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PRESIDENT'S PERSPECTIVE

CMA Matures
If we can make the analogy to a new product introduction, it might
be said the CMA program has come through its trial marketing
phase with flying colors. As we move into a full marketing effort in
1977 with two examinations scheduled in one year —June and
December —for the first time, it is most encouraging to review the
program's inception and swift growth.
The initial examination for the Certificate in Management
Accounting was held in 1972 for 410 applicants. Four years later, in
June 1976, more than 1,030 applicants took the five -part
exam — almost a threefold increase. Sixty -one candidates
successfully completed the first examination; 265 passed all parts
of the latest one.
Sponsored by NAA, the CMA program has exceeded our
expectations, justifying the initial start -up costs. In fact, it should
become NAA's most notable educational activity. The response
from professors, students, businesses a nd CPAs alike has been
very enthusiastic. "Help Wanted" ads now frequently include CMA
holders among the qualifications for a position. The program has
indeed filled a vacuum in the field of accounting.
The Institute of Management Accounting, which was organized
by NAA to administer the program, has identified and structured the
body of knowledge underlying the concepts of management
accounting. In doing so, it has rendered a great service for all the
men and women in the accounting field.
Now we appropriately can recognize excellence in the
development of professional accounting skills. The Robert Beyer
Medal awards presented annually honor those with outstanding
grades and also the past national president who was so
instrumental in the development of the program.
As scholars and management accountants build upon this
foundation, the discipline will grow in usefulness and value to
corporate management. A pioneer in the development of the
program, NAA will continue to work toward its improvement and
growth to full maturity.
The examination is open to nonmembers as well as NAA'ers and
everyone is encouraged to participate, not only for the sake of his
own self- advancement but as a contribution to a vital business
discipline that helps run our free enterprise economy, creating
better lives for us all.

GEORGE D. GEE
President, 1976 -77
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A MOVEMENT TOWARD FAIR AND MEANINGFUL REPORTING
By Herbert J. Weiser
Taking a stand for fairness in accounting, the author urges the FASB and the AICPA to
strive for the development of basic underlying theories and objectives and for the
implementation of such objectives and resulting principles by the auditor members of the
AICPA,
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By John K. Harris and Jack L. Krogstad
An assessment of the program's progress indicates that the CMA and the Institute of
Management Accounting are at a critical juncture. This assessment and the resulting
recommendations draw attention to the CMA in the hopes of stimulating research and
bringing forth additional recommendations.
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THE FULL DISCLOSURE PROBLEM
By Juanita Marshall
Disclosures can be made in footnotes, parenthetically, or in a separately worded
statement at the beginning or end of the report, but the question remains as to who
decides wh at is to be disclosed. Is it the accountant, the client, or someone else?
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WOULDN'T IT BE NICE IF—
By Alan L. Boone
Many worthy plans and sturdy promises of increased efficiency have been born with these
words, And just as many plans and promises have been incapacitated by the welter of
interesting, but unnecessary, information that all too often follows.
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THE USEFULNESS OF HUMAN RESOURCE ACCOUNTING IN
PERSONNEL SELECTION
By J.D. Spiceland and H.C. Zaunbrecher
Human investments are profitable only when funds are expended on employees capable
of sustained and enhanced service to the firm. Such em ployees can be recruited, hired,
and trained successfully only when the personnel administrator makes the correct
employment decision.
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INTRODUCING THE MISA
By P. Welling
In many large companies MIS evaluators are separated into three distinct
groups — operations auditors, management consultants, and EDP auditors. This article
attempts to provide a unifying structure that might better guide the evaluator in judging the
philosophy and integration of the person /machine system.
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HOMOGENEITY AND VARIANCE ALLOCATION
By David H_ Li
Variance disposition affects both cost accounting and financial accounting. When
homogeneity is present, variances will be properly allocated among products, and the sum
of standard cost plus variance will more closely approximate actual costs.
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determine objectively and systematically whether or not a hospital should consider
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Productivity
As the U.S. economy struggles to rise out of the trough of stagflation,
businesses are demonstrating renewed interest in programs designed
to increase productivity. Whether it is the Scanlon plan or some other
type of incentive program, corporations are searching for ways of increasing employees' productivity.
Most experienced observers agree that the country's productivity
rate must be increased to help create the capital for investment in the
years ahead. In light of this kind of milieu, the publication later this
month of a new NAA research report, Manpower Cost and Performance Measurement, could not be more opportune. (See page 60).
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Data Sheet
Robert F. Randall, Editor

New Rules: How Will They Affect
Annual Reports and Stock Market?
Businessmen will be watching closely to see
how their annual reports revised to reflect
FASB standards and SEC requirements will affect stock prices. A recent Wall Street Journal
article reported that foreign exchange markets
are reflecting the impact of the FASB Statement on Accounting for the Translation of Foreign Currency Transactions and Foreign Currency Financial Statements. Since FASB Statement No. 8 requires that changes in the dollar
price of foreign currencies be reflected on financial statements, corporations have had to
restate figures, often showing huge losses.
In a speech at the School of Business Administration, Canisius College, Buffalo, N.Y., Elliott Averett, chairman of the board of the Bank
of New York, alluded to this new problem for
financial managers. He said that it "has led
many corporations to devise a scheme for reducing the accounting effects only, which in the
long run bear very little resemblance to the actual economics of the situation. The mechanics
of this procedure have become very complicated for an unnecessary reason. They have added an extra dimension of risk to the operations
of many companies who never intended to get
involved in foreign currency speculation."
He went on to suggest that the FASB should
conform to a checklist before changing accounting rules. The check list would include:
"1) The social and /or economic objectives of
the new rule. 2) The rule's relationship to national goals and objectives. 3) Has the effect of
the rule been assessed vis -a -vis its impact on
specific sectors of our economy and on different interest groups? 4) In applying the new rule
has a distinction been made between 'basic
policy' as it relates to theory and historical input
and 'practical policy' ?"

What. Did the Moss Report Say?
According to Representative John E. Moss, his
committee did not call upon the SEC to pre-

MANAGEMENT ACCOUNTING/ FEBRUARY 1977

scribe uniform accounting principles. In a personal comment in the Report by the Subcommittee on Oversight and Investigations, he
writes, "The conclusions and recommendations in Chapter 2 explicitly recognize that 'a
framework of uniform accounting principles'
may not be universally practicable, and suggests alternate safeguards in such instances."
Mr. Moss adds: "However, more uniformity
than currently exists is clearly necessary." As
reported in the December Data Sheet, the report was highly critical of the FASB's work. At
least one member of the Subcommittee, Rep.
James M_ Collins, dissented from the majority
view, maintaining that the SEC's policy of allowing accounting standards to be set in the
private sector is working well. He warned, "The
adoption of uniform charts of accounts and the
promulgation of uniform accounting standards
by the government would be a monumental
task."

Revised LEAP Course Reflects
Tax Reform Act of 1976
Because of Congress's complex revisions included in the Tax Reform Act of 1976, NAA's
Continuing Education Department has revised
its Local Education Activities Program (LEAP)
course CT -1, "Federal Income Tax Aspects of
Business Operations." The revisions are designed to help members and their associates
update their expertise in this area. The revised
course is now available for chapter and regional council professional development programs.
Please contact Hugh M. Scott, Manager, Continuing Education Dept., NAA, 919 Third Ave.,
New York, N.Y. 10022.

Auerbach Heads Coopers & Lybrand
Norman E. Auerbach has been elected chairman and chief executive of Coopers & Lybrand,
He succeeds Philip L. Defliese who wil• assume
the position of senior partner until his retirement on Sept. 30, 1977.

U.S. Annual Report: A Big Loss
As one of his final acts, Secretary of the Treasury William E. Simon released a prototype report illustrating what the annual report of the
U.S. Government would look like if the principles of business accounting were applied. The
bottom line shows that Uncle Sam lost $152.1
Continued on page 62

Louis Bisgay, Editor

FASB Releases Concepts Study
The Financial Accounting Standards Board
took long- awaited action in its study of the conceptual framework of accounting and reporting.
It released its tentative conclusions on the objectives of financial statements and a comprehensive discussion memorandum that enumerates in detail the conceptual framework issues.
The Board also sent a 25 -page summary of the
issues to the chief executive of every company
listed on the New York and American Stock Exchanges.
Least controversial is the statement on objectives, which, like the Trueblood study three
years before, contends that financial reporting
should be directed at present and potential investors and creditors who "have a reasonable
understanding of business and economic activities and financial accounting and who are willing to spend the time and effort needed to
study financial statements." Financial Statements should provide information to help assess the prospects of receiving cash from dividends or interest and to evaluate management
performance,
Through its discussion memorandum and
planned public hearings this summer, the
FASB will begin a major reconsideration of the
basic elements underlying present -day financial
reporting. It will seek to define what constitutes
assets, liabilities, expenses, and revenues. It
will examine alternative concepts of determining net income —the "asset and liability" view,
which holds that net income represents the net
change in a company's economic resources
from one period to the next vs. the "revenue
and expense" view, which measures net income by matching revenues and expenses of a
period.
Irrespective of the "net income determination" preference, the Board still must decide
how to measure assets and liabilities, and will
6

Segment Reporting Rule Issued
As had been expected, the FASB issued before
the end of 1976 new rules governing the breakdown of reported financial information by industry segments. The regulations are effective for
fiscal years beginning December 16, 1976. Interim reports are covered by the standard only
if they are designated specifically as being as
comprehensive as an annual report prepared in
conformity with generally accepted accounting
principles.
In brief, Statement No. 14 provides that financial data concerning sales, operating profit
or loss, and assets identifiable with segments
are to be reported separately for any segment
whose sales, operating profits, or assets
amount to at least 10 percent of their respective totals. All segments reported must account
for at least 75 percent of total revenues. The
Board suggested ten segments generally be
considered as a maximum limit and that combining of segments be done to hold to that limit.
Similar disclosures are required by broad geographic areas for operations outside the United States. Additionally, if ten percent or more
of revenues of a business come from a single
customer, that fact and the amount of the revenue from each customer must be disclosed.

Alonzo and Nelson Named by FASB
MAP Committee chairman Martin V. Alonzo,
Continued on
62
page
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consider measurement by historical cost (present GAAP), current cost, current exit value, expected exit value, and present value of expected cash flows. To complicate the matter, any of
the five methods can use, as a unit of measure,
historical dollars or price -level adjusted dollars.
Recognizing that conceptual pronouncements likely will conflict with some existing accounting requirements and that chaotic results
could occur if they are made part of the Board's
regular series of standards —and thus immediately binding on AICPA members —the Board
tentatively decided that its pronouncements on
concepts should initially be statements of policy outside the scope of AICPA Rule 203. This
action will give the Board time to assess the
impact of the concepts on existing standards
and practices and the related transitional problems pending a definitive conclusion.
The Board has invited written comments on
the conceptual framework issues by May 23,
1977, and has set the public hearing to begin
on June 27.
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Pain'#1-The Overdue Account
t in a series of problems your business can do without

"Sure I mailed you that dheck
Ever feel that so me people try to
operate their b usinesses o n yo ur
moveFor7 ex am p le, wh en yo u sp en d
valuable tim e listening to a custom er's
catalog of excu ses b efore he'll pa u p
what he o wes. Or when receivables to
your industry normally run 40 d ay s,
but yours straggle in after 60 or 70.
The Service Bureau Com pany
has a proven 7 -po int system to h elp
give you better co ntrol over y our
receivables. Put teeth in yo ur
collections witho ut alien ating yo ur
custom ers. And h elp save y ou
som e mon ey to o.
With SBC handlin g yo ur
receivab les yo u can sp en d mo re
tim e h an dlin g y o ur b usin ess.
We can sh ow yo u h ow to start
improving y our cash flow —an d free
your clerical peo ple to spend their

tim e o n the tasks that can make
you money.
We're th e computerized
bookkeeping experts. Since 1932.
Which m eans you profit from our 40
years ex perience. (That's why they
named th e whole service bureau
industry after us —The Service
Bureau Company.)
We handle Accounts Receivable,
Sales An alysis, Payroll, Labor
Distribu tion , General Ledger, and
Accoun ts Pay able for businesses just
like you rs.
Sen d th e coupon (or the attached
card ) an d we'll send you a valuable
booklet, "6 Things You Can Do Today
That Can Help You Make Your
Co mp an y Mo re Profitable."
But better hurry. Because the
soo ner you m ail us the coupon, the
faster your customers will be m ailing
you their checks.

For fast relief from Paperwork Pain,
send for this free booklet today.
--------------� -� -� -�-�-�
The Service Bureau Company
Data Processing Services
I 500 We st Putnam Avenue
Gree nwich, Conne cticut 06830
Attn: Mr. P. Ianuly
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Letters

TO THE EDITOR

A Significant Improvement
Articles on writing skills almost always point out that effective creative
writing is seldom considered a strong
point of technical professionals such as
accountants and engineers. Professor
R.C. John, in his article, "Improve
Your Technical Writing," September
1976, appears to agree when he states
that improvement is much needed.
However, he has risen above the normal "improve your writing" offering
with a more logical, analytical approach. His systematic analyses of
words, sentences and paragraphs is
straight forward and useful, Management accountants and others used to
dealing with formulas, regulations,
equations etc. should find the presentation in this article quite practical. Certainly, it is a significant improvement
over the vague guidelines usually offered.
Gregory R. Weber
Los Angeles, Calif

Standards Do Not
Override Intent of Congress
Fred A. Jacobs and Hartwell C. Herring, III, in their September 1976 article
titled, "The Impact of Proposed CASB
Standards," state that it was the intent
of Congress to keep the capital of defense contractors intact and that a gross
inequity can result from the application
of either CAS No. 413 or CAS No. 414
under current income tax regulations.
The authors pointed out in their examples that similar increments of income
incur different amounts of tax depending on the class and situation of the taxpayer. They indicated that additional
income resulting from CAS No. 413 or
CAS No. 414 would be so treated and
this would violate the intent of Congress
to treat all contractors equally with respect to preserving capital.
It has always been the intent of Congress in income tax legislation to allow
different tax rates for taxpayers in different situations. However, nothing in
the Cost Accounting Standards over8

rides the intent of Congress with respect
to the tax laws. I believe that it is the
intent of the CASB to treat contractors
with uniformity and consistency and I
believe it is stretching reason to imply
that the board ever intended to equalize
after tax income for all classes of government contractors. To do so, the government would have to include not only
the examples cited by the authors but
even sole proprietors with a multitude
of differing tax preference items. That
would seem to be impossible.
The authors also stated that profitable taxpayers could not afford to bid
competitively with unprofitable "less
efficient ones" because of different tax
rates. The $6,500 difference in taxes between a corporate taxpayer with zero
income and one with over $25,000 income appears to be insignificant when
considering the size of some of the defense contractors covered by the Cost
Accounting Standards.
Regarding the technical detail of the
schedules presented, several points were
omitted. First, the authors did not mention the reduction of the tax loss carry
forward to Contractor A, which would
tend to lessen his comparative advantage over Contractors B and C. Second,
the imputed $50,000 adjustment represented an annual reimbursement and
Cost Accounting Standard No. 406 requires that expenses must be allocated to
all cost objectives worked on during the
year. Since the contract was performed
in one month, the correct amount of expense that should have been prorated in
the author's example is $50,000/12 or
$4,166. If Exhibit 3 were revised, the resulting profit on the contract as presented by the authors would be as follows:
Contractor
A
B
C

Profit on Contract
$27,916
$26,241
$25,916

While there is a trend to slightly favor the less profitable contractor, all
three contractors would have an incentive to bid since a rate of return in excess of 12 percent would be obtained.
With CAS No. 414, Contractor C will

receive a price of $357,500 and will incur $275,000 of historical cost and
$39,600 tax liability. Without the standard, he would receive a price of
$302,500 and incur $275,000 historical
cost and a tax liability of $13,200. The
net difference is an added $28,600,
which represents the $50,000 imputed
cost plus ten percent profit less taxes.
In conclusion, CAS No. 414 will result in contractors being reimbursed for
the erosion of their capital as measured
by the standard. Income tax consequences on the reimbursement, however, are the same as for any other normal
source of income.
Robert L. Kneedler
Glendale, Calif.

Uniformity and Consistency
Messrs. Jacobs and Herrings' article,
"The Impact of Proposed Cost Accounting Standards," in the September
1976 issue Of MANAGEMENT ACCOUNTING was most interesting, but
their discussion really concerned only a
minor item of what we in industry consider to be the "impact" of Cost Accounting Standard No. 414,
Under previous contract regulations,
investment in contractor facilities was a
factor which was numerically weighted
in computing allowable profit ratios.
Under CAS No. 414, this profit factor
will, in effect, be superseded by a cost
factor. Both factors were attempts to
encourage investment by the defense industry, but each ignored the primal fact
inherent in government negotiations —
investment in more efficient equipment
or operations results in less cost to the
government (via a lower historical and
projected cost base) and not more profit
to the contractor. The proposed interest
rate allowance is not adequate to overcome the base cost reduction or the considerable risk to the contractor in making capital investment decisions.
As an inflation allowance measure,
CAS No. 414 is notable in that it does
recognize future deterioration of capital.
However, the base used is historical
cost, which penalizes the projection and
MANAGEMENT ACCOUNTING /FEBRUARY 1977

WITHOUT WARNING,YOUR COMPUTER
CAN SPRING A DISASTROUS TRAP.

A retailer's programmer directed
the first $100 revolving credit card
ayment to his account. The second

100 was credited to the account

of the first payment, and so on. The
eventual shortage could never be
traced back to him.

An entire accounts receivable file was
erased when the computer operator in
a medical institution mounted a magnetic tape on the wrong equipment.
After hundreds of costly hours spent
reconstructing the file, the same accident happened again.

Heat from abasement fire at a computer manufacturer's software products distribution center reached the
computer room above. Because
hardware and machine readable
records can be damaged by temperatures as low as 120'F, destruction
ran into the millions.

Reduce exposure to computer risks.

Here's the first comprehensive gui
to computer control and audit.
Traps. Invisible problems lurking in your computer systel
Fraud. Natural disaster. Human failings. They strike withol
warning. All dangerous. All preventable. "Computer Contrc
G Audit" is a 450 -page guide to eliminating these traps. It'!
a thorough study of one of the most important management
controls in business today.
Working with a wide variety of organizations, Touche
Ross❑G❑Co.❑—an❑international❑accounting❑and❑consulting
firm❑—❑compiled❑their❑experience❑into❑a❑total❑computer
contro l ma na gement syste m. Now these sa feg u a rds
have been published byThelnstituteof Internal Auditors
as "Computer Control G Audit"
r —❑—
"Computer Control &Audit" covers concepts
The Institute of Internal Auditors, publishers of "Compputer
C o ntr o l & A ud it ; is c o m m i tted to suppo rt ing state- of-thebut stresses applications. A unique feature is the
art advancement among all auditing functions. If you don't
complete set of Control Evaluation Tables to put
find "Computer Control & Audit- a vital addition to your library, return it within 10 days for a full refund.
the system to work immediately. It's designed to
Send me
copies of "Computer Control 6 Audit"
be used. And the IIA has edited a nd forma tted
(a $20 per copy3'
❑ ❑Payment❑enclosed.
❑ ❑Please❑bill❑me.
the information to help internal auditors CPA's
data processing management, systems analysts I Name
Title

and business managers work together more
effectively.
I
Send $20 for your copy of "Computer Control I

Firm

°feS
city� st,

� r Audit" today. And take the teeth out of any
o u r
p
traps
Y

c o m p u t e r

m a y

b e

s e tti ng.

g•
(Members of The Institute of Internal Auditors
p

y

Florida residents add 4% sales lax. A 507 handling charge will be
added if payment not included with order.

I

I

entitled to 25% discount on $20 price. Discounts I f❑
for libraries and quantities over 10 available on
request.)

❑

a' " "'"..❑ s

s
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,❑

O please send membership information for The Institute
of Int er na l A ud it or s

The

Institute of Internal Audito rs

5500 Diplomat Circle, Orlando, Florida 32810
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titled, "The Impact of Proposed CASB
Standards," in the September 1976 issue
Of MANAGEMENT ACCOUNTING, is
THE UNIVERSITY OF ALABAMA
misleading. Although I cannot quarrel
FOURTH
with the authors' premise that there is a
need for coordination of the regulatory
ANNUAL
activities of the CASB with the Internal
AN INTENSIVE REVIEW COURSE FOR THE CERTIFICATE IN
Revenue Service, the examples used do
MANAGEMENT ACCOUNTING TO BE HELD ON THE CAMPUS
OF THE UNIVERSITY OF ALABAMA UNDER THE DIRECTION
not illustrate the point that CAS No.
OF EXPERIENCED PROFESSORS AND SPONSORED BY THE
414
favors the inefficient producer.
ACCOUNTING AND INFORMATION SYSTEMS DEPARTMENT
AND THE DIVISION OF CONTINUING EDUCATION.
The only reason that Contractor A's
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A Movement Toward Fair
And Meaningful Reporting
The Board might sit in judgment on the proposed solutions, to
emerging problems, which are submitted much in the same way that
supporting briefs are submitted by attorneys to the courts to assist
the judge in preparing an opinion on a legal issue.

By Herbert J. Weiser
One of the sharpest criticisms levelled at the Accounting Principles Board (APB) and at its predecessor Committee on Accounting Procedure,
which had issued 51 Accounting Research Bulletins, was the failure of these two groups to develop
a coherent basic underlying theory that would explain the objectives of financial statements. The
Trueblood Study Group delved into this area; and
although its report, as the Study Group itself stated, "... can be looked upon as attainable in stages
within a reasonable time ..." there has been no
follow through in terms of action by the APB or
by its sucessor the Financial Accounting Standards Board (FASB). Clearly, if there were a serious intent to develop accounting principles focusing around basic objectives, the Board could just
as well append a statement to its pronouncements
stating that they are necessarily tentative, that
they represent the best of its collective efforts to
provide uniformity while it concurrently develops
an underlying theory and conceptual foundation.
To take this matter a step further, one might in
fact question the desire of the Board to provide for
uniformity in financial statement presentation if
such uniformity does not result in statements
which are truly fair to the consumer of such information. It is difficult to understand why the accounting profession, which has been subject to frequent criticism in this area, has been unable to
MANAGEMENTACCOUNTING/FEBRUARY 1977

tackle the problem head on. For more significant
than any uniformity in accounting principles and
statements is the concept of fairness per se. The
problem is that the statements, which are those of
management and merely attested to by the auditor, are purported to be fair only in the sense that
they conform to generally accepted accounting
principles GAAP.
A Common End
The present Board was established with the sincere belief that if it could not handle its responsibility to the public in a meaningful way, its authority and resulting power would be usurped by
governmental bodies such as the SEC and Congress itself. Nevertheless, the creation of the
FASB as an entity distinct from the AICPA could
very well serve to widen the gap in GAAP. For
unless the auditor assumes responsibility for the
fairness of the statements in and of themselves,
the various pronouncements of the FASB will
have little value. In other words, there is a common end to which the FASB and the AICPA
ought to strive— namely the development ofbasic
underlying theories and objectives by the FASB
concurrent with the implementation of such objectives and resulting principles by the auditor
members of the AICPA. The AICPA must urge
each member to assume responsibility for the ultimate fairness of the statements. The problem of
diversity of principles would be lessened substan-
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"The problems
and pressures
confronting the
FASB are

considerable."

tially if the accountant has both a unified body of
knowledge and specific guidelines. He must then
be assigned full responsibility for the application
of such knowledge.
The distinguished William A. Paton, Professor
Emeritus, University of Michigan, in writing with
reference to the FASB back in 1974 wrote: "I am
very hopeful that the FASB will not become preoccupied with efforts to prescribe in a hurry a
maze of rules that leave little opportunity for the
CPA to use the judgment and discretion in this
complex business world to which the truly professional man is clearly entitled. "' If the skill and
expertise referred to were combined with the highest degree of ethical responsibility to the public,
the uniformity- diversity accounting problem
would be greatly alleviated.
Diversity of Principles
There are of course areas where diversity of
principles might exit even though based upon
sound underlying objectives. In the realm of oil
exploration costs, for example (an area where it
appears that if the FASB fails to move, Congress
may very well mandate some kind of uniform oil
and gas accounting rules), alternative principles
may be applicable under inherently varying circumstances. The financial reports in this area are
of significance, not merely to investors but to government and industry as well, for proper energy
policy decisions are also dependent upon meaningful petroleum industry figures. Nevertheless,
both "successful efforts" and "full cost' accounting can be justified under particular circumstances. Briefly, in successful efforts accounting,
the cost of unsuccessful exploration, i.e. of the
leases and dry holes, is written off immediately
against current earnings. The cost of successful
wells is capitalized and written off over the life of
the field. In full cost accounting, all exploration
costs, for successful as well as unsuccessful wells,
are capitalized and amortized only as the oil or
gas is produced. The proponents of full cost argue,
in effect, that locating a dry hole provides a benefit
and is therefore to be set up as an asset —for it
brings one closer to where the actual oil must be.
They further advance their reasoning on matching
concept principle. Although different circumstances may warrant different results, like situations should nevertheless appear alike. And yet,
given the same level of exploration activity, rate of
success and production, a company using successful efforts accounting will initially report lower
earnings than would a company utilizing full -costing since a larger portion of its exploration costs
would be written off earlier. The reverse would be
true in later years. Thus, full cost accounting is
particularly attractive to young, aggressive exploration companies for it enhances their earnings
and thereby its chances of raising needed capital.
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However, the objective of the financial statements
is not solely for the purpose of raising capital by
presenting an unduly optimistic picture to potential investors.
If the auditor had to stand behind the statements, in terms of their inherent fairness, much of
the existing diversity would evaporate. Indeed,
one can only speculate as to why a company like
Texaco, with the approval of its outside auditors,
Arthur Andersen & Co., switched to the successful efforts method for all its exploration activities.
Has it come to the realization that dry holes do
not necessarily lead to productive assets, or that
expenses need not be matched with revenues? Or
might the change be due to the fact that given the
recent energy legislation and the expropriation by
foreign governments of gas and oil operations in
their countries, the decrease in drilling activities
would be such that full cost accounting would no
longer provide much o f a boost to earnings?
Clearly, if the auditor had to stand behind the
statements rather than a screen of GAAP, the results might have been different from the inception.
Failure to Act is Taking its Toll
The problems and pressures confronting the
FASB are considerable. It must move ahead on
two fronts. It must deal with the day to day problems as they emerge and it must develop overall
perspectives. The failure of the Board to act on
certain specific issues is taking its toll in the very
manner feared by its creators. Action has been
taken by the SEC and it may possibly be taken by
the Congress. In the area of price -level accounting, for example (an area which, given the level of
inflation as it exists in the United States, warrants
action), we find studies and more studies being
undertaken. In the mean time, the consumer of
the financial data, reads and relies on statements
which are of little value or relevance. Clearly, if
the auditor were responsible for the fairness of the
statements per se, he would not dare associate his
name with statements that give no effect to the
cancer of inflation. To what extent, really, have
the various interested parties been able to pressure
for the continued delay in such reporting? It is no
surprise therefore that the SEC took the initiative
on its own by adopting rules requiring large companies to at least disclose information on the effect
of changing costs on their businesses. Such rules
will require disclosure in the notes, or in a separate section, of the financial statements of the current replacement cost of inventory, cost of sales,
productive capacity, depreciation, depletion and
amortization expense. It is interesting to note that
although the required data is inexact due to its
dependence on various estimates and subjective
judgements (and may therefore be presented in
terms of ranges instead of single figures and supplemented by a description of the degree of inherMANAGEMENT ACCOUNTING /FEBRUARY 1977

ent imprecision), it is nevertheless considered significant and necessary for achievement of fairness
in the statements.
The Value Approach
We are not suggesting that the SEC's requirement are an improvement over what the FASB
had been considering. It could very well be that
the resulting greater expense which the SEC requires to be shown in the notes will also allow for
greater corporate tax deductions. It is well known
that most investors, to the extent that they do attempt to read and comprehend financial statements, do not get very far beyond the earnings per
share figure. The SEC's proposals would thus mislead the investor. At the same time, should greater
corporate tax deductions result, it would affect the
ultimate consumer through the shifting of the tax gap burden upon him. It would seem that if the
intent were merely to present more meaningful
statements, an initial step would have involved the
utilization for accounting purposes of the same accelerated depreciation techniques used for tax
purposes. It is therefore perhaps not surprising to
find that the SEC's requirements do not deal with
the related issues of monetary items which, in the
case of excess monetary debt, would have a beneficial effect on earnings. Had an underlying theory
been developed and built upon by the FASB, such
as the value approach proposed by Moonitz and
Sprouse in Accounting Research Studies Nos. 1
and 3, the problems of inflations accounting, marketable securities and the like would long since
have been resolved.' The SEC's move nevertheless
reflects the attitude that precision, like uniformity,
is subordinate to the end of fairness.
Moonitz and Sprouse, in their brilliant way, developed the very basic postulates and principles
which are necessary for a coherent superstructure.
Interestingly, the recognition of price -level
changes, replacement costs and the very definition
of income would likewise have resulted in a lack
of precision —a minor price to pay in a trade off
for fairness. Determining the present value of future benefits, though subjective, would at least result in a fair determination of net worth rather
than a potpourri of juxtaposed figures each stemming from different time periods and united by a
common denominator (the dollar) which, though
not common, does in fact pull the entire statement
down to a denominator level.
Breaking New Theoretical Ground
Let us consider FASB Statement No. 12, Accounting for Certain Securities. Had a uniform
underlying theory been employed, such as that advanced by Moonitz and Sprouse, the question of
showing appreciation in values would have been
resolved. Moreover, the inequities of pooling,
whereby assets are picked up at submerged values
MANAGEMENT ACCOUNTING /FEBRUARY 1977

would have been eliminated. For the very nature
of an underlying theory would eliminate many existing diverse accounting alternatives. Thus, the
lack of formulated basic objectives in the Statement is evident, even to the extent of the word
"Certain" in its title. The Statement does not relate to redeemable preferred stocks, convertible
preferred stocks, or convertible bonds. Do not
these securities change in value daily as do common stocks? Are gains and losses on the sale of
such securities treated differently on the income
statement? Or is the income statement itself being
undermined as a consequence? Why couldn't the
FASB have dealt with all marketable securities?
J.T. Ball, Director of Emerging Problems for the
FASB, contends that to have done so would have
meant "breaking new theoretical ground." Wasn't
that to be one of the primary goals of the FASB?
If the FASB is not ready to advance major new
theoretical grounds, to whom might the public
rightfully turn? To the small practitioner? To the
large firms —many of which do indeed submit
their theoretical theses, in thoughtful and detailed
memoranda; to the FASB? Unfortunately, these
memoranda, no matter how profound or relevant,
will inevitably be subject to critical suspicion.
Even if we were to focus on common stocks as
did the FASB, how could we reconcile the treatment of gains and losses in value of noncurrent
assets which are to be credited or charged to
stockholder's equity, thereby bypassing the income statement entirely. Even the prior APB
Opinions such as Numbers 9, 15, 20 and 30 suggest a far more inclusive income statement concept. It would seem that accounting thought has
retrogressed to the days when events were so often
channelled through surplus accounts. Indeed,
whereas in the past companies had the option of
treating their equity investments either as current
assets (carried at the lower of cost or market) or
as noncurrent assets (carried at cost until sold —
thereby affording those companies whose portfolio
holdings fell below cost to switch them from current to noncurrent status) thereby avoiding a
charge to earnings, the draft of FASB Statement
Number 12 would have precluded such switches.
Whatever the reason, the final Statement backed
off and allows for the differentiation in treatment
between current and noncurrent asset securities
except in the case of accumulated changes in the
valuation allowance relating to noncurrent asset
securities where the market value decline is
judged to be other than temporary.

to whom
might the public
rightfully turn ?"
"...

Political Pressure
It has been said that the APB's demise resulted
from the political pressures surrounding its activities, dating back to its investment credit fiasco in
APB Opinion Nos. 2 and 4. This would suggest
that in the absence of political pressure, the
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.. it is
unlikely that the
survival ofthe
FASB will
depend on
political
pressure. "

FASB's role is secure. One area where we might
expect to witness the application of political pressure is in the matter of lease accounting. The
question as to whether lessees must include their
extended commitment to pay lease rentals in their
balance sheet as a form of long -term debt is an
issue which the APB found too hot to handle.
Opposition is exhibited by lessees who contend
that requiring them to show lease commitments as
debt would hurt their credit, inflate their financing
costs and damage the economy. In effect, most
noncancellable long -term leases amount to installment purchases and should be accounted for as
such. The lessees object to the capitalization of
leases for it would concurrently require that they
carry the lease as long -term debt. The resulting
annual charges against the lessee's earnings would
reflect both depreciation of the "asset" and imputed interest on the installment debt. Since the sum
of these would exceed the actual rental payment
and thus depress earnings, the lessees have objected, contending that accounting changes would ultimately conflict with the nation's goals of controlling inflation, protecting the environment,
fighting unemployment and attaining self -sufficiency in energy needs. The immediate problem
confronting many lessees of course is that under
existing loan indenture agreements which restrict
the incurrence of new debt, lease capitalization
would mean default. At the least it would substantially increase financing costs. Since the SEC has
already imposed interim requirements that companies disclose the present value of long -term
lease commitments in notes to the financial statements, including an estimate as to the effect on
earnings of such capitalization, it would seem that
those opposed to capitalizing leases will attempt
to bring Congress into the controversy, as they
did when the issue was confronting the APB. It is
urgent, therefore, that the FASB hold its own if it
is to maintain the credibility necessary to implement its long term objectives.
More importantly however, it is unlikely that
the survival of the FASB will depend on political
pressure. Its failure will depend upon whether it
sets sound objectives, deals on a timely basis and
with a sense of priorities with emerging problems
and acts in the public interest without overreacting to various pressure groups.

is a very demanding and difficult one. It must, of
necessity, act at two levels simultaneously, While
it is necessary for the Board to deal with underlying issues and basic objectives, building an enduring model, it must meet its obligation in the face
of constantly emerging problems of present accounting practice. The various interpretations and
indeed the Statements which have come forth are
of the latter type. The Board cannot let itself be
criticized for foot dragging on these urgent issues
because of its indecisiveness. In this regard, the
length of time required for implementation ought
to be substantially reduced. Furthermore, proposals for meeting emerging problems need not originate with the FASB, The Board might sit in judgment on the proposed solutions, to emerging
problems, which are submitted much in the same
way that supporting briefs are submitted by attorneys to the courts to assist the judge in preparing
an opinion on a legal issue. The FASB, upon considering an issue, would establish a hearing date,
solicit written comments fully documented to support the basis for a particular conclusion. If, and a
very considerable premise at that, an elevated
sense of commitment to the public pervaded, the
resulting short term solutions would adequately
meet the needs of the moment. These solutions,
these statements and interpretations would be labeled as such. If the SEC is truly willing to let the
private sector set meaningful norms, then it
should be willing to support these short -term decisions pending a full and complete FASB study.
Unless this dual track is adopted so as to meet the
pressures of a highly fluid, dynamic and instant
society, the FASB will ultimately fall victim to the
same criticism, the same credibility accusations as
those which were levelled against its predecessor
APB. Concurrently the Board can further move,
hopefully expeditiously but with a sense of commitment at the highest ethical level one's mind
can comprehend, with its comprehensive basic objectives.

A Demanding and Difficult Role

' William A. Paton, Opportunity for the Financial Accounting Standards
Board," .Michigan CPA. May 1974, p. 27.
' See ARS No. 1, The Basic Postulates of Accounting and ARS No. 3, A Tentarive Set of Broad Accounting Principles.

There is thus no question that the FASB's role
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Conclusion
It is certainly fitting that we rededicate ourselves, collectively and individually, to the rights
of the individual. These rights, in the economic
sphere, depend to no small degree on presenting
adequate and fair financial information,
❑
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Assessing Progress of the
CMA Program
The progress of the CMA programs is critically linked to its
acceptance in the business community. Acceptance is a function of
the interrelated actions of candidates, both potential and actual,
and employers.

By John K. Harris and Jack L. Krogstad
The Certificate in Management Accounting program (CMA) was established to provide recognition of professional competence and educational
attainment in management accounting. Its three
objectives are to: (1) establish management accounting as a recognized profession by identifying
the role of the management accountant and the
underlying body of knowledge, and by outlining a
course of study; (2) foster higher education standards in the field of management accounting; and
(3) establish an objective measure of an individual's knowledge and competence in the field of
management accounting. The essence of these objectives is captured by the phrase "professionalization in management accounting." Full attainment
of professional status in management accounting
is realistically viewed in terms of decades of gradual development.'
Source of Data
Our chief source of data for making an assessment of the program's progress was a survey of
the candidates who passed the CMA examination.
This group personally experienced some of the
problems associated with moving management accounting toward professional status. The survey
data, supplemented by content analysis of the first
four CMA Examinations (1972 -75) and by various statistics from the Institute of Management
Accounting (IMA), constitute the empirical basis
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for answering several key questions about the
CMA program: What is the profile of passing candidates? What motives and benefits relate to participation in the program? What is the content of
CMA examinations? How did successful candidates prepare for the examination? How well has
the program been accepted in the business community? How can the program's progress be furthered?
The Survey
A questionnaire was sent to the 414 candidates
who passed the 1972 -75 CMA examinations. A
breakdown of the survey response is shown in Exhibit 1. The response rate was unusually high in
each year and averaged 83 percent overall. This
excellent response indicated real interest in the
program, and provided a data base representative
of all passing candidates.' The employment data
in Exhibit 1 revealed that a majority (54 percent)
worked in industry or commerce. The percentage
in this category increased steadily over the four
years, and reached 66 percent in 1975.
The upward trend in industry /commerce percentages was offset primarily by a yearly drop in
the percentage of teachers. Public accounting, the
other sizeable category, remained relatively stable
throughout the period.
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CMA Profile
A CMA profile, classified by employment, is
presented in Exhibit 2. Nearly all CMAs were
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men. This is surprising in view of the substantial
number of women who entered the accounting
profession during the past decade. The typical
CMA was in his mid- thirties. Yearly average age
remained stable in all categories, except for public
accounting, where average age ranged from 37 in
1972 to 31 in 1974. Average annual salaries were
highest in public accounting and were lowest in
teaching. Salaries declined for all categories over
the four -year period, with the overall annual average dropping from $30,700 in 1972 to $23,300 in

nually from 43 percent in 1972 to 80 percent in
1975. CPA certification was least prevalent in the
industry /commerce category and declined over
the four years from 64 percent in 1972 to only 34
percent in 1975. Thus, the percentage of individuals in this category holding only the CMA certificate increased over the period.
The data on average years of professional work
experience were dominated by CMAs' current
employment. For example, those employed in industry /commerce spent 9.4 of their 11.0 years of
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ants, 6.7 of 11.7 years in public accounting. Over all, an average of 8 years of the 11.7 years of total
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Exhibit 1
SURVEY RESPONSE
1972
61
47
77 %

Number of pass ing candidates
Number of responses
Response rate
Respondents' employm ent (pe rc ent)
Industry /co mmerce
Teaching
Public ac counting
Student
Other

30
43
15
6
6
100

1973
10 1
86
85%

50
22
12
6
10
100

1974
135
11 1
82 %

57
16
17
5
5
100

1975
117
100
85 %

66
14
15
2
3
100

Combined
414
344
83%
54
21
15
4
6
100

Exhibit 2
CMA PROFILE
Percentage male

Ind us try/
commerce
99

Public
accounting
96

Stud ent
100

34
$24 ,9 00

-

19
71
10

27
71
2

92

67

43

55

8

5

2

6

5

9.4
.1
1.0
.5
11.0

3.4
7.2
1.4
2.9
14.9

3.6
.4
6.7
1.0
11.7

2.0
1.3
1.1
1.6
6.0

1.4
1.2
.6
6.9
10 .1

6.5
1.8
1.9
1.5
11.7

8

7

8

2

7

8

74

80

75

60

52

73

37

58

29

13

33

39

33
$28 .4 00

Percentage with
Undergrad uate degree
Advanced degree
Other c re de ntials

35
62
3

1
99

40
60

-

29
69
2

Percentag e that passed CPA
examination

39

70

4

Average years elapsed since passing
CPA examination
Average years of prof ess ional work
experience:
Industry /commerce
Teaching
Public acco unting
Other
Total
Ave rag e yea rs en gag ed in m a n ag e m e n t
acc ounting fie ld includ ing teaching
NAA invo lvem ent:
Perc entage who are memb ers
Percentage of members who have
served on chapter com mittee (s)
and /o r have held chapte r office(s)

All
respondents
98

32

38
$20,900

Average annual salary

Other
95

$26 ,9 00

34
$25,900

Average age

18

Teaching
97

27
-
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Motives and Benefits
In order to assess the progress of the CMA program, it was essential to determine (1) CMAs'
motives for participating, (2) the benefits they received, and (3) the benefits they expected in the
future. See Exhibit 3. The data are classified by
year, since only minor variations were found between employment categories. The Exhibit indicates that personal, intrinsic reasons provided the
primary impetus for wanting to earn a CMA, and
accounted for most of the responses under benefits
"received" and "expected" classifications. "Personal satisfaction" and "recognition and prestige"
received the highest rankings in all three classifications. "Personal satisfaction" was particularly
singled out as a benefit. The more tangible economic and job - related factors such as "attract potential employer(s)" and "promotion and /or permanent pay increase," although of secondary importance when compared with personal reasons,
were more significant among the motives and expected future benefits in 1974 and 1975. However,
these reasons ranked low under "benefits to
date." '
Examination Content
A content analysis of the 1972 -75 CMA examinations is shown in Exhibit 4. The examinations
are broken down by subject area, by topic within
managerial accounting (the subject area given the
most coverage), and by topic within financial reporting (the subject area given the second -most
coverage).
The percentages in Exhibit 4 reveal the average
relative emphasis given the subject areas and
topics. Among the subject areas, by far the most
emphasis was given managerial accounting (38.4
percent).` Financial reporting was the only other
subject area that constituted at least ten percent of
the examination. Within the subject area of managerial accounting (column 2), fourteen topics are

identified. Budgeting constituted the most sizable
managerial accounting topic. Other significant
topics were relevant cost analysis, capital budgeting, and standard cost systems. Column 3 shows a
broad spectrum of topics in financial reporting.
Coverage in this subject area indicated a definite
tendency toward current professional issues and
pronouncements. For example, respective examinations had significant coverage of the following
topics: 1972 — Statement of Changes in Financial
Position; 1973— Financial Accounting Standards
Board, line -of- business reporting, pooling, and
pensions; 1974 — leases; 1975 — disposal of a segment of a business, interim reporting, and price
level adjustments.'

The
examination
was the most
formidable re
quirement ... "
"...

How Did They Prepare?
CMAs definitely agreed that the examination
was the most formidable requirement in the CMA
program. Their position was supported by the
success rates reported by the IMA. In the four
examinations, the average passing rate (that is, total parts passed /total parts attempted) ranged between a low of 44 percent (1973) and a high of 50
percent (1972).6
Given the level of difficulty, it is enlightening to
know how CMAs prepared for the examination.
The study time used by CMAs in the various employment categories is shown in Exhibit 5. These
figures must be interpreted in view of the buttressing effect of professional work experience and the
large percentage of CMAs holding advanced degrees (data relating to both of these variables appear in Exhibit 2). The combined influence of experience and education probably explains why
such a large percentage of CMAs studied less than
50 hours. On the average, the CMAs in industry/
commerce studied 116 hours. This is considerably
more time than was devoted to studying by teachers, public accountants, and students. Additional
light is shed on the industry /commerce category
by comparing the IMA's employment breakdown

Exhibit 3
MOTIVES AND BENEFITS RELATED TO PARTICIPATION IN CMA PROGRAM
Factor
'72
Personal satisf action
Recognition and prestige
Participation in a ne w prof es sional p ro gram
Attrac t po te ntial e mp lo ye r(s ) (i.e ., jo b mo bility)
Build self confidence
Pro mo tio n and /or pe rmane nt pay inc rease
Job security
Other

27
26
25
8
2
2
1
9
100

Motives
'73
'74
36
21
18
12
3
4
1
5
100

32
25
11
12
6
4
1
9
100

'75
33
18
13
17
2
7
2
8
100

Weighted rankings
Benefits
to date
'72
'73
'74
'75
34
30
17
5
9
3
1
1
100

43
25
13
2
10
4
1
2
100

35
29
9
3
15
4
1
4
100

45
22
12
2
15
1
2
1
100

Expected
future benefits
'72
'73
'7 4
'75
28
28
15
10
7
4
2
6
100

33
23
10
18
5
5
3
3
100

24
23
9
21
6
9
4
4
100

24
21
7
24
5
13
5
1
100

Res ponde nts ranked three facto rs (o ut o f the e ig ht lis te d ) in o rd er o f impo rtance for each category— motives, benefits to date, and expe cted future be nef its . A weight o f three po ints was ass igned to the fac to r ranke d first in each c ateg ory, two po ints fo r the second factor, and
one p o int f o r the third . T he re sulting totals in e ac h c olum n were the n re d uc ed to a b ase o f 1 00 to f ac ilitate c o mp aris o n of the co lum ns .
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"...

CMAs are
placing
increased
reliance on selfstudy preparatio n .. . "

for all candidates (1973 -75) with examination results for the same period:

Industry /commerce
Teaching
Public accounting
Student
Other

Percent of
candidates
74
10
8
3
5
100

Percent
passing
58
17
15
4
6
100

Although 74 percent of all candidates are in the
industry /commerce category, only 58 percent of
those passing the examination are from this
group. The proportion of industry/commerce accountants who have earned the CMA is less than
the percentage they represent in the total number
of candidates. The survey data do not allow an
analysis which would reveal the causes for this,
but factors which might contribute to it are the
lack of examination orientation as compared to
CPAs and teachers, and that a smaller percentage
hold advanced degrees.
Beneficial sources for examination preparation -other than work experience and academic
courses -are the IMA reading list, CMA questions and unofficial answers, and formal CMA review courses. Trends in the four -year data indi-

cate that CMAs are placing increasing reliance on
self -study preparation and less reliance on academic courses and professional work experience.
Business Community Acceptance
The progress of the CMA program is critically
linked to its acceptance in the business community. Acceptance is a function of the interrelated
actions of candidates, both potential and actual,
and employers. Candidates who are informed and
enthusiastic about the program can be instrumental in getting their employers to accept and promote it. On the other hand, employers can be the
driving force encouraging employee participation.
To judge business community acceptance of the
program, we analyzed five factors: (1) population
of the program, (2) representation from industry/
commerce, (3) job levels of industry/commerce
CMAs, (4) behavior of CMAs' employers, and (5)
status of the CMA certificate.
POPULATION OF THE PROGRAM
Perhaps the most important measures of the
program's acceptance in the business community
are its size and growth. The IMA reported population figures as shown in Exhibit 6. These figures
are small when compared to the number of accountants employed by industry and commerce.
However, the program is growing and it should be

Exhibit 4
CONTENT PROFILE OF THE CMA EXAMINATION, 1972 -1975 (in percent)
By to pic in m anage rial
accounting subject area

By Sub jec t area
Manag erial ac counting
Financial rep orting
Business finance
Economics:
Macro
Micro
Manage ment and o rganizational behavior
Auditing:
External
Inte rnal
Corp orate taxation
Info rmatio n s ystems
Quantitative me tho ds
Governme nt and b usiness

38.4
14.3
9.5
6.9
2.5
7.7
4.0
2.8
4.6
4.3
3 .1
1.9
100.0

Budg eting, including analysis
of variatio n in gross pro fit
Relevant co st analysis
Capital b udge ting
Standard cost s ystems, including variance analysis
Direct vs. absorption
costing
Respo nsibility accounting
ROI performanc e measurement
Transfer pricing , includ ing
profit center concept
Cost- volume-profit analysis
Cost allocation
Ethical conside rations
Cost behavior analysis
Inventory p lanning and
control
Cost Accounting Standards
Board
Other

By top ic In financial
reporting subject area
20 .1
16.6
11.5
10.3
6.7
6.6
5.3
5.1
4.6
2.4
2.4
2.3
1.9
1.7
2.5
100 .0

Capitalizing and expensing inc luding re lated accounting c hanges
Leases
Responsibility for estab lish.
ing accounting principles
and standards
Statem ent of chang es in
financ ial po sition
Forecasts of financial
stateme nts
SEC reporting requirements
Price level adjustments
Analys is of financial s tate.
ments, includ ing ratios
Conso lidations, including
pooling s of interests
Inventories, including related
accounting c hanges
Objectives of financial
statem ents, inc lud ing
disclosure
Pensions
Disposal of a segment of
a business
Interim rep orting
Other

14.4
11.7

7.4
7.4
7.3
6.6
5.9
5.8
5.3
5.1

4.3
3.4
3.3
2.4
9.7
10 0.0

"

Calculatio ns are based on the suggested maxim um num be r o f minute s allo tte d to the q ue s tio n in acc ord ance with the e xam inatio n instructio ns . Optio nal q ue stions involving two or m ore subject areas are assumed to b e selected with equal freq uenc y in e ac h subject area. For pur•
poses of the topical analyses, all sub jec t area op tio ns are as sum ed to be exercised in favor of manag erial acco unting and financ ial reporting,
A P ro file and I nd ex o f the C MA E xamination," The Accounting Review, July 1976.
See J ohn K. Harris and J ac k L. Krogstad.
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JOB LEVELS OF INDUSTRY /COMMERCE CMAS

Given the relatively high representation from
industry /commerce, a related acceptance question
concerns the level of jobs held by these CMAs. O f
the 185 respondents in this category, 68 percent
are members of middle management (department
managers, assistant controllers, and the like), and
27 percent carry top - management responsibilities
(vice presidents of finance, controllers, and the
like). Only five percent of the industry /commerce
CMAs are not employed at a managerial level.
BEHAVIOR OF CMAS' EMPLOYERS

Another indication of business community acceptance is found in the behavior of employers
toward employees who are preparing for and taking the CMA examination. Overall, 84 percent of
the CMAs were granted time off with pay to prepare for and to take the examination. Over the
four years, this percentage trends upward from 68
percent in 1972 to 91 percent in 1975. In 1972,
employers paid 32 percent of the average out -ofpocket costs ($251) incurred by CMAs in taking
the examination. This percentage trends upward,
reaching its highest point in 1975 when employers
paid 54 percent of $356.' Further evidence of industry support is revealed by the development of
company review courses to help their employees
prepare for the examination.
STATUS OF THE CMA CERTIFICATE

As is shown in Exhibit 3, substantial economic
and job - related benefits have not yet been associated with the CMA. Even after allowing for the self interest of CMAs and the infancy of the program,
concern about the present status of the CMA designation seems prevalent among CMAs. This concern is definitely more chronic in 1974 and 1975.
The observation made repeatedly is that too few
people, both within and outside the NAA, are
aware of the knowledge and professional competence possessed by CMAs. The limited use now
being made of the CMA credential in industry/
commerce employment advertisements and recruitment activities corroborates this complaint.
MANAGEMENT ACCOUNTING/ FEBRUARY 1977

"The program
has not
attracted the
number of
candidates it
should. , . "

Exhibit 5
TIME USED TO STUDY SPECIFICALLY FOR CMA
EXAMINATION

Hours
Less than 50
50 -9 9
100-149
150- 199
200-299
300 and over
Average hours

Ind us try/
commerce
30
24
17
9
14
6
116

Percentage of respondents
Public
Teaching accounting
Student
61
16
14
4
1
4
66

59
17
8
6
6
4
76

Other
25
40
15
10
5
5
144

67
13
7
—

Since the CMA program is directed principally
at industrial accountants, the representation from
industry /commerce is a useful indicator of acceptance. The employment figures in Exhibit 1 indicate that the desired direction is being achieved. A
substantial percentage of CMAs come from industry /commerce (54 percent). Moreover, the trend
in this employment category has risen sharply
over the four years.

The program has drawn a well- educated, professionally- experienced group who are enthusiastic about the program. Employers are supportive
of CMAs. The program has had relatively increasing appeal to the industrial /commercial sector —
its target. The examination is a broad - based, high quality professional examination. It identifies an
underlying body of knowledge for management
accounting. It provides the essential vehicle for
outlining a course of study by which the requisite
knowledge can be acquired. It also fosters higher
educational standards and provides an objective
measure of knowledge and competence in management accounting. Further, examination content leads to important implications about the role
of the management accountant.
Conversely, progress is being hindered by several factors. The program has not attracted the
number of candidates it should, nor is it growing
at a desirable rate. The NAA initiated the program and is its sponsor, yet only a small number
of the NAA membership is participating. Tangible economic and job - related benefits are not yet
present. The CMA certificate is not receiving the
recognition it deserves in the business community.
Unfortunately, these factors largely mitigate the
positive accomplishments of the program. Until
there are greater numbers, NAA membership support, more obvious tangible benefits, and improved certificate status are present, progress
toward full attainment of program objectives will
be painfully slow. This is unfortunate because the
vehicle (CMA examination) and the organizational framework (IMA) are operative and capable of

13
—

REPRESENTATION FROM
INDUSTRY /COMMERCE

Assessment of Progress—A Summary

60

Exhibit 6
POPULATION OF THE PROGRAM
Exam inatio n given in ye ar e nding J une 30 ,
Num be r o f candidates
Num be r of new cand id ates
Cumulative numb er o f pass ing c andidate s
Numb er of I MA me mb ers
'

growing at a faster rate given the number of potential CMAs.

1973

1974

410
410
61
560

534
35 6
162
650

1975

1976

1,3 56 "
794
414
1,773

1,037
624
67 9
2,3 76

Two e xaminations give n in this ye ar
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moving forward at a rapid pace. Consequently,

"The CMA this is a critical juncture for the CMA program.
The following recommendations are intended to
program must
further progress.
be sold. "
Recommendations

program is only $215,354. Interestingly, analyses
of yearly net cost figures suggests the present of
economies of scale; since the fiscal year 1975, the
only fiscal year in which two examinations were
given, net cost is substantially lower than in 1973
and 1974.9 The current level of net funding is a
very small investment in the attainment of professionalization in management accounting and certainly should be increased. The additional funding
recommended is really "seed money ", because, as
the population of the program grows, IMA expenses will be recovered in the form of higher revenues. Still it remains that a significant increment
in NAA support is required to increase the program growth rate. The amount of NAA funding
needed depends on what changes are made in the
present operation of the program.

license

The CMA program must be sold. That is, information on the merits of the program must be disseminated both within and outside the business
community in order to obtain widespread support.
A substantial promotional push is needed to create a self - reinforcing demand for the CMA. Promotion can be carried out through increased joint
efforts of the NAA at the national level, the IMA,
and local NAA chapters. The leading edge of the
selling effort should be directed toward the NAA
membership in order to create a sizeable increase
in the number participating. Outside the NAA,
promotion strategy should enlist the cooperation MORE IN MANAGEMENT ACCOUNTING
of other professional organizations such as the
All NAA members receive MANAGEMENT ACAmerican Accounting Association, the American COUNTING. This publication is an effective means
Institute of CPAs, and the American Society of both for dispersing information about and for creWomen Accountants. Unfortunately, a failure to ating enthusiasm toward the CMA program. Pubunderstand the relationship between the CMA lication of examination questions and unofficial
certificate and the CPA certificate has resulted in answers in MANAGEMENT ACCOUNTING during
less than full support for the CMA program from the first years of the program has provided helpful
many accountants, teachers, and others. An edito- exposure. But now that the examination material
rial appearing in MANAGEMENT ACCOUNTING is available in booklet form from the IMA, we
clarifies this relationship:
recommend that future coverage in MANAGEMENT ACCOUNTING be shifted to more descrip"Essentially, the Certificate in Management
tive topics. In addition to the ongoing efforts of
Accounting is not and never was designed to
the IMA to provide statistics on each examination
be in "competition" with a CPA certificate.
and details about the passing candidates, several
The latter is in effect a
to practice —
topics are worthy of full- fledged articles. These inissued by a state agency; the CMA is intendclude elaboration on the methods of fulfilling the
ed to be a document which identifies the levprofessional experience and continuing education
el of professional attainment of the holder_
requirements; implications of the program for
The two areas — management and public acpresent and future academic curricula at both the
counting —are compatible; they are not
undergraduate and graduate levels, and analyses
competitive."'
of subject area and topical content of examinations. For example, continuous monitoring of exIn addition to enlisting the full support of relat- amination content provides a vehicle to refine the
ed professional groups, it is vital that the CMA entire program, provide assistance to future examprogram be sold at the policy - making level of in- ination candidates, and to develop CMA review
dustrial /commercial firms. Acceptance there will courses and materials.
filter down to personnel officers and campus recruiters. Additionally, the latter two groups INCREASE IMA STAFF
should be directly exposed to the program. Other
Until recently the IMA staff consisted of a diimportant groups not to be overlooked are stu- rector, a manager of examination development,
dents and public leaders. As is shown in Exhibit 1, and a secretary. The work of this staff was highly
only four percent of the CMAs are students. If the commendable; but it was too small to carryout the
program is to succeed, students must be attracted administrative and promotional functions rein significantly increased numbers. We recom- quired to develop the program. A number of
mend six specific growth- inducing policies:
CMAs were distressed by the substantial time lags
involved in grading the examination, in evaluating
INCREASE IMA FUNDING
whether experience requirements were satisfied, in
The IMA is funded through the NAA. When subsequent notification of certification, and in
IMA revenues (registration and examination fees) confirming the acceptability of continuing educaare offset against its expenses, the cumulative (to tion activities. The IMA has been authorized reJune 1975) net cost to the NAA for the CMA cently to increase its staff in order to meet the
22
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expanding needs of the program. This larger staff
should be able to handle the administrative processes more efficiently.
With more administrative capacity, the IMA
can promote the CMA program on a larger scale
in a number of ways. A bimonthly or quarterly
newsletter could be published. This newsletter
would give the IMA continuing exposure and
would fill a critical communication gap. It could
be sent to CMAs, CPAs specializing in management services, corporate controllers, personnel ofifieers (including campus recruiters), and selected
accounting faculty. The content might highlight
activities of CMAs, the IMA, and describe developments germane to management accounting as
they occur in universities, in businesses, and in
professional organizations.
Posters with accompanying brochures could be
sent to all schools offering an undergraduate major in accounting or advanced degrees in concentrations in accounting. Workshops involving persons in the academic community and at least one
member of the IMA's professional staff might be
held at the national and regional meetings of the
AAA, These sessions would permit a free flow of
communication between academicians and the
IMA regarding actual and anticipated changes in
management accounting curricula.
INITIATE IMA- SPONSORED RESEARCH

Ongoing research related to the various facets
of the CMA program is a natural activity for IMA
sponsorship. The IMA has an excellent vantage
point from which to identify worthwhile topics.
Results of this research could be published in
MANAGEMENT ACCOUNTING or in monograph
form.

GREATER EMPHASIS BY LOCAL CHAPTERS

Grass -roots involvement at the local chapter
level has long been the hallmark of the NAA's
success. This support is imperative if the CMA
program is to achieve its objectives. The NAA
membership must become enthusiastic about the
program and eager to participate in it. Support
from members is a function of their understanding
of the program's merits and acceptance of its professional philosophy.

"... success . .
depends on
business
community
acceptance. "

One step might be to induce chapters to devote
at least one of their technical meetings (or portions of several) each year to the CMA program.
It would be appropriate for members of the IMA
staff to make appearances at such meetings.
In addition, local NAA chapters can sponsor
CMA projects jointly with businesses and universities. Taking one example, the St. Louis Chapter,
Monsanto, and the University of Missouri -St.
Louis developed and sponsored a CMA review
10
course. Another suitable project might be an industry /commerce internship program for students
and faculty.
Conclusion
Ultimately, the success of the CMA program
depends on business community acceptance of the
CMA and the individual certificate holder. The
six specific recommendations we have formulated
to promote the program should be given careful
consideration. Putting these recommendations
into practice could have a significant impact on
furthering progress and on the ultimate attainment of professionalization in management accounting.
❑
' D.L. Madden, "The CMA Examination: A Step Toward Professionalism."
Afanagement Accounting, October 1974.

MODIFY EXAMINATION DESIGN AND
PROCEDURES

The existing design and administration of the
CMA examination should evolve in harmony with
business community needs and academic trends,
wherever such evolution is consistent with the
high standards set for the program. Three design
suggestions made by CMAs are recommended: reduce the examination time from two and one -half
days to two days, shorten the length of narrative
in verbose questions, and include questions on
business law. Administratively, it appears advisable to reduce the cost of the examination, to extend the three -year limit for completing examination parts not previously passed, or to offer the
examination twice each year. (Editors note: Beginning in June 1977 the CMA examination will be
offered semiannually.)
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' Approximately 95 percent of the responding candidates held a CMA certificate
at the time of the survey. Most candidates in the other five percent anticipated
receiving a certificate in the near future upon completion of the two -year require.
ment of related professional experience in management accounting. Consequent.
ly, for simplicity in this article, the entire group of respondents is referred to as
"CMAs" rather than by the technically- correct description, "passing candi•
dates."
' This is to be expected for at least two reasons. The CMA program is new and it
will take employers time to recognize fully the added measure of employee
abilities it identifies. Promotion and salary increases are based upon several factors including performance in prior assignments and potential for future contri•
bution to the firm. The CMA contributes primarily to the latter factor; thus its
impact on salary increases and promotions is not immediate and is less obvious.
' For purposes of content analyses, the subject area of managerial accounting is
distinguished from the broad field of management accounting. Managerial accounting includes the material given thorough coverage in popular costimanagerial accounting texts. On the other hand. management accounting is the entire
range of activities related to internal accounting, and embraces peripheral disci•
plines as well as managerial accounting per se.
' John K. Harris and Jack L. Krogstad, "A Profile and Index of the CMA Exami.
nation," The Accounting Review, July 1976.
This data may be obtained either directly from the IMA or see Management
Accounting, "Analysis of 1975 CMA Examination," August 1975; and "Analy.
sis of the 1975 CMA Examination," December 1975.
' Out -of- pocket costs include examination fees, mileage, meals, lodging, and formal CMA review course (if any).
' Management Accounting, January 1973, p. 4.
The time of the annual examination was changed from December to June.
Thus, fiscal year 1975 (July I -June 30) includes the December 1974 and June
1975 examinations.
" J.E. Hastings, Jr., A.P. Ameiss, and C.R. Kuehl, "CMA Review —The Monsanto Experience." Management Accounting, February 1976.
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The Full Disclosure Problem
Another accountant can prepare a report that is identical to yours,
with the exception of that one disclosu re statement because he
didn't know about it nor did he have any way of finding out about it,
and he will walk away with the fee.

By Juanita Marshall

J. MARSHALL
is a student majoring in
Accounting at Christian
Brothers College,
Memphis, Tenn.

This article was
submitted through the
Memphis chapter.

The principle of full disclosure has been and still
is a major problem for accountants. Most textbooks and accountants agree that the principle of
full disclosure is that accounting principle which
holds that all relevant and significant facts that
affect the financial condition of an organization, of
which an accountant has knowledge, should be
disclosed in its financial statements. It is especially
concerned with the reporting of unusual circumstances such as long -term commitments under a
contract, contingent liabilities, accounting methods used, changes in accounting methods and
events subsequent to the date of the statements. A
shorter definition for full disclosure would be the
disclosing in financial statements of all relevant
information_
Now, here is the problem. What is relevant information? It is easy to define relevance but it is
not easy to tell you what is relevant. The accountant himself will have to decide what is relevant. If
he is wrong in his opinion as to what is and is not
relevant, he will have to mount and pay for his
own legal defense against the charge. The fear of
legal liability poses the greatest threat to the accountant, and that fear can block his desire for
taking on new tasks.
The Accountant's Loyalty
An important question is: "To whom must it be
relevant ?" Should the facts in the financial statement be relevant for the accountant's client, for
his creditors, for the investors or for the govern-
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ment. This involves the issue of whether the accountant's primary obligation (loyalty) is to his
client or to others who might rely on his financial
statement's information.
The accounting profession is supposed to be
comparable to the legal and medical professions.
In reality, there is no comparison. In the legal and
medical professions there are codes of ethics
which are respected by the courts. In accounting
there is no such thing as a code of ethics, and
there never can be until the courts establish to
whom accountants owe their loyalties and obligations. And even though accountants (as a group)
attempt to develop a code of ethics, it will not
matter because the final word will be spoken by
the courts.
There is no doubt as to whom the lawyer owes
his loyalties and to whom he is accountable. A
lawyer owes his loyalties to his client whether his
client is innocent or guilty. A lawyer cannot be
forced to testify against his client. He is not required to divulge information received by him
through the relationship of attorney and client.
This relationship does not exist in accounting.
The Internal Revenue Service has subpoenaed
the working papers of an accountant and upon his
refusal to deliver the papers, the Internal Revenue
Service went to court to force him to do so.' The
court decided for the Internal Revenue Service.
The court said that the Internal Revenue Service
was entitled to the accountant's working papers so
that it could make sure that taxes were not being
evaded. It also said that it is the duty of the accountant to help the Internal Revenue Service colMANAGEMENT ACCOUNTING/ FEBRUARY 1977

lect all the taxes to which the Government is entitled.
In the medical profession there is an even greater degree of understanding as to whom a doctor
owes his loyalties and to whom he is accountable.
In the Hippocratic Oath, to which all doctors are
sworn, they pledge that:
"Whatever, in connection with my professional practice, or not in connection with it,
I may see or hear in the lives of men which
ought not to be spoken abroad I will not
divulge as reckoning that all such should be
kept secret."
If it were not for these rules ofethics that exist
between lawyers and their clients and doctors and
their patients the fields of law and medicine would
not be at their present levels of esteem. Iflawyers
or doctors divulge confidential information about
their clients or patients, their clients or patients
could sue them. In the field of accounting where
and how do ethics exist?

one problem. You later, see the financial statements for that company. They have been prepared
by another accountant who did not know and had
no way of finding out (remember, you overheard
it) that there was additional information that
should have or might have been contained in that
report. Had you signed that report you would
have been penalized (if the deal proved to be a bad
investment) for knowing too much. On the other
hand the second accountant could not be penalized for knowing too little.
The things about discovering something accidentally is that you have to include it in the financial report that you prepared. But, if you decide
not to prepare the report, you're under no obligation to mention what you know to anyone else.
Another accountant can prepare a report that is
identical to yours with the exception of that one
disclosure statement because he didn't know
about it nor did he have any way of finding out
about it, and he will walk away with the fee.

"Who is the
accountant's
true client ?"

Objectivity

The question now is: Who is the accountant's
true client? For whom should the reports be
How would a code of ethics be applied in ac- geared? Well, the old view was that they were for
counting? For instance, you're an accountant and the person who paid your fee. The new view seems
you've just prepared your financial reports for a to be that they are for the person or persons who
client's firm. You've worked diligently in their will use the reports prepared by you.
preparation. Then suddenly you discover someIt is easy to see why an accountant would asthing that may or may not be relevant to your sume that his client is the one who pays his fee
report (depending on who is doing the looking). It (which is usually management). If you're the cliis something which you overheard and it concerns ent and there are several acceptable ways for
some things that the managers are thinking about something to be done, you will want it done your
doing. You tell the controller (who, incidentally, way.
is paying your fee) that this might be a relevant
One CPA said that accountants worry too
fact and that you had better put it in your report. much about service to the client. He believes that
He says, "No." He asks you to submit your report the accountant and his clients are too friendly and
as it is because the success of pulling this deal off that in order for them to have an effective reladepends on complete secrecy. You say, "No, I tionship there must be an adversary relationship
cannot sign that report as it is. I must follow the in order to guarantee full and fair disclosure.=
principle of full disclosure." The controller says, What this really means is that even though the
"Okay, don't submit it. We'll get another account- client is paying the fee, the information contained
ant to prepare the report." You think it over. If in the report is to be used by `outsiders," because
you don't sign the report you've done all that they can only get their information about how
work for nothing. If you insist on putting this bit well the company is run from these reports. So,
of information in the report and the deal falls the reports should be geared for their understandthrough, the management can sue you. If you do ing because management, supposedly, already
submit it the way the controller desires it, and if knows what is going on. The reports are, supthe courts determine that the omitted information posedly therefore, an appraisal of how well manwas a relevant fact of which you had knowledge, agement is managing. Since it is an appraisal of its
then you can be held personally liable.
function, management should have no say in how
Suppose you decide not to submit the report. the report is prepared. "The real trouble is that
You had business dealings with these clients be- what the investor (creditor) needs to know is
fore without any trouble or incidence, so when something that neither the accountant nor breakyou agreed to prepare their statements, you did downs of figures can ever give him. And that is:
not insist on your fee being paid in all cases. How good is management? How sound is its pre Therefore, you could lose your fee. However, ception of what is going on in the world? How
there is little possibility that you would be held dedicated is it to the long -range welfare of the
liable for the lack of information. There is only shareholders (creditors) ?" '

The Risks of Full Disclosure
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V It is not
disclosed in the
proper setting
the accountant
is held
responsible
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The accountant makes his report to the corporate client that hires him. But since the report to
which the accountant attests is relied on by others
whose interest may be diametrically opposed to
corporate management (such as creditors, investors, and government policymakers), the reports
should be geared to them because there is a difference between what management considers fair
presentation and what outsiders consider fair presentation.'
There are several methods that can be considered for combating the problem of providing the
right amount of disclosure. For example, a multipurpose statement could be prepared. This statement would be geared to management, creditors,
investors and government. However, it wouldn't
be much help to either group. It would be too
long, too complex and very difficult for all parties
concerned to understand. A second method would
be to prepare a separate statement of financial
condition for each group. This would involve additional time and money. In either case the accountant should put every fact he knows or thinks
he knows into his report thereby disclosing everything. (The problem with this is that sometimes
too much disclosure is worse than not enough disclosure because it can be misleading and confusing.) Also, the accountant should prepare his report using the accepted accounting principles in
the manner directed by his clients. The other parties interested in the reports should hire their own
accountant or auditor to investigate the company's books.
To a certain extent creditors and the government do this already. Before a creditor lends money, he performs an extensive investigation of the
company. His own private investigation should
point up any discrepancies. When the government

investigates the books of a company it does not
rely solely on the auditor's opinion. And, as far as
the shareholders are concerned, they could hire
someone to do their investigating for them by setting aside some of their dividends or the company's retained earnings to cover the expense. They
could vote on their auditing firms at the stockholder's meeting. Since the auditor would be hired
by them, he would be protecting their interests
and not the interest of management.
Once the questions of "What should be disclosed and to whom it should be disclosed ?" are
answered, the problem to solve is how should the
disclosures be made. Disclosures can be made in
footnotes, parenthetically, or in a separately worded statement at the beginning or end of the report.
Now the courts are saying that some things
should be disclosed in bold letters and that some
things are so important that they should be disclosed several times within the reports. So, not
only are the courts telling accountants what
should be disclosed and to whom it should be disclosed, but, they're telling them how and where to
disclose it. If it is not disclosed in the proper setting the accountant is held responsible if the user
overlooks it, even though it is contained in the
report in a perfectly acceptable manner.
Conclusion
You might say that the field of accounting is
one in which you can't win for losing especially in
light of the decisions being handed down. What I
am saying is that you're in trouble if you do but
from the way things have been going lately you're
in bigger trouble if you don't.
❑
U.S. v Edmonds. District Court, Oklahoma, 12/20172.
Business Week. April 22, 1972, p. 60.
' "The Numbers Game; The Right to Know —Or the Right to Nose ?, Forbes,
August 1. 1974, p. 38.
' Business Week, April 22, 1972, p. 55.
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Wouldn't It Be Nice If—
One wonders if many hours of busywork could be eliminated if the
"wouldn't it be nice if" syndrome were controlled. Certainly a little
effort could be devoted to separating the wheat from the chaff in
requests for management information.

By Alan L. Boone
The syllables in the title of this article flow
smoothly, It would be difficult to find more common, easily understood words in the language.
Together they're hardly longer than a thoughtful
pause. But within that single phrase, that pause,
prowls one of the most deadly syndromes to harry
management, enterprise and communication itself.
Although It Sounds Simple
The "wouldn't it be nice if' syndrome can be
devastating to both the accounting department
and whole organization. (Vast federal bureaucracies appear regularly because of this syndrome.) It
usually starts out innocently enough. Someone in
management says, "Wouldn't it be nice if we had
a summary each month of the total amount spent
on radiator hoses by vehicle and type ?" The fledging syndrome could be stopped right there if only
someone simply asked, "Why ?" Usually, however,
this will initiate an inquiry to the firm's accounting department, "Can this be done ?" At this point
comes the next opportunity to stop the snowballing effect of the snydrome by simply asking,
Why?"
41

We Have Enough To Do
But no accountant wants to appear uncooperative. After all, his department serves only two
functions: control and management reporting. If
he exerts any kind of control, he will find himself
MANAGEMENTACCOUNTING/ FEBRUARY 1977

at odds with the operating departments, but if he
doesn't, management will surely remind him. So
reporting is his opportunity to please; and, accordingly, he reminds himself that his function is
to serve, to provide management and operations
with the kind of information they desire and
which is useful to them. It is certainly not his role
to decide what information is useful, but to provide whatever information business needs.
After This Reminder
The accountant then turns to his cohort in
crime, the computer programmer. Now here is a
creature who is more than happy to try anything.
Like the race car driver, he is anxious to show
what his machine can do. In fact, warming to the
challenge, he will probably suggest several side reports that can be generated from the same files of
information. "Did you know that by adding some
simple coding, we can print reports showing the
different radiator hose usage by color of equipment in which they are placed? Think of it, management can now find out by the third of each
month how many radiator hoses were used in our
blue cars and how many were used in our red
cars. We could even number each hose and see
which one lasts longest. Of course, the programs
will have to be written, assembled, compiled, and
tested, but in the end I think it will be well worth
the three months' work."
Now firmly convinced that he can handle the
task, the accountant reports back to management
that the new systems and procedures he designed

j
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point explain that radiator hoses are replacing fillets as popular fare for business lunches, and it's
all part of a nationwide trend to increase the
amount of rubber in the businessman's diet. This
will satisfy half of the board, but the other half
may insist on an adjusting entry.
Lunch Is Settled, But

last weekend will be implemented by the first of
the year.
Hold The Applause, Because

ir'

This is not the end of the story. With the ever increasing complexities of his systems, the accountant quickly finds that "wouldn't it be nice
syndrome leads to the "why is the cost of radiator hoses in my business lunches account" syndrome. The first symptoms of this usually appear
when a sharp department head (or board member)
wonders why business lunches cost so much more
this year, and he won't buy inflation as the answer. Upon investigation, the audit trail leads to
Jane. Jane is a nice girl busy at the third desk in
the second row. Jane spends her day putting the
pink copies to the left and the blue copies to the
right. Apparently no one has ever explained to
Jane the subtle difference between radiator hoses— account 390 - 1762 -11- 31864 -A -13 —and business lunches— account 390 - 1726 -11- 31864 -A -13.
But what's to worry? Since it's all put on both the
pink and blue copies, it doesn't matter anyway,
does it? Because both are valid accounts in its
complex system, the computer certainly has no
way of knowing what Jane intended.
The embarrassed accountant must now report
back to the board that the increase in the business
lunch account was traced directly to radiator hoses. Someone then will probably ask why radiator
hoses are there. The astute accountant will at this
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What of the radiator hose reports? I have seen
examples of such reports. One construction company showed me with pride an elaborate report of
nearly six inches of computer paper listing in
great detail what kind of repairs and parts went
into every piece of equipment they owned. This
report was forwarded weekly to the garage foreman, who promptly filed it in the wastebasket.
You see, he didn't need it. Management didn't
need it. But the reporting continued under its own
momentum, like the infamous flypaper reports
where enlisted men counted the flies caught and
reported daily to the officers in quadruplicate.
Meanwhile, each month, the accountant is saddled with the burden of correcting errors in the
radiator hose report. Each month red cars are reported as blue and vice- versa. His newly hired radiator -hose accountant seems concerned that no
one is reading the reports. The man who first ordered the report is no longer here, and even he
had quit reading them after the first two reports
anyway. Besides, it has been pointed out that all
radiator hoses are purchased from the same vendor, and are filed in one file. So, what takes hours
to produce each month can be quickly provided
upon request. The funny thing is, no one asks,
probably because no one really cares.
And In The End
One wonders if many hours of busywork could
be eliminated if the "wouldn't it be nice if' syndrome were controlled. Certainly a little effort
could be devoted to separating the wheat from the
chaff in requests for management information. If
we know that painting stripes in a parking lot
costs about 5 cents per linear foot, how much effort is it worth to find out that it costs 5.031106
cents per linear foot. It may not be up to the accountant to judge, but it could well save him
much tedious and unnecessary work if he were to
ask the simple question "Why ? ".
0
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The Usefulness of
Human Resource Accounting
in Personnel Selection
The success or failure of human investments can be determined
only if sufficient relevant cost and benefit information is available.

By J. David Spiceland
and Hilary C. Zaunbrecher
The value of information provided by a human
resource accounting system hinges on its ability to
affect decision - making. Accordingly, the merits of
the case for human resource accounting must be
evaluated on the basis of the usefulness of its informative content. This article reports the results
of a test of the usefulness of human resource information on a personnel selection decision.
The Personnel Selection Decision
The increasingly complex technology of the
present day business environment requires employees who possess special skills and abilities.
These requirements have accelerated the rate of
investment in employees; such investments taking
the form of recruiting, hiring, and training costs.
The success or failure of human investments can
be determined only if sufficient relevant cost and
benefit information is available.
Currently, employment decisions are made on
the basis of information provided by the prospective employee on the employment application.
Further information is developed from applicant
testing, credit reporting services, and references.
Some have suggested that cost and value information provided by human resource accounting systems could be useful to internal decision - makers.
To date, however, this suggestion is based on the
MANAGEMENT ACCOUNTING /FEBRUARY 1977

assumed usefulness of human resource information in the decision - making process. No data is
available to verify the actual usefulness of human
resource information to internal decision- makers.
Therefore, the purpose of this research is to evaluate the actual usefulness of human resource accounting information to internal decision - makers.
Because we assume that human resource information is useful to internal decision - makers, we
can logically assume that this information can be
used in making decisions affecting human resources. This follows because human resource decisions are made by internal decision - makers, i.e.,
personnel administrators.
The Study
Our study was designed to determine whether
or not human resource information affects personnel selection decisions. Accordingly, the questionnaire was designed to vary the input into one such
decision so as to measure the impact of this information.
We sent the questionnaire to a random sample
of 1,200 members. This sample was further broken down into three subsamples of 400 each. Each
member of the three subsamples received similar
questionnaires. Instructions with the questionnaires asked participants to study information
provided for two hypothetical applicants for the
job of assembly line foreman.
The material sent to each of the three subsam-
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Exhibit 1
SELECTION OF APPLICANT BY RESPONDENTS BY SUBSAMPLE
` 1� � f•I

Applicant A
Applic ant B

Subsample I
(c onve ntio nal data)
119
6 4 .3 %
66
35 .7
185
1 0 0 .0 %

Subsample II
(human res ource
data)
19
1 3 .3 %
123
86 .7
142
1 0 0 .0 %

Subsample III
(b o th)
79
48.8%
83
51.2
162
1 0 0 .0 %

21 7
27 2
489

Total
4 4 .4 %
55.6
1 0 0 .0 %
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ples was identical with the exception of the information about the applicants. Members of subsample I received conventional employee selection information items for both applicant A and applicant B. This information included such items as
height, weight, years of education, education major, machine skills and work experience, The
items of information in this group were such that
applicant A was the expected preferred choice.
For instance, applicant A had better height/
weight balance, more education and machine
skills, and better work experience.
The questionnaire as sent to members of subsample II contained different employment information for the two hypothetical applicants. Participants in this group received items of information for both applicants as generated by a human
resource accounting system. Included in this set
were such things as recruiting, training, and separation cost for each applicant. Also included were
such measures as the present value of salary,
fringe benefits, and cost of replacement of employee upon termination. The human resource information items provided were as follows:
1. Recruiting cost
2. Training cost (salary during training, trainer's
salary)
3. Cost of lost production during training
4. Separation cost (separation pay), accrued vacation, vested retirement
5. Present value of future fringe benefits
6. Present value of salary during period of employment
7. Present value of cost of replacing applicant
when terminated
8. Time employee will likely remain with the
company
9. Probability of promotion with salary increase
10. Present value of cost of in- company development trailing
11. Theoretical value of employee to company if
employed in second most productive capacity
12. Theoretical increase in profit by adding one
additional employee of equal productivity
The general thrust of the information items was
to make applicant B appear less expensive and
more productive than applicant A. Therefore,
based on information provided to participants in

30

subsample II, applicant B was the expected preferred choice.
Members of subsample III received both the
conventional employment information items provided subsample I and the human resource information items provided subsample II. Questionnaires going to members of subsample III contained the same set of instructions as did subsample I and II questionnaires. Therefore, they too
were instructed to use the information provided to
select either applicant A or applicant B for employment as assembly line foreman. There was no
expected preferred choice for subsample III participants because the conventional information
items favored the selection of applicant A, whereas the human resource accounting information
items favored the selection of applicant B. It was
therefore assumed that about half the participants
would choose applicant A; the other half would
choose applicant B. To prevent the choice from
being made on the basis of the relative magnitude
of the bias created in the information rather than
on the basis of the information itself, the relative
magnitude of the differences in quantitative information was held constant.'
In addition to the instructions pertaining to applicant selection, participants were asked to indicate their estimate of the importance of each information item as follows: "Does not Apply,"
"Below Average," "Average," and "Above Average." The response thereby indicated the degree of
each respondent's familiarity with the item. We
anticipated that respondents would register a high
degree of familiarity with conventional employment information items and a low degree of familiarity with human resource information items.
The last part of the questionnaire consisted of
14 questions. Question one asked each participant
to indicate which hypothetical applicant he would
select for employment. The remainder of the questions were posed to determine certain demographic characteristics of the participants. These questions were designed to evaluate the participants'
job environments, qualifications, and attitudes
toward the concept of human resources. The questions covered such things as the kind and size of
industry in which the participants were employed,
what their education levels were, their fields of
study, and how recent their education was.
Continued on page 40
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Introducing the MISA
Although the systematic reporting of this information has not been
widely implemented, the MISA can set up a data base for use in
implementing the social measurement systems so as to assess the
impact of the program and to control its expenditures.

By Priscilla Welling
The evaluation of a computer -based management
information system (MIS) is a major corporate
function. It is an intricate process to which auditing, accounting, and data processing must be applied, As most computers become less expensive
and more accessible, advanced management techniques must be used by the evaluator (or auditor)
of the system in order to improve the processing
of information to find errors, and to uncover
fraud, The MIS auditor (MISA) must, therefore,
be a knowledgeable professional capable of evaluating the entire information system. Unlike the
internal auditor whose function it is to perform an
operational audit on a functional subsystem such
as purchasing or engineering, the MISA must
evaluate the philosophy and integration of a person /machine system that provides a great variety
of information to the whole company. He contributes to the development and functioning of the
information system at various levels; and his
checks and reviews provide the directors, shareholders and creditors, and the government, with
assurance that the system has been and will continue to run properly.
Planning and Control
In planning an information system all internally
generated historical data as well as competitive
and environmental data should be considered for
inclusion. Most of the information which a firm
has collected is internally generated historical
data, which has been created in the course of opMANAGEMENT ACCOUNTING /FEBRUARY 1977

crating the business. The "desired" competitive
and environmental information should, of course,
be provided by top management. Other data, such
as marketing, production, types of products, organizational, and financial should also be included.
The MISA Will then determine which of the data
are relevant to auditing and how they are to be
disseminated to the proper internal and external
auditors at the right time. He would also participate in planning for the security, accuracy, and
privacy of the system.
Suppose that a design for a new system or for a
major extension to an existing system is being developed. It is important that the MISA participates in the planning and that he reviews the design during the development process. Upon the
completion of the design, a formal approval by the
MISA should be required. The final test procedures for the new or revised system should also be
reviewed and approved by a system audit. Logic
reviews of the program are also desirable and
should be performed by a programming manager
in cooperation with the MISA to reduce the likelihood of logic errors during a live systems run. The
programming techniques used should be straightforward and efficient. For example, unnecessarily
complex coding and excessive core usage should
be avoided. However, a program must contain appropriate control indicators, such as summing
conditional probabilities to determine whether the
sum is close enough to one.'
The MISA must also evaluate the control measures provided by the information system and investigate out -of- control areas that cannot be han-

P. WELLING
is an Assistant
Professor of
Accounting at George
Washington University.
She holds a B.A.
degree in Accounting
from Queens College
of the City University of
New York, an M.S.
degree from
Rensselaer Polytechnic
Institute, and a Ph.D.
degree from New York
University. Dr. Welling,
who is a CPA, has
earned a CMA and is a
member of the
Pittsburgh Chapter.

This article was
submitted through the
Pittsburgh Chapter.

31

"A post completion
audit can be
done
manually, .. "

died by managers. The most basic control measure is to provide for the dissemination of comparative financial reports that compare this year's financial condition ofeach department with that of
last year. Only the costs and revenues that each
manager is responsible for need appear on the individual reports. Another improvement would be
to generate monthly reports which compare year to -year as well as current operations with the budget. The full report would then explain the variances ofcurrent operations from the budget. Typical reasons for these variances are changes in
price, volume, or product mix. This type of control improves adherence to the budget in the future and could improve the very budget itself. For
example, a trend line for the variances of previous
months may be projected into the future as a
warning to a manager.
Another example of how the MISA can improve control is to implement a post - completion
audit of capital expenditures.' By using a combination of programmed and non - programmed
techniques, he can analyze the variances between
actual and expected results. The post - completion
audit procedure will generate the following four
basic schedules:
1. Profit variance analysis schedule
2. Cash flow and rate of return variance analysis
schedule
3. Projected cash flow schedule
4. Actual cash flow schedule
A post - completion audit can be done manually,
aided by standard schedules or may be computer assisted. It can be a valuable tool for keeping capital expenditures on target during the life of the
project and it may help uncover information that
could be useful in future investment planning. The
MISA must also strive to improve the use of sophisticated capital investment techniques.
Auditing the Data Base
The data base in the information system consists of two kinds of data: (1) actual or historical
data and (2) projected or estimated data. The actual data may range from old to current. The projected or estimated data are obtained from the actual or historical data, taking into account various
factors that will affect them. Depreciation and
standard costs are two examples of estimated data
which facilitate interim and annual reporting.
Planning models make extensive use of projected
data such as the estimated number of units to be
sold and the expected rate of inflation to predict
net income.
Regardless of the kind of data in the data base,
there are three stages where controls may be applied: input, output, and throughput. When data
are put into the system, complete and accurate
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information should be obtained. For example, a
salesperson may fill out an order form or may estimate the number of anticipated units to be sold.
The data must be entered properly and correctly
into the system, manually, through a keyboard, or
by voice. Specific instructions for the data base
must be followed for proper entry, The correctness of the input may be verified visually or with
the aid of a machine, and validation criteria must
be applied to the newly- entered data.' In most information systems the major problem is not with
falsified information but with inaccurate or missing information. Such information errors may
show up as excessive discrepancies between the
planned and actual results.
When the data are being processed through the
system, nothing must change them except authorized programs executed at the appropriate time.
The MISA should evaluate the internal controls
applicable to each program and the extent to
which program runs can contaminate the original
data. Although the data have been validated upon
input, periodic revalidation or revalidation in specific instances (such as upon conversion to a new
computer system) may be needed. Revalidation is
often called a consistency check on the data. For
example, a consistency check program used by an
insurance company eliminates incorrect information from its central transaction processing system. Its function is to scan the consolidated master record for each insurance policy to find policies which have inconsistent data. Policies with
inconsistent data are listed on a computer printout sheet. The master record for each policy is
then interrogated to obtain the information needed to correct the errors. Such a procedure helps to
prevent similar errors. A consistency check or test
of reasonableness may also be used to audit the
data in the planning model. Perhaps by estimating
some of the data in a different way than was done
in the original model, a test of reasonableness
could be made to confirm the original data base.
This discussion has focused on a mass data base
which includes all data items gathered together
into records. The relationship of these records,
where they are stored, and how to retrieve data in
a record are specified in data definitions. The
MISA would determine whether the user - defined
structure is receiving from the mass data base the
information that the user actually wants.'
Auditing the Human Resource Subsystem
An area that is often overlooked in a structured
management information system is the possibilities for human resource accounting.` It can have
as its basic functions human resource planning
and control and it can utilize forecasting and
modeling. The role of the MISA would include
human resource planning in terms of the establishment of human resource goals and human reMANAGEMENT ACCOUNTING /FEBRUARY 1977

Auditing the Social Audit
A new type of audit that requires a MISA with
technical training in social measurement systems
is the social audit.' Forecasting social needs and
modeling social programs are an intrinsic part of
the social audit process. Since corporate activities
have social as well as economic impacts, the corporate social information can be gathered and reported in both monetary and non - monetary terms.
Although the systematic reporting of this information has not been widely implemented, the
MISA can set up a data base for use in implementing the social measurement systems so as to
assess the impact of the program and to control its
expenditures.
If social measurement is to be successfully integrated into the management decision- making
process, it must possess technical and organizational validity. Numerous technically valid concepts are currently being used. We will consider
two systems: social inventory and the optimization of social programs. In the social inventory a

company simply lists or describes all of its socially
responsible activities. This report may be a written
narrative with several paragraphs describing what
the corporation has done in each performance
area. It may include quantitative measures of the
costs incurred or the benefits provided by the activities. The optimization of social programs is the
use of operations research and management science techniques to determine the extent of the expenditures made for social programs. Most companies have inefficiencies in their social programs
because their programs fail to emphasize the
things that are most needed and wanted. The first
step would be to ascertain the preferences of experts, employees, consumers, and the community.
The next step would be to fulfill as many demands
as possible in order of their priorities and within
the constraints of the resources available.'

"Most
companies have
inefficiencies in
their social
programs.. . "

Conclusion
The Auditing (or evaluation) of the management information system by a knowledgeable professional should become an integral part of systems planning, implementation, and control rather than only a post- completion phase. This function performed by a management information system auditor (MISA) would facilitate the processing of information, assist in finding errors and
help prevent fraud. It will also provide the necessary assurance that the system is functioning
properly.
❑
' L.I. Krauss, "SAFE: Security Audit and Field Evaluation for Computer Facilities and Information Systems;' Amacom. American Management Association,
New York, N.Y., 1972' Thomas W. Hall, "Post-Completion Audit Procedures." .Management Accounting,September 1975.
' Reliance on a central computer data base can result in large swindles when
false data arc entered. The false data may not be discovered until the output from
the system shows the fraud loss.
A . L. Lieberman and A.B. Whinston, "A Structurin{ of an Events - Accounting
Information System:' Accounting Review, April 1975.
' Billy E. Goetz and Jacob G. Birnberg, "A Comment on the Trueblood Report,"
Management Accounting, April 1976.
' R.S. Chen, - Social and Financial Stewardship," The Accounting Review.July
1975.
' The technique chosen to do this could be linear programming or perhaps e
more sophisticated mathematical programming technique Goal programming
in i4ht be mare appropriate to satisfy multiple conflicting corporate demands
while dynamic programming would enable planning to fulfill social demands on
business over more than one planning penod.
'

source budgeting. The movement of human resources in an organization is best determined by
analyzing a historical personnel data base. The
firm's goals would be established for staffing needs
and for training, recruitment, and salary cost. Using the personnel transition maxtix and the firm's
goals, a goal programming model can be constructed. With the output of the model, a human
resource budget can be prepared, and the human
resource planning process if complete.
Once the actual expenditures on human resources have been made and recorded, the control
process begins. Using the human resource accounting system, each item in the human resource
budget is compared with the actual expenditures
made for human resources. The favorable and unfavorable human resource variances are then used
to provide feedback for establishing personnel
goals.
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ant secretary of J.T. Reese, Taxidermist, Inc.,
Fort Lauderdale, Fla., joined the Association in
1968. She served as president of Fort Lauderdale
Chapter in 1974 -75 and a term on the national
Committee on Public Relations, 1975 -76. She was
reappointed to that committee for 1976 -77.
❑

l

President George D. Gee has appointed Mary
Jane Sperry, Fort Lauderdale Chapter, as National Director to fill the unexpired term of 1976 -78
National Director Vance A. Goble, Jr,, who died
recently.
Mrs. Sperry, who is office manager and assist-

.

Mary Jane Sperry Appointed NAA Director
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Homogeneity and
Variance Allocation
The process of allocating variances among products is analogous
to that of distributing overhead to jobs in a job order cost system
using actual costs.
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By David H. Li
Variances, which are the differences between standard costs and actual costs, are customarily accumulated for material, labor, and overhead. The
manner of disposing these variances has a bearing
upon both cost accounting and financial accounting.
Where the standards are current and attainable,
companies would:
"... state their inventories at standard cost
and charge the variance against the income
of the period in which the variances arise.
They [would] justify this practice on the
grounds that variances represent inefficiency, avoidable waste not recoverable in the
selling price, and random fluctuations in actual cost."
Where standards are not current,
.. the general practice is to divide the variances between inventories and cost of goods
sold or profit and loss thereby converting
both inventories and cost of sales to approximate actual costs." 2
Because of rapid price changes and of the trend
toward cost -based pricing, companies using stan-
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dard costs are more likely to allocate variances to
and among products.'
Process of Variance Allocation
Judging from the coverage in popular cost -accounting texts, the process of allocating variances
to products is generally considered straightforward such that little space is devoted to it. Perhaps for the same reason, the process of allocating
variances among products is seldom discussed. As
to the latter process, there are three steps: (1) accumulation of the allocation base —labor (or material) costs at standard by products —the divisor,
(2) accumulation of the amount to be allocated —
labor for material) cost variances applicable to
these products —the dividend, and (3) allocation
of the labor (or material) cost variances to each of
the products, using the quotient from figures gathered in the first two steps.
It may be observed at this point that the process
of allocating variances among products is analogous to that of distributing overhead to jobs in a
job -order cost system using actual costs. So is the
objective. On the objective of overhead distribution, Horngren said:
"Overhead is applied to products because
of the managerial need for a close approximation of costs of different products. Essentially, this need is for pricing, income deterMANAGEMENTACCOUNTING/FEBRUARY
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mination, and inventory valuation. If such
product costs are to be helpful to management, they must be timely as well as accurate." '
By changing the first word from "overhead" to
"variance," the above quotation could be advanced as the objective of variance allocation
among products.
While identical in objective and analogous in
process, variance allocation does differ from overhead distribution in one important respect. In the
process of overhead distribution, the accumulation of the amount of overhead to be distributed
is, with rare exceptions, independent of the accumulation of the allocation base (e.g., direct labor
dollars).' In the process of variance allocation, the
accumulation of the amount of variance to be allocated (e.g., the labor -cost variance) and the allocation base (e.g., labor cost at standard) are, with
certain exceptions, interdependent- whatever is
not accumulated in the divisor has to be accumulated in the dividend; and whatever is accumulat-

ed in the divisor is automatically excluded from
the dividend.' This interdependence phenomenon
has some unexpected effects on the process of variance allocation.
Homogeneity in Variance Allocation
Because a variance and its related standard cost
are interdependent, the ratio between the two is
by itself irrelevant. Stated differently, a small ratio
does not necessarily indicate that everything is in
order. If homogeneity is present, the standard cost
plus its applicable variance (cost at adjusted actual) will approximate the actual cost whether the
ratio is large or small; this is shown in Exhibit 1.
Conversely, if homogeneity is absent, as will be
shown, a small ratio does not negate the potential
for significant misallocations; this is demonstrated
in Exhibit 2.
In Exhibit 1, with only one grade of labor, homogeneity is necessarily present. The labor cost at
adjusted actual will be substantially the same as
the actual labor cost, irrespective of whether the
variance rate is eight percent as in Case A or 80

"... a small
ratio does not
necessarily
indicate that
everything is in
order. "

Exhibit 1
INTERDEPENDENCE OF VARIANCE ALLOCATION
Part I Assumptions
There is only o ne g rad e of lab or.
Case A
$ 5.40
5.00
108%

Case B
$ 5.40
3.00
180%

1,000
600
400

1,000
600
400

Part II P roce ss o f allocation
Ste p 1 : A ccumulation of labor co st at standard
Product 1
Product 2
Product 3
To tal lab o r co s t at stand ard

$ 5,000
3,00 0
2,0 00
$10 ,0 00

$ 3,0 00
1,800
1,200
$_6,000

Step 2 : Ac cumulation o f labo r-co st varianc e
Labo r c os t at standard
Lab or co st at actual
Labo r co st varianc e

$10,000
10,800
$
8000

$ 6,000
10,800
$ 4,80 00

Actual rate per hour
Standard rate pe r hour
Actual rate as a perce nt of stand ard rate
Actual hours worked:
Product 1
Product 2
Product 3

Variance as a perc ent of labor cost at std

8 %U

80 %U

Ste p 3: Alloc ation o f lab or -c ost variance to prod ucts using
lab or co s t at s tand ard b y pro duc ts as a base

$

$

$

$

Labor cost
at ac tual
5,400
3,2 40
2.1 60
$10,800

5,4 00
3,2 40
2,1 60
$10,800

Misallocation
-

$

2,4 00
1,400
960
4,800

Labor
cost at
adj. actual
5,4 00
3,2 40
2,1 60
$10,800

-

$

3,0 00
1,800
1,200
6,0 00

Labor cost at adj. actual
Case A
Case B
5,4 00
5,4 00
3,2 40
3,2 40
2,1 60
2,1 60
$10 ,8 00
$10,800
$

Part I II Co mp ariso n with ac tual co sts
Product 1
Product 2
Product 3
Total

$

Case B (varianc e 80 % )
Product 1
Product 2
Product 3
Total

$

Case A (variance 8 % )
Product 1
Product 2
Product 3
Total

Labor -cost
variance
400
240
160
$
80 0

$

Labor
cost at
standard
$ 5,000
3,0 00
2,0 00
$10,000
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.

",

The more
homogeneous
the relationship,
the smaller the
deviation . . . "

percent as in Case B. Since Case A suggests the
use of current standards (a higher rate) while Case
B suggests the use of non - current standards, a
company's standards - setting philosophy will not
affect the variance - allocation process, provided
that homogeneity is present.
In Exhibit 2, there are three grades of labor, X,
Y, and Z. Because the relationship of the actual
labor rate to the standard labor rate for the three
grades lacks consistency (they range from 95 percent for Grade X to 112.5 percent for Grade Z),
homogeneity is absent. With the absence of homogeneity, the potential for significant misallocations
exists, even though the net variance is only $300,
or two percent of labor cost at standard. Note that
Product 1 is overallocated by $420, while Product
3 is underallocated by the same amount. One reason for this is the interdependence phenomenon: it
magnifies the problem and renders the potential
for significant misallocations more likely. Product
1, using a large portion of labor whose standard
rate is higher than the actual rate, is penalized
twice: once for having a higher labor cost at standard, and another time for using that inflated figure as the basis for allocating the labor -cost variance. Conversely, Product 3, using a large portion
of labor whose standard rate is lower than the
actual rate, is benefitted twice.

It must be emphasized that it is not the presence of three grades of labor per se that results in
a lack of homogeneity; the lack is evidenced by an
inconsistency in the relationship between actual
rates and standard rates for the three grades of
labor. Exhibit 3 illustrates this point more clearly,
where the relationship between the actual rate and
standard rate is consistently at 102 percent. Given
this situation, the condition of homogeneity is
present; when this is so, there is no misallocation,
as shown in Part III of Exhibit 3.
It may be argued that, in the real world, the
relationship between the actual rate and standard
rate among grades of labor can hardly be expected
to vary by the same percentage figure at all times.
This point has been taken into account; the concept advanced here is not uniformity but homogeneity. Exhibit 4 illustrates this point, where the
relationship between the actual rate and standard
rate is not uniform but consistent, as the range is
between 101.25 percent and 102.5 percent. Given
this condition, the labor cost at adjusted actual
will approximate the actual labor cost, although
nominal deviations are likely. Generally speaking,
the magnitude of these deviations varies inversely
with the degree of homogeneity -the more homogeneous the relationship, the smaller the deviation, and vice versa.

Exhibit 2
MISALLOCATION OF VARIANCES
Grade Y
5.10
5.00
10 2%

-

100
400
100

200
1,000
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$

$

$
$
$
$

Labor -cost
Labor
variance
cost at
2%
adj. actual
6,6 30
130
4,0 80
80
4,5 90
90
$1 5,30 0
300
Labor cost
at ac tual
6,21 0
4,08 0
5,0 10
$15 ,3 00

Misallocation
420 over
-

Labor
cost at
adj. actual
6,6 30
4,0 80
4,5 90
$15 ,3 00

$15 ,0 00
15,300
3000
2 %U

$

6,5 00
4,0 00
4,5 00
$15,000

4,8 00
5,4 00
60 0 0
1.25 %U

420 under
-

$

Labor
cost at
standard

80 0
4,0 00
4,800

$

3,0 00
3.0 60
60U
2 %U

Total
6,5 00
4,0 00
4,500
$15,000

$

$
$
$
$

$

-

7,2 00
6,8 40
36OF
5 %F

Grade Z

$

Part III Analysis o f m isallo cation
Product 1
Product 2
Product 3
Total

7,2 00

Grade Y
50 0
2,00 0
500
3,0 00

$

Product 1
Product 2
Product 3
Total

Grade X
6,0 00
1,2 00

$

Step 3: Allocation of lab or -cos t variance to prod ucts us ing
the total lab or c os t at s tandard b y prod uc ts as base

$

Step 2: Accumulation of labo r-co st variance
Lab or co s t at standard
Lab o r c o st at actual
Labo r c ost variance
Variance as a percent o f s td

$

Part II Process of allocation
Ste p 1 : A cc umulatio n o f labo r cos t at standard
Product 1
Product 2
Product 3
Total

$

-

1,000
20 0

Grade Z
4.50
4.00
1 1 2 .5 %

$

Grade X
5.70
6.00
95%

$

$

Part I Assumptions
There are thre e grades of labor
Actual rate per hour
Standard rate per hour
Ac tual rate as a pe rce nt s tandard rate
Actual hours worked:
Product 1
Product 2
Product 3
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Promoting Homogeneity for Variance Allocation
Note that homogeneity is judged by evaluating
the relationship between actual costs and standard
costs whose variances are accumulated as a group.
If homogeneity is judged to be absent, two approaches are available for promoting homogeneity. One is to revise those standards which cause
the inconsistency; the other is to accumulate variances in more than one group such that each
group accumulates only those variances from
standard costs whose relationship with actual
costs is judged to be consistent. In Exhibit 2, for
example, the application of the second approach
would have made use of three variance accumulations, one for each grade of labor. Another example is shown as Exhibit 5, where substantial misallocations in the absence of homogeneity are remedied with the use of two variance accumulations
to promote homogeneity.
Variance Allocation for Direct Labor and for
Direct Material
For clarity in presentation, only the labor -cost
variance has been discussed in preceding sections
and illustrated in the exhibits. Further, it has been

assumed that there is no labor -time variance (that
is, actual labor hours and standard labor hours
are identical) such that the difference between the
actual labor rate and standard labor rate accounts
for the labor -cost variance in its entirety. It may
be noted that the earlier discussion is equally applicable to instances where the labor -cost variance
is caused by both labor rates and labor time. Ill
such instances, homogeneity will be judged by
considering both components —that is, by comparing the product of the labor -rate standard multiplied by the labor -time standard with the actual
labor cost.
With respect to direct material, where material price variances are recognized at the time material
is introduced into the manufacturing process, the
treatment of the material -cost variance is identical
to that of the labor -cost variance. Where material price variances are recognized at the time material
is purchased, material - purchase -price variance is
treated separately from the material -usage variance, since material in inventory must be taken
into account. In these instances, homogeneity
with respect to the material- purchase -price variance must also be judged —and separately.
While the concept of homogeneity has not been

homogeneity
will be judged
by considering
both
components

100
400
100

Grade Z
4.08
4.00
102%

200
1,000

—

1.000
200

Grade Y
5.10
5.00
10 2%

—

Grade X
6.12
6.00
102%

$

$

Part I Assumptions
Actual rate per hour
Standard rate per ho ur
Ac tual rate as a p erce nt o f standard rate
Actual ho urs wo rked :
Product 1
Product 2
Product 3

$

Exhibit 3
VARIANCE ALLOCATION UNDER HOMOGENEITY — Example 1

Part II Process of allo cation
Step 1: Ac cum ulatio n o f labo r c ost at stand ard by products
Product 1
Product 2
Product 3
Total

$

6,5 00
4,000
4,5 00
$15 .0 00

4,8 00
4,8 96
96U
2 %U

Labor
cost at
standard
$ 6,500
4,000
4,500
151000

Labor -cost
variance
2%
$
130
80
90
300

Labor
cost at
adj. actual
6,6 30
4,080
4,590
V1 5,300

Labor cost
at ac tual
6,630
4,080
4,590
153 00

Combined
$15,000
15,300
3000
2 %U
$

$

3,0 00
3,0 60
60U
2 %U

Grade Z

$

$
$

$

7,2 00
7,344
144U
2 %U

Grade Y

$

Ste p 3: Allo catio n o f labor -cos t varianc e to products using
the total lab or co st at s tandard by p rod uc ts as a base
Product 1
Product 2
Product 3
Total

$

Grade X
Step 2: Accumulation of labo r -c ost variance
Labo r c ost at standard
Labo r c ost at actual
Labor -cost variance
Variance as a pe rc ent o f std

Labor
cost at
adj. actual
$ 6,6 30
4,080
4,590
$15,300

Misallocation

—

—

—

—

$

Product 1
Product 2
Product 3
Total

$

Part I II A nalysis of m is allo cation
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"... variance

allocation is
analogous to
overhead
distribution ... "

articulated in the accounting literature, studies of
companies which make the most effective use of
standard costs and which are considered to be
most advanced in their practices suggest that the
concept is well understood:
"Example 2: This company has grouped
materials, basing the groupings on similarities in materials so that actual prices of the
items within a group tend to fluctuate by the
same percentage." 7
"Example 4: The company manufactures a
very wide variety of products and sales characterized by small orders ... The plan used
is to issue production orders which are cost ed at standard cost as each operation is completed. Actual costs and standard costs are
summarized monthly by operations and a
single overall variance for each operation is
developed.... The appropriate variance ratios are then applied to the standard cost
figures to obtain the actual cost of each commodity sold." '
In the first quotation above, groupings of mate-

rial whose prices tend to fluctuate by the same
percentage ensures homogeneity; the effect would
be comparable to that presented as Exhibit 3. In
the second quotation, establishing a labor -cost
variance for each operation promotes homogeneity; the approach would be comparable to that presented as Exhibit 5.
Process-Costing and Financial-Reporting
It was mentioned earlier that variance allocation is analogous to overhead distribution in a job order- costing environment. The process of variance allocation, is, of course, equally applicable to
standard costs used in a process - costing environment, Here, however, an additional approach to
judging homogeneity is available. In addition to
using input data (labor used or material introduced), homogeneity may be judged by using the
output data (units of goods produced on either a
weighted or unweighted basis). This is done by
evaluating whether the different products go
through the same steps in various processes and
whether the use of labor or material in each process is at substantially the same amount or in substantially the same ratio. There is output homo-

Exhibit 4
VARIANCE ALLOCATION UNDER HOMOGENEITY — Example 2
Grade X
$6.15
6.00
1 0 2 .5 %

Grade Y
$5.10
5.00
102%

Grade Z
$4.05
4.00
1 0 1 .2 5 %

1,000
200

100
400
100

200
1,000

—

Actual rate p er ho ur
Stand ard rate p er ho ur
Actual rate as a p erce nt o f s tand ard rate
Actual hours worke d:
Product 1
Product 2
Product 3

—

Part I Assumptions

Part II P roce ss o f allocation
Step 1: Acc um ulation of labo r co st at s tandard by p rod uc ts
Product 1
Product 2
Product 3
Total

$ 6,5 00
4,0 00
4,5 00
$15 ,0 00

Step 2: Accumulation of labor cost variance

Labor -cost
variance
2%
$1 30
80
90
$300

Labor
cost at
adj. actual
6,6 30
4,0 80
4,5 90
$15 ,3 00

Labor
cost at
adj. actual
$ 6,6 30
4,080
4.5 90
$15,300

Labor cost
at ac tual
$ 6,6 60
4,0 80
4,560
$15 ,3 00

$

$

$

$

Labor
cost at
standard
6,5 00
4,0 00
4,500
$15 ,0 00

$

$

co mb ined
$15 ,0 00
15,300
3000
2 %U

$

Pro duc t 1
Product 2
Product 3
Total

2.5 %U

Grade Z
4,8 00
4,8 60
60U
1,25 %U

Grade Y
3,0 00
3,06 0
60U
2 %U

$

Ste p 3 : A llo cation of labo r -cos t varianc e to products us ing
the to tal tabo r co st at standard by p ro d uc ts as a b as e

Grade X
7,2 00
_7 ,3 80
i80U
$

Labor cost at standard
Labor c ost at actual
Labor -cost variance
Variance as a percent of std

Part II I Analysis of mis allo cation
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—

Misallo cation
$30 under
$30 ove r
—

Product 1
Product 2
Product 3
Total

MANAGEMENT ACCOUNTING /FEBRUARY 1977

Exhibit 5
PROMOTING HOMOGENEITY FOR VARIANCE ALLOCATION

$

Grade Y

8.50
10.00
85%

Grade Z

$5.10
5.00
102%

$4.05
4.00
10 1 .2 5 %

100
400
100

20 0
1,000

-

1,000
200

-

Grade X
Part I Assumptions
Actual rate per hour
Standard rate per hour
Actual rate as a perce nt of stand ard rate
Actual hours worked:
Product 1
Product 2
Product 3

"The process of
variance
allocation, is, of
course, equally
applicable to
standard costs

Part 11 Process of allo cation
(B e fo re m o d if ication -one varianc e acc um ulatio n)

Product 1
Product 2
Product 3
Total
Part III Analys is o f misalloc atio n
(Be fo re mo dificatio n)

$
$

8.4 8 %F

Labor cost
at standard
$10,500
4,8 00
4,5 00
$19 ,8 00

Labor cost
variance
8 .4 8 %
($
891)
(
40 7 )
(
38 2 )
($ 1,68 0)

Labor -cost
at adj.
actual
$ 9,6 09
4,393
4,118
$18,120

Labor cost
at ad j.
actual
9,6 09
4,393
4,11 8
$18 ,1 20

Labor cost
at actual
9,010
4,550
4,5 60
$18 ,1 20

Misallocation
$599 over
157 under
442 unde r

$

$

-

$

1.25 %U

$

2 %U

3,0 00
3,0 60
60U

$

Product 1
Product 2
Product 3
Total

80 0
4,0 00
4 .8 00

$19 ,8 00
18,120
1,68OF

15 %F

Ste p 3 : A llo cation of labor -c ost variance to pro duc ts using
the to tal lab or co s t at s tand ard b y pro duc ts as a base

Total
$10 ,5 00
4,800
4,5 00
$19 ,8 00

4,8 00
4,8 60
60 U

$12,000
10,200
1,800F

Varianc e as a pe rc ent o f std

Grade Z

$

$12,000

$

-

Grade Y
$
500
2.0 00
500
3,0 00

$

Step 2: Accumulation of labor -cost variance
Labo r c ost at standard
Lab or co st at actual
Labor -cost variance

Grade X
$10 ,0 00
2,0 00

$

Step 1: Acc um ulatio n of lab or c os t at standard b y prod uc ts
Product 1
Product 2
Product 3
Total

Part IV Process of Allo cation
(A f te r Mo d ific atio n -two varianc e ac cum ulations ,
one f or G rad e X , and o ne fo r G rade s Y and Z c om bined )
Step 1: Acc um ulation o f lab or c os t at stand ard by prod uc ts

15 %F

2 %U

Labor cost
at standard
$10,000
2,0 00

Labor cost
variance
($ 11500)
(
300)

-

$
$

$

$

$
$

4,8 00
4,8 60
60 U
1.25 %U

Labor cost
at ad j.
actual
$ 8,5 00
1,7 00

2,8 00
4,500
7,8 00

7,8 00
7,9 20
120U
1 .5 4 % U

Labor -cost
at adj.
act. X, Y, Z

-

-

-

-

$12 ,0 00

($ 1,80 0)

$10,200
-

Grade X
Product 1
Product 2
Product 3
Total

80 0
4,0 00
4,800

-

Step 3: Allocation of labor -co st variances to products using
the ir res pe ctive ap plic ab le labo r co st at standard as bases

$

$

$

3,0 00
3,06 0
60U

Total of
Y and Z

Grade Y

-

Varianc e as a pe rc ent o f std

$

-

$12 ,0 00
10,200
1,800F

Grade Y
$
500
2,0 00
500
3,00 0

$

Step 2: Accumulatio n of labor -cost variances
Labo r c ost at standard
Labo r c ost at actual
Labor -cost variance

$12 ,0 00

$

Product 1
Product 2
Product 3
Total

Grade X
$10 ,0 00
2,0 00

$

8
43
69
120

Labor cost
at adj.
actual
9,0 08
4,5 43
4,569
$18 ,1 20

$

508
2,843
4,5 69
$ 7,9 20
Labor cost
at actual
9,0 10
4,550
4,5 60
$18 ,1 20

$ 9,0 08
4,543
4,5 69
$18,120
Misallocation
2 under
7 under
9 over
$

$

-

Product 1
Product 2
Product 3
Total

500
2,800
4,5 00
$ 7,8 00

$

Part V Analysis of Misallocation
(A fter m od ification)

$

$

Grades Y and Z
Product 1
Product 2
Product 3
Total
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Conclusion
While variance allocation is analogous to overhead distribution, in one important respect it is
different: interdependence. Given this phenomenon, the all- important condition is homogeneity,

which is judged by the consistency in the relationship between actual costs and standard costs
whose variances are accumulated as a group.
When the condition of homogeneity is present, the
result of variance allocation is likely to approximate actual cost. Lacking it, the potential for significant misallocations exists. Homogeneity may
be promoted by restricting the scope of variance
accumulation to those variances from standard
costs whose relationship to actual costs is judged
to be consistent.
❑

' How Standard Costs Are Being Used Currently, NAA Research Report Nos.
1 1.15, National Association of Accountants, New York, N.Y. 1948, p. 65.
Ibid. P. 66.
The Analysis of Manufacturing Cost Variances, NAA Research Report No. 22,
National Association of Accountants, New York, N.Y., 1952, p. 34; Robert N.
Anthony, "The Rebirth of Cost Accounting," Management Accounting, October 1975, p. 16.
' Charles T. Horngren, Cost Accounting. Prentice -Hall, Inc., Englewood Cliffs,
N.J., 1972, p. 88.
' For example, the accumulation of depreciation in the overhead account is unaffected by and therefore independent of the accumulation of direct labor dollars.
The rare exceptions generally relate to the treatment accorded indirect labor and
indirect material.
, The exceptions relate to instances where units of goods produced are used as
the divisor; conditions justifying such uses are discussed later in this article.
'See Analysis of.4fanufacturing Cost Variances. Op. Cit, p. 36.
' [bid.
'

The all important
condition is
homogeneity
"...

geneity if both conditions are met. The ratio in the
second condition may then be used as the weighting factor in computing the number of units produced which serves as the allocation base.
It may also be pointed out that the concept of
homogeneity, applied to allocating variances
among products, is equally applicable to allocating variances to products for financial- reporting
purposes. Indeed, in the various exhibits, the labels for Products 1, 2, and 3 could be changed to
read cost of goods sold, finished goods, and work
in process so that they could serve as bases for
demonstrating the potential of misallocation, the
irrelevance of materiality of net variance, and approaches to promoting homogeneity in a financial reporting context.

THE USEFULNESS OF HUMAN RESOURCE ACCOUNTING IN
PERSONNEL SELECTION
Continued from page 30
Results
A summary of the applicant selections suggests
potential utility in actual personnel selection decisions. See Exhibit. 1. As expected, participants using conventional data only (subsample I) selected
applicant A most often. Those using only human
resource data usually chose applicant B. Participants using both types of employment information were about equally divided in their choice.
That decision choices were altered when human
resource accounting data was -provided indicates
that this information was used in the decision making process.
With respect to the importance attached to information items, statistical tests showed that the
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interaction between the importance attached to
the human resource information items and the applicant selected is greater than the interaction between conventional information items and applicant selected.
Conclusion
The results of the study indicate that including
human resource information in the input to personnel selection decisions can influence the choice
made. The potential usefulness of this kind of information suggests that there are benefits to any
organization that uses human resource accounting
data.
❑
, The technique used was based on Weber- Fechner's Law which essentially
states that the change in intensity of a stimulus necessary before it can be detected is a constant function of the amount of stimuli present. We used a constant
seven percent change in intensity in the study.
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Benefit -Cost Ratios for
Family Practice Residency
Centers
Residencies in family practice would be designed to help the
resident physicians acquire knowledge in appropriate depth and
breadth of the various fields of medicine found in family practice; to
help them acquire the necessary expertise in diagnosis, treatment,
technical procedures, and patient management; and to help them
develop mature clinical judgment.

By Michael D. Joehnk and George R. McGrail
Family practice has become one of medicine's
newest and fastest growing specialties.' It is a one stop- shopping approach to family health care. To
provide a cadre of well- trained family physicians,
the medical profession was encouraged to establish a family practice residency program. The desirable components of the program were established in December 1968 by the American Medical Association, its overriding objective being to
encourage appropriate and sufficiently rigorous
graduate training for physicians, aimed at providing them with the skills necessary to deliver comprehensive health care to family units on a continuing basis.
To implement the program and to provide the
desired graduate training environment, family
practice residency (FPR) centers would be required. Residencies in family practice would be
designed to help the resident physicians acquire
knowledge in appropriate depth and breadth of
the various fields of medicine found in family
practice, to help them acquire the necessary expertise in diagnosis, treatment., technical procedures, and patient management; and to help them
develop mature clinical judgment. Residency cenMANAGEMENT ACCOUNTING /FEBRUARY 1977

ters would be established under the auspices of a
local community hospital. They would be set up
to simulate an actual on -going family practice, under the full -time administrative direction of a
qualified and reputable family physician. The
FPR center would thus emphasize the educational
aspects of medical training, and would involve
residents in as great a cross - section of family oriented medical specialties as possible (e.g., internal
medicine, pediatrics, obstetrics, surgery, dermatology, orthopedics, and the like).
As pointed out recently in this journal, the efficient use of medical resources requires that the
decision - making process involve not only the
computation of relevant data but the use of such
information in proven decision - making procedures., The advisability of committing resources
to proposed family practice residency centers is at
the heart of this study. More specifically, this article will develop a site - specific benefit -cost model
which can be used to objectively and systematically assess whether or not a hospital should consider
sponsoring the establishment and operation of a
family practice residency center.
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The FPR Model
The benefit -cost concept is widely regarded in
41
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both the corporate and public sectors as a viable
and practical method for assessing the desirability
of individual, as well as competitive, capital projects. It is a decision oriented technique that devela ratio between the sum of the benefits to be
derived from a project and its cost. Simply stated,
the benefit -cost method provides a framework for
resolving the resource allocation decision. It is
possible to specify, in rather simple mathematical
terms, a basic decision model which can be used
in the capital budgeting problem at hand. More
specifically, an operational version of a benefit cost model applicable to evaluating the desirability of a proposed family practice residency center
can be specified as follows:
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Present value of total benefits
Present value of total costs
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Y (R1, +R2, +R3, +R4, +BH,) /(I +r)'
BC* =
n

X (C1, +C2, +C3, +C4,) /(1 + r) 1
, =1

Where:
t = Time periods 1, 2, 3, 4...n
r = Appropriate discount rate
R1, = Value of federal government grants
and aids received in period t
R2, = Monetary support received from state and
local governments
R3, = Philanthropic contributions and
endowments received
R4, = Cash flows derived from patient fees, net
of uncollectables
BH, = Value of the direct benefits which accrue
to the hospital from an increase in the
occupancy rate of the sponsoring hospital
and /or a reduction in the unit cost of
providing certain health care services by
the hospital-131-1, is also defined as P + C
where:
P = (Pf X Pc),
C = (pp — rf), and
pf = Increase in patient flow,
pc = Average patient fee levied by
hospital,
pp = Present cost of staff physicians for a
service, and
rf = Fee paid to resident for same service.
Cl, = Cost of physical facilities incurred in
period t
C2, = Equipment costs
C3, = Organization and development
expenditures
C4, = Level of recurring operating expenses
Other things being equal, the model would sug42

gest that a proposal represents a desirable use of
resources if BC > 1. Such an accept /reject decision criterion is fundamental to this type of benefit -cost model, and is economically defensible on
the grounds that as long as the sum of the benefits
are greater than the total cost necessary to implement the project, then the resources are being allocated in an efficient manner.
A proposed project is desirable if, and only if, it
promises a return equal to or greater than the return foregone from the lost productive opportunities. If we approach the question from a practical
point of view, an appropriate discount rate criterion can be specified as follows: given that some
undefined alternative use of the resources in question can be expected to produce a rate of return
equal to r, then the resources should be utilized
for the project only if they yield a return equal to
or greater than r.' One widely- accepted approach
to the "opportunity cost" concept of r is to specify
this riskless rate as the average long -term government bond yield. The use of such a yield as a
proxy for the discount rate is not without merit;
i.e., it does represent a riskless long -term alternative use of funds by a tax -free institution and,
therefore, appears appropriate for use by hospitals
in the evaluation of long -term investment proposals.'
Given the nature of the investment question at
hand, we suggest that the specification of the various receipts and costs (i.e., the input data to BC)
be delimited to three distinct categories: (1) the
direct costs that are necessary to implement and
operate a family practice residency center; (2) the
cash receipts to be obtained from operation of the
center; and (3) the direct and indirect benefits that
accrue to the center's users, sponsoring hospital,
and the surrounding community.
The Costs
The costs of physical facilities (Cl) represent a
type of implementation or start -up cost, and are
usually among the largest and most important of
implementation expenditures. They represent the
expenditures required to construct, remodel, lease
(and improve /remodel, if necessary) or purchase a
facility. The expenditures involved in the furnishing of the center's facilities represent the required
equipment cash outflow (C2). Three categories of
equipment are involved: medical, non - medical
support and office, and miscellaneous. A desired
level of each must be maintained in order to retain
the integrity of the center. The first type (medical
equipment) includes that which generally can be
found in a fully operational family practice center
or clinic, and would likely include basic X -ray
equipment, examination tables, and the like. The
non - medical office equipment would include the
general office items such as desks, cabinets and
bookcases, waiting room furniture, bookkeeping
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equipment, etc. Finally, the miscellaneous category involves that equipment necessary to support
the janitorial and landscaping staff.
These facility and equipment costs represent
cash outflows that are associated with the establishment of a family practice residency center;
they represent initial, largely episodic, costs. Another type of non - recurring implementation cost
is the organization and development expenditures
( 0 ) . Such costs arise from the planning and
groundwork needed to start an FPR program and
include the preliminary consultation, planning
and development activities. These costs represent
the funding necessary to maintain the staff and
administrative personnel during the implementation stage of the center, and are incurred in conjunction with C1 and C2 expenditures. Other expenses that would likely be incurred during this
organization and development period include
those for accreditation application, travel and professional activities during promotion of the center,
recruitment of residents and faculty, promotional
literature, consultation activities, and a medical
library.
When the building has been constructed (or remodeled), the facility appropriately furnished, and
the necessary development work accomplished,
the center can begin accepting first -year residents.
It is at this point that recurring operating expenses (C4) begin to occur. Basically, the types of
recurring costs include: the salaries of the administrative staff, teaching faculty, medical support
personnel, non - medical support personnel, and
residents; necessary fringe benefits; medical, administrative, and miscellaneous supplies; and annual upkeep of the facility and equipment.
The Benefits
The specification of direct receipt variables is an
important, integral part of the decision process. It
provides, in effect, the offsetting of direct costs
with direct tangible inflows which are eventually
evaluated in the decision procedure. Federal government grants and aids (R1,), along with state
(R2,) and philanthropic (R3,) monies, are generally regarded as important sources of "front -end" or
"seed" money —i.e., they provide substantial sums
for use in the construction, furnishing, and /or organization and development phases of program
implementation. More specifically, the federal
government, particularly through HEW, is empowered by Congress to distribute financial resources to hospitals wishing to sponsor an FPR
program. Similarly, many state governments have
provided legislation which enables sponsoring
hospitals to obtain varying degrees of support for
the establishment and, in some cases, the operation of these centers. And, of course, philanthropic contributions and endowments have historically
played a very important role in maintaining the
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integrity and quality ofthe community hospital.
Once a center becomes operational, it is possible to tap another very important source of receipts— patient fees (R4,). The level of such fees
will, of course, grow as the center moves toward
full operation. It should be clear, however, that
even when the center is fully operational, patient
fees will likely still fall below the level of operating
costs.' The reason is rather straight forward. The
center is running what might amount to a two
man family practice office (and using it as a medium of education), while paying the salaries of a
relatively large number of both residents and support staff.
Attention now shifts to a type ofdata variable
which is more indirect in character and often is of
an intangible quality; i.e., the various types of benefits which accrue to the hospital and the community. It should be noted at the outset that while
there is no denial of their existence, there is also
little disagreement, as to the considerable difficulty that exists, with the current state of the art, in
attempting to measure the dimensions of these
benefits. It is in this category that one of the previously undefined receipt variables is found; that is,
the value of the direct benefits which accrue to the
sponsoring hospital (BH,). The sponsorship of an
FPR center is likely to lead to direct, measurable
benefits for the hospital to the extent that it is able
io realize an increase in its own operating efficiency. This improvement could accrue from one or
more sources: (1) an increase in the patient load
(occupancy rate) of the sponsoring hospital; (2) a
reduction in the unit costs of providing certain
health care services (i.e., such services being performed by residents, rather than higher paid physicians or house staff); (3) a reduction in the time
and money required to recruit physicians and supporting staff; and (4) an improvement in the economies of scale via increased utilization of lab, Xray, pharmacy and other profitable hospital services. (Specification of the magnitude of BH, would
be determined in a manner as defined in the model
specification section above.)
The remaining benefit variables are largely intangible and accrue to the community indirectly
from the operation ofan FPR center. The major
community benefits of establishing and operating
a family practice residency center are likely to include at least one or more ofthe following:

"The
sponsorship of
an FPR center is
likely to lead to
direct,
measurable
benefits ... "

1. An improved access to a viable health care delivery system,
2. An improved doctor /patient ratio for the community and surrounding area,
3. An incremental improvement in the general
quality ofthe health of the community and surrounding area,
4. A reduction in the community cost of recruiting family physicians to the area,
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"The ideal
situation would
call for an
accurate
measurement..."

An improvement in the social intercourse and
psychological state of the community and surrounding area,
6. An increase in the economic productivity of
the community and surrounding area,
7. A redistribution of community wealth to nonhealth care related goods and services, and
8. An increase in the wealth of the community
resulting from an inflow of new monies from
federal and state governments, and possibly
from payments for patient services by third
parties who would not otherwise put the premiums of local residents back into the community.
The ideal situation would call for an accurate
measurement and evaluation of each of the above
benefits. However, the current state of the art only
allows for the valuation (or approximation) of certain of these benefits; that is, under the proper
circumstances, it may at times be possible to
(roughly) estimate the magnitude of benefits 3, 4,
and 6. The quantification of each of these three
benefits would be achieved in the following manner:
Benefit Variable (3)
The value of improved quality of health is equal
to an estimate of the total annual reduction in the
number of premature deaths (pn) which results
from the operation of the FPR center multiplied
by the economic value of human life (ev).°
BV3 = pn Xev
Benefit Variable (4)
The value of reduced physician recruitment
costs is equal to an estimate of the reduction in the
number of physicians that must be brought into
the community each year for recruitment purposes (rp) multiplied by the average cost to the community of transportation, hotel rooms, dining and
entertaining of each visit (rc).
BV4 = rpXre
Benefit Variable (6)
The value of increased economic productivity is
equal to an estimate of the total annual reduction
in the "sick days" of the community civilian labor
force (sd) multiplied by a daily productivity factor
(dp), where the "daily productivity factor" (dp)
would equal either:
1. The average daily compensation to employees
in the civilian work force (according to the
Federal Reserve, this currently amounts to approximately $41.); or
2. If a "value added" approach is considered
more appropriate, two- thirds of the above aver-
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age daily pay scale might be used as a type of
proxy for the value added to the productivity of
the community. (Using the Federal Reserve's
current data, this would amount to $27.50.)
BV6 = sd X dp
Of course, the exact values of benefit variables
3, 4, and 6 remain largely beyond the reach of the
decision -maker since it is so difficult ' to estimate
variables such as pn, rp, and sd with any degree of
certainty. Moreover, unlike either the receipt variables or the BH -type benefits, the quantification of
community benefits will not lead to a direct monetary inflow for the hospital or center — although it
is possible that these benefits might prompt some
grateful citizen to increase his philanthropic contributions. In effect., the mere quantification of
these benefit variables does not place them in the
same category as other receipts since they represent purely economic rewards to the community
at large.
Hospital Support Funds
The basic operational version of the benefit -cost
model allows for the direct incorporation of startup and operating costs, the various types of receipts, and any direct benefits to the hospital (e.g.,
BH =type variables) which can be valued in monetary terms. Under most conditions, the benefit cost ratio, BC, will be less than 1.00. This will
occur because of the patient fee deficiency in
meeting operating costs. Such a sub -unity value,
in turn, will ultimately have to be evaluated by the
sponsoring hospital. The major question that will
have to be addressed is whether or not the sponsoring hospital is willing to assume the operating
deficiency.
Given the intrinsic nature of the family practice
center, with its emphasis on graduate medical education, it is very likely that computation of the
basic BC model will result in a ratio of less than 1.
Therefore, the subsequent discussion of the application of BC will be conducted on the assumption
that such a cash deficit is typical —under any other circumstance (where BC > 1.0), the decision is
relatively straightforward: i.e., other things being
equal, it is economically defensible to recommend
implementation of the proposed center even in the
absence of any other tangible community benefits
(which is also highly unlikely).
The elimination of any operating deficiency
must necessarily take the form of direct monetary
support from hospital funds. These funds (R5)
represent monetary receipts to the FPR and they
are of vital importance in meeting the operational
costs of the family practice center. They are obtained from the funding support of the sponsoring
hospital. Without adjusting posted patient fee
rates (a course of action which should be evaluatMANAGEMENT ACCOUNTING /FEBRUARY 1977

ed), it is likely that once the center becomes oper- tion for implementating and operating the FPR
ational, the support available from patient fees, center.'
" . . . the
state and municipal governments, and philanThus far, the application of the benefit -cost
thropic contributions will fail to meet annual re- model has been presented on the premise that the decision -maker
curring operating cost requirements. Short of economic and humanitarian benefits which accrue would have
eliminating any operating deficiency through re- to the community are beyond quantification. economic, as
vised FPR center fee rates, the sponsoring hospi- However, there may be instances where the deci- well as
tal must be prepared to make up any of the (re- sion -maker feels that approximation of at least humanitarian,
maining) operating cost /receipt differential. Giv- some of these indirect, intangible, benefits is possi- justifien the level of patient fees, philanthropic contribu- ble at a satisfactory level of certainty. Under such
tions and government support, this type of fund- circumstances, the user can choose from two cation.. . "
ing could amount to as much as 50 -70 percent of courses of action: (1) the independent estimation
the annual operating costs of the center.
and direct incorporation of any quantifiable comGiven that such support is necessary if the cen- munity benefits into the numerator of the model;
ter is to operate, the hospital must determine or (2) the evaluation of such quantifiable commuwhether or not it is willing to assume a financial nity benefits via a type of sensitivity analysis. As
commitment of the magnitude indicated by BC indicated earlier, there are probably no more than
(the size and timing of necessary R5, funds would, three of the community benefits (variables 3, 4,
of course, be determined by ascertaining the size and 6) which would normally be subject to viable
of any undiscounted periodic cash flow deficien- levels of estimation. (For expository simplicity, let
cies). Generally speaking, the most common way us confine our discussion of quantifying indirect
of meeting such negative cash flows, as incurred benefits to these three variables and define the sum
by the FPR unit, is for the sponsoring hospital to of the annual monetary values attributable to
adjust (selected) patient charges levied in other ar- these quantifiable benefits as QB,.) At the same
eas of the hospital. This difficult decision of a rate time, the remaining nonquantifiable benefits
increase would he based on the premise that since should not be ignored; for as will be seen, their
the community benefits from the creation and op- evaluation remains a critical part of the decision
eration of a family practice center, the community making process.
will be asked to subsidize the FPR center.
The direct incorporation of QB, into the deciTo the extent that BC < 1.0, it follows that the sion model necessitates that BC be redefined as
hospital must justify the necessary level of R5, follows:
support funds in terms of the indirect community
benefits which are expected to accrue as a result of
.r. (RI, + . , . R4, + BK + QB,) /(1 + r)'
operating the family practice unit. And, the major BC*
question here is whether or not the intangible, inI ( C l , + . . . + C4,) /( 1 + r) t
direct benefits to the community are sufficient to
justify such expenditures.' In this regard, recall
the list of major indirect community benefits. If where all of the variables in BC* are as previously
we assume that such variables are largely intangi- defined. Much like its predecessor, the real diffible and, therefore, are beyond approximation, culty in using BC* lies in properly evaluating the
then it follows that such variables may not be di- role or impact of community benefits. Clearly, to
rectly incorporated into BC. Rather, a statement the extent that the quantifiable benefits can be apof the "ordinal value" of any relevant community proximated with a satisfactory degree of certainty,
benefits must be established and evaluated relative the introduction of QB, variables should have defito the quantity of required R5, funds. For exam- nite positive effects on the size of the benefit -cost
ple, it may have been determined through inde- ratio. At the same time, it should be clear that
pendent evaluation that. a "substantial" level of whether or not the ratio is greater than 1.0 is realbenefits should accrue to the community from ly of little importance. For while a monetary value
benefits 1, 4, 6, and 7; whereas categories 2, 3, and for QB, can be added to the numerator of the deci8 should generate only "average" levels. Having sion model, such a value remains a non -cash reprepared such measures, it would then fall upon ceipt to the hospital. That is, QB, does not involve
the decision -maker to subjectively determine a direct inflow of funds to the hospital (as is the
whether or not these values are large enough to case with the other receipts in BC *). Therefore, an
justify the recurring expenditure of R5, support operating cost deficiency will still remain, along
funds. As long as the ordinal value of these bene- with the need for direct support from the hospital
fits is believed to be of a satisfactorily large magni- R5, support funds.
tude, then it follows that the monetary support
To the extent that an operating deficiency refrom the hospital to the family practice center mains even with the direct incorporation of QB,
could be justified —i.e., the decision -maker would into BC, it follows that the need for additional
have economic, as well as humanitarian, justifica- cash input (via R5, support funds) would also ret _ ,
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the model
can be used to
determine the
most desirable
configuration . . . "

"...

main. Yet, to the extent that 1(.QB,) > I(R5),
then it also follows that there is probable economic justification for the commitment of hospital resources to the FPR center (and such justification
becomes even greater with the introduction and
subsequent ordinal evaluation of additional non quantitative community benefits). Conversely,
should Y-(QB,) < s(R5,), then it would seem that
a decision to go ahead with the proposal could be
made only if it appears that the ordinally evaluated non - quantifiable benefits are of a sufficient
magnitude to offset any remaining deficiency.
Rather than attempt an independent estimation
and direct incorporation of QB, into the benefit
cost model, the decision maker might find it more
acceptable, from both a practical and intellectual
point of view, to indirectly include the quantification of any intangible community benefits. Use of
the "sensitivity" approach provides such an opportunity since it allows for the quantification of
any quantifiable community benefits, yet does not
demand the rigorous adherence to the approximation of what many may believe to be beyond
the realm of realistic estimation. The sensitivity
approach is very similar to the "ordinal" valuation approach as specified at the outset of this sec tion—it employs the BC (rather than the BC*)
version of the model, with the only basic difference being that once BC has been estimated, the
decision -maker then justifies the allocation of any
R5, support funds in terms of both quantifiable
(QB,) and non - quantifiable community benefits.
More specifically, since the need for hospital
support would remain even with the quantification of indirect benefits, the sensitivity approach
to the problem would involve determining that
level of QB, necessary to provide a benefit -cost ratio of 1.0. For example, if it was anticipated that
the FPR center will operate at a deficiency of
$100,000 per year (and thus require a recurring
inflow of R5, support funds in that amount), the
decision -maker would be faced with determining
the level of community benefits 3, 4, and /or 6
needed in order to provide a QB, value just equal
to $100,000. Major emphasis is centered on the
decision - maker's estimate of the probability that
the center will, in fact, be able to generate quantifiable benefits of the magnitude so indicated. As
long as the decision - maker's subjective opinion is
sufficiently strong that he believes the center can
provide the indicated economic benefits to the
community, then clearly there is ample economic
and humanitarian justification for the expenditure
of the needed R5, support funds. And, as mentioned above, the justification is even greater with
the evaluation of additional non- quantifiable benefits.
Conclusion
The benefit -cost approach to the decision of
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whether or not to sponsor a family practice residency center is rigorous and yet, relatively
straight- forward. Moreover, since the basic model
was developed in a manner which allows for different ways of evaluating quantifiable and non quantifiable community benefits, the BC (or BC *)
model does not demand unattainable feats on the
part of the decision - maker. Rather, the fundamental evaluation procedure considers those cash flow
variables that can be systematically quantified on
the basis of established market prices in conjunction with indirect community benefits (many of
which may not be quantified at a desired level of
accuracy), to rationally and efficiently evaluate a
proposed FPR center.
In addition to measuring and evaluating the potential productivity of a proposed capital investment, the model can also be used to determine the
most desirable configuration for a given center.
That is, not only can the benefit -cost procedure be
used in the basic decision of whether or not to
allocate funds, but it can also be employed to determine the extent of such allocation. For by simply repeating the basic evaluation process for each
configuration being considered, it would be possible to generate a number of benefit -cost ratios.
Obviously, the one with the highest ratio, relative
to the best combination of indirect community
benefits, would be the configuration that would be
most desirable— assuming, of course, that operation of the FPR center under the sponsorship of a
given hospital is, in and of itself, a desirable use of
resources.'

' The success of the family practice program. in terms of its reception from the
medical profession, is readily apparent. According to available data, the number
of approved FPR programs has grown from 30 in 1969 to an estimated 240 by
the latter part of 1975. And, the number of residents in these programs has also
undergone rapid growth: from approximately 300 in 1970 to 3,700 in 1975. See
Jerry E. Bishop, The New Specialists: More Physicians Seek to Become Certified in Family Practice," Wall Street Journal, October 31, 1975, pp. 1. 18.
' Germain Boer and Harold M. Nix, "Hospital Management and Resource Allocation." Management Accounting. September 1975, p. 47.
' Though the importance of the discount rate (r) is not subject to serious debate.
its precise specification, unfortunately, remains a point of some conjecture in
both the private and public sectors.
' Of course, should the decision -maker be so inclined, BC could be executed
with an r — 0: i.e., by evaluating the benefits and costs on an undiscoumcd basis.
Such an approach might be used whenever it is desired to emphasize a comparative analysis of costs and benefits (e.g., an evaluation /offsetting of benefits relative to costs — which, of course, is within the fundamental philosophy of the
benefit -cost technique). It is our contention, however, that given timing inconsistencies with the cash inflow and outflow patterns, some attempt should be
made to place the flows on a comparable time frame; thus, the need to define r at
some value > 0. In this article, we take the position that the specification of
r > 0 is appropriate and contributes to the success of BC.
' Patient fees might account for as little as 30 percent of the required receipts of
a fully operational center. See John F. Bridgeman, "Family Practice Residencies
in the Community Hospital: Changing Attitudes Amid Different Structures,"
Journal of.Wedical Education. April 1973, pp. 368 -70.
The "economic value of human life" (ev) would equal an average of the present
value of the economic value of life - -using the data as provided by Rice and
adjusting the figures for inflation, a current estimate of this value would be
$95,000. See Dorothy P. Rice and Barbara S. Cooper, "The Economic Value of
Human Life," American Journal of Public Health, November 1967,
while an operating deficiency in the absence of R5 funds is likely to be rather
common, it should be clear that a cash deficiency could also exist in the imple.
mentation and /or organization and development phases of the center's creation;
obviously, should such a deficiency exist it would be necessary to provide R5
funds in an amount sufficient to eliminate that deficiency.
' Likewise, it should be clear that similar ordinal valuations of various economic
and humanitarian community benefits could also be presented to certain state
and local governments and philanthropic authorities as a means tojustify a request for an increase in the level of their support (re: R2 and/or R4 funds).
° A series of detailed worksheets, constructed so as to provide direction in the
specification of the amount and timing of the data variables. along with a detailed
illustration of the Model's application procedures, are available upon request
directly from the authors.
Financial support for this research was provided by a grant from HEW (contract #298 -74 -C -0008) through the auspicies of the Health Planning Resource
Center of the University of Wyoming. This paper provides a summary of that
research (Application of a Benefit -Cost Model to Family Practice Residency
Programs) -- contact the authors for a copy of the full report.
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Profit Determinants
When operating plant capacity is available, the effects of the
improved utilization are measureable. Selling prices could be
reduced and profits be improved by increasing this utilization.

S! Hp

I

P /hr = U

J— FC /hr

where
P /hr = Profit per hour
Sfu = Unit sales price
DC/ = Direct cost per unit
H1, = Operating hours per unit
U = Percent utilization of total plant hours
FC /hr = Fixed costs per hour
Example
Assume that a group of facilities produces three
products as shown in Exhibit 1. Also assume that
MANAGEMENT ACCOUNTING /FEBRUARY 1977

For Product A:

P /hr = .476

[ $240 — $115 1
- 08

J—$500

D.W. WYCOFF

P /hr = $244

In the same manner, the profit rates for products
B and C are $214 and $293 per hour, respectively.
Product C's rate is the highest and projects to
$49,224 profit for a 168 hour week. Should the
company desire a given profit rate, then the
changes necessary for individual determinants can
be calculated. For instance, consider that Product
C has a market which is capable of supporting the
output of full -time operation and that the company desires to increase its profit rate to $350 without raising the price of the product. Then, the
individual options for Product C are:

Desired profit per hour
Operating hours per unit
Direct cost per unit
Utilization
Fixed cost per hour

From
$293
.030
70
47.6%
$500

is Manager of the Basic
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Division of Titanium
Metals Corporation of
America, Burnham, Pa.
He is a Professional
Engineer and holds a
B.S. degree from the
University of Pittsburgh.
Mr. Wycoff is a member
of the Central
Pennsylvania Chapter.

This article was
submitted through the
Central Pennsylvania
Chapter.

To
$350
.028
66.43
51.0%
$443
$

Knowing where and how to find additional profits
is one of the management accountant's prime responsibilities. His knowledge of the amount of increased productivity, facility utilization, or decreased cost necessary for a desired return helps
management to decide on the best course of action. Basically, sales less costs equals profits.
When the appropriate profit determinants are
joined together into a single financial expression,
answers to the profitability question are more
readily obtained. One way of doing this is to express price and direct cost on a per -unit basis.
Also, operating hours should be expressed on a
per -unit basis and utilization of plant in percent of
total hours. When these determinants are joined
together, we get the marginal profit per hour.
From this we deduct the period cost per hour to
get the true profit per hour. In general, then, this
profit can be expressed as:

these facilities incur the same amounts of available facility time and period costs regardless of the
product produced. The profitability of each product is then determined as follows:

$

By David W. Wycoff

The same results may be achieved with other
changes in more than one determinant. In fact,
changing several determinants simultaneously reveals the potential for even greater returns than
47

the
formula may be
used to
determine
selling prices. "
"...

Exhibit 1

°

Product
A
B
C

Direct
cost
per unit
$115
$1 00
70
$

Selling
price
per unit
$240
$1 90
$1 20

Operating
hours
per unit
(b ottle ne ck)
.0 8
.0 6
.03

*

PROFIT PER HOUR
Percent of
facility
utilizatio n
(b o ttle ne c k)"
47 .6
47 .6
47 .6

Period
cost
per hour
$5 00
$5 00
$5 00

Profit
per ho ur
$2 44
$2 14
$2 93

80 O pe rating ho urs p er wee k divided by 168 hours per week

** Pe rio d co s t p e r ho ur e q uals $5 00 (i.e., $84 ,0 00 per we ek divid ed by 168 ho urs p er we ek)

anticipated. In this example, reducing the direct
costs has a more beneficial effect than reducing
the fixed costs. In other examples with lower direct costs, the situation might be different.
Selling price per unit
When market prices are not available, the formula may be used to determine selling prices. In
those instances the expression transforms into:
Sr,. = Hl,. FC /hrU+ P /hrJ +

I

D C Ft

The problem as to what constitutes an acceptable return again has to be faced. This problem is
based upon one's own value of the efforts and the
investments required. Accordingly, the various
determinants must be traded off until the desired
selling prices is established.

The expression of the determinants in a formula
brings to light another potential benefit. That is,
the effect of (percent) utilization upon selling
prices. When operating plant capacity is available,
the effects of the improved utilization are measurable. Selling prices could then be reduced and
profits would, of course, be improved by increasing this utilization.
Conclusion
Costs, productivity rates, prices, and facility
utilization are considered as profit improvement
opportunities. When these determinants are combined into a single expression, a self -aid guide
emerges. Accordingly, a continual view of each
function's performance is afforded. Sales monitors
its prices and business level. Operations controls
productivity rates and operating costs, and everybody watches the period expenses.
O

LETTERS
Con tin ued from page 10
basic assumption that government contractors will receive more money
through the implementation of CAS
No. 414. In fact, recent Department of
Defense statements on contractor profits indicate that the government will
simply consider the imputed interest resulting from CAS No. 414 to be simply
a portion of profit and probably not
change the overall amounts paid to a
contractor. At best, some contractors
will improve their recovery on contracts
at the expense of other contractors.
William E. Pritts, Partner
Ernst & Ernst
Cleveland, Ohio
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There Is a Word
It was with great sadness that I read
the title-of Ms. Barnes' article in the October issue. There is a word "illusive,"
but it means "deceptive, illusory". I
agree that accountants may not be able
to distinguish between the meaning of
words, sad though this may be. But editors are there to help us!
Kenneth S. Most
Professor of Accounting
Florida International University
Miami, Fla.

Not For Unsophisticated Readers
Dianne P. Barnes has written a time-

ly, comprehensive and excellent article
titled, "Materiality —an Elusive Concept," in the October 1976 issue of
MANAGEMENT ACCOUNTING. Unfortunately, it contains certain assertions
from which unsophisticated readers
could draw incorrect inferences and be
misled.
She states that a change in accounting
principle affects the present period by
way of a catch -up adjustment. It is usually in the form of an extraordinary
item on the income statement and a
footnote discussing the justification for
such a change. But under the criteria
established by APB No. 30, this adjustment can never be extraordinary. Further, APB No_ 20 states that this adjust Continued on page 51
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Multinationals
in Latin America:
An Accent on Control
When it transmits resources across national frontiers for business
activities, a firm faces a variety of regional and national cultures and
institutions. The correct assessment of political, legal, social, and
economic environmental factors in each country is vital to all
aspects of planning and control.

By John D. Whitt
Financial control in multinational firms is concerned with control structures and procedures
that assure that corporate resources are being
handled efficiently on a world -wide basis. When it
transmits resources across national frontiers for
business activities, a firm faces a variety of regional and national cultures and institutions. The correct assessment of political, legal, social and economic factors in each country is vital to all aspects
of planning and control. These factors vary from
country to country and are changing at different
rates. Their impact may be altered suddenly and
unexpectly.
This article concerns a survey of the headquarters of multinational firms with Latin American
operations and of Latin American subsidiaries of
United States multinational firms. The survey analyzes the problems of financial control in Latin
American operations. Both line executives and
controllers were surveyed by mail and by personal
interview, it being understood that financial control is a responsibility of line management, with
the controller acting as coordinator.
Adjusting to the Host Country Environment
Environmental factors create people problems.
MANAGEMENT ACCOUNTING /FEBRUARY 1977

There is a tendency for these factors to form a
barrier between people of different nationalities,
and they certainly account for the variability of
accounting standards and financial reporting
practices from country to country. The personal
philosophies of the reporting accountants have a
bearing on the manner in which they treat reporting standards they profess to accept.
There has been some problem with "double allegiance" of the local national accountant. Naturally, he holds an allegiance to his home country
as well as to his multinational employer, but he
may not believe that the objectives of the multinational firms are compatable with the economic development objectives of his country. Nevertheless,
many multinational firms that responded to this
survey indicate that the local nationals generally
are more loyal to the firm and less inclined to
"job -hop" than are American expatriates employed by the subsidiary. There is developing an
international business professionalism that transcends national frontiers.
Control systems serve as a two -way means of
communication between the various levels of
management. Responses in the survey indicate
that a failure by multinational firms headquarters
to take into account the unusual environmental
conditions that influence the overseas Manager's

J.D. WHITT
is Professor of
Accounting at Stephen
F. Austin State
University. He holds a
B.A. degree from
Centenary College, a
B.B.A. degree from
SMU, an M.B.A. degree
from the University of
the Americas, Mexico,
and a Ph.D. degree
from the University of
Mississippi. Dr. Whitt is
a member of the
Lufkin - Nacogdoches
Area Chapter.

This article was
submitted through the
Lufkin - Nacogdoches
Area Chapter.
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books are
kept in
accordance
with local
practices. "

"...

job can introduce gaps in the system. A common
complaint of overseas managers is that top management of the parent company does not fully appreciate the effect of environmental factors on the
overseas operations, and that the multinational financial control system is not adapted to these environmental conditions.
The complaint is less prevalent among subsidiaries of multinational enterprises which have instituted a product -line management throughout
from headquarters through subsidiary. A product line organizational structure forces top management to deal directly with the overseas environmental conditions in all functions such as marketing, production, and financing. It thus makes
management more conscious of differences between overseas and domestic operations than a
corporate top management separated from overseas operations by one or more levels of line managers. Such separation is the case in a geographical organizational structure.
Most multinational firms distinguish to some
extent between the systems used to control domestic as opposed to Latin American operations. Furthermore, some modifications are made in the
control system on a country -by- country or regional basis. A majority of multinational headquarters
surveyed indicated that they have adjusted adequately their systems to fit local conditions. Most
of the Latin American subsidiaries, however, do
not find the headquarters' treatment of environmental differences adequate in many cases.
It is the custom in many multinationals to require Latin American subsidiaries to submit reports on a periodic basis giving an assessment of
environmental factors. Furthermore, it is not uncommon for the headquarters to seek environmental assessments from "outsiders," such as international law firms, accounting firms, and banks
which serve the subsidiaries (and perhaps the
headquarters). It is only natural that local nationals would be reluctant to report pessimistic or unfavorable environmental conditions in their home
country.
Differences in Accounting Practices
Differences in accounting standards stem from
differences in environmental factors, and they deserve special treatment. If uniform accounting
standards could be established throughout the
world, then the greatest single obstacle to the multinational communications gap would be closed.
Accounting standards and practices followed in
Latin American countries are not widely different
from standards and practices followed in the
United States. Yet, there are sufficient differences —some imposed by law and some required
by the accounting profession of each country —to
require some adjustments before locally prepared
financial statements can conform to Generally Ac-
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cepted Accounting Principles of the United
States, Some major differences are evident in depreciation methods, provisions for reserves, inventory valuations, accrual practices, and provisions
for pensions and employee termination pay.
In a few companies, the books of the subsidiaries are kept strictly according to GAAP, and then
a conversion is made to provide books that satisfy
local legal requirements. This task is performed by
the subsidiary accountants, oftentimes with the
help of local auditors. In the majority of companies, however, the books are kept in accordance
with local practices. In that case, adjustments
must be made to produce financial statements that
fit the needs of the multinational headquarters. It
was found in the survey that the adjustments are
usually made by the subsidiary accountants. The
local branch of the public accounting firm serving
the multinational headquarters may be called in
for assistance with this task.
Inflation
Inflation affects financial accounting and reporting, and thus financial control in Latin American operations. Profits are overstated, balance
sheets are distorted because of their containing assets acquired during periods of differing purchasing power of money, and payables are understated
in terms of purchasing power required to liquidate
them, Multinational firms with operations in Latin America do not make adjustments for inflation
in financial statements prepared by the subsidiaries for headquarters' use. Some price level adjustments are reflected in financial statements prepared by some Latin American subsidiaries, notably in Brazil and Argentina, where such adjustments are required by law.
Multinational firms have not arrived at a satisfactory means for adjusting statements for inflation in either Latin American or domestic operations. Obviously there are great efforts made to
"read between the lines" so as to arrive at an adequate evaluation of actual performance and financial positions. One respondent made this comment:
"Inasmuch as business risks of inflation or
devaluation of currency values are universal,
including the United States, we feel no need
for any special evaluation of the effects of
such problems on our international operations. The normal prudent considerations
that guide us in the conduct of our domestic
business in the United States serve us equally well abroad."
Countries devalue their currency when inflation
reaches the point where it causes a decline in exports. Some Latin American countries, such as
Brazil, Argentina, and Chile, have experienced
MANAGEMENT ACCOUNTING/ FEBRUARY 1977

frequent, sizeable devaluations. When this happens, the financial reports of subsidiaries must be
translated into dollars, thus reflecting devaluations as they occur. The translation is usually
made by the subsidiary, using methods prescribed
by the multinational headquarters. Multinational
firms do not, as yet, agree on an "acceptable"
translation method.
The threat of devaluation forces local (foreign)
managers to take some action to reduce exposure
of monetary items, and this causes their financial
statements to appear quite unusual to a domestic
manager. For instance, the working capital may
be extremely low and the long term payables unusually high. Such peculiarities are nonetheless
taken into consideration, and even praised, when
the headquarters evaluates the performance of the
subsidiary.
Joint Venturing
Management attitudes toward ownership strategy vary greatly. Some firms will not operate in
overseas except with wholly -owned subsidiaries.
Others seek joint ventures with nationals or with
established firms of the host country. Obviously,
there is a limitation to the degree of supervision
over the functioning of the financial control system which the multinational headquarters can expect to exercise in a joint venture. If it holds a
minority equity participation it cannot demand
that any ofits control system be accepted. In some
countries a minority shareholder cannot elect any
members ofthe board of directors. Multinationals
that are minority shareholders generally adopt
one of the following three methods of doing business in a joint venture.
The first is to consider the joint venture largely
as a combination of portfolio investment and market for the firm's technology, with the firm receiving benefits in the form ofdividends and royalties.
No control system would be imposed on the joint
venture affiliate, but some sort of vigilance would

be exercised— usually by public accountants —in
order to protect the interests ofthe domestic firm.
This kind of joint venture arises primarily when
the foreign partner is an established business. The
resulting organization cannot be considered a true
multinational enterprise.
A second method is to use all means possible to
impose the headquarters' prescribed financial control system on the joint venture affiliate, through
management contracts and diplomacy.' Ifthe foreign partner has been chosen with care, and if the
technology processes and management expertise
of the multinational firm are sufficiently impressive, the headquarters can usually exercise its will
in setting up its control system.
A third method is a sort of compromise between the first two methods. Here the firm, even
though it may possess impressive technology and
management skills, may be content to permit the
affiliate to exercise a high degree ofautonomy in
financial control as a trade -off for the right to exercise certain other management prerogatives.
The firm may also feel that local management
can do a better over -all job of meeting corporate
objectives if left to set up its own financial control.

"There do not
seem to be any
significant
differences in
the problems
encountered

Conclusion
There do not seem to be any significant differences in the problems encountered in exercising
financial control in Latin American countries
compared to other parts of the world. In fact, the
problems arising from accounting and reporting
practices seem to be less severe, since Latin American accountants tend to be somewhat familiar
with American practices. The legal and political
restraints are unique from country-to- country
throughout the world, so there are no general conclusions to be made about Latin American countries, except to say that United States firms seem
to be able to cope quite well with those restraints
in Latin America.
O
' Management contracts are illegal in some Latin American countries.
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ment should be shown in the income
statement between the captions "extraordinary items" and "net income"
and be titled "cumulative effect on prior
years of change in accounting principles."
Another discrepancy, though not of
the same magnitude as the first one, has
to do with her examples of changes in
accounting principles. She says that re-

search and development expenditures
should be shown as a catch -up adjustment. Under FASB statement No. 2, R
and D should be shown by restating prior periods.
In addition, according to Paragraph
27 of APB No. 20, a change in the
method of reporting construction contracts should not be shown as a cumulative effect change but be shown as a restatement of prior periods. She also refers to APB Opinion No. 4 when dis-

MANAGEMENT ACCOUNTING /FEBRUARY 1977

cussing users of financial statements,
when in reality she is referring to APB
Statement No. 4.
Even with the above discrepancies,
the article taken as a whole, is well conceived and shows a great deal of merit;
and with the above corrections, provides a timely and important area of
controversy to the reader.
David L. Gittes
Philadelphia, Pa.
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Data Processing Management:
Methods and Standards
Dick H. Brandon, Arnold D. Palley &
A. Michael O'Reilly, Macmillan Publishing Company, Inc., 866 Third Ave.,
New York, NY 10022, 1975, 520 pp.—
This book attempts to document a
broadly lined "management process" as
a framework within which data processing management can operate.
Systems Analysis and Design of
Real -Time Management Information
Systems
Robert J. Thierauf, Prentice -Hall, Inc.,
Englewood Cliffs, NJ 07632, 1975, 607
pp. —This text presents a complete real time management information system
for a manufacturing firm. Subsystems
are analyzed, designed, and evaluated
for all aspects of corporate activity.
Game Playing with Computers
Revised Second Edition, Donald D.
Spencer, Hayden Book Company, Inc.,
50 Essex St., Rochelle Park, NJ 07662,
1975, 312 pp. —This book is intended to
introduce the reader to many games
that may be programmed for a digital
computer. Ranging from the simple to
the complex, more than 50 games are
presented for computer solution.
Demand Analysis and Inventory
Control
Colin D. Lewis, Lexington Books, 125
Spring St., Lexington, MA 02173, 1975,
234 pp. —Dr. Lewis, lecturer at the University of Aston Management Center,
brings together the most useful elements
of the mathematical theories developed
in Demand Analysis and Inventory
Control fields. He indicates their application in the practical day -to -day analyzing ofdemand and the controlling of
inventories.
Risk Administrator's Manual for
Utilization
Brian Schott, Publishing Services Division, School of Business Administration, Georgia State University, 33 Gilmer St., S.E., Atlanta, GA 30303, 1975,
50 pp. —This publication makes available a comprehensive forecasting model
52

for risk managers. Expressed in simplest
terms, ISKM is capable of describing
the full range of possible insurable risks
as well as some uninsurable commercial
risks for any fiscal year.
The Economics of Multi -plant
Operation: An International
Comparison Study
F.M. Schere, Alan Beckenstein, Eric
Kaufer, R. Dennis Murphy with the assistance of Francine Bourgeon -Maassen., Harvard University Press, 79 Garden St., Cambridge, MA 02138, 1975,
448 pp. —The authors conducted 125
in -depth interviews with businessmen
actively involved in plant size and multi -plant operating decisions. They investigated the experience of twelve industries in six countries.
Economic Environment of International
Business
Second Edition, Raymond Vernon and
L.T. Wells, Jr., Prentice -Hall, Inc.,
Englewood Cliffs, NJ 07632, 1976, 254
pp.— Though nominally a second edition, most of this text is wholly new,
reflecting the changes in the economic
environment itself. It introduces the
reader to the fields of international payments, international trade, and international investment.
The Multinational Company in Europe
Michael Z. Brooke & H. Lee Remmers,
Editors, The University of Michigan
Press, 615 East University Ave., Ann
Arbor, MI 48106, 1974, 194 pp. —Eight
authors cover many of the critical problems facing managers of multinational
companies. Particular attention is given
to finance, planning, organizing and
staff. Corporate policies dominated by
the interests of the home country organization are de- emphasized.
Financial Reporting in Canada
Eleventh Edition, Canadian Institute of
Chartered Accountants, 250 Bloor St.,
East, Toronto 5, Canada, 1975, 245
pp.— Published every two years, this
publication continues the program introduced in 1955 of summarizing the
trends and latest developments in financial reporting as disclosed in published
annual reports.

Managing the Company Tax Function
Arnold J. Olenick, Prentice -Hall, Inc.,
Englewood Cliffs., NJ 07632, 1976, 321
pp. —This is a ready reference handbook for use by those charged with
meeting the mounting day -to -day problems and costs of federal, state, and local tax planning and compliance. It covers payroll, sales, property, excise, and
other taxes, plus common information
returns required by business organizations.
An Appraisal of Interperiod Income
Tax Allocation
James E. Wheeler and Willard H. Gall iart, Financial Executives Research
Foundation, 633 Third Ave., New
York, NY 10017, 1974, 260 pp. —Inspired by Accounting Principles Board
Opinion No. 11, this study focuses on
the validity of the income tax allocation
concept itself. It is based on responses
to research questionnaires.
Forms of Business Agreements with
Tax Ideas
Annotated Fourth Edition, William J.
Casey, Revised by IBP Research and
Editorial Staff, Institute for Business
Planning, Inc., IBP Plaza, Englewood
Cliffs, NJ 07632, 1974, 921 pp. —This
book provides, in checklist form, all the
practical business, tax, and legal factors
that should be considered before entering any of the business transactions covered.
Bankruptcy and Insolvency Accounting
Practice and Procedure
Grant W Newton, The Ronald Press
Company, 79 Madison Ave., New
York, NY 10016, 1975, 473 pp. —This
book provides practical guidance for accountants, lawyers, bankruptcy trustees,
and creditors of business enterprises in
financial straits. The bankruptcy and insolvency audit is explored in detail.
An Evaluation of the Zero -Base
Budgeting System in Governmental
Institutions
Research Monograph No. 68, George
Samuel Minmier, Publishing Services
Division, School of Business AdminisMANAGEMENT ACCOUNTING /FEBRUARY 1977
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tration, Georgia State University, 33
Gilmer St., S.E., Atlanta, GA 30303,
1975, 264 pp.—The theory underlying
zero -base and incremental budgeting is
studied, and an evaluation is made of its
applicability as a tool for planning and
controlling discretionary costs in governmental institutions.
R & D Management Methods Used By
Federal Agencies
John G, Wirt, Arnold J. Lieberman,
and Roger E. Levien, The Rand Corporation, Lexington Books, 125 Spring St.,
Lexington, MA 02173, 1975, 233 pp.—
The authors have endeavored to describe some of the best developed and
most distinctive practices of selected
federal agencies. The study was completed with support from the Office of
Research and Development Planning in
the Department of Health, Education,
and Welfare.
Dun & Bradstreet's Guide to Metric
Transition for Managers
Robert C. Sellers, Thomas Y. Crowell
Co., 666 Fifth Ave., New York, N Y
10003, 1975, 213 pp.—This guide has

THIRD

C.M.A.
REVIEW
Correspondenceguidance,beginning March 29, 1977, and
intensiveon-campussessions,
June6-10,1977.
For registration or further information,
contact before February 15, 1977

TheManagementCenter
CollegeofSt.Thomas
St.Paul,MN55105

(612) 647 -5675
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been especially designed to help management through transitional difficulties
in adapting the metric system. The book
offers especially valuable checklists and
tables to help avoid overlooking many
items.
The Meaning of Company Accounts
Second Edition, Walter Reid and D.R.
Myddelton, Herman Publishing Inc., 45
Newbury St., Boston, MA 02116, 1974,
342 pp. —A useful reference book by
two British authors, this work can be
described as a workbook composed of
comprehensive text material and problems and solutions. It is understandable
to both accountants and non- accountants.
The Accountant as Manager and
Controller
James B. Swanson, The Law Book
Company Limited, 1974, Available
from: International Publications Service
Collings, Inc., 114 E. 32 St., New York,
NY 10016, 381 pp.—In Part I, the author deals in some detail with the principles of management and their application to the accountant's function. In
Part II he describes, in the main, the
structure and operation of one approach
to profit planning.
Fundamentals of Management,
Functions, Behavior, Models
James H. Donnelly Jr., James L. Gibson
and John M. Ivancevich, Business Publications, Inc., Dallas, TX 75231, 1975,
443 pp. —A text designed to prepare
students for managerial careers, this
work presents the contributions of the
classical school, the behavioral school,
and the management science school
within the framework of the planning,
organizing, and controlling functions.
Managerial Process and Organizational
Behavior
Second Edition, Alan C. Filley, Robert
J. House and Steven Kerr, Scott, Foresman & Co., 1900 E. Lake Ave., Glenview, IL 60025, 1976, 558 pp. This book
shows how behavioral science and
quantitative methods contribute to increased understanding of the discipline,
and how the appropriate, selective use
of prescriptions emerges from research
concerning the managerial process and
organizational behavior.

Accounting and Office Manual for
Labor Unions
Harry C. Fischer, Center for Labor Research and Education, Institute of Industrial Relations, University of California, Berkeley, CA 94720, 1975, 147
pp. —First published in 1961, this updated version recognizes the significant
changes and new developments since
then.
Managerial Accounting Concepts for
Planning, Control, Decision Making
Ray H. Garrison, Business Publications
Inc., Dallas, TX 75231, 1976, 680 pp.—
This one -term course in managerial accounting places emphasis on the internal uses of accounting data for setting
plans and objectives, in controlling operations, and in making management
decisions.
Communications Technology: Its
Impact on Associations
Prepared for the Foundation of t h e
American Society of Association Executives by Arthur D. Little, Inc., The
American Society of Association Executives, 1101 16th St. N. W., Washington,
D.C. 20036, 1974, 66pp.—Things associations are doing now to improve their
communication skills is the subject of
this broad and comprehensive study. It
also suggests ways in which association
communications can be developed.
Farm Accounting and Business
Analysis
Sydney C. James and Everett Stoneberg,
Iowa State University Press, South State
Ave., Ames, IA 50010, 1974, 269 pp.—
This book is based on several years of
teaching farm records and accounts as
well as from experience in extension
work and with farm business associations. Emphasis is on use of records and
accounts as a tool of management.
The Financial Management of
Hospitals
Second Edition, Howard J. Berman and
Lewis E. Weeks, Health Administration
Press, M 2240, School of Public Health,
The University of Michigan, Ann Arbor, MI 48104, 1974, 443 pp.—The
original work has been revised to reflect
the changing health care environment
and making a more complete and useful
reference and teaching document.
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Axelson on
New York City Crisis
A top financial executive talks about a turbulent year spent trying to rescue the
Big Apple from bankruptcy. He urges stronger municipal financial accounting
standards in order to assure investors that a city's financial affairs are being
prudently and properly managed.

From September 1975 to September 1976, Kenneth S. Axelson served as Deputy Mayor far Finance for New York City. On loan from J. C. Penney Company, Mr. Axelson was brought in at a
salary of $1 a year. A long -time NAA member,
Mr. Axelson is director of finance and administration, senior vice president and a director of J.C.
Penney. He was recruited during the crisis to get
the city's expenses under control and to establish
a new financial management and control structure.
The city's crisis presented intriguing questions:
Can municipal government be run like a business?
Are business financial practices transferable to
government? Could results - oriented businessmen
help save the city?
As MANAGEMENT ACCOUNTING went to press,
the issue was still in doubt. New York City's highest court had ruled that the so- called debt "moratorium" was unconstitutional and the city, if not
back at square one, had at least received a very
serious setback. Meanwhile, after MANAGEMENT
ACCOUNTINGS interview, Kenneth S. Axelson
had returned to the fray, thanks to New York
State Governor Hugh Carey who named him to
fill a vacancy on the Emergency Financial Control
Board.
Would you describe how you were selected for
Deputy Mayor of Finance?
Mayor Abraham Beame had received a number
of recommendations of possible candidates for the
spot. My name apparently was among them and
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he asked me to come to City Hall and discuss the
situation with him, and I did.
I see. And your company was agreeable to lending you to the city for a year?
Initially, I didn't see how I could undertake the
assignment. I wasn't prepared to interrupt my career with J.C. Penney. But the company took the
position that we'd had an "on- loan" policy with
our management people for governmental service
although a senior officer had never been loaned
previously. It was felt that if I was willing to go to
work for the city, the company would consult
with the directors and see if it would be appropriate for me to do that, and that's exactly how it
worked out.
Could you describe in general terms how you
conceived the responsibility when you were given
it, and what you tried to accomplish?
The position of Deputy Mayor for Finance was
a new one for the city that had been urged upon
the Mayor in order to bring a new perspective and
a new approach to the problem of restoring fiscal
stability in the city. The first task I found when I
accepted this position was the establishment of a
three -year financial plan to balance the city's budget in the third year as required under the financial emergency legislation that had just been enacted. The city had never before endeavored to do
this.
That first month was spent almost entirely on
the development of the financial plan and laying
out a program that the city administration could
55

"The problem
was facing
financial reality,
getting New
York City's
problems out on
the table and
conceding that
they existed.-

follow that would accomplish a balanced budget
within three years. Once we had that plan submitted —four weeks later —then it became imperative
to implement it, which meant extensive expense
and budgetary reductions throughout all the city
agencies. This led to working with Congress in
trying to work out an appropriate program for
Federal assistance, negotiating the credit agreement with the Treasury Department after Congress passed the loan law, working with the people
in the Governor's office and the state legislature,
and all of the groups that were involved in seeing
the city through and getting it past those most
crucial days.
I guess the easy part was drawing up the financial plan and the hard part was trying to implement it?
I wouldn't say any part of it was very easy.
As I understand it, the plan should be completed by July 1978. Is that the target date?
The budget must be balanced for the fiscal year
beginning July 1, 1977, which fiscal year ends on
June 30, 1978.
Did you find it difficult to work with the media
looking over your shoulder all the time?
No. You know, I found the media very cooperative. They recorded things straight in the areas in
which I was involved. They worked hard at understanding the problems, the proposals, the solutions and the issues, and I think they played a
very constructive role during this period.
Did you have problems communicating financial concepts to politicians?
I don't know whether financial concepts were a
problem. The problem was facing financial reality,
getting New York City's problems out on the table and conceding that they existed. Then devising
plans and programs to cope with them. This was
not easy for politicians because what we presented
were cutbacks or reductions in one way or another, and there's no glory for a politician in doing
that. So the challenge was to compel action and
decision - making on these very, very difficult
choices.
Was it easier talking to Mayor Beame because
of his financial background?
He's very savvy with numbers. He has a natural
affinity for them. He's interested in the details,
and he's easy to communicate with on these matters_
What was your biggest frustration in trying to
revamp the system?
I suppose the biggest frustration was the difficulty in getting facts. Frequently when we sat
down at meetings, we would have to spend an
extended period of time trying to get the facts out
on the table. People from different agencies, the
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comptroller's office and the budget office —all
would have what they believed to be the facts —
but none of the facts agreed, you see. We would
have to try to reconcile these differences so that
we could understand the problem.
As a part of our program, therefore, the overhauling of the city's accounting system was very
high on our list, and the legislation that was
passed by the state last year required the city to
adopt appropriate modern governmental accounting principles and to put the records of the city in
a condition so that they could be audited in the
third year. We instituted a very large -scale comprehensive program to computerize and bring upto -date the recordkeeping mechanisms of the city
as well as the measurement and recording capabilities. That program not only took the form of extensive systems work, but it also involved the establishment of monthly reports that measured our
financial plan against what was actually done for
the month.
I was surprised to learn that New York City
had never had a system of monthly reporting. You
ran the city by making up an annual budget and
then you looked at it a year- and -a -half later to see
how you came out. In the interim there was no
system of the type that we take for granted in
business that lets you know how you're doing
each period.
So that kind of program has been instituted and
has been working for more than a year now. Another part of the program was preparing the records and the processes so that they could be audited next year and that's moving along.
Is that a state requirement now? That the city
be audited every year?
That was a part of the legislation that was
passed, that the accounts be auditable in the third
year of the plan, which was the year that the accounts were to be balanced.
Did you have any idea why a similar system
wasn't established years ago or is this something
you never even thought about?
I don't know that much about the history. My
impression is that New York City's systems
weren't that much different than those of other
cities across the country, that good municipal financial practices generally were something to be
desired. What is unique about New York City is
the sheer magnitude of its operation. Outside of
the Federal Government and a handful of companies, there isn't anything that size. And I'm sure
that must have had something to do with the situation. Some of the agencies had worked hard at
trying to improve their controls and procedures
and had advanced computer, and other type, systems. Other agencies were still back in the dark
ages from a procedures- and - systems- and - controls
standpoint, Probably more important was that
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there was no overall system for the city. With the
city's structure, the Comptroller doesn't report to
the Mayor. The Comptroller is a separate elected
official and the Mayor is a separate elected official.
The Mayor runs the agencies, but the Comptroller
keeps the books and does the auditing and raises
the money. You can see that there isn't that kind
of a framework, that organizational structure,
that we are accustomed to in business to make
sure that the chief executive officer is in a position
to utilize his records and his information for management purposes. To a great extent the information that was available was used for legal compliance purposes of various types rather than for
what we would think of as management purposes.
Do you believe a structural change should be
made in the city so that the Comptroller would
actually be an appointed official, appointed by the
Mayor?
I think that some change is necessary. It was
proposed in the charter amendments in 1975, that
the Comptroller be an appointed rather than an
elected official. However, there was one weakness
in that: there would be no check and balance under that system, and I don't think that was the
best kind of recommendation to make, and, as you
know, it was defeated. But what we have done in
the development of this integrated financial management system is to create an agency that is under the joint direction of the Mayor and the
Comptroller. And that joint agency is the one
which is doing the recordkeeping. It's been described as a single file cabinet. All of the information now goes into one central file cabinet —if you
can visualize the black box. The Comptroller will
have access to that information for the analyses
and reporting. The agencies will have access to
that information for their managerial purposes.
The Office of Management and Budget will have
access to that information for the work that they
do in budget planning and in budget examinations, and the Mayor in his office will have access
to it for overall guidance and control of city operations. So through this mechanism we've developed a means for coping with this rather serious
structural organizational flaw of the city. At least
what 1 believe is a serious organizational flaw.
And we think this will go a long way toward coping with the problem, even if it doesn't change the
underlying organizational structure.
In light of the latest court d ecision, do you
think that New York City can pull through without going into bankruptcy?
Well, I would certainly hope so. I believe that
this last year has demonstrated that a workable
plan is do -able, that the management of the city
can accomplish that kind of a program, that all of
the various constituencies can work together, each
yielding a little bit, which in the aggregate gives
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Troubleshooter Ken Axelson received a lot of
publicity in New York newspapers during his
stint with the city.

you the results that are needed —and that it can be
done without destroying the effective functioning
of the city. Really, the city came through the last
year remarkably well. Enormous cutbacks in services were adjusted to and, in the final analysis, the
city functioned well. There were not the kinds of
demonstrations and violence and worse that many
had anticipated. The city's services did not go
down, we did not have subway strikes or serious
interruptions, and fire, police, sanitation services,
and schools functioned. So really the city came
through in very good shape, and it beat its financial plan last year. It came in $83 million better
than the financial plan provided for last year.
57

"... the whole

field of
municipal
financial
reporting to
investors has
been very, very
inadequate... "

When you consider the enormity of the difficulties
that the city had a year ago, well, I repeat, it
would be just too bad if something would cause all
that to be lost by triggering the city into bankruptcy. There are different ways that the court problem can be dealt with, and I think we've already
seen the expression of determination by the city to
do everything possible, with the help of the state,
to overcome that and not to fall back on Washington.
Do you believe all municipal governments
should be required to have their annual statements audited?
I think there's much to be said for this for the
larger municipalities that do the large financings
in the public market. It's very clear that the whole
field of municipal financial reporting to investors
has been very, very inadequate, that the investment community generally has relied upon the
full faith and credit pledge of municipalities and
their authority to tax in order to raise the debt
service requirements as sufficient. And we've seen
that that really isn't sufficient but that an investor
has to go beyond that if he's going to be assured of
being paid his principal and interest on time. I
really believe that radical change is called for
here. Now, one of the additional parts of our fiscal
reform at City Hall was the development. of a prospectus. It was a 110 -page document that contained, not only financial information, but extensive statistical, economical and legal data about
the city. The kind of information that someone
should have in order to make an intelligent evaluation of the investment risks and characteristics of
the securities that the city issues. Prospectuses
have been issued to the pension funds and, of
course, will be issued routinely to the public when
the city gets back into the public financial market.
I think it's just imperative that there be improved
standards for financial reporting. The present accounting principles reflect budgetary practices
and tax practices of municipalities and they may
suit the convenience of the bookkeeping kind of
orientation of city budget and fiscal people, but
they really don't do the job at all in terms of meeting the needs of investors. I think the accounting
principles need to be completely reworked. I think
the Financial Accounting Standards Board should
give its attention to this, and should take this on
as a major project to deal with the differences between municipal accounting and corporate accounting, as we know it, and determine which are
really necessary and which are just results of history or evolution and should be eliminated. With
the proper accounting standards, proper disclosure standards, proper reporting practices, we
would find that investors would be able to make
better judgments. And I think in making those
judgments they would tend to hold municipal
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management much more accountable for fiscal responsibility. Considering the kind of information
that has been available and exposed in the past,
it's small wonder that nobody was held to any
particular standards of accountability, because
there were no standards, there were no prevailing
criteria. And, without that, who's to discipline the
financial managers of the city? With the right kind
of standards, with the right kind of criteria, I
think the marketplace could play an important
role in the fiscal disciplining of our cities. The
same way the market plays an important role in
disciplining the financial affairs of the Penney
Company. We might like to run our debt equity
ratio up through the ceiling like the city of New
York did but we would find that access to the
market would be closed off if we did. I see no
reason why we can't look forward to the same
kind of thing happening with an improved standard for the municipal capital market. In fact, I
would go even further: that if we don't have that,
I suspect that we're looking toward a future of
continued state and federal involvement in the affairs of our major cities, and I don't find that a
very attractive prospect.
There's another aspect —that of the independent agencies, which have been a feature in recent
years across the country. In the case of New York
City, we have the Transit Authority, the City University system, the Board of Education, the
Health and Hospitals Corporation, Housing Authority, and so on. These are independent agencies
that have their own boards of directors and are
not under the executive authority of the Mayor.
Now, there were many reasons why this was done
in times past, but in a time of crisis like this, that
system has failed because those organizations
have not been accountable, have not been responsive to the financial emergency; and, in fact, getting effective control over them has been a very
difficult process. The state legislation passed in
1975 gave the Emergency Financial Control
Board financial jurisdiction over these agencies. It
did not give anybody executive authority, in terms
of management decision- making authority, but it
did give the Control Board financial authority.
And using that., the Control Board has endeavored to get these different independent agencies, if
you will, in the box from a financial standpoint. I
think some better solution has to be found to this
arrangement as we go forward. Without a better
arrangement, without an executive authority who
is responsible to the public —which these appointed boards are not — without some kind of public
accountability here, I don't think that we can
have responsible fiscal management because any
one of these independent agencies is so huge in its
financial operations that it poses a threat of upsetting the fiscal balance of the municipality.
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Do you think businessmen are needed more in
government? Businessmen like yourself who have
accounting and financial expertise?
I think they have a great deal to contribute because they can bring a certain credibility and independence and a different point of view than the
elected or appointed politicians.

was a very rewarding experience. It involved me
in a phase of our society that I'd never been much
involved in before. It has given me a very different
insight into a lot of the things we do in our cities
and I think it will have a great deal of impact on
my own thinking about how a corporation functions as a corporate citizen in our communities.

Can the government afford to pay executives of
your caliber competitive with private industry?
Well, they were supposed to pay me a dollar a
year. I never collected it. And I think they can
afford that. But, really, I think there's much to be
said for a greater volunteer effort by businessmen
and by business corporations because being in the
capacity of an on -loan executive to the city gave
me a certain independence, a certain credibility
that no elected or regularly appointed official will
have.

Do you believe it was good for J. C. Penney?
I think there will be many benefits that will
come back to the Penney company. Just the attention that this area has received makes us more
conscious, I think, of our interdependence with
the communities that we live in. Being in the retailing business, we tend to be very much that
kind of company anyway, a people- oriented company and a community- oriented company. But
this time the involvement increases that perception and indicates different ways that a company
can contribute. After all, the vitality and growth
and the social stability of the communities that a
retailer functions in has to be good business.

Do you think a government can be run like a
business, or should it be?
It can't be exactly, but there are many, many
practices that we routinely follow in business that
are transferable to government, and I think that
every possible effort should be exerted toward
adopting those business practices that are appropriate. You can't run a government on quite the
same set of standards and goals that you run a
business on. Businesses are profit- making entities;
the city is not a profit- making entity. In the city
you are primarily concerned with the social and
economic well -being of the residents of the city
and the care of the indigent and of those who
can't care for themselves, so you have very different considerations involved. But even with that,
the management practices in business certainly
have great applicability in government.
Especially financial accounting?
Especially financial accounting and reporting
standards and measurement.
Do you think the experience was worthwhile?
To yourself personally?
From my personal standpoint I would say it

"Everybody is
your boss in
public life. "

One account I read said you were working a
seven -day week during your stint with the city?
Probably, yes, it was seven days a week, probably 16 hours typically in the day. It was a very,
very difficult period and it seemed like there were
always three times as many urgent crises to cope
with as there was time to deal with them.
Were these mostly meetings at the local level
that you had to attend during the day?
No, it was just around- the -clock working with
the Mayor, working with the City Council, working with the Control Board, working in the Governor's office, working with the Municipal Assistance Corporation people, working with the agency heads, working with the state legislative committees, working with the Treasury Department,
working with various Congressional committees.
It was just constant. One thing you learn about in
public life is that you have many bosses. It isn't
like the corporate world where you look to one
guy as your boss. Everybody is your boss in public
life.
❑

President Carter Names Axelson Deputy Secretary of the U.S. Treasury
As MANAGEMENT ACCOUNTING went to press, President Jimmy Carter
announced that Kenneth S. Axelson had been appointed Deputy Secretary
of the U.S. Treasury Department in his new administration.
❑
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Manpower Cost
and Performance
Measurement
In early March, NAA will publish Manpower Cost and Performance Measurement by Walter B. McFarland, former
NAA research director. This publication can be purchased by
filling out the coupon on page 61 of this issue and mailing it
to the Association. Following is a summary of this latest
research publication of the Association.

The older management tools for manpower cost planning and
control have not been supplanted but the manner in which
they are applied has changed, according to the results of an
NAA research project on Manpower Cost and Performance
Measurement.
The research carried out by Dr. Walter B. McFarland included interviews of management accountants at 30 companies, as well as a search of the literature. The number of
employees at the companies surveyed varied from 400 to
396,000.
The primary objective of manpower management is to
achieve economical product costs. Employee compensation
and productivity are coordinate elements in accomplishing
this objective. The present study shows that compensation
cost is managed primarily by adapting the size and composition of the organization to the tasks to be performed. Productivity raises problems which are more difficult. Management's
efforts to control this element in labor cost utilize measurements of employee performance and the resulting product
costs. These measurements include both goals and actual accomplishment. Objective measurement techniques are used in
combination with intangible impressions and actions which
aim to improve productivity by influencing employee attitudes and motivation.
As might be expected, this study shows that where economic factors are being measured, accountants are extensively involved in manpower cost planning and control. The man60

agement accountant's primary field of expertise is design and
operation of systems and procedures used by line managers at
all levels for setting goals and for measuring performance in
financial terms. This work includes advising and assisting
management personnel in using financial planning and control tools. Accountants also supervise the work of employees
in their own departments and expenditures for accounting
and related operations bulk sufficiently large to justify concern for productivity of the employees engaged in these functions.
The basic techniques available for planning and controlling
manpower costs are relatively few in number, the study concludes. At the same time, developments have taken place during recent years which might be expected to have influenced
the management of human resources in all types of economic
organizations. Among such developments have been new approaches to organization theory, new techniques to guide decision making, and research into the behavior of people in
business organizations. The extent to which newer theories
and techniques have influenced, supplemented, or replaced
older accounting -based tools in actual manpower cost management practice seems not to have been reported except for
individual instances. New techniques (for example, learning
curve procedures) are being applied where they have proved
superior to older methods for the same purposes. Overall, the
principal impression gained is that the long -known manpower
cost management methods are now being used both more
widely and more effectively.
This report focuses upon current application of the principal techniques employed by management in planning and
controlling manpower costs. Practices observed in a selected
group of companies are compared with theories and methods
described in the literature of management accounting. Both
normative concepts of management drawn from writings of
behavioral scientists and reasons given by business managers
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have been utilized to explain observed changes in manpower
planning and control practice.
Objectives of study
The primary objectives of this study were to ascertain what
practices are available to assist management in manpower
cost planning and control, how extensively these practices are
being used, and what the requisites for effective application of
these practices seem to be. As a guide to procedures to be
followed in the study, several objectives were formulated. The
research project was undertaken:
To describe the techniques which are available for planning and controlling manpower cost.
2. To relate these techniques to their roles in comprehensive systems designed to provide information needed by management for planning and controlling manpower costs.
3. To describe those theories and findings from research in
fields other than accounting (particularly the behavioral sciences) which appear to have direct bearing on effective use of
accounting techniques for manpower cost planning.
4. To determine management's appraisal of the adequacy
and effectiveness of available accounting techniques for manpower cost planning and control.
Two principal types of information were sought in this
study. First was data which would permit assembly of an
inventory of techniques available to management for use in
manpower planning and control. Extension of this line of inquiry to ascertain the extent to which these techniques are
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currently in use was planned. The information desired was
not confined to a listing of techniques, but included the purposes which each technique was intended to serve, the underlying rationale or theory, its scope of usefulness, and any observations regarding the manner in which the technique
should be applied for effective results.
The second type of information sought was desired to provide background and perspective for use in the analysis and
evaluation of the available manpower cost planning and control techniques.
A major objective underlying the selection of companies
visited in the field study was to discover the range and variety
of manpower cost planning and togtro1 practices being used,
to determine why each line of practice had been chosen, and
to ascertain how effective it appeared to be for its intended
purpose. It was postulated that circumstances such as organization size, whether operations are labor- intensive or highly
automated, degree of skill and education possessed by employees, and extent to which management has control over
factors affecting operations might have significant effects on
manpower cost planning and control practices. The desired
coverage seemed most likely to be obtained by visiting organizations in a variety of different industries. A large majority of
the organizations visited are engaged in manufacturing; but
merchandising, service, and governmental organizations were
included to ascertain whether or not significantly different
methods are used in these different types of economic activity.
The not - for -profit organizations were included in the sample
to disclose any possible differences in approach taken where
profit making is not an objective.
0
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DATA SHEET
Continued from page 5
billion in operations during 1975.

Golden West Conference
A regional conference sponsored by
the Golden West Council of NAA will
be held in Lake Tahoe at the Sahara
Tahoe Hotel, May 4 -6. Co- chairmen
for the conference are John Billings,
Peninsula -Palo Alto, and Ed Taylor,
San Jose. Emil Scharff, San Francisco, is the program chairman. For information, write to: Golden West Regional Conference, c/o Trendata,
P.O. Box 5060, Sunnyvale, Calif.
94086.

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 6
vice president - controller, AMAX, Inc.,
was appointed by the FASB to its
Screening Committee on Emerging
Problems. Carl L. Nelson, professor,
Graduate School of Business, Columbia University, and a former member
of the MAP Subcommittee on Research and Development, also was
named to the screening committee.
The appointments are for one -year
terms beginning November 1, 1976.
The screening committee assists the
Board in evaluating the magnitude
and urgency of emerging problems
but does not recommend technical
solutions to such problems.

MAP Replies to Agencies
The MAP Committee has commented
on a number of proposals issued by
the FASB, IASC and the CASB. Here
are highlights:
• Financial Accounting Standards
Board — Interpretation of APB Opinion
No. 28, Accounting for Income Taxes
in Interim Periods.
"The Committee is in substantial
agreement with the provisions of the
proposed Interpretation and believes
it represents a step in the right direction."
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• International Accounting Standards Committee (IASC)—The Treatment in the Income Statement of Unusual Items and Changes in Accounting Estimates and Accounting Policies.
"We find no major areas of disagreement with the standard you propos e.. .." The MAP Committee did
take exception to a statement in paragraph 4 that mentions "net income for
the period which is available for dividends...." In its remarks, the MAP
Committee noted that net income is a
measurement of the change in entity
net assets brought about during a period of time by certain events and
transactions and, as such, is not
"available" for anything; alternative
wording of that section was recommended.
• Cost
Accounting
Standards
(CASB)—
Accounting
for the
Board
Costs of Service Centers. This is a
staff draft standard which the MAP
Committee addressed in considerable
detail. Included in its comments was a
concern that the standard seems to
require excessive fragmentation of
overhead pools which will result in a
substantial number of intermediate
accumulative points with multiple intermediate locations; as a result, estimating, budgeting and timeliness of
cost data may suffer. The MAP Committee commended the Board on its
declared intention to make this standard effective at the same time as
standards on several related topics.

MAP Project Update
• Liquidity —A preliminary statement on managerial aspects of corporate liquidity has been completed.
The Subcommittee on Liquidity will
convene shortly to determine what
modifications, if any, are necessary
prior to submitting it to the full MAP
Committee.
• Funds Statements—Somewhat
related to the foregoing is another
project planned to lead to a Statement on Management Accounting
Practices. MAP Committee member
Harold E. Arnett will spearhead a research effort designed to develop a
statement on the managerial uses of
funds statements. Included in the in-

vestigation will be a study of various
fund statement formats that may be
preferable to the conventional model.
• Productivity —A new subcommittee has been formed to look into and
develop a pronouncement dealing
with productivity measurement. Donald P. Selleck (MAP), vice president
and controller of 3M Co., heads the
project. The subcommittee consists
of Dwight H. Davis, manager— financial analysis, A.O. Smith Corp.; Dr.
Bela Gold, director of the research
program in industrial economics,
Case Western Reserve University;
Robert Prince, partner, Arthur Andersen & Co.; and Donald J. Wait (MAP),
consultant on product cost accounting, General Electric Co.

FASB Issues Lease Statement
The Financial Accounting Standards
Board has issued its Statement of Financial Accounting Standards No. 13,
establishing criteria for classifying
leases and presenting accounting
and reporting requirements for each
classification.
The provisions of the statement derive from the view that a lease that
transfers substantially all of the benefits and risks incident to the ownership of property should be accounted
for as the acquisition of an asset and
the incurrence of an obligation by the
lessee and as a sale or financing by
the lessor. All other leases should be
accounted for as operating leases,
This statement is available through
the Publications Division, FASB, High
Ridge Park, Stamford, Conn. 06905.

Garland Named
To MAP Committee
Robert F. Garland, vice president and
controller of Burlington Northern, Inc.,
St. Paul, Minn., has been appointed to
the MAP Committee. Mr. Garland,
who holds the first Certificate in Management Accounting granted by the
Institute of Management Accounting,
won the Beyer Gold Medal for his outstanding performance on the first
CMA examination in December 1972.
He has published two articles in MANAGEMENT ACCOUNTING.
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Institute of
Management
Accounting
James Bulloch, Editor

Continuing Professional Education
For the Management Accountant
The comments below are taken from a speech
made by James Bulloch, Director of the Institute of Management Accounting, to the Owensboro (Ky.) Chapter of the National Association
of Accountants, December 1976.
One of the earliest decisions made during
the development of the Certificate in Management Accounting (CMA) program was to require a regular program of continuing education
of all those who earn the CMA. The Board of
Regents of IMA (as well as the NAA committees that recommended the establishment of
the CMA program) recognizes that the knowledge needed to function effectively as a management accountant is continually expanding
and that regular continuing education is required if management accountants are to offer
the highest level of professional service.
Continuing educational activity is one of the
hallmarks of a profession. The successful
members of any profession — legal, medical or
accounting —have been those who kept up with
the advancing knowledge in their field. Recognition of this fact has led most professions to
require a specified amount of continuing education activity to ensure that the members of the
profession keep up with the developments in
their field. For example, the holders of the Certificate in Management Accounting are required
to participate in 90 hours of continuing education activity in each three -year period subsequent to completing the examination.
The continuing education of accountants
was the touchstone upon which the NAA was
founded in 1919. The Association was conceived as an educational organization to develop the individual accountant professionally and
to provide business management with the most
advanced techniques and procedures. EducaMANAGEMENT ACCOUNTING /FEBRUARY 1977

tion is still the most important objective incorporated in the NAA constitution. Provisions for
research, discussion, and exchange of information on accounting furnish opportunities for
members to increase their knowledge of accounting practices and methods. Thus, the
continuing education emphasis in the CMA program represents a further recognition of the
need for continuing education for management
accountants.

Management Accountants' Need
for Continuing Education
There are two important reasons why management accountants need to engage in continuing education. First, the role of the management accountant has changed over the years;
and second, the amount of knowledge required
to perform effectively has increased significantly and continues to increase.
The services management accountants perform for an organization have expanded significantly from the traditional activity of recording
events. The management accountant now offers analysis and interpretation of financial information, advice on alternative courses of action, and participates actively in the decision making process. This new role results in increased responsibilities which require a much
broader scope of knowledge (economics, behavioral science and quantitative methods), as
well as higher levels of technical accounting
and financial management knowledge.
The technical knowledge the management
accountant needs to possess has grown at the
rate comparable with any other professional
field. The new developments in accounting and
the disciplines related to accounting are so numerous and so rapid that keeping current is difficult. A brief description of some of these developments will serve to illustrate this point.
Accounting:
• New techniques — variable and relevant
costing, discounted cash -flow investment analysis, operational audits.
• Accounting reporting— increased rate of
pronouncements from FASB, SEC and CASB;
FTC line of business reporting.
• Financial information systems —more complex systems to serve the many needs of the
firm; more complex control problems due to
computers.
Related disciplines:
• Computers — recent changes in computer
capabilities, including data storage, analytical
power and speed of processing.
• Quantitative methods — increased applications for statistical techniques, linear program63

ming, inventory models.
• Behavioral sciences — effect of budgets on
motivation, styles of management, relationship
of organization structure and communication.
• Information — expansion of information
available from many external sources to be incorporated into decisions.
The management accountant must not only
keep abreast of such developments, but must
also judge their applicability to the circumstances in his organization. In addition, he must
integrate the developments in the related disciplines into the financial management function.

Types of Continuing Education Activity
The attention given to continuing education
for members of a profession in recent years
has tended to obscure the fact that such activity has always been an important part of professional development. The current emphasis focuses on organized programs rather than on
the more common form —self- directed study —
for personal improvement or to solve a specific
problem encountered on the job.
Certainly, self- directed study accounts for the
largest number of hours and the greatest
amount of professional development. The simplest form of self - directed educational effort
consists of regular reading of books and current periodicals in accounting, financial management and economics. Technical and general business journals such as MANAGEMENT Acco uN T i N C and Business Week help individuals
to identify current developments, but they usually do not result in intensive study of a subject;
articles in such journals help one know where
to begin when a specific problem arises.
The more intensive self- directed study is reserved for finding solutions to specific situations encountered on the job; in -depth research
of journal articles and books and discussions
with others are usually conducted. This is an
educational process which results in acquisition
of knowledge that can be applied to future situations.
The other category of continuing education
activity is participation in the programs sponsored by educational and professional organizations. These programs are offered in a wide
variety of forms:
• Short technical meetings held monthly or
as part of regional or annual conferences
where the participant is usually just a listener.
• Short technical courses (one to five days)
where the participant is expected to prepare for
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the sessions by reading and problem - solving
and to contribute to the discussions.
• Self -study courses (home study) where the
participant is expected to read and /or listen to
discussion about a subject, solve problems and
submit to the sponsoring organization evidence
of the effort expended.
• Degree programs offered by colleges
where the participant engages in the full range
of educational effort.
Activity in both categories are required for a
complete professional development program.
The organization programs provide expert direction and discipline for the participant and are
an efficient way to obtain in -depth knowledge
about a specific subject. Thu, self - directed effort allows one to keep abreast of current
topics in accounting and related fields.

Purpose of the Continuing Education
Requirement
The purpose of the continuing education requirement is to encourage all members of the
profession to keep pace with the current developments in the field. The requirement to participate in a specified amount of countable continuing education activity ensures society that the
members of the profession have maintained a
minimum level of professional competence.
The minimum requirement for continuing education hours set by the IMA (and other organizations of professionals) recognizes that most
of its members increase their professional
knowledge through the self- directed study
process. If this were not the case, the required
number of hours would certainly be higher than
the 30 to 40 hours per year now specified.

New IMA Publications
The Questions and Unofficial Answers to the
1976 CMA examination are now available at
$1.50 per copy plus 15% for postage and handling. Prior examinations, 1972 through 1975,
also are available at the same prices. A roster
of those who have completed the examination
and have been awarded the Certificate in Management Accounting is available. It will be sent
upon request at no charge.
The Institute of Management Accounting
(IMA), which administers the examination for
the Certificate in Management Accounting
(CMA), is located at 570 City Center Building,
Ann Arbor, Mich. 48iO4. Tel. (313) 662 -1986.

MANAGEMENT ACCOUNTING /FEBRUARY 1977

Chapter /Member News
A. WINSTON SYKES, Hampton Roads,

past president. SCMS.
MARSHALL P. TANNEHILL, Greater

Youngstown Area, past president,
MICHAEL R. TYRAN, Pomona Valley.
ALFRED N. WARBURTON, JR., Oak-

land -East Bay.
RUDOLPH F. WEBBER, St. Louis.
CHARLES L. ZARKER, Mohawk Valley,

past president.
Promotions and New Positions
ALBERT V. LEGGE, Albany, recently

was appointed controller of First Commercial Banks.
RONALD C. DIEGELMAN, Baltimore,

Five chapter presidents were honored when the Presidents' Trophy was
presented to Piedmont Winston -Salem Chapter by past NAA President Ettore
8arbatelli and Vice President James H. Toy, right. L. -r., Hilliard M. Eure, ill; James
N. Smith; 8arbatelli; Grady J. Reich, and Robert S. Olson. Chapter President
Allan May is not in photo.
Emeritus Life Associates
The designation of Eme ritus Lif e Associate is
made available to retired members who have had
10 years of active service, or ten years of active
service including five years as an elected national
or chapter officer or director. Those so designated
are relieved from payment of annual dues. The
intent of this provision of the By -Laws is to recognize the debt which the Association owes to members of long standing.

CHARLES B. ALLEN, Waterbury, past

president.
ROBERT W. BRUST, Columbus.
JAMES R. BUSH, Los Angeles; Santa

Barbara past president.
WILLIAM J. BYRNE, Cleveland.
HAROLD M. CONNABLE, Hawaii.
FRANK T. DONAHUE, West Bergen Passaic County.
HAROLD L. EYER, Sangamon Valley,
past president. Stuart Cameron McLeod
Society.
CHARLES W. FAIRBANK, Massachusetts North Shore, past president.
RAY A. FARLEY, Oakland -East Bay.
MARY FEDDON, Washington.
GEORGE C. FERBER, St. Paul.
EVELYN C. GREER, Tucson, past president.
PAUL R.
HITCHCOCK, Piedmont
Greensboro.
I.J. HUNK, New Orleans.
WILLARD A. JOHNSON, Portland Columbia.
ERNST KANRICH, Member -at- Large.
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BENJAMIN KIPNIS, Washington.
FRANK T, LICHLITER, Miami, past

president.
DAVID H. LINDSEY, New York, past
president. SCMS.
GILBERT R. LUNDEEN, Member -atLarge, USA.
WILLIAM LUNDY, Fall River -New Bedford.
RICHARD F. MARTIN, Springfield, past
president. SCMS.
A.C. MILLER, Wichita.
GERALD W. MOLE, Member -at- Large,
South Africa.
CLIFFORD T. MOLUSKI, Westmoreland
County.
GEORGE R. MOODY, Charleston,
DONALD M. MORGAN, Los Angeles.
K.R. NEWLANDER, Lake Superior,
past president.
KENNETH C. PIPPERT, 1110wa.
ISIDORE PLATKIN, New York.
RAYMOND A. REHFELD, Alameda
County- South, past national vice president, 1971 -72. SCMS.
ALFRED A. RENNERT, Saginaw Valley,
past president.
CHARLES P. RICHMOND, Boston.
SYDNEY L. ROTTER, Middle Georgia.
HORACE G. SANDERS, Muscle Shoals,

was promoted to partner, Ernst &
Ernst.
GARY G. MICHAEL, Boise, was pro-

moted to executive vice president, Albertson's, Inc.
ROBERT F. RICHARDS, Bloomington,

has been promoted to executive vice
president and controller, First National
Bank of Bloomington.
JOSEPH V. BENTLEY, Boston, has been

elected treasurer of Winchester Swim
Club.
ROBERT S. HAGER, Buffalo, is now con-

troller of Loctite Corp., Newington,
Conn.

sa

MICHAEL

STEPHENS

Boise

E. Tennessee

BRUCE N. LARSON, Cedar Rapids, has
been named a partner, Dee Gosling &
Co.... HERBERT E. UNGS was promoted to secretary- treasurer of Universal
Engineering Corp.
RICHARD C. RANSON, Charlotte Blue,

was named treasurer, Duke Power Co.
EUGENE B. JOHNSON, Charlotte Gold,

past nation al director, 1970 -72. SCMS.
NATHANIEL SLATER, New York.
IVAN C. SNELL, East Jersey, past presi-

is now manager of the finance department, Johnson and Higgins.

dent..

now divisional controller,
Stores, Thomasville, Ga.

PAUL R. STITT, Pittsburgh.

KENNETH B. BROWN, Chattanooga, is

Colonial
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Chicago, has joined
Morton Norwich Products, Inc., as
manager, financial operations review.
FRE D W. W OL. KE,

PAUL A. PITZER, Cincinnati, has been
promoted to assistant treasurer of
Kuempel Consolidated.
, Cleveland, has been
admitted as a partner in the firm of
Ernst & Ernst.... S.A. SEKELY was appointed manager of the newly created
internal audit department of Parker Hannifin Corp.
WI LL IA M G . MAY

Time Off
ACCUUN� NG
DEPT.

Delmarva,
has been promoted to assistant vice
president, Union Trust Co. . . . RUSP HILIP L. BRADSHA W, J R. ,

SE LL A . HO US EA L a nd DA VID 1, O UR -

have formed the partnership of
Houseal, Oursler & Co., CPAs.

SLER

Dela ware Cou nt y
Pennsylva nia, is now co n tro ller with
Adelphia Au to m atic Sp rin kler Co .

W I L L I A M J . L AV E R Y ,

Dubuque Triwas
promoted
to
comptroller,
State,
Trausch Baking Co.... JOHN P. FLAVIN has been named vice president —finance, A.Y. McDonald Mfg. Co.

�

C HARLES V. C AM ARDA ,

Two East Tennessee members have
been named at ASG Industries, Inc. H.
VIRGIL ST EP HENS, pa s t p r e s i d e nt , wa s

appointed executive vice president —administration and finance, and JAMES R.
, co ntroller. . . . At Kin gsp o rt
Inc., K E N N E T H L . D I E H L w a s
promoted to chief accou n tan t, and

G O ING
P re s s ,

G AR Y

L.

B R A N A M , a s s is t a n t

chief ac-

countant.
AL A. FERGUSON, Fox River Valley,
has been named accounting manager of
Lear Siegler, Inc.
, Grand Rapids,
was appointed controller of Saf -T -Mate.
RIC HAR D

J.

BA KE R

J. QUIST, Hampton Roads,
was recently promoted to treasurer of
Lone Star LaFarge, Inc.
ED WA RD

RAYMON D P. B OUC HER , Hartford, has
been appointed controller of HoloKrome C o . . . . R O B E R T J . O S T A R recently was promoted to manager of accounting operations at United Technologies, Inc.

ROYCE V. LAWSON, Kansas City, was
elected a director of Whitaker Cable
Corp. He is vice president, finance, and
treasurer.
ROBERT G. LANDON, Long Island -Nassau, has been elected vice president—
66

o

"Accounts Receivable ?"

Co m puter Chitchat
Fro m an anonym ous accounts payab le d epartm ent com es this corresp o nd ence, proving once again that
bein g a com puter m eans never havin g to say you're sorry.
Dear Customer:
Hello
there —I 'm "Bufcom, "
(su pp li er's computer). 1 am sendi ng
this let ter to you t o call attention to
th e fa ct t hat you r ac coun t i s now
past due in t he amount of $96.23.
I a m p ro gr am me d to aut omati ca lly a pply a 1'/ % mont hly servi ce

charge to all past due accounts.
Therefore, I suggest that you send
your check in the above amount by
return mail to avoid the application
of this service charge.
Best regards,
"Bufcom "
P.S. If payment has already been
made, please disregard this notice
and accept our thanks.

from suppliers' computers. I thank
you for sending your letter advising
that our account is past due in the
amount of $96.23.
You are certainly correct. Our
account was exactly 9 days, 6 hours
and 23 minutes past due when our
check to your company covering
the full amount of your i nvoi ce was
written. A few interesting facts
were uncovered by your letter. I
discovered that our original purchase order No. 4579 was dated
July 12, 1976 wi t h a ship dat e of
August 15, 1976. The boxes fi nally
arri ved i n our plant Sept ember 16,
1976. Over a mont h late. Do y o u
t hi nk your compa ny sho uld h i re a
comput er to i nsure prompt delivery—just as you insure prompt payment for delivered goods —and I in-

Shortly thereafter, the customer
sent this reply:

sure prompt answers to computer
letters?
Isn't it wonderful to be a computer? We never have to accept responsibility for our actions, as do
mere humans.
Best Regards,
"Tweeky"

Dear "Bufcom ":
Hello there —I am "Tweeky. " I
am programmed to answer letters

P.S. If our check has already been
received, please disregard this letter
and accept our money.
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treasurer of Grumman Allied Industries, Inc.

nam ed acco unting m anager of Towm oto r Co rp ., a Caterpillar subsidiary. .. .

F. PAUL LUCCHESE, II, Louisville, recently was promoted to vice president
and treasurer, Meidinger and Associates, Inc.

ROGER H. RYAN has joined Toledo, Peoria & Western Railroad as controller.

T HOM AS R . SC HMIDT ,

Madison, is the
controller at Hy -Cite Corp.... KA T HLEEN G. WHIT NABLE jo ine d Hy -C it e a s

Two Peninsula -Palo Alto members have
been named at Information Terminals,
Inc . KE N N E T H L. BOW E RS O X wa s a p pointed treasurer and S.H. VONDERACH, controller ... at Varian Associa te s , WILLIA M F. MC C RONE wa s a p -

a general accountant.
HERBERT D. IHLE, Minneapolis Viking, has been promoted to director, financial planning and control, Pillsbury
Co. consumer group. . . . CALVIN C.
SERviss has been elected treasurer,
Flame Industries, Inc.

pointed

manager, central accounting

s t a f f , a nd W ILLIA M R . T IN D LE , ma na g-

er, accounting, corporate office. . . .
RIC HARD Y. OKUMOT O recently was
promoted to financial analyst at Fairchild, New Consumer Products Div.
JA ME S

R.
MC C R AC KEN ,
Piedmont
Winston - Salem, has been promoted to
senior corporate financial analyst, R.J.
Reynolds Industries, Inc.

EUROPEAN DIRECTORY
OF
BUSINESS INFORMATION
SOURCES & SERVICES
"..surely good news for anyone with
a need to identify sources containing
recent data on European companies,
industries, statistics, trade regulations
and so forth.."
Loma Daniells, Baker Library,

Harvard Business School.

ALE XAN DE R F . R UD EN

GOING
E Tennessee

ROLIZE
Racine- Kenosha

, Princeton, has
been appointed valuation consultant of
the recently opened Reston, Va. office of
Marshall and Stevens /Appraisals.
CONST ANTINE P.

CBI, 7, rue Buffon, 75005 Paris France

DAUC UNAS,

Three Muskegon members have been
named at Hackley Union National

PrOVldence, recently was appointed company
controller, Nickerson Companies.

B a nk & T r u s t C o . J E F F R E Y A . BRATS -

ROBERT

L. RouZE, Racine- Kenosha,

BURG was pro moted to vice p resid en t,
DOUGLAS M. MARRA named vice presid e nt , a nd G R E G O R Y M . ZE R LA UT wa s

promoted to controller.
P.

S T EP HE N

HO F MANN

, New Hampshire, has joined Aerotronic Associates,
Inc., as controller.
AR T IE J . D U ME S N IL , JR . ,

changing
your
addr ess?

New Orleans,
has been named controller, Prager, Inc.

s e r vi c e o n

WALLAC E B. ASKINS, N e w Y o r k , ha s

MANAGEMENT

joined White Mo tor Co rp ., as ex ecu tive
vice presid ent an d chief finan cial officer.
BOBBY L. W ILS O N, Northeast Mississippi president, has been promoted to
senior vice president in charge of operations at First Citizens National Bank.
R AY MO ND A. MC AL EE R ,

North Jersey
Shore, has been elected a vice president
of Videographic Systems, Inc., a subsidiary of Pandick Press, Inc.
A. MAZUR, Oakland County,
has joined Manufacturers National
Bank of Detroit as vice president and
deputy controller.

JOSEPH

C HA RLES LLOY D, J R . ,

Ohio Mid -Eastern, was promoted to manager of finance and control, Sparta Mfg. Co.
DENNIS

F . EC K MA N ,

Peoria, has been
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has been elected secretary- treasurer,
Twin Disc, Inc.

Wayne, has been elected vice president
of the National Bank of Detroit.

rector from Polk Count y Flori da, 1970.
SCMS.

F. H A R R I S , Richmond, has been
promoted to audit officer, Bank of Virginia Co.

York, is now
chief accountant at Bowen McLaughlin -York Co.

S. GIBSON, 84, Rochester,
1930. ELA.
C HAR LE S E . GUNVILLE, 3 2 , Minneapolis Viking, 1972.
C . S UMN ER HERS EY, 29, B oston, 1973.
WA LT ER J . HUNG ER FO RD , 75 , Massachusetts North Shore, 1938. ELA.

ALVIN

KENN ET H W . SMIT H, Ro c h e s t e r , ha s

been promoted to corporate vice president and treasurer, worldwide operations, Garlock, Inc.... JOHN L. SUTER
has been appointed vice president of
George Heisel Corp.
Rockford,
chapter president, is now with C.L.
Marion & Co., CPAs, as a partner.
KE NN ET H

L.

WO LVEN,

St. Joseph Area,
recently was promoted to director of finance and treasurer, Affiliated Foods.

JAMES W . HAT TON,

J.W. GRACE, Syracuse, was named controller with Oneida, Ltd.
TriCities, has been promoted to manager,
business
management
division,
ARHCO.
LANE C . HUBBARD, W a s hi ngt o n

VUR N

C.

BAR T LE Y,

JR . ,

Western

ROBERT L. MUMM ER T ,

In Memoriam
ST EPHEN D . BABINO, 62 ,

South Bay,

1965.
D. D. B ARBOR ,

71, York, past president,
1946. Past national vice president, 195859. Stuart Cameron McLeod Society.
Emeritus Life Associate.
JAMES C .

BRADY,

59,

Pe n n s y l v an i a

Northeast, 1945.
R . B R E H E N Y , 5 1 , Qui ncy Area,
1954.
J.R. BUSBY, 65, Corpus Christi, 1961.
JO HN

JOANNE S. DAVIDSON, 30, Suisse Ro-

mande, 1973.
SIG MUND C . DEMBOWSKI, 57 ,

Orange

County, 1968.
HUG H J . ENG LIS H, 4 1 , H o u s t o n ,

1976.
Mil-

DO UG LA S H. FAIR WEAT HER, 57 ,

waukee, 1946.
VAN C E A. G O BLE ,

JR., 40, national di-

AR T HUR

HA R O LD V. HUT C HINGS, 59, Pe n i ns u -

la -Palo Alto, 1976.
JOHN J. IRVINE, 61, New York, 1949.
ELA.
F R ANK
K L A U B E R , 61,
Member -atLarge, USA, 1954.
R.H. LoMONT, 53, Fort Wayne, 1965.
W.P. LossING, 62, Richmond, 1949.
W.J. LYND, 65, Pittsburgh, 1955. ELA.
J . H . P A R N E L L , 86, Memphis, past president, 1935. SCMS. ELA.
R . B . R I C H A R D S , 56, Chicago, 1942.
J E A N E T T E S M I T H , 4 5 , Cleveland, 1974.
BERT V. TORNBORGH, 66, Mid -Hudson, 1974.
FRANCISCO VAZQUEz, 38, San Juan,
1972.

ME MOR� �AL
EDUCAT� Oiq
FuND
"I N RE ME MBRA NCE O F "
a fat her, a s on , a s po us e, a p artn er

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

Make a contribution to the NAA Memorial
Education Fund in remembrance of someone
special.
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NAA members and others wanting to sit
for the Certificate in Management Accounting
Examination June 15 -17, may still do so.

v

v
Those who are already members of the
Institute of Management Accounting will
qualify by submitting an examination
MARCH

applic ation.

FEB..:**- ,17 '.
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Interested candidates NOT members of the
Institute may file applications simultaneously
to the Institute and to sit for the examination.
Applications received at the Institute's office
during the month of March will be assured
of acceptance. However, every effort will
also be made to process applications
received after that time.

See your chapter's Vice President of Education for applications or contact the
Institute of Management Accounting directly at:
570 City Center Building
Ann Arbor, Michigan 48104
or by telephone: (313) 662 -1986

That's our job.
We interview and re- interview to find
the best possible talent available.
A full time job that has re sulted in
thousands of placements.
Looking for the be s t people takes
lots of time and energy.
Finding them takes a lo( more.

If You're Ever in the
Neighborhood, Drop in.

IM F

a

Our Place or Yours
For s ome clients, it's importa nt to
keep their personnel search confidential.
So, at all Robert Half offices, we provide modern suites for inte rviewing your
applicants.
Helping you find a ne w employe e is
our job. It's also our place.
(And it c osts you nothing, unless we
till the position).

Our neighborhood e xtends ac ross the
continenta l United Sta te s , C ana da and
Great Britain.
50 offic es worldwide , making us the
largest fina nc ia l, ba nking a nd data process
personnel service in the world.
if the pos ition you're trying to
till is s o de ma nding tha t it c a n no t be
filled locally; we will look. nationa lly or
even interna tionally for the right pers on.
After all, what a re neighbors for?

ROBERT
H Lf

®

Our s ta ff is 'e xpe rt a t finding "the
best pe rs on for the job. " Most of our
placeme nt mana gers a re C.P. A.'s, C .A.'s,
controllers or s ystems managers.
Over the years we have perfected
methods of seeking out, interviewing and
selecting the best possible talent available.
And it's been very successful.
To da te , we ha ve expanded to 50
offices throughout the United States,
Canada and Great Britain.
We be lieve the c ombined tale nt a nd
skill of Robe rt Ha lf employe es ma de us
wha t we are toda y.
The la rges t, mos t expe rience d fina ncial, banking and data proce ssing personnel service in the world.
Ma ybe we 're jus t wha t you're looking for

fac ts and figure s , you come up with a
very interes ting total. One "Half."

O

PERSONNEL
AGE N C I E S

Call us.
We're in the White Pages
in key areas throughout the
Unite d Sta tes,
Canada and Great Britain.

Ab

%rid'sLargest Financial& EDP
PersonnelSpecialists.
tit,,"

Finding Yourself an
Employee
Can be a Full Time Job.
But it doesn't have to be.
Because at Robert Half we spend
every minute of e ve ry da y looking for
qualified applicants.

We Thought
Wed Impress You
With Some Fieures
We spend over one million dollars annually advertising for qua t to applicants.
And last year alone, 75 million dollars
was paid in salaries to the peop a we placed.
Today, the re a re 50 Robert Ha lf offices throughout the United States,Canada
and Great Britain.
Now, when you add up a ll the a bove

