rather than changes in working
capital. It also directs that disclosure be made of
the methods of income recognition and of the
interest rate used for discounting contracts. Furthermore, it requires a firm to indicate maturity
dates in footnotes, policies of recognizing earnings,
and the gross amount of delinquent accounts. Companies will be required to show the gross amount of
contracts being accounted for as deposits and the
collections made to date. In addition, extensive
disclosure of the estimated costs of future improvements as well as the manner of determining these
estimates will also have to be made.
❑
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HUMAN RESOURCE
ACCOUNTING
The theorists argue that the true worth of an individual cannot
be assessed from accounting data based on original cost
outlays; so they have developed replacement -cost and
economic models that strain the imagination.

By Marvin Weiss
Human resource accounting is not a new concept.
There is evidence of the concept having been applied in external financial reporting long before the
first article on this subject appeared in the accounting literature. For example, in economics a great
deal of interest had been focused on the benefits
derived from investment in upgrading human capital, such as outlays for education, health, etc. Thus,
the "investment" nature of human capital predates
the accounting treatment of the subject. However,
in human resource accounting (HRA) there is a
logical transition from the "macro" approach to the
"micro" approach in treating investment in human
resources in an individual firm.

Braves Among the First
With regard to the accounting treatment, one of
the earliest attempts appears in the financial statements of the Milwaukee Braves, back in 1962 -1963.
Undoubtedly, what the Braves chose to report could
also be found in financial statements of earlier
vintage. Nevertheless, the Braves chose to capitalize
their investment in player contracts as well as their
investment in player development., The player contract aspect is no longer unique, since such treatment is now required for tax purposes for all teams,
with amortization over the expected service -life of
the player. However, the player development aspect
was unique, and such capitalization was not required
either in 1962 or now. The Braves' management
justified such treatment as its version of research
and development, and the auditors evidently agreed,
since this information appeared in primary rather
than supplemental financial statements.a
Whether or not such information should be included in external statements is another matter. I
believe that knowledge of managerial performance
is an agreed -upon criterion in evaluating the merit
of a company for investment purposes, and information on expansion or contraction of managerial
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training, however defined, could give some clues to
investors that could not otherwise be obtained.

HRA's Key Benefits
The theorists argue that the true worth of an
individual cannot be assessed from accounting data
based on original cost outlays, so they have developed replacement -cost and economic models that
strain the imagination. They have also embellished
the accounting system to include non -cash outlay
costs. Even if such information is deemed inappropriate for external reporting, there can be no question that the inclusion of such information for
internal reporting is of significant value. The benefits to be derived from internal reporting of HRA
have been enumerated elsewhere, but the key
benefits can be summarized as being two -fold:
1. It focuses on employee development as an investment type expenditure, rather than a current
expense. (That shift in approach should prompt
a re- thinking of cut -backs in employee training
and other such expenditures when profit falls.
Also, the relevance of capital budgeting to such
expenditures has been noted.)
2. It focuses on the total picture. (For example,
standard cost experts know how the leaming
curve impacts upon labor costs on a production
run over an extended period of time; however,
what is the impact of a personnel policy that
results in a restructuring of the work group, or a
transfer or layoff of experienced workers?)

tW.
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While not arguing with the validity of the benefits, some critics suggest that the benefits could be
' T he Braves terminated the c ap italization treatment in 1965 -1966,
but fo r a few years an ass et ac co unt was c arried on the balanc e
sheet whic h was certainly akin to the mo dern d ay HRA app ro ac h.
a Op inion No. 17 o f the AP B wo uld prohib it the c ap italizatio n of
such intangibles and a s ub sequent " interp retation" reaffirmed that
cap italizatio n o f training co sts was a "no -no " . However, the dec ision to capitalize actual out -of- pocket training and contract purchase
costs, and to *no rtize s uc h coats to income on a rational and
systematic bass, was and is the essence of HRA, d esp ite the flood
of mo d els and arguments that p urpo rt to further refine this co ncept.
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"A lease is also
an example of
a non -owned
asset ..."

attained through special reports and statistics compiled and maintained "off the books." Also, there
can be no question that the current emphasis on
behavioral considerations in accounting would support the argument that "money talks ". Thus, the
inclusion of an item in a financial report carries far
more of an impact on performance than a set of
statistics or special reports. That is probably why
most large companies with ample statistics on
turnover and its causes are now turning to the
question of measuring the cost of such turnover in
financial terms, on a continuous basis, and as part
of the financial reporting system.
If one focuses on the concept of original outlay
capitalization, and amortization on some rational
and systematic basis, some of the chaos reported by
Jauch and Skigen would be eliminated.-, It is true
that even with this limited (but more objective)
approach to HRA, a number of hard decisions have
to be made because the problem of capitalization
applies to human resources just as it does to physical
assets. For example, how would expenditures for
employee testing be handled if an HRA system was
established for internal reporting? The answer to
this question would depend on the outcome of the
testing. If a prospective employee was found to be
unacceptable for employment, such cost of testing
and related recruiting costs would be expensed. If
hired, the costs, like those of continuing employees,
would properly be capitalized.
Jauch and Skigen argue that ownership is a prerequisite of asset status, and the fact that the asset
can get up and leave at any time negates the possibility of capitalization. Such an argument is erSee Roger Jauch and Michael Skigen, "Human Resource Accounting: Critical Evaluation," Management Aceounting, May
1974.

roneous. An asset represents that which will generate future benefit for the firm. For example, the
argument that long -term leases be capitalized reflects
the true economic nature of that transaction. A
lease is also an example of a non -owned asset since
it is not owned in the legal sense. Under the going
concern concept, expenditures for training of specific employee groups are incurred on the assumption that these employees will continue, and that
justifies the capitalization treatment. It could very
well be that the rate of input of new employees
and termination of old employees would result in a
"cancelling out" of any effect on income or on the
balance sheet, but this still does not justify ignoring
the use of human resource accounting. Presumably,
a firm will train an individual because it expects the
individual to remain for a period long enough to
recoup the investment in training, and if this did
not prove to be the case in practice, the firm might
pay a higher premium salary to go outside and
obtain a fully- trained individual from other firms.
However, training does take place, and to the extent
that it does, this is an investment -type outlay.

Conclusion
If HRA information in internal financial reporting can improve managerial decision - making, then
the appropriateness of HRA cannot be doubted.
Using a very narrow definition of asset status, or
referring to a maze of techniques that have sprung
up around HRA should not defeat the management
accountant's consideration of what is essentially a
relatively simple decision; namely the decision to
capitalize rather than expense certain costs of training and development, so as to more properly match
revenues with expenses when the trainee becomes
productive.

LETTERS
worlds ". Obviously, as Ms. Frizelle points
out, knowledge of them is needed for us
our own definition, ours is an "art" rather to act in the translation and communicathan a "science " —a statement that any tions roles that are necessary.
As Mr. Frizelle concludes, we must
pure scientist would quickly use to classify
accept ". . . our continuing challenge
us along with all other "artists ".
In social terms, the ecological and to progress toward bridging the gap" —
sociological world describes problems; the both gaps. We cannot afford to laugh at
scientific and engineering world prescribes other worlds because communication
solutions. The business (and particularly among all disciplines is essential for
accounting) world must act as a trans- human survival. Our profession can prolator between these groups in order to vide the channel through which the comapply optimum solutions to the correct munication takes place —if we provide
input in the form of intelligent questions,
problems.
In my view, it is this dialogue which rather than assuming that we can supply
is the substance of social accounting. Ac- answers.
Thank you for the forum, and thank
countants cannot afford to set themselves
you,
Ms. Frizelle, for taking a step toward
up as judges over the relative social values
of the various alternatives. We must bridging the gap.
Tim Orwick, CPA
maintain our back office operating posture
as fact gatherers, impartial reporters and
Mid- Florida Chapter
mediators between the two "other Longwood, Fla.

Continued from page 9
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A Change in Outlook
It was refreshing to read the article by
Pamela J. Frizelle in the October 1975
issue of MANAGEMENT AccouNnNG entitled "Accounting and the Other
World." Most of us have become so involved with the technicalities of our profession that we lose track of our real
purpose in life —that of sharing with
humanity our talents and know -how.
I have often thought that we should be
exposed more to the liberal arts, if not
during our busy school years, then afterwards, as a matter of continuing education. There is no reason why we should
not be, since most universities and other
educational organizations are constantly
offering us this opportunity. It is true
that most people think we are out of our
league when we do attend these courses,
Continued on page 49
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Books

FOR THE MANAGEMENT ACCOUNTANT

International Financial Reporting
Accountants International Study Group,
American Institute of CPAs, 1975 —This
is a comparative study of practices in
Great Britain, Ireland, Canada and the
United States initially drafted by the
Canadian members of the study group.
Circle 3 on Inquiry Card.

Financial Ratios and Investment Results
Donald M. Peterson, Lexington Books,
1974, 180 pp. —This book reappraises the
use of financial ratios in evaluating securities. It recognizes that portfolio selection encompasses risk as well as return.
Circle 4 on Inquiry Card.

Financial Capitalization Rate Tables
Charles H. Gushee, Financial Publishing
Company, 1974, 775 pp. —This is a book
of eight tables translating finance and depreciation features —in their mathematical
relationships —into present value.

Alabama Department of Education, 1974,
255 pp. —This is an AIDE Project
(Auditing to Improve Departments of
Education) approved by the U. S. Office
of Education. The author investigates
auditing of, by, and involving State Education Agencies for the purpose of making
auditing more beneficial for State Education Agency Management.
Circle 8 on Inquiry Card.

Auditing Objectives
Kenneth L. Fox, Grid, Inc., 1975, 193
pp. —This book provides the student with
an opportunity to consider what auditing
is and what a course in auditing contributes to the overall accounting perspective. Details of auditing are left to instructors.
Circle 9 on Inquiry Card.

Modern Concepts of Internal
Auditing. . . Auditing Computer
Centers

The Institute of Internal Auditors, Inc.,
1974,
33 pp. —This work begins a new
Circle 5 on Inquiry Card.
series providing internal auditors with information and guidance on subjects of
Capital Investment Analysis: Using interest to the profession. This first pubDiscounted Cash Flows
lication is Chapter IX of the Institute of
Richard D. Aplin and George L. Casler, Internal Auditors' EDP Manual with an
Grid Inc., 1973, 143 pp. —The authors audit program outline added.
use their experience in teaching discounted cash -flow measures of investment
Circle 10 on Inquiry Card
worth to review the present value methods, explain the rationale behind them,
Audit and Control of Computer
and demonstrate their applications.

Systems

Circle 6 on Inquiry Card.

Modern Concepts of Internal
Auditing... Auditing Fast Response
Systems
The Institute of Internal Auditors Inc.,
I974, 31 pp.— Another in the series of
Modern Concepts in Internal Auditing,
this paper highlights a new and challenging area of responsibility for the auditor.
Circle 7 on Inquiry Card

Auditing Public Education
Peter L. McMickle and Gene EIrod,
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Elise G. ]ancura, Petrocelli /Charter Div.,
Mason & Lipscomb Publishers, 1974, 355
pp.— Although the author provides an
introduction and background on various
computer techniques, her intention is to
highlight control and the audit function.
Emphasis is given to the investigation
and evaluation of computer applications.
Circle I1 on Inquiry Card.

Modern Concepts of Internal
Auditing. . . Establishing the Internal
Audit Function in EDP
The Institute of Internal Auditors, Inc.,
1974, 20 pp. —Based on a survey of job

descriptions in 15 companies, this study
provides guidelines for the establishment
of an EDP audit function.
Circle 12 on Inquiry Card.

Computer Audit Guidelines
CICA Study Group, The Canadian Institute of Chartered Accountants, 1975,
318 pp. —This book (Part II in the Institute's study) sets out guidelines on
the minimum standards and accepted
techniques which should be observed in
the audit of organizations using a computer.
Circle 13 on Inquiry Card.

An Evaluation of Selected Current
Internal Auditing Terms
Research Report No. 19, The Institute
of Internal Auditors, 1975, 89 pp. —The
Institute of Internal Auditors conducted
a survey in 1971 and concluded that the
absence of a standardized terminology
was causing communication problems between internal auditors and management.
Circle 14 on Inquiry Card.

Risk Management in the Business Enterprise
Eleventh Printing, Robert I. Mehr and
Bob A. Hedges, Richard D. Irwin, Inc.,
1973, 648 pp. —This basic text takes the
position that risk management as a managerial function is something more than
corporate insurance management and
something less than all management. It
has both theoretical and practical content.
Circle 15 on Inquiry Card.

Administering the Company
Warehouse and Inventory Function
]ay W. Spechler, Parker Publishing Company,1975, 255 pp. —This "how -to- do-it"
book places emphasis on illustrating the
scientific management techniques that
can help find the best way to control
physical distribution and inventory carrying costs. It contains numerous examples
of analytical techniques followed by spe47

cific practical illustrations of methods and
systems implementations.

stockholder meetings, the happenings at
the meetings to the issuance of post
meeting reports.

Circle 16 on Inquiry Card.
Circle 21 on Inquiry Card.
Production and Inventory Control
James H. Greene, Richard D. Irwin, Inc.,
1974, 714 pp. —Among the new subjects
added to this second edition are material
requirements planning, inventory techniques involving exponential smoothing,
part- period -lot sizing, and probabilistic
models.
Circle 17 on Inquiry Card
The Capital Budgeting Decision
Fourth Edition, Harold Bierman Jr. and
Seymour Smidt, Macmillan Publishing
Co. Inc., 1975, 463 pp. —The authors
continue to advocate the present -value
method, using a default -free discount rate
to compute the present value. This fourth
edition points out where the cost -ofcapital concept may be most useful and
expands on the quantification of risk adjustment.

Accounting for Inflation
Michael O. Alexander, Editor, Maclean
Hunter Limited, 1975, 112 pp. —This
book is based on material presented at a
national conference, "Accounting for Inflation— Challenge for Business ", conducted by Touche Ross & Company and
Financial Post Conferences in December
1974.
Circle 22 on Inquiry Card.
General Price Level Accounting

Inc., 1975, 292 pp. —Based on his experience as Chairman of the American
Production and Inventory Control Society's Committee to develop an examination on Material Requirements Planning, the author makes the system, developed by practitioners, available to the
public.
Circle 26 on Inquiry Card.
Economics
An Introduction to Analysis and Policy,
Eighth Edition, George Leland Bach,
Prentice -Hall Inc., 1974, 712 pp. —A
book for students, this work concentrates
on a few key concepts, principles, and
models of essential theory. It shows how
students themselves can apply these analytical tools to real -world relevant problems (included in the CMA examination
reading list) .

Alan D. Stickler and Christina S. R.
Hutchins, The Canadian Institute of
Chartered Accountants, 1975, 206 pp.—
Circle 27 on Inquiry Card.
Rather than an argument on the merits of
any method of accounting, this is a practical guide to general price -level account- Salary and Benefit Information for
ing. It presents the different viewpoints ,Middle Management Personnel
on the controversial issues which have yet Administrative Management Society,
to be resolved. The perspective is world- 1975, 40 pp. —This review is based on
wide.
Circle 18 on Inquiry Card.
annual salary rates in effect as of September 3, 1974 for 20 middle manageCircle 23 on Inquiry Card.
ment positions including: Accounting
The Allocation Problem —Part Two
Manager, Auditor, and Cost Accountant.
Arthur L. Thomas, American Accounting
Data outline fringe benefits provided and
Association, 1974, 194 pp. —This Re- Current Value Accounting and Price
company
policies in payment of various
search Study completes the author's work Level Restatements
types of insurance plans.
begun in Studies in Accounting Research Second Printing, L. S. Rosen, The Ca#3. It answers the concerns of theorists nadian Institute of Chartered AccountCircle 28 on Inquiry Card.
who advocate arbitrary allocation by in- ants, 1974, 143 pp.— Introductory in
vestigating allocation free approaches to scope, this research study stimuates in- The Scope of Management
terest in possible measurement bases for Information Systems
financial statement preparation.
financial reporting and encourages thought
Eugene E. Payne, Joel E. Ross and
about practical applications.
Circle 19 on Inquiry Card
Robert G. Murdick, Computer and Information Services Division, American
Circle 24 on Inquiry Card
Published Profit Forecasts
Institute of Industrial Engineers, Inc.,
1975,
45 pp. —This short work is a disAccountants International Study Group,
Extraordinary
Items,
Prior
Period
cussion
of some of the more advanced
American Institute of CPAs, 1974 —A
Adjustments
and
Changes
in
features
of management information syscomparative study of practices in Great
Accounting
Principles
tems.
Britain, Ireland, Canada and the United
States, this book can be considered a Accountants International Study Group,
Circle 29 on Inquiry Card.
worthwhile contribution to accounting American Institute of CPAs, 1974 —The
literature. It does not necessarily indicate AICPA and the Canadian Institute of
agreement of the sponsoring institutes Chartered Accountants here join with the A Manager's Guide to Computer
Chartered Accountants in Great Britain Timesharing
with the conclusions.
and Ireland, in promoting international Timothy P. Haidinger and Dana R.
cooperation within the accounting pro- Richardson, John Wiley & Sons Inc.,
Circle 20 on Inquiry Card
fession.
1975, 182 pp. —Based on their experiences with timesharing in their work as
35th Annual Report of Stockholders
auditors and consultants, the authors
Circle
25
on
Inquiry
Card.
Activities at Corporation Meetings
provide an explanation of computer timeLewis D. and John J. Gilbert, Corporate
sharing for management.
Democracy Inc., 1975, 281 pp. —A review Material Requirements Planning
of occurrences in arrangements for annual Joseph Orlicky, McGraw -Hill Book Co.,
Circle 30 on Inquiry Card.
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but that is only because we seldom
acknowledge our nonprofessional educational pursuits. Perhaps the socioeconomic program within NAA may well
lead to a change in outlook.
Ada R. Alsip
Mobile Chapter
Mobile, Ala.

Human Net Worth
Through proper evaluation techniques,
assuming the data has been correctly obtained and analyzed, a human asset could
be capitalized, ambrtized, or depleted for
book purposes. Techniques would vary
from industry to industry, but nonetheless, the asset could be highlighted on the
balance sheet (external and /or internal
reporting), traded, transferred, acquired,
merged, carry a residual value, increased
or decreased in value depending on the
insurance payments, subjected to periodical inventories, labeled, numbered, and
yes, eventually disposed of.
Human asset accounting has inspired
many interested people into making surveys and writing articles. Current readings
advocate taking an "accounting approach"
in order to properly measure the effects
on sales and profits. This could be a good
approach if profits would not become the
"cornerstone" for the exploitation of the
human asset.
Human beings should be categorically
renamed as "resources" by those who desire the accounting classification. The
human should not just be consumed in
the process and expensed within the accounting period. More accurately, resource acounting should be a process of
identifying, collecting and measuring data
about human resources and communicating this information to interested people.
How important are these resources?
Unequivocally, people are the means by
which other resources are given utility.
They provide the ideas, concepts, and the
ability to coordinate financial and physical resources. Every transaction is dependent upon a multiplicity of human intervention. Every machine relies on people
for scheduling, operation, maintenance,
and distribution of products. Services are
provided by people for other people.
People are also a very volatile resource
with a high risk potential. Poor organizational performance can ultimately be
traced to human decisions such as poor
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scheduling of machines and,/or other
people, inadequate maintenance, unimaginative marketing, or lack of sales initiative.
How does an organization tune -in to
a profitable "return on the human investment?" It must adopt a combination
of the following:
1. Hiring practices —The interviewer
must be psychologically stable, interested in people, knowledgeable in the
act of conveying a genuine company
image, and technically and administratively knowledgeable in the fields
that have positions to be filled.
2. Training —A company must have a
program for training its employees at
the line and middle management area.
Emphasis should project the "big picture" of the company and its goals,
and the training process should be
funneled through a central grading or
evaluation center.
3. Resource behavior —A person may be
properly selected, trained and placed
into the adequate job position, but if
the individual is not personally motivated properly, all costs incurred to
date may be lost as well as the future
expected benefits.
4. Employee maintenance —Just like
equipment, people must be periodically removed from the working atmosphere to be properly oriented and
subjectively evaluated toward new departmental or corporate motivations
and goals.
Managers generally receive a wealth of
information concerning physical and financial resources but little about their
organizations' human resources. It appears then the need for "human resource
accounting" should not be to develop
proper statistical data to account for a
"flow through dollar value" in order that
sales and profits can be analyzed from the
human impact, but more important,
HRA must establish a "net worth" of
the employee and channel the motivational requirements for the company and
its employees. The direct effect then will
be improved sales and profits, or at least
improved profits as a result of a concerted
effort to reduce costs. For the majority
of the companies, human resource accounting should be adopted to build interacting relationships between the employee, his personal needs, and the
management of the employee.
Randall E. Chappell
Colorado Springs —Pueblo Chapter
Pueblo, Colo.
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Circle 31 on Inquiry Card.
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individuals desiring financial success
and the independence of owning their
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COMPANIES INCREASE SOCIAL
RESPONSIBILITY DISCLOSURE
The percentage of Fortune 500 companies making social
responsibility disclosure in annual reports was up 10°Jo in
1974 -75, according to the latest Ernst & Ernst survey.*

By Dennis R. Beresford and
Stewart A. Feldman
The percentage of "Fortune 500" companies making social responsibility (SR) disclosure increased
in 1974 to 70 percent from 60 percent the previous
year, continuing an upward trend dating from the
beginning of the Ernst & Ernst survey. The total
space devoted to SR disclosure in annual reports
has kept pace with the increasing number of companies making such disclosures so that average disclosure per company disclosing SR remains relatively
constant as compared with 1973. This year more
than 63 percent of those companies providing SR
disclosure included quantified data and 44 percent
presented quantification in monetary terms.
SR disclosure continues to appear in various
sections throughout the annual report and to
cover a broad range of issues. In keeping with past
practice that SR disclosure reflects topics of current
public interest, 22 percent of the companies surveyed and 31 percent of those making SR disclosure
discussed their efforts to conserve energy.
The actual change in the number of disclosures
during these periods represents both an increasing
number of SR disclosures and a more thorough
effort by Ernst & Ernst in their identification. Therefore, to the extent that conclusions are drawn from
these data, we believe more emphasis should be
placed upon the more recent years of the Survey
than the earlier years. Moreover, the mere number
of disclosures cannot of itself give a clear or valid
• This article is based upon an Ernst & Ernst survey, prepared
under the direction of Dennis R. Beresford, a member of the
AICPA Social Measurement Committee and the NAA Committee
on Accounting for Corporate Social Performance.
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perspective on the changing state of accounting for
social responsibility; one must look from several
vantage points to gain a proper perspective on what
is happening in SR disclosure.
The transient composition of the Fortune 500
necessitates a dual approach in presenting the number of SR disclosures. Table I summarizes disclosure based upon the Fortune 500 Directories for
the years 1971 -1973 as orginally reported in past
surveys. Reports surveyed for the most recent period
cover the fiscal year ended on or before May 1,
1975.

TABLE I: Number of Companies Providing SR
Disclosures
1974 1973 1972 1971
Companies making
SR disclosures
346 298 286 239
Companies with no
SR disclosures
151 198 206 226
Reports not readily available
3
4
8
35
500 500 500 500
Because many of the companies previously surveyed are no longer among the 500 largest in the
U.S., a similar summary of the number of SR disclosures using the current members of the Fortune
500 as the base complements the historical survey
results. In order to add the newcomers to the
Fortune Directory in 1974 it was necessary to review
1971 -1973 annual reports which would not have
been included in previous surveys. Table II details
the composition of the increasing number of disclosures during 1971 -1974.

D. R. BERESFORD
Cleveland East
Chapter 1962, is a
Partner in Ernst &
Ernst, currently in
charge of the
Accounting Practice
section of the
National Accounting
and Auditing Dept. An
NAA National
Director and Member
of the Committee on
Accounting for
Corporate Social
Performance, he was
one of the first
recipients of the
Certificate in
Management
Accounting.
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TABLE II: Changes in the Number of Com•
panies Making SR Disclosure Based Upon the
1974 Fortune 500 Directory

S. A. FELDMAN

1971 SR disclosure in 1971 . . . . . . . . . . . . 205
1972 SR disclosure by companies which had
not made such disclosure In 1971 .... 100
Companies which made SR disclosure
in 1 9 71 b u t n ot i n 1 97 2 . . .. .. . .. . (11)
-1973 SR di scl os ure i n 1 97 2 . .. ... .. ... .. -294

is a staff Accountant
in the National
Accounting and
Auditing Dept.of
Ernst & Ernst in

Cleveland. He holds a
B.S. in Economics and
M.Sc. from the

Wharton School
at the university of
Pennsylvania.

SR disclosure by companies which had
not made such disclosure in 1972 ... 66
Companies which made SR disclosure
in 19 72 by no t in 19 73 .. ... .. ... .. (56)
1974

S R d i s c l o s u r e i n 1 9 7 3 . . . . . . . . . . . . . 304
SR disclosure by companies which had

not made such disclosure in 1973 ... 88
Companies which made SR disclosure
in 1 973 bu t n ot in 1 974 .. ... ... ... (44)
SR disclosure in 1974

.............

346

Some 78 of the 1974 Fortune 500 companies
have not provided SR disclosure during any of the
four years of the survey.
Since 1971 the Survey has identified five general
categories of disclosure: Environment, Equal Opportunity, Personnel, Community Involvement, and
Products. A sixth category for Other Social Responsibility Disclosures which are not otherwise
classified was added in 1973. Also beginning in
1973, the survey incorporated a further breakdown
of disclosures within each of these general categories
which was continued and refined this year. SR
disclosures, responding to current developments,
vary from year to year. As such, one can expect a
continuing refinement of the detailed categories in
an effort to capture the changing nature of these
disclosures. For example, this year 108 companies
discussed their efforts to conserve energy (a category
5 disclosure). In past years this topic did not warrant a separate category. A summary of the detailed
categories follows.
Number of
Companies
king

Disclosure

General and Detailed Categories
A. Environment
1. P ol l u t io n con t rol . . .. . . . .. . . .
Includes:
• capital, operating, planning
and monitoring expenditures for air, water, noise
and odor abatement
• companies which either
state their operations are of
a non - polluting nature or
are presently in compliance
with the applicable statutes
Does not include:
• a discussion of operations by
a manufacturer of pollution
control equipment
52

178

2. Product development to reduce
the pollutive effects arising from
its use: .. .. .. ... .. .. .. .. .. .
Includes:
user education
to reduce oroluser
effects n
P
product
Does not include:
• Im provements
to pollution
P
P
control equipment by its
manufacturer
3. Repair of environment ........
Includes:
• land reclamation and re-

20

18

forestation
• efforts to minimize the like -

lihood or effects of oil spills
Does not include:
• disclosures by companies
which engage in these activities as a line of business
of waste
materials
.. .
4. Recycling
•recycling
of glass,
metals,
oil, etc.
• use of waste to produce
power
• companies which recycle as
a line of business are included
5. Other disclosures related to the
environment
................
• environmental impact stud ies
• establishment of an officer,
department or board of directors' committee to over see the effects upon the environment of the company's
operations
• sponsoring an environment related conference
• designing physical plant aesthetically harmonious with

79

152

it s s u rr o und ings

• participa tion in ozone stud i�

• participation in industrygovernment environmental
studies
• use of clean fuels
• program to reduce energy
consumption or to help
others reduce energy use on
a not - for -profit basis
• support for "Keep America
Beautiful" or similar antilitter campaigns
• program to conserve news print
• demolishing unused facrlities
• beautification of physical
plant
MANAGEMENT ACCOUNTING /MARCH 1976

portunity . . . . . . . . . . . . . . . . . .
acknowledgement of an affirmative action program
support of equal employment opportunity
sponsorship of housing for
minorities
establishment of a minority
affairs council, committee,
or office
advertising in minority magazines
compliance with government regulations for equal
employment
holding managers account able for equal employment
goals
hiring of local managers or
workers in operations abroad

105

•

Number of
Companies
a

•

Disclosure

Advancement
of women was
disclosure

•

topic of 64

•

companies.

•

•

•

•

•

undertaking a study on the
environmental impact of
deep sea mining
capital expenditures to reduce fuel consumption
annual report printed on recycled paper or use of ecological inks in printing annual report
general policy disclosure
voicing company's concern
for the environment

•

B. Equal Opportunity

•

79

•

•

•

6. Minority Empl oyment . .......
recruiting or employing racial minorities
disclosure of percentage or
number of minorities in
work force
goals for minority representation in work force
7. Advancement of Minorities
program or goals for advancing minorities to managerial or salaried positions
disclosure of percentage or
number of minorities in
managerial or salaried ranks
8. Employment of women . . . . . .
recruiting or employing
women
disclosure of percentage or
number of women in work
force
goals for female representation in work force
9. Advancement of women ......
program or goals for advancing women to managerial or
salaried positions
disclosure of percentage or
number of females in managerial or salaried ranks
10. Mi no ri ty b us in es s .. .. .. .. .. ..
technical, managerial, or
monetary aid to minority
businesses
use of minority suppliers
placing deposits in minorityowned banks
use of local suppliers when
operating abroad
11. Other disadvantaged groups ...
hiring or training the handicapped, ex- convicts, the retarded, hard -core unemployed, former drug addicts,
or veterans
disclosure of percentage or
number of these groups in
work force
12. Other statements on equal op•

C. Personnel
13. Employee health and safety ....
promotion of employee
health and safety
disclosure of accident statistics
receipt of safety award
compliance with OSHA
standards
investigation into the effects
of polyvinyl chloride manufacture on employees

66

14. Training
training
of
employees
through either in -house pro grams or financial assistance
with university courses

80

•

•

•

•

•

•

•

•

..

61

•

•

•

•

•

70

•

64

•

60

•

•

•

•

•

•

•

•

29

•

•

D. Community Involvement
16. Community activities . . . . . . . .
Includes:
donation of cash, products,
or employee services to
community activities
awards to employees for
community involvement

91

•

13

•

•
•
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15. Other disclosure concerning
g responsibility to personnel ......
retaining and placement of
displaced workers
establishment of a safety department or committee
matching gift support for
education
English classes for employees or children of employees
personnel counseling on alcoholism or drug- related
problems
college scholarship program
for children of employees

63

•

•
•

•

•

•

•

F. Other Social Responsibility Disclosures
23 . Ot h er d i sclo s ures . . .. .. . .. .. .
28
establishment of a social action or public interest com mittee not necessarily relating to the environment,
equal opportunity, person nel, community involve.
ment, or products
receipt of an award for social
responsibility
general disclosure of corporate objectives (goals) with
regard to social responsibility
disclosure of compliance
with applicable government
regulations
reference to SR study done
by company
disclosures of code of business ethics or acknowledgment of corporate social responsibility
participation in self- regulatory trade associations
24. Additional information . . . . . . .
18
annual report (or booklet
included with annual report) offers additional mate rial relating to social responsibility or notes that such
material had been sent to
stockholders during the past
year
•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

52

•

•

•

79

18

•

•

•

•
•

•
•

54

30

•

•

29

•

E. Products
20. Safety . . . . . . . . . . . . . . . . . . . . .
instructing users how to
safely use products
developing flame resistant
material for use in products
making products safe(r) for
use by children, e.g., eliminating sharp edges
monitoring the safety of
products
21. Quali ty ....................
improvements in the nutritional value of products
improved fuel efficiency of

products or disclosures con cerning their fuel consumption
improving sanitary conditions of the manufacturing
environment
22. Other product - related disclosures
disclosures on nutritional
value
consumer research in the
public interest
existence of a product safety
committee
product development to
conserve resources during
manufacture
establishment of a consumer
affairs department
research aimed at solving
problems in the public interest
affirmative discussion of the
company's consumer responsiveness
disclosure of proper dosages
for drugs
establishment of a consumer
protection plan
•

Numbw of
Cmp a ks
Making
Disclosure

•

•

•

aid to the Bicentennial
Committee
summer employment of students
special leave for employees
participating in community
activities
Does not include:
employee involvement in
community activities without financial or other support of company
17. Public health . . . . . . . . . . . . . . .
sponsoring of public health
projects in the community
or via the news media
distribution of information
on nutrition
aid to medical research
18. Education or the arts . . . . . . . .
0 aid to education, the arts,
historical societies, or public television
*sponsoring related conferences
19. Other community activity disclosures . . . . . . . . . . . . . . . . . . .
opening of company's forests to the public
aid to disaster victims
participation in urban renewal projects
sponsoring community celebrations
encouraging employees to
become involved in community activities
offering services of a speakers bureau to the public
denial of illegal campaign
contributions
winning an award for socially responsible community
involvement
disclosure of affirmative view
towards involvement in community activities
•

79 companies
disclosed
projects in
support of
education or
the arts.

22
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Quantified Disclosure
For 1974, quantified SR disclosures were categorized as either monetary or nonmonetary for
each of the six general groupings. These data are
summarized in Table III. While estimates of the
quality of SR disclosure represent only a subjective
judgment at best, its degree of quantification can
be an indication of its quality.

TABLE III: Topics of Quantification of SR
Disclosures

FORTUNE500

N/A

.6%

COMPANIES
PROVIDING
QUANTIFIED
SOCIAL
RESPONSIBILITY
DISCLOSURE
IN 1974

COMPANIES
MAKING SR
DISCLOSURES
346REPORTS

Number of Companies Providing
Monetary
Nonmonetary
tieneral SR Category
QuentificsUon Quantification

A. Environment
B. Equal Opportunity
C. Personnel
D. Community Involvement
E. Products
F. Other SR Disclosures

117
11
7
52
2
0

68.2%

103
66
59
54
10
1

The chart at right provides additional detail on
how companies quantify their SR disclosure.
SR disclosures often are reported in more than
one section of the annual report so the number of
locations exceeds the number of companies making
SR disclosures. There were 112 companies making
such disclosures in the letter to stockholders, in
145 cases SR disclosures were made in a separate
section devoted in some way to social responsibility, and there were six instances in which a
separate report was sent to shareholders together
with the annual report. In 259 cases, SR disclosures
were reported in other sections of the annual report, such as financial highlights, new product
development, captions of photographs and line of
business discussions.
Space devoted to SR disclosure provides another
basis for evaluation. Although annual reports are
published in a variety of sizes and use different type
sizes in their narratives, the consistent derivation of
this statistic lends credence to the number. Total
SR page disclosure identified in the Survey rose in
1974 to 135 pages, up from 117 pages the previous

MANAGEM ENT ACCOUNTING /MARCH 1976

hk
.,

year. For 1974 and 1973 the size of the average SR
disclosure per company making such disclosure remained relatively constant with average page disclosure of .390 and .393, respectively. Because average page disclosure per disclosing company remained
static and the number of companies making SR
disclosure increased in 1974, the average SR page
disclosure per company surveyed increased to .271
pages in 1974 from .236 in 1973.
In conclusion, a cautionary word must be interjected. The variety of SR disclosures made, as well
as their presentation, made the preparation of this
survey subjective. Because disclosure of only a few
sentences may be obscured by being placed in the
middle of an unrelated section of the annual report,
there is an inherent tendency to understate the
amount of disclosure. This caveat should be kept
in mind when drawing conclusions from the data.
Suggestions for improving the manner of presentation and the method of analysis are welcome. They
should be addressed to the authors.
❑
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Chapter/ Member News
have been named at Lufkin Industries.
Jim B. MASSINGILL Was elected assistant
treasurer, and JOHN R. CANTRELL, manager of general accounting.
CHARLES H. STEWART, JR., Mid - Florida,
recently was elected vice president of
Tupperware International.

RONALD E. HANBURY, Milwaukee, has
been named controller of Surgical care —
Blue Shield.

JAMES D. JEFFRIES, Mobile, was promoted to senior accountant at International Paper Co.
DICKIE E. MERRITT, Montgomery, has
been promoted to vice president of
Redactron of Montgomery.
A new chapter was born when Red River Valley (N. D.) was officially chartered.
L. -r., chapter President C. Dean Ferguson, Dale Beling, organization committee
chairman; Vernon E. Zumhagen, NAA vice president, and John Vavasour, NAA
managing director.
Emeritus Life Associates
JOHN T. BARRY, Central Arkansas.
Louis M. BLOONIBERG, Detroit.
ROBERT W. COLLESTER, Indianapolis.
WILLIAAf R. CRAIG, South Birmingham.
NORBERT J. FANTE, Louisville, past president. Stuart Cameron McLeod Society.
THEODORE R. Fox, Houston.
MILTON G. GERRF.N, St. Louis.
JOHN D. HARRINGTON, IIdianapolis. Past
national vice president, 1960 -61. Stuart
Cameron McLeod Society.
WILLIAM C. HURT, JR., Atlanta Central,
past president.
CHARLES G. MAYER, New York.
CLARENCE L. SCHULZE, Seattle.
EARLE J. TONSGARD, Chicago,
Promotions and New Positions
DANIEL A. MILWAY, Baltimore, has been
appointed comptroller of the University
of Maryland.
P. MICHAEL KELLY, Bridgeport, was
elected Easton Town treasurer and was
promoted to regional manager of the
Eastern Region, American Appraisal Co.
KENNETH D. GREEN, Calumet, was appointed supervisor of cost and operations
accounting, Indiana Harbor Works, Inland Steel.... LESTER G. ScHmocK has
been promoted to controller, Knappen
Molasses Co.
BETTY BARNETT, Chicago, has been promoted to secretary/treasurer of Betcar
56

Corp. . . . SHELDON A. SCHRECK has
been appointed assistant finance director,
City of Highland Park.
HARRY R. MILLER, Columbus, has been
promoted to division controller, National
Electric Coil Div., McGraw Edison Corp.
. . . MICHAEL D. MONAHAN is a senior
financial analyst with the Chemical Division, Borden, Inc.
FRANK VV. KURZ, Frankfurt past president, has been appointed vice president
and secretary of Chevron Oil Co. of
Germany.
Roy E. KEECH, Grand Rapids, has been
promoted to vice president of finance and
administration, Herman Miller, Inc.
E. S. NIELSEN, HAWAII, has joined
Hawaiian Air as controller.... PAUL L.
TAKENAKA has joined Pacific Resources,
Inc., as tax manager. . . . J. DENNIS
WELSH has been promoted to division
controller, Amfac Mechanical Supply Co.
W. A. GUINN, JR., Houston, has been
named controller of Maritime Transport
Overseas, Inc. . . . CLARENCE L. MANNING was named a partner in the firm of
Voelkel, Cabaniss & Co.
JOHN B. MCLEAN, Illinois Northeast, was
named regional financial manager with
Digital Equipment.
MARTIN F. MOSER, Lehigh Valley, Is now
vice president of finance, Atlas Machine
and Iron Works.
Two Lufkin- Nacodoches Area members

JOHN WILLIAIIIS, JR., Muskegon, is now
controller of Muskegon Cable TV.
JOHN K. ZIEGLER, New York, has been
named president and chief operating
officer of Willcox & Gibbs.
LYNWOOD J. DIXON, Philadelphia, has
been appointed controller of Rollins Environmental Services, Inc., a subsidiary of
RLC Corp., Wilmington, Del.

¢ r

KEECH
Grand Rapids

WL

ZIEGLER
New York

Two Piedmont Winston -Salem members
have been named at Hanes Hosiery, Inc.
CHARLES W. WILES has been promoted
to director of accounting, and MICHAEL
P. WINSTEAD to supervisor of cost accounting. . . . TURNER C. PIGFORD has
been promoted to manager— accounting
services, Ingersoll Rand Co.
CLARK H. JOHNSON, Raritan Valley past
president, has been appointed assistant
corporate controller, Johnson & Johnson.
NORBERT KOLB, Rochester, has been appointed to the newly- created position of
comptroller, Opthalmic Laboratories Div.,
Bausch & Lomb.
Two San Diego members have been
named at San Diego Gas & Electric Co.
RALPH L. MEYER has been promoted to
senior vice president, and ERNEST G.
ANDRADE was named customer accountMANAGEMENT ACCOUNT ING/ MARCH 1976

s u p e r vi s o r . . . . G E R AL D
1. W A L D M A N
ing
is now with the State of California as a
tax auditor in the Department of Benefit
Payments.

Time Off

R O BER T L . FO RS YTH, San Diego East
County, is now chief accountant for Buck
Knives, Inc.

I NTERNATIONAL

/ i

Syracuse, has
been named vice president for business
and finance and treasurer, Rider College
JAMES

E.

MO R L E Y ,

JR . ,

H. THOMAS PLATT, Washington, was
appointed vice president— finance and
treasurer of Quality Inns International.

rl

T EMS KY, Worcester Area, has
been appointed academic dean at Newbury Junior College, Boston.
MO R T O N

In Memoriam
J. A L L M A N , 63, Member -atLarge, Australia, 1957.
LEE T. Ass1oN, 86, Columbus, past presi.
dent, 1920. Emeritus Life Associate.
JO HN W . BES W ET HER IC K, 7 1 , Detroit,
1944. ELA.
WILLIAM

S.E.C.111FTC.
I.RS

DAMO N

P.

BR ADBURY,

78 ,

C o l um b ia ,

1952. ELA.
75, Rochester, 1923.

G O R DO N L . B R O W N ,

"Here, you run it!"

The Romantic Accountant
Today's accounting records reflect
none of the personalities of the accountants who compile them. The
conventions of accounting and modern day business leave little room for
individual option and "creative accounting" has become a dirty word
in the context of what happened in
the Sixties.
In a simpler era —the American
colonial vears —when rudimentary accounting records were laboriously
compiled by hands wielding quill pens,
the accountant's personality could not
help but obtrude. Handsome, legible
penmanship was valued almost as
much as the clerk's mathematical
abilities.
These reflections are brought to
hind by the experiences of two NAA
researchers who last year culled
through old accounting records in
preparing a report on cost accounting
in Colonial America to be published
in conjunction with the Bicentennial

observance. In todav's environment of
standardized, impersonal forms, the
18th Century accounting records have
a refreshing quaintness, according to
the NAA authors. For example, what
is one to make of a notation in the
attendance report of a Colonial forge
of one employee being "V2 drunk'?
Even while our forefathers were
intent on the serious business of building a new nation, there was time,
apparently, for daydreaming. One
journal of a Pennsylvanian furnace
operation displays the relevant fig ures—as well as a number of real
flowers pressed between the pages.
Moreover, while faithfully noting the
amount of iron that was processed
during the year, one romantic accounting clerk found time to compose or
copy down a love poem inserted into
the pages of the accounting ledger.
Life was hard, the accounting records
seem to sav, but there were compensations for the business employee —even
in the 1770's.

ELA,

AUDITING — ACCOUNTING
BY FREDERICK STAPLES, C.P.A.
M embe r

of

Amer i can

In.t i tuU

A c c ou n on li a n d

of C PA.. . N ot l ofl e A.p eN l g n of

Ama dc. n

Acc oun ti ng

AoK Kl stl on

STANDARDIZED AUDIT WORKING PAPERS. Full
size set complete. Believed to be the first workable Comprehensive set of standardized audil
working papers made available to practising accountants, generally, in the U.S. for actual use
in the field.
C101, 14 Inch Set of 67 WPs., $7.95
C101A, 11 Inch Set of 67 Vill"s., $7.75
STANDARDIZED AUDIT WORKING PAPERS. A book
containing each of the 67 WPs, in reduced size,
filled out for a typical engagement, with innovations explained.
C102, 183 pages, Hardbound. $7.95
T H E CA NA DI A N CH A RT ER ED A C CO U NT A N T h t m t s y ea rs or
1Mp an enc s In o. I r y tMg o u t a H s up . r v l ar n g . Y d l t w OM. A Nv Neh e n
p Hl
1 HPMV
b I . obook
" A Ma
W r tyOW
e cMo
l l cna l1 a
Io NtIt1l N
q My
b o o k:'" Oul r r n N1 .1 - 1 Iud l f.
T HE CHA RT ERED A CCO UNT A NT O F A US T RA L IA : - 01 t he g r eat es t
Dwa l b l . u n i l t y "

AUDITING MANUAL. Should be in the briefcase of
every accountant.
C103, 291 pages, Hardbound, $9.95
THE MONTHLY FINANCIAL STATEMENTS.
C117, 139 pages, Hardbound. $5.95
ACCOUNTANCY, LONDON 'Should corn the ".1—ion of .11 Koo p nf a nN. Emln • nf l y — . I b l e . A ma l l f o r mo s t . t c o u nt o n n i :
THE CA L IF O RNIA C P. A
e n d c t s n ma r e c . na

'Ver y Pr ac ti c al . A l s o u N f u l f o t o n fr ol l e

THE INVENTORIES. Inventory taking and valuation.
including activity analysis which Is rapid )y coming
to be regarded as just as necessary as the aging
of the receivables.
CI13, 104 pages, Hardbound, $3.95
THE A CCO UNTA NT S' DIG ES T ( U a. A ) '. Es n f l or f n c oo k
A ll .P1
F O B . T Ma n g A l l s . a d s u b jec t t o t h e m, w i t h o u t n o n "
Ra g . 0 , . . A a c t r n e l P o e ep a co ld o n

lhcold acfgmeanY
1 a to U.S.. Mnloo.

cash orWra. Full p%,7 ,
Ptdars II you w1M er mall MNptn.nt bd
.n tn l Af
iaa or W ee IHje. : 70k to

CMe d e . S o ut h A h * r i
Eur op a or Nor th Af ir g a. and 40% to My o t he r
" " n " ' to W " r t h e a d d l MO n o t p " Ie p o .

Add 6011, It order Is law than 116. and 4%tax .

it s hi llms m to Wis c on s in

THE COUNTING HOUSE PUBLISHING CO.
De p t . 1 9 6 1
THIENSVILLE, W ISCONSIN, U.S.A. 53082
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Circle 33 on Inquiry Card,

CLARA E. CROUSE, 78, Williamsport,
1946. ELA.
V I R G I L H . D A S S E L , 7 6 , Columbus, 1944.
ELA.
W. L. DEBNARiK, 62, Trenton, 1961.
W I L L I A M G . D E G U I R E , 46, Western
Montana, 1970.
MA R IO N B . KROTZER , 66, Birmingham,
1968.

D O N A L D W . LE I B , 3 7 ,

AL F R ED

J O H N W . R ET HE R ,

1945.

Columbus, 1975.
7 1 , Columbus, 1942.

ELA.
FRANK A. REYNOLDS, 74, Rockford, 1929.
ELA.
S T E P H EN G. RYAN, 74, Miami, 1939.
ELA.
M I A N A . S A L A M , 44, Minneapolis North star, 1944.

V.

SAVIC

ALB ER T L . T U H Y ,

UNAS, 59, Brooklyn,

44, Minneapolis Vik-

ing, 1971.
JO HN C . W AG NER , 42 ,
WILLIAM

S.

WOLF E,

Dayton, 1975.
33, Jacksonville,

1969,
F R ED R . W O O DBUR N, 57 ,

San Diego East

County, 1971.

Hadad Joins Staff as Project Manager
P

1

HADAD

Norman
E. Hadad
NAA at
staff
as a
been
a member
of has
the joined
adjunctthe
faculty
Sacred
Project Manager in the Continuing Education
Department.
Prior to joining the staff, Mr. Hadad served as
Director of Finance for Goldmark Communications in Stamford, Connecticut. In addition he has

Conn., with his wife, Doris, and their three children, Carlene, J. Gareth, and Jocelyn. Active in
community affairs, he is currently serving as Treasurer of the Friends of the Trumbull Library and
on the Finance Board at Christ The King Parish.

Heart University for four years.
He is a member of the Association, having served
as President of the Bridgeport Chapter during
1967 -68 when the chapter won a twelfth place
Stevenson Trophy banner. He served as a National
Director during 1970 -72, and on the New Chapters
Committee during 1973 -74.
A graduate of the University of Bridgeport, Norm
received his M.B.A. in 1963. He lives in Trumbull,

Executive Director W. M. Young, Jr., also announced that Donald D. Diverio has been named
Internal Auditor in addition to his responsibilities
as Manager of Systems and Procedures; Vicky Kohn
has been promoted to Staff Assistant for the Continuing Education Program Department; and
Roberto Rodriguez has transferred to the SocioEconomics Program Department as a Regional
Coordinator.

MANAGEMENT
ACCOUNTING

1

1

1

'

K

I

N

Other Staff Changes

T

purchased
txtra copiesat—the
one
following
or a tnousancl
prices:—
of any article from any issue of

3

MA NA G E ME NT A C C O UNT I NG m a y b e

1- 5* ..............................$ 2.00 Each Copy
10 * * ............................. 10.00

100 Copies ...................................... $ 30.00
Additional 100's up to 500........

25.00

25 . ............................... 15.00

500 Copies ...................................... $120.00

50 . ............................... 20.00
75 . ............................... 25.00

Additional 100's up to 1000...... 20.00
1,000 Copies ................................... $205.00
Additional 100's .........................

15.00

*C om plete o riginal m ag azine c ontaining the article will b e furnis hed , if still availab le .
— Multip le co p ie s will be furnis he d o nly in the q uantities sho wn.

Please state author,-I-ifg,,- t — —
gncl y'earfffijb
iiafd, and quaffifq'
`
desired. Check or money order must accompany order. C o m p l e t e d ,
orders will be shipped U.P.S. or parcel post within three weeks.
On orders under $15, please add 10% for handling and shipping,
on orders over $15, please add 5`Yo.
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Whether in
you're
seeki
ng specialized
empl oyment
or employees
any of
these

one

o know one
,

areas, you can be sure the person you
speak with at Robert Half understands
the field from your side. So we're better
equipped to evaluate an employer's requirements and to judge a candidate's
credentials and abilities.
That's why getting good jobs and
good people together just naturally

comes easier at Robert Half. And we've
got a successful twenty -seven year track
record to prove it!
Because we're the best as well as
the biggest financial /banking /EDP personnel agency in the world, more good
people come to us when they're considering making a move. And because we're
constantly on the lookout for top talent,
we can provide prompt, competent
referrals even on short notice.
Call any Robert Half office. You'll
find us in 50 principal centers throughout
the U.S., Canada and England. In finance,
banking and computers, we speak
,yo u r l an gu age.

ROBERT 14"LF PERSONNEL AGENCIES

Specialists in Finance, Banking, Accounting and EDP.
Albu querque / Allentown / Atlanta / Baltim ore / Boston / Buffalo / Charlotte / Chicago
Cincinnati / Cleveland / Columbus / Dallas / Denver / Detroit / Hartford / Houston
In d ian ap o lis / Kansas City / Lanc aste r / Long Island ! Los Angeles / Louisville / Memphis
Miami / Milwau kee / Minneapolis / Newark / New York / Oakland / Om ah a / Orange, Cal.
Philad elp hia / Phoenix / Pittsburgh / Portland / Pr ovide nc e / San Diego / San Francisco
San Jo se / Scranton / Seattle / St. Louis / Stam ford / Tam pa / Washington / Wilm ington
London, England / Toronto, Canada / Vancouver. B.C.

Circle 34 on Inquiry Card.

