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Announcing the end of
The Cash Collection Came.
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If your company does substantial business in the Northeast but is located
elsewhere, you could be losing time
and money in your cash collection
procedures. We'd like to help you
put an end to that.
Our Cash Management Department
can show you how a First Lock -Box Plan,
National Check Transmission, and the
First Concentration Service can take
days off your present collection pro cedures. And make your money avail-
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able to you faster.
In addition, use of our Cash Management Programs can streamline
yourown internal bookkeeping
procedures while supplying you
with an equally comprehensive
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cash accounting.
So stop playing "The Cash Collection Game" at your company.
On the east coast, call Roy
Kelley at (617) 434-3870. On the
west coast call Phil Manning at
our representative office in Los
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Angeles at (213) 627 -2760.
You'll discover that when it comes
to cash collection and management,
we're the first people to talk to.
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THE FIRST NATIONAL BANK OF BOSTON
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- I'm
- -going
- -to-be-a -giant
- conglomerate,
- - - - - -eh!So
Have your Business Systems Specialist call me for an appointment. I
I
Send me further information.
I
My type of business is:
Name
Company
Address
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Tel.(_)
Mail to Sperry Univac BC /7, Box 500.
Dept. 100. Blue Bell. Pa. 14424
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The Man Who Watches New York City's Bottom Line

13

A MANAGEMENTACCOUNTINGInterview
Eventually the balance sheet will reflect the physical deterioriation of major cities. It happened to the "Big Apple" in 1975, and Comer Coppie, executive director of the New York
City Financial Control Board, is one of the people trying to put the city financially back
together again. There is light at the end of the tunnel, he says, and tells why.

Government
Accounting

Danger: This City Is in Financial Trouble

19

By Gardner M. Jones and David R.L. Gabhart
Is it possible to predict when a city is about to go broke? Yes, and here's proof based on a
survey of 60 Michigan cities.

How Minnesota Improved Its Cities' Financial Reporting

23

By Steven W. Laible
Instead of waiting for a financial crisis to occur, the State of Minnesota investigated its
cities' financial stability and overhauled accounting requirements to ensure accurate reporting and timely warning of fiscal problems.

Municipal Pension Plans: the Long Road Back to Financial
Soundness

30

By Kathryn J. Whitmire and Philip B. Scheps
Houston's controller has firsthand experience of pension fund management at the municipal level. She describes ways pension funds can be restored to actuarial soundness despite political pressures to shortchange long -term funding to satisfy immediate financial
needs.

How Richmond County Learned Fixed -Asset Management

34

By William F. Epps
Determined to earn its first unqualified audit opinion, this county government set out to
systematize all records. In the process it learned new techniques that should help make
the management of assets more efficient.

How Cost Accountants Can Improve Public Housing Programs

40

By Joseph Nestor
Efficient management of the $20 billion federal housing program calls for cost- responsibility centers to be established. Once costs are broken down and isolated, the 2,800 local
housing authorities will be able to control their programs and measure management performance.

Public Sector Leasing in South Carolina

43

By James B. Henry, Perry Woodside, and James B. Edwards
Along with the explosive growth in equipment leasing, there has been an equally rapid
evolution in the research into the subject. Most studies on equipment leasing, however,
both theoretical and descriptive, have centered on leasing in the private sector. Here are
the results of a study on leasing in the public sector.
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Campaign Reporting: A Challenge for Accountants

50

By Rodney Brandstedter
As the 1980 elections oom on the horizon, potential candidates must face squarely the
enormous paperwork involved in accounting for campaign contributions and expenditures.
One accountant who has coordinated Senate and House campaigns gives step -by -step
instructions on filing the appropriate forms.

Risk Analysis for Non mathematicians

55

By James L. Allen and Marvin Scher
If Jimmy the Greek explained how risk analysis worked in Las Vegas terms, perhaps more
managers would have confidence in the method and the data derived from it. Here is an
attempt to de- mystify the practice of risk analysis.
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Annual Report of the Association, 1978 -79.
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Management Information Systems MIS and power
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Management Accounting Practices FASB on reporting earnings
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PRESIDENT'S PERSPECTIVE
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Re- thinking Our Image
Seven years ago in his inaugural address as NAA president, the late
Robert Beyer suggested that as accountants "we must become the
pilots of social change, charting the course of business and government." I believe this is an honorable role
for our profession.
As representatives of the management
accounting arm of the profession, we have
a very special set of responsibilities. We
have an accountability responsibility for information on which critical decisions in
both industry and government are based.
We have an accountability responsibility to
capital providers, and we have primary responsibility for providing information to the
various publics upon whose franchises we
must depend.
At a time when the intertwined problems
of productivity, inflation, and capital formation are critical, the significance of our expertise is paramount. Our role calls for technical excellence and absolute integrity as never before.
We may be called upon to adhere to principles which transcend our
apparent immediate interests and the immediate perceived interests of
those we directly serve. In such situations we must be unswerving and
persistent in our zeal to convince our associates that the high road is
the right road. We must reflect our faith that the long run will prove the
consistency of societal and organizational goals. As business people
we have privileges that we will either justify or lose. As accountants we
enjoy a degree of self - regulation that we will either justify or lose.
Success in carrying out an expanded role in society will depend not
so much on NAA, as such, but upon the vision, the commitment, and
the character that you and I show as members. I believe we can provide some important vehicles for ourselves and other members to
make progress toward career objectives. I believe that we can be a
strong force to improve the stature of the profession of management
accounting and its role in pursuit of the goals of worldwide economic
and social well- being.
In short, we can serve as "the pilots of social change."
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You need an Accountemps professional. They're
trained accountants, bookkeepers, auditors and edp
experts who are ready at a moment's notice to take over
a job without missing a beat. And to finish it in the
shortest possible time. In short, to keep your temporary
problems temporary.
Accountemps specialists are available for a day, a
week or longer. Check the white pages for the Accountemps office nearest you.

accounlemPSI
A registered trademark of the Robert Hall organization

World's largest temporary service specializing
exclusively in Accounting, Bookkeeping and
Data Processing emergencies.
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Comment
Accreditation Standards:
A Status Report
We have been informed that long awaited progress has been made on
the setting of standards for the accreditation of accounting programs.
As you know, NAA has been actively
involved in the formulation of these
standards.
The Accounting Accreditation Planning Committee of the American Assembly of Collegiate Schools of Business recently submitted a draft of
proposed standards to the four participating accounting organizations. In
addition to NAA, they include Financial Executives Institute, American Institute of CPAs, and the American Accounting Association.
It is gratifying that this issue will be
settled this year or at least by late
Spring of next year. With the concerned organizations meeting this Fall
to resolve the final draft —and with
appropriate public hearings in the
Winter or Spring —the standards
should become effective in time for
educational planning during Fall 1980.
(Watch for further information on this
project in next month's issue.)
The accounting discipline is thus
moving to get its educational house in
order so as to provide for the proper
training of future professionals for all
of the sub - disciplines of the profession. We applaud this progress.

Coming Next Month...
Small business accounting is the
theme of the November issue which
focuses on the growth pains of a family -owned manufacturer... a cash
budget model for a small company...
and a financial program for a small
businessman seeking capital —among
other articles. Also, watch for a description of a cost - profit planning
technique using a programmable calculator... and an account of how one
multinational is complying with the
Foreign Corrupt Practices Act.
MANAGEMENT ACCOUNTING /OCTOBER 1979

Data Sheet
Robert F. Randall, Editor

SEC Internal Accounting Proposal
Opposed by Industry Spokesmen

will

The Securities & Exchange Commission's proposed rules requiring a "Statement of Management on Internal Accounting Control" is meeting opposition from industry. Pointing out that
"there does not seem to be a need for a formal
rule for an action that is being taken voluntarily
and for a review of internal accounting controls
that has been an auditing standard for many
years," Willis A. Smith, comptroller of CP(, International, Inc., urged the Commission to withdraw the proposed rule change. H.C. Knortz,
executive vice president and comptroller of International Telephone & Telegraph Corp.,
wrote: "It is my professional opinion that a public report by management on internal accounting control will detract from rather than complement the usefulness of financial statements as
presented in annual shareholders' reports and
Form 10 -K. It
draw attention away from essentials expressed in the financial statements
and emphasize matters of lesser materiality
and items of little concern to most financial
statement users in on -going corporate si;:uations. In short, this approach will not serve the
overall purposes of investors and within a few
months will be looked upon as another instance of 'bureaucratic nonsense.' "

of the AICPA Division for CPA Firms, said he
saw no need to prevent CPA firms from offering
management advisory services to audit clients.
Both the independent Commission on Auditors'
Responsibilities and the Public Oversight Board
"found that empirical evidence does not support the contention that performing MAS actually impairs audit independence." In his testimony, Mr. Hanson also noted about 99% of the
U.S. companies listed on the N.Y. Stock Exchange and more than 93% of the U.S. companies listed on the American Stock Exchange
are audited by members of the SEC Practice
Section of the Division for CPA Firms.

Big 8 Cited in Complaint
An antitrust complaint was filed with the Federal Trade Commission against the Big 8 accounting firms, charging that the firms exclude
minorities from admission to the profession and
to partnership. The complaint was filed by a
public interest law firm representing such
groups as the National Assn. for the Advancement of Colored People, the Mexican - American
Political Assn., and the Filipino CPA Assn.

Accounting Restriction Upset by Court
A law that provided only persons certified by
the state could represent themselves as accountants recently was declared unconstitutional by the Maryland Supreme Court. Subsequently, the Maryland State Board of Public Accountancy voted not to appeal the decision to
the Supreme Court. The original case involved
Comprehensive Accounting, its franchisees
and the State Board which attempted to stop
the organization from advertising that it was offering accounting services.

Business /Accounting Briefs
Sen. Eagleton on CPA Independence
In his opening remarks during hearings of 'he
Senate Subcommittee on Governmental Efficiency, Sen. Thomas F. Eagleton, chairman,
said: "I share the concerns expressed by many
people that the accountant's independence is
being jeopardized in a number of ways. The Big
8 accounting firms have increasingly enlarged
and diversified their practice by providing management advisory services to their audit clients
and to other businesses. They pose the danger
of making the independent auditor too muct- a
part of management's team_" Hearings were
held on Aug. 1 -2. Walter E. Hanson, chairman
MANAGEMENT ACCOUNTING /OCTOBER 1979

The U.S. Department of Housing and Urban
Development (HUD) has awarded a $1.2 million
grant to the National Council on Governmental
Accounting for a three -year research project,
"Governmental Accounting and Financial Reporting Conceptual Framework and Standards
Research and Dissemination_ "... A first prize
of $5,000 will be awarded by the Society for
Management Information Systems to the individual writing an outstanding paper on the development and implementation of MIS or its effective use. Write Robert A. Rouse, Center for
the Study of Data Processing, Box 1141, Washington University, St. Louis, MO 63130.
7

Management
Information
Systems
Henry C. Lucas, Jr., Editor
Chairman, Computer Applications
& Information Systems Area,
New York University

MIS Affects Balance of Power
The most crucial reason for management to be
concerned with systems is their impact on the
firm. The type of systems chosen for development today will influence what a company can
do in five years. I know of one firm that has
underinvested in information systems for the
last decade. The lack of computer support is
now threatening the growth of the firm: poor
systems are its most significant competitive
constraint. Another reason for management
concern should be the large dollar investment
in the information systems effort. While computer hardware is getting cheaper, we are using
it in more and more applications so that the
amount of money spent by many firms on computers and the associated staff is quite large.
While there are other reasons for managers to
take an active part in information systems activities, I would like to concentrate on the question
of power and its implications for information
systems. The computer department is constantly becoming more powerful in the organization and management must cope with this
power transfer. How is this happening and
why?
There are, of course, different types of information systems. At the lowest level we find
transactions processing systems, applications
which have automated the processing of paper
in the organization: customer statements, employee paychecks, etc. Operational control
systems are concerned with the day -to -day
management of the firm. Typical computer applications here include budgeting, personnel reporting, etc. Finally, there are some systems
which support strategic planning in the organization: planning applications, certain types of
capital budgeting systems, and ad hoc systems
designed to support decision making.
8

How does the development and operation of
computer -based systems affect the distribution
of power in the organization? A model developed by a research group in England helps us
understand the potential that systems have for
affecting the balance of power in an organization, 1 One common definition of power is the
ability to influence the behavior of others. We
would probably agree that a department is
powerful if it can influence the key decisions
made by the organization, especially decisions
related to the primary mission of the firm and to
the allocation of resources among departments. The power model hypothesizes that
there are four conditions leading to high power
for a department in the organization. I believe
that a modern computer department fulfills almost all of these conditions and that information systems departments are becoming increasingly powerful in the organization.
First, high power accrues to units in the organization that cope with uncertainty for other
departments. Uncertainty is something that organizations usually try to minimize. We seek
stable or predictable markets and scan what
competitors are doing to avoid surprises. Information systems contribute directly to uncertainty reduction because they provide information;
one role of information is to reduce uncertainty.
Also as we design new systems, the operation
of the computer becomes very important to users. Before the development of a computer
system, the user had a high degree of control
over his or her activities. Now with a system,
the user faces new uncertainties because he or
she depends on the computer department for
service. The computer department has created
uncertainty that only it can resolve!
A second condition leading to high power is
low substitutability. How easy is it to find an
alternative to a department? For the mature
computer department, finding an alternative
can be very difficult. One can turn to a service
bureau or a facilities management contractor,
but the conversion of existing applications can
be overwhelming. To some extent the availability of small computers has led to decentralization as users have tried to get control over data
processing. Users are substituting their own
computer center for a larger, corporate processing center.
Departments are considered powerful if they
have links to many other departments and if the
destruction of one of these links would have an
immediate, negative impact on the organization. For example, if the production scheduling
department were eliminated, it would not be
long before many manufacturers ceased production. For the computer department, the exContinued on page 64
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"United Technologies uses
the same Financial Reporting
System in Bogota,
Paris, and the
Corporate
id
Office."
"United Technologies Corporation, managing a 5.5 billion
dollar business which employs over 138,000 people and
`
operates more than 180 plants world- 1
wide, requires responsive, standardized financial control.
"Regardless of the decision- making
level — from operations at UTC companies such as Pratt & Whitney, Otis
Elevator, Essex, Sikorsky Aircraft and
Hamilton Standard — to corporate
he a dqua rters, we get the details
necessary for day -to -day
decision- making.
"We also complete the consolidation of the corporation's
worldwide financial statements
on the same day that the books
are closed.
"The General Ledger
and Accounts Payable
Financial Reporting products
pe, ovide us with the software
need."

rw

Roger E, Brady
Manager, Financial Information Sys te ms
United Technologies Corporation

General Ledger and Financial Reporting
Fixed Asset Accounting • Accounts Receivable
Accounts Payable • Payroll/ Personnel
Net Change Manufacturing Resource Planning
It takes more than great systems for successful implementation. Software International supports all of its products with
a world -wide network of local offices staffed with professionals whose wide range of experience covers both data
processing and business. Users benefit from this expertise
with training, technical support, comprehensive documentation, maintenance and regular enhancements.
It all adds up to more than just software. Call or write
today, and see how easy it is to get the complete systems
that achieve results.

"Here in the Corporate Treasurer's office,
we use Software International's General
Ledger and Accounts Payable systems
to support the financial activities of six of
the smaller UTC subsidiary companies. In
addition, we have taken advantage of the
accounts payable system to use it
for Job Order Costing, maintaining
C
traceability for specific
contracts. The combination of
Ledger and Payables provides an
effective reporting tool, particularly useful in budgeting applications."
John Gritman
Manager of Financial Services
United Technologies
Corporation

"An illustration of the General Ledger's flexibility is its operabon in Bogota. Annually, the Colombian Government
requires a detailed report of all payments
made t0 vendors. One of the G - ° Ledger system's standard repo
enables the Bogota office to pr
this report automatically, theret
eliminating significant clerical e
The system can also produce f
cial reports in either Spanish of
English, as well as perform the
necessary currency conversion
"Naturally, all user - interface wit
the system is in Spanish. Yet
this is the same system that
operates in English — or other
native languages — at other
UTC facilities around the world
Jerome Kelly
Manage r, Management
Information Sys te ms
United Technologies
Corporation
'

Please send me your free literature about SOFTWARE
INTERNATIONAL SYSTEMS

MA1079

SMALL COMPUTER SYSTEMS —
for users of System3 and other
IBM. Burroughs.
Umvac
Honeywell
62, HP
3000.9030,
Wang.

I

I

LARGE COMPUTER SYSTEMS —
for users of IBM. BURROUGHS.
DEC.
HONEYWELL, UNIVAC and
ICL computers

'

Financial

Interdata and most popular bust.

I

F General Ledger
C Payroll, Personnel
Accounts Payable
LI Accounts Receivable

ness minicomputers
O General Ledger
G PayrdLPersonnel
L Accounts Payable

I

I

'

I
I

I

i i F ix e d A s s e t A c c o un t i n g

Manufacturing
'-I Material Requirements Planning
C Master Production Scheduling
C:. Capacity Planning
C. Shop Floor Control

I

results.

'

, FILETAB
'

Purchasing

Na me

T itle

Company

Cfry

I

I

Accounts Receivable
Fixed Asset Accounting
Ca mp rs Mn a lw R ep o r t G a r rn t o r

I

Address

More than
software...

I

_-

_

Stele

Computer System

zip

I

_

_

I

Phone

S OF T W A R E
'
'

L

Elm Square, Andover, Mass 01810 (617) 475.5040

,

'

Atlanta f4041252-9W • New York (9m) 332.0040. Washington. 0 C (3011 7706460
Chicago (312) 298 -3500 • San Jose (408) 2497501 • Toronto (416) 662 -0521
Houston (713) 444 -3346 • Columbus. OH (6141773-2167 • San Francisco (415) 433 -5797
- - -

I
J

Management
Accounting
Practices
Louis Bisgay, Editor

FASB Issues DM on Reporting Earnings,
NAA Conducts Related Research
The Financial Accounting Standards Board issued a discussion memorandum on "Reporting
Earnings," a project within the conceptual
framework series. FASB takes no positions on
the issues contained therein but rather discusses various disclosures of information about
earnings and different ways of presenting that
information. A November 5 deadline has been
set for submitting written comments on the DM,
which will serve as the basis for a public hearing to be held in New York City beginning December 3.
The central issue on which the F A S B s e e ks
comments and evidence concerns the presentation of information about earnings that companies should make to assist users in assessing enterprise performance and estimating
future results. According to the FASB document, rules for reporting earnings "have been
developed piecemeal, over many years, usually
in response to particular urgent problems." As
a result, there may be inconsistencies among
enterprises in presenting similar items in earnings reports and insufficient information about
certain kinds of economic events reflected in
earnings, especially about the effects of unusual events and transactions. The discussion
memorandum illustrates various alternative formats for highlighting important components of
earnings. As an example, one measure called
"operating earnings" focuses on the relationship between revenue and expense for regular
activities. Earnings from other activities would
be reported as nonoperating earnings to help
users distinguish those effects from the more
frequently recurring operating earnings.
In a related development, NAA is sponsoring
a research project on fixed /variable expense
analysis. Professors Harold Sollenberger and
10

Stephen Buzby, of Michigan State University,
are principal researchers on a project designed
to elicit information relative to the use by firms
of contribution reporting techniques, such as:
the kinds of management decisions for which
primarily used; the kinds of information developed and analytical techniques; and the kinds
of assumptions and level of reliability in various
circumstances.
While the research effort focuses on "variable or direct costing" techniques that are used
internally for managerial purposes, FASB representatives have indicated their belief that the
survey results likely would provide them with
useful input in connection with relevant issues
contained in the DM. The NAA project committee chairman is Hadley P. Schaefer, Head, Department of Accounting, University of Iowa, and
a member of the MAP Committee. Other project committee members are Charles Evers,
FASB project manager and Reporting Earnings
task force chairman; Ira M. Landis, Partner, Laventhol & Horwath; and Joseph J. McCann,
Vice President, Ryan Homes, Inc., and a member of NAA's Committee on Research.

FASB Issues Two Pension Plan Drafts
The FASB released for public comment two
proposed accounting standards dealing with information about pension plans. One set of proposals addresses disclosures in employer financial statements about the financial status of
sponsored pension plans. The other addresses
the content of the financial statements for the
plans themselves. "Accounting and Reporting
by Defined Benefit Plans" is a revision of proposals published by the FASB in 1977 (MAP,
July '77). If adopted, it would require annual financial statements of a defined benefit pension
plan to include information on assets available
for benefits, changes during the year in those
assets, the actuarial present value of accumulated plan benefits, and significant effects of
factors affecting the year -to -year change in the
actuarial present value of accumulated plan
benefits. The proposed statement would apply
to private defined benefit pension plans and
those sponsored by state and local governments. It would not apply to government -sponsored social security plans nor to a plan about
to be terminated.
The second proposed statement, "Disclosure of Pension and Other Post - Retirement
Benefit Information," would amend Accounting
Principles Board Opinion No. 8, "Accounting
for the Cost of Pension Plans." The proposal is
an interim step in a long -range project that will

Continued on page 63
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LetterS

TO THE EDITOR

Depreciation Calculation
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Project E
Project F
Project G
Project H

,

Professor Kim's article, "Making the
Long -Term
Investment
Decision"
(March '79), presents a comprehensive
overview of the necessary components
for effective administration of capital
expenditure programs.
The article's abstract, however,
should read "at a maximum expected
rate of return" instead of "at a minimum expected rate of return."
Additionally, although economic
evaluation techniques are only a part of
what constitutes making optimum investment decisions, as much computational accuracy as is feasible is desirable. Accordingly, the "change in depreciation" in Table 3 (Worksheet for
Determining Cash Flows), instead of
being:

should be:

The point is that the change in depreciation is being computed, and this
change is greater once the old machines
being replaced become fully depreciated.
Milton F. Usry
Regents Professor of Accounting
Oklahoma State University
Stillwater, Okla.

Your
computer
reports
should
be...
• Accessible
• Neat and orderly
• Easy to handle

In a McBee Margin MastWr Computer Binder.
your reports are all these things. In addition,
the Margin Master's sturdy, freestanding design
allows it to be stored on your existing shelving,
eliminating the need for expensive storage racks,
and saving valuable floor space. The polished
solid steel posts eliminate page tear out and the
difficulty of threading bent nylon posts. This
computer binder opens to a flat reading position
with visibility to the inner edge of the reports.
Label holders provide content identification.

1

Another innovation from

Depreciation Calculation Errors: a
Reply
Professor Usry's comments on my article are educational and useful. Basically, he noticed two errors. First, he suggested that "a minimum expected rate
12

a number of comments made by Professor Usry.
Professor Usry's corrections on
"change in depreciation" in Table 3 are:
Project E: $5,000 for three years and
$10,000 for two years; project F: $7,000
for four years and $12,000 for one year;
and Project H: $10,000 for three years
and $20,000 for two years. These corContinued on page 62
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Project F

Annual Amount
5,000 for 3 years;
$10,000 for 2 years
7,000 for 4 years;
$12,000 for 1 year
(correct as stated)
$10,000 for 3 years;
$20,000 for 2 years
.

Project E

of return" in the article's abstract
should read "a maximum expected rate
of return." Professor Usry is correct
and I believe that this error was due to
my negligence- Second, he said, "..., as
much computational accuracy as is feasible is desirable." This statement implies that I made computational errors
and thus he offered corrections. While I
basically agree with this, I must clarify
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Lo ose Leaf Binder P roducts
424 North Cedarbrook Ave.

Springfield, Missouri 65802
417 866-0822
McBee capabilities include custom design and decoration of prong, post, ring and storage
binders for all applications, plus a complete line of stock binders. Manufacturer direct
pricing from three plants. McBee Binder Specialists nationwide. See your Yellow Pages.
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The Man Who Watches
New York City's Bottom Line
By MANAGEMENTACCOUNTING Staff
In 1975 New York City was unable to pay offa
series of short -term securities that came due. As a
result, one ofthe largest cities in the world hovered
on the brink ofbankruptcy, creating shock waves in
the financial markets. Subsequently, a moratorium
on its notes was declared and the U.S. Congress
guaranteed a series oj' loans to the city while it set
about repairing its finances. Outside advisors —including some well -known industry accountants —
were brought in to help the city set up a modern
accounting system and to balance its budget. At the
same time, two independent agencies were established. The Municipal Assistance Corporation (Big
Mac) was organized to help the city to raise money
to pay off its notes —and the Financial Control
Board was given the mandate to oversee the city's
finances until such time as it is able to balance its
budget and return to the financial markets. Last
November, Comer S. Coppie, former budget director of Washington, D. C, was named executive director of this Board. Mr. Coppie, a professional
public administrator, wrote the lead article in the
November 1978 issue Of MANAGEMENT ACCOUNTING, "The City: Management by Crisis or
Crisis Management ?" In conjunction with this
month's theme of municipal accounting, Mr. Coppie was interviewed in the NAA offices by Morris
Gartenberg, technical editor, and Robert F. Randall, managing editor. Editor Erwin S Koval photographed him during the interview. Following are
the comments ofa quiet- spoken man who is in the
eye of the financial storm that still swirls around
New York City. Is the city headed for safe harbor
or is there more rough water ahead?
MANAGEMENTACCOUNTING /OCTOBER1979

Would you briefly describe the makeup of the
New York State Financial Control Board and
your responsibilities as executive director.
With regard to the Board itself, the Governor is
the Chairman of the Board, and the Mayor is a
member of the Board as well as the state comptroller and the city comptroller. Then there are
three members who come from the private sector;
an investment banker, a president of a major private university in the City of New York and a vice
president of a major corporation, headquartered
in New York.
The primary responsibility of the Control
Board is to monitor and control the finances of
the City of New York. Specifically, 1 consider the
primary responsibility to be the review and ultimate approval of a financial plan or a modification
of a financial plan based on valid and rational assumptions on both the expenditure side and the
revenue side. I would point out that we're talking
about a financial plan embracing a four -year period, so it's a rolling financial plan, each year gaining a year and losing a year. Right now we're
dealing with the period, 1980 -83. Specifically, the
Control Board took an action on June 22nd to
approve a financial plan for fiscal years, 1980 -83
and as the 1980 fiscal year goes forward, we will
be monitoring the city's execution of its budget,
and financial plan and specifically looking at potential modifications to see that the financial plan
is on target. The objective that we are now committed to is to have a budget for the City of New
York that is balanced by 1982 in accordance with
generally accepted accounting principles. Currently the budget is balanced in accordance with the
13

In New York
City operating
expenses are
still being
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paying its full
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requirements of state law, and that has been the
case for each year since 1978, including 1978. The
distinction between state law and generally accepted accounting principles is primarily that
state law permits the city to phase out its past
practice of capitalizing substantial operating expenses. By 1982, expense items will be completely
phased out of the capital budget. This will insure
an operating budget that is properly balanced in
accordance with generally accepted accounting
principles and will eliminate the need for any deficit financing.
The other primary responsibility of the Control
Board is to approve all borrowings to the city and
all contracts of the city so as to assure they are
consistent with the city's financial plan. The borrowings include all short -term financing requirements and all long -term financing requirements
and the contracts include all contracts, the most
important being labor contracts for the city's
work force. The executive director's responsibility
is to direct the staff work that is involved in this
process and to see that the responsibilities of the
Control Board are targeted properly and are implemented as the process goes forward.

public budget in the United States. It's a budget
that's larger than the State of New York's, for
example, and perhaps is second only to the federal
budget.
What is the current gap between the revenues
and expenditures in the budget now?
As I pointed out, the budget that has just been
approved for the 1980 fiscal year is balanced in
accordance with requirements of state law. Expenditures equal revenues. The primary distinction between that and a properly balanced budget
is the capitalized expenses. In the case of the City
of New York, operating expenses are still being
capitalized to some extent. Moreover, the city is
not yet paying for its pension liability on a generally accepted accounting principle basis. These
two factors mean that the city's budget is not yet
genuinely balanced, and I believe that gap is

Who do you report to?
I'm a joint appointee of the Governor and the
Mayor, and I ultimately report to the Board itself.
I serve at the pleasure of the Board, although I am
a joint appointee of the Governor and the Mayor.
Do you have additional staff beside yourself?
I have a staff authorized at 31 persons.
Does the Board get involved with contract and
union negotiations and government funding or
does it get involved after the fact?
I was not with the Control Board in 1978 when
the last labor settlement was reached. My belief is
that the Control Board is required to maintain
appropriate detachment so that it can make its
judgment objectively as to whether a contract can
be accommodated within the city's available resources. This judgment must be made without any
of the prejudice that would result if we became an
active party in the negotiations on either side.
How big is New York City's budget?
The total resource budget is close to $13 billion.
I would underscore total resource budget because
in the case of New York, and as is perhaps not the
case in other jurisdictions, it includes all aid coming to the City of New York and represents a consolidated budget and financial plan.
This is bigger than most states' budgets, is it
not?
1 think it's the second largest or third largest
14
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somewhat in excess of $400 million.
Do you believe the city is making progress from
where it was in '75?
The progress is very real and is very substantive. First, the budget is now balanced in accordance with the requirements of state law and the
committed target is to have a budget that will be
balanced in accordance with generally accepted
accounting principles by 1982. Secondly, the city
has successfully implemented a massive integrated
MANAGEMENT ACCOUNTING /OCTOBER 1979

successfully implemented two short -term financing programs is clear manifestation of progress.

frankly, am a lot less sure of —and here I speak
specifically to the need for a program of welfare
and medicaid reform. We're also living with what
I would call the Proposition 13 syndrome, and
right now that is bringing about resistance in
Washington to new program initiatives which are
critical to at least two cities, the two that I have
served —New York and Washington, D.C.

of

As you see it, what is the city's biggest financial
problem?
I think that there is a twofold answer to that.
First, there is the practical problem market access, market re- entry, subsequent to the '82 period. The city can do all that it is committed to
do— budget balanced in accordance with generally accepted accounting principles, the necessary
MANAGEMENT ACCOUNTING /OCTOBER 1979
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debt service funds to ensure debt service payments, the necessary ongoing commitment to fiscal discipline —and it still might not be assured of
full market access. Because there you're also talking about psychological factors that go back to the
history
'75 and prior years, and while we're
hopeful that full market access will be achieved, it
is an open question.
The other thing that I would point to is that
I've been extremely impressed by the leadership
the city —its commitment to stay ahead of this
problem and to bring genuine fiscal discipline on
an ongoing basis to the City of New York. My
concern, however, is that the budget situation is
such that over time it's going to require additional
intergovernmental commitments: state commitments which in part have already been translated
into a program that has helped New York City
considerably; a federal commitment, which I,

of

financial management system improvement program, and the end result
that is a comprehensive system that not only generates information
that's consistent with proven financial management, but it enables the city to be audited in accordance with generally accepted accounting principles. The city came through its first audit successfully after the 1978 fiscal year, and the current
legal requirements call for an audit at the end of
every 12 -month fiscal period. Thirdly, during the
past year, the city successfully returned to the
credit markets for the first time since 1975 in the
specific form of two short -term note sales. That
should not be misrepresented because it does not
mean that the city now has complete access to the
credit market, both short -term and long -term, because the long term is the real challenge. We hope
to have the city back into the long -term credit
market in 1982. But the fact that the city has now

Have you found that in moving from Washington, D.C. to New York City the problems changed
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only in magnitude or have they changed in nature?
Well, I can speak to both. They've changed in
magnitude, and they've changed in nature. First, I
think there is an important personal distinction
that impacts on me specifically. In Washington I
was on the operational side of the city government
and had the primary responsibility for budget and
management at the executive level of the city.
Here I am on the other side of the table, so to
speak, and play essentially an overseer role. What
is challenging for me, after being on the operational side and having a number of zealous overseers
looking over my shoulder, is to carry out successfully a program ofconstructive and sensitive oversight that impacts on this process called New
York City.
What is the status now of the federally guaranteed loans for New York City?
We're currently implementing the federal guarantee legislation and that embraces the four -year
period ending in 1982. The current objective is to
have the city successfully back into the long -term
credit markets by 1982 because all the federal
guarantees will terminate in that year.
What is the relationship between your organization and MAC (Municipal Assistance Corporation)?
The Financial Control Board's responsibility is
to monitor and control the finances of the City of
New York. The Municipal Assistance Corporation's responsibility is to raise the money for the
City of New York. It also has an ongoing monitoring responsibility, with respect to the budget,
but does not have the power to approve or control
the city's financial plan. Thus, its primary responsibility is to generate the financing for the City of
New York to the extent that the city is unable to
do so on its own.
You mentioned a balanced budget in 1978. Prior to that there was not a balanced budget according to state law or GAAP?
That is correct. Because it had ever growing
amounts of short -term financing that it was rolling over, which ultimately led to the crisis of '75
where they had built up more than $6 billion of
short -term debt when the markets closed to them.
The city's budget was far out of balance when the
crisis first struck —by an estimated $2 billion on a
GAAP basis.
At what point would you be involved with
changes in the budget?
Any time. We have to approve all modifications
to the financial plan.
Let's say there is a union contract up for renew-

16

al, and it insists on getting 50% more than was
originally planned. Would there have to be an adjustment to the budget?
Let me speak quite specifically to that. Right
now we're essentially living with labor contracts
that were negotiated in 1978 for the period 197880. All those contracts have to be approved by the
Financial Control Board. Our primary responsibility is to look at the contract and to make one
fundamental judgment --can the contract be provided for within the financial plan for the City of
New York? Now, very fundamental to the process
we're now in and the successful implementation of
the financial plan that we just approved —and to
full market access after 1982 is continuing the balanced budget and the objective of a GAAP -balanced budget in '82 and thereafter. But a major
challenge is the labor settlement that will come in
1980 and its impact on the financial plan. Our
responsibility will be to look at the settlement and
to make a judgment as to whether the budget resources are there so that we can say yes or no as
far as that contract is concerned.
If you were to say no to a proposal by a particular union for increases in benefits, then the city
cannot approve the contract?
The answer to that is yes. If the budget resources are not there then the contract can not be
implemented. I think what we would do is to identify early in the process why and what the problem is and to impose the requirement for a modification in the financial plan for the contract to go
forward.
Have you found that politics get in the way of
rational deliberation on many of the issues you
get involved with?
The great strength, I think, of the Control
Board process is the fact that it's relatively free
from partisan political dynamics and that the
Board has principal political leadership from both
the state and the city, but it functions in a nonpolitical way and that's one of the reasons why New
York City has made very real and very substantive progress.
So the Control Board is viewed as being nonpartisan, on a nonpolitical basis?
I think that's correct.
You've mentioned two different things here—
generally accepted accounting principles and state
law. Do you think budget requirements for municipalities should be dictated by federal and /or
state laws or be applied on a generally accepted
accounting principles basis?
I think the public budget should be balanced in
accordance with generally accepted accounting
principles.
MANAGEMENT ACCOUNTING /OCTOBER 1979

Do you foresee cities other than New York and
Cleveland approaching the bankruptcy stage in
the next few years?
I'm not familiar enough with the situations in
other jurisdictions across the country to really be
responsive to that question. However, let me make
one important observation. Washington, D.C.,
and New York City are comparable in one very
important way and that is that they are two cities
in the United States that have very comprehensive
service delivery patterns. Most cities, across this
country, deliver very traditional city services such
as police, fire, recreation, water and sewer and so
forth. The only two major cities that are very substantially involved in public education, including
higher education, social services, including public
assistance and medicaid, health services and hospitals are Washington, D.C., and New York City
and that's important and a reason for the problems they face. The problems to a considerable
extent that I worked with in Washington are the
problems here in New York City.
What do you see as the future of the city?
The federal guarantee legislation and the negotiated financial agreements of 1978 assured financing for the City of New York through 1982 —both
short-term and long -term financing. As I pointed
out earlier, the city during the past year successfully implemented two short-term note sales, and
it will make an effort, presumably sometime in
1981, to have a long -term bond sale which is a
requirement of the current law. However, there
are no guarantees for financing subsequent to
1982, so that's why I'm placing the emphasis on
the period post -1982, because if we're successful
in carrying out all that we're involved with now,
that presumably will permit market access in the
period after 1982.
That's the year that the city will be required to
market its long -term loans, is that right?
That's correct. And that involves psychological
issues as far as the marketplace is concerned beyond just the very important issues of fiscal discipline and necessary debt service funds to ensure
debt service maintenance and so forth.
Do you think that the elimination of city jobs is
the way to balance the budget?
First, I think there is one fundamental point
that has to be made: unlike the federal budget or a
state budget, the city budget is not substantially
involved in transfer payments. It's on the direct
service delivery line. Therefore, it's very labor intensive. In the case of Washington, D.C., for example, better than 60% of the operating budget
was directed toward personal service costs. In the
case of New York City, it's approximately 50 %.
Therefore, when you start to talk about retrenchMANAGEMENT ACCOUNTING /OCTOBER 1979

ment you obviously are talking about cutting back
on your personal service costs. The real challenge
in all this is to do it constructively as distinguished from doing it arbitrarily. For me, then,
that means trying to arrive at the critical points
for staffing levels and then placing appropriate
emphasis on productivity and improved performance. What we are essentially seeing over time
through most of the public budgets in this country
is incremental growth without regard for comprehensive reexamination of the base budget in relationship to service delivery and output, and now
we find ourselves in this period of the need for

Accountants Look at Government Reporting
With the near financial collapse of New York City and Cleveland,
government accounting and reporting suddenly has become a hot
issue. In its project, Objectives of Financial Reporting by Nonbusiness Organizations, the Financial Accounting Standards Board has
turned its attention to government accounting and expects to issue
an exposure draft on the project later this year. Moreover, at least
three of the Big 8 accounting firms have published studies this year.
Based on a study of 100 annual reports, Ernst & Whinney issued a
153 -page report, How Cities Can Improve Their Financial Reporting. Touche Ross & Co., in cooperation with the First National
Bank of Boston, did a comparative analysis of 66 U.S. Cities, Urban
Fiscal Stress, and Price Waterhouse put forth a program for evaluating accounting controls and improving public reports under the
title, Enhancing Government Accountability.
❑
retrenchment but we also have to be sensitive to
the need for maintenance of service delivery levels. I think that's the real challenge, and I'm hopeful that it can be done successfully here in New
York City.
Do you feel Proposition 13 should be adopted
by other states?
Well, Proposition 13 didn't eliminate the property taxes in California —it stabilized assessments —but it did mean a loss in revenues in part
offset by a substantial state aid surplus which has
helped to stabilize the situation in California. I
think that in most areas of the country there is a
need for property tax reform —a constructive and
sensitive property tax reform.
Do you think educational services should be retrenched or eliminated, let's say for higher education?
Well, if you're asking me whether the elimination of free tuition in the City University of New
York is jeopardizing access to potential students,
I'm not prepared to say because I don't have the
specific statistics at hand to be responsive to that
question. On the other hand, I think that the level
of cost to the students is still substantially less
than most of the private institutions, and I would
17

hope that the cost would always be at a level to
ensure the access of lower- income students.

The lack of
discipline has
gotten much of
the public
sector in
trouble.

Is an increase in the transit fare included in the
budget for the next four years?
No, the current plan is to maintain the 50¢ fare.
We're extremely hopeful that, in fact, this will
happen. I think what we're going to see here is
what we're seeing in other areas of the country: an
increase in ridership as a result of the public transportation surge and the substantial increase in
gasoline charges. This would have an effect, of
course, of generating additional revenue and that
coupled with the prudent aid coming from the
city and the state and the federal governments
should make it possible to help maintain the present fare.
Will the Board be phased out after New York
returns to a solid footing?
As a result of the state legislative amendments
of '78, the Control Board will be in existence
through 2008, a 30 -year period. However, there is
a "sunset" provision which goes into effect if the
Board finds that the city has successfully balanced
the budget in accordance with GAAP for three
consecutive years, if the state comptroller and city
comptroller jointly certify that the city has sufficient access to the credit markets, and there are
no longer any federal guarantees outstanding.
Then the Control Board's authority to approve a
financial plan for the City of New York and the
other prior approval authority that we have would
lapse. We would essentially become a monitoring
agency. The other side of the coin is that our authority would be reinstituted if the return of the
authority to the city is abused and it begins to
show an inability to balance its budget, an inability to have access to the credit markets, and so
forth. In one way or another, the Control Board is
going to be around. It remains to be seen how
quickly our authority will be reduced.
Do you think there are a lot of cities that got
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into trouble because of a lack of budget discipline
and people not making the hard decisions that
should be made?
I think the answer to that question is yes, although that's an oversimplification. I think what
we've seen in much of the public sector —to come
back to what I was pointing out a moment ago—is
the so- called incremental approach to budgeting
underscored by another fundamental point. Major
decisions that have enormous fiscal consequences
associated with them have been made without regard for the outyear consequence. Consequently, a
decision will be made to initiate a program based
on initial year cost without regard for what that in
fact will mean five or ten years down the road.
What we're seeing now in much of the public sector is this emphasis on financial management reform, financial management improvement and financial disclosure, which is really indispensable to
sound public financial management. I think it's
the lack of discipline along with the lack of systems that have gotten much of the public sector in
trouble.
In the conclusion to your article in the November 1978 issue Of MANAGEMENT ACCOUNTING,
you said cities will not quickly regain the confidence of the investment community nor will they
achieve wider political consensus on solutions to
urban problems until they establish a sense of
credibility in the way the business of local government is conducted. Do you believe that New York
City is on the way to reestablishing its credibility?
There is no question in my mind about that.
Do you see a light at the end of the tunnel by
1982?
Yes, I see the light at the end of the tunnel, but
I underscore what I said before: I'm confident that
the city will balance its budget in accordance with
generally accepted accounting principles and do
the other things I have said. Whether that will all
result in permanent re -entry to the credit markets
is an open question right now.
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Danger: This City Is in
Financial Trouble

By Gardner M. Jones and David R. L. Gabhart
In a time when public demands for municipal
services seem to have outrun public willingness to
be taxed for those services, local governments are
increasingly hard pressed to stay solvent. The fiscal agony of Cleveland has been front -page news.
New York's plight remains insoluble. The impact
of Proposition 13 on California cities is yet to be
accurately determined. It is safe to say that as taxpayer revolt and declining revenues have their ultimate effect, many smaller cities and some larger
and older cities will be pushed to the edge of
bankruptcy. State officials, whose duty it is to
monitor the fiscal affairs of municipalities, and
municipal officials themselves, need an early
warning system to alert them to future financial
constraints, so that they can take preventive action while it is timely.
To be effective, such an early warning system
should have the characteristics of simplicity, economy, and reliability. By simplicity we mean numbers or ratios or indices that do not require sophisticated fiscal or statistical knowledge. By
economy we mean that the seeker should not have
to spend great amounts of time or money to find
the signals; they should be contained in the normal operational or financial reports readily available to the user. By reliability, we mean that the
system should offer correct predictions most of
the time, thus permitting appropriate remedial actions to be taken. Furthermore, the measures
MANAGEMENTACCOUNTING/OCTOBER
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should be consistent in definition and interpretation, from one period to the next, from one city to
the next, and from one reader to the next.
Thus, data contained in uniform municipal financial statements should be ideal for this use, if
dependable predictive relationships can be established between what they show and the fact of
subsequent financial position.
We undertook a research effort to identify signals in the audited financial statements of municipalities that "sound the alert" against financial insolvency two, three, or four years down the road.
We found that previous research on financial
statements and bankruptcy had been confined to
the private sector. There have been several studies, following a pioneer study by Altman', involving the various financial statement measures as
predictors of corporate bankruptcy, but there has
been nothing comparable in the field of municipal
bankruptcy.
Technically, under Chapter IX of the Federal
Municipal Bankruptcy Act, cities can declare
bankruptcy.' However, they don't. In order to be
adjudicated bankrupt, the city must meet the requisite condition of obtaining majority approval for
a plan of arrangement from the parties at interest,
a diverse, dispersed collection of creditors. Consequently, no major municipal bankruptcies have
taken place since World War II.
In the case of New York City, not only was the
amount of debt indeterminable, but because of the
vast number of bearer bonds the creditors were

a

Hypothesis: A city is considered cash -poor when cash on hand in
the General Fund is less than 10% of total General Fund assets.
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As a city nears
insolvency, the
amount of
administrative
expenditures
will increase.

virtually unknown! Bankruptcy, per se, would
have been possible only if the law were changed.
Thus, in spite of the widening of the scope of the
Federal Bankruptcy Act in 1946, recent bankruptcy cases for municipalities have been both few in
number and relatively insignificant in dollar
amount. Because of this, the use of these few cases
as a basis for significant research would not be
feasible.
Cities do come almost to the brink of
bankruptcy.' That is, when a city cannot pay its
bills, it is not bankrupt, but it certainly is in a
troubled financial condition —it is insolvent.
There is a distinct difference between a city allowing its bonds to "go flat" and a city being declared
bankrupt. We felt that we could use insolvency as
a surrogate for bankruptcy for purposes of classifying cities as "in trouble" or "not in trouble." We
are concerned, then, with identifying any financial
statement signals at time t that are characteristic
of cities that become insolvent at the time
t „ . . . . . . . . . . . . . . . t +,.
86 Michigan Cities
Our research population consisted of the 86 cities in the state of Michigan having populations of
over 10,000 in 1968. A Michigan law' requires
that uniform municipal financial reports audited
by CPAs be filed annually with the state supervisory authority which passes on all borrowing by
local governments. Of the 86 cities, 26 were not
useful for our study because of missing financial
reports, eccentric year -ends (other than June 30),
missing items, etc. Of the 60 remaining cities, ten
were identified as having been in a financially
stringent condition at the end of year 6 of our
study. The available filed financial reports of those
60 cities were examined for the years 1970
through 1974 for possible advance indicators of
the June 30, 1975, financial condition.
Because there never is an official statement
made that a condition of insolvency exists for a
city, it was necessary to develop a working definition of "insolvency." If a city was unable to pay
its current bills, we felt that condition was critical
evidence ofinsolvency; so "cash- poor" at June 30
fiscal year ends is a plausible, convenient, and
quantifiable definition. After consulting with city,
state, and bonding agency officials as to what
"cash- poor" meant to them, we defined it:
A city is considered cash -poor when
cash on hand in the General Fund is less
than 10% of total General Fund assets.
The General Fund is the operating fund of a
city. It receives the bulk of tax revenues and it
accounts for the majority of municipal expenditures. It is generally concerned with the overall
operation of the city. It provides for administra-
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tion, fire, police, health and recreation services
and sometimes funds interest payments on certain
debt. In the accounting systems for governmental
units, it is the major accounting entity. It is felt
that the condition of the General Fund is, therefore, a measure of the municipality's financial
health. This initial investigation had as its goal the
prediction of the cash level as a percent of total
General Fund assets for a future June 30. This
(future cash level) is the dependent (criterion) variable in our study.
There were dozens of numbers, balances, and
ratios from the financial statements that could
serve as potential independent (predictor) variables. We started out with 26 different balances and
14 ratios as possibilities and put them through a
series of logical and statistical filters. This process
narrowed them down to those that appeared to
show significant relationships between prior - years'
data and cash -poor, cash - satisfactory conditions
as of June 30, 1975. A partial listing of potential
candidates includes:
Items from the Balance Sheet:
• Cash and certificates of deposit in the General
Fund
• Interfund borrowing due to the General Fund
(an asset)
• Interfund borrowing due from the General
Fund (a liability)
• Total current liabilities
• Unencumbered, unappropriated balance of
General Fund
Items from the Statement of Revenues and Expenditures:
• Revenues (in total)
• Revenues from current property tax
• Revenues from state shared revenues
• Administrative expenditures
• Police expenditures
• Fire expenditures
• Parks and recreation expenditures
Ratios:
• Cash as a percentage oftotal revenues
• Interfund borrowings due from the General
Fund as a percentage of the General Fund's total assets
• Total liabilities as a percentage of total general
fund assets
• Past due property taxes as a percentage ofrevenues from current property taxes.
To achieve a systematic analysis, two statistical
techniques were applied successively: factor
analysis' and quantal response, a maximum likelihood technique. The application of each of these
will be discussed briefly.
Factor analysis is a statistical screening technique which reduces a mass of data into smaller
sets which are called factors or components. Patterns of relationships appear among these data
MANAGEMENT ACCOUNTING /OCTOBER 1979

sets; those which exhibit no relationships or uncertain relationships are discarded in order to focus more detailed attention to those which appear
to deserve further analysis. Such a use of factor
analysis is often given a most descriptive caption:
"an exploratory use." It is in this context of discovery and detecting patterns that we applied factor analysis. By this process we narrowed down
the potential predictor variables to about 14.
The second -stage analytical device was quantal
response. It is an alternative to another statistical
technique, discriminant analysis, used to find
those particular variables which distinguish one
group of subjects from another, in a predictable
way. When the resulting predictive pattern is applied to a given subject, the model will indicate to
which group that subject belongs. For example,
given a set of known predictor variables, the model would classify the City of Hometown into either
"rich" or "poor." The technique may be extended
to data having two or more categories. In our
study, we used three categories: cash -poor, cash satisfactory, and cash -rich. This is called a poly chotomous model, meaning that there are several
categories. Quantal response further indicates the
likelihood of a particular city falling in each of the
three groups. For example, it would indicate that
there is a 14% probability of City of Hometown
being in the cash -poor group, 69% probability of
its being in cash - satisfactory, and 17% of being in
cash -rich group. The maximum likelihood (69 %)
is that it is in the cash - satisfactory group. No prediction scheme gives absolutely sure predictions;
all are subject to some degree of error. Probabilities shown for the three possible answers give
some indication of the degree of uncertainty in
making the prediction. If we had probabilities of
33 %, 33% and 34 %, we would be very unsure of
ourselves in saying it belonged in any one of the
three groups. If we had probabilities of 3 %, 93 %,
and 4 %, we'd be very sure we were making the
right predictive classification.
The three categories are defined as follows:
Cash -poor: zero to 10% of General
Fund assets are in cash
Cash - satisfactory: 11 to 74% are in cash
Cash -rich: 75% or more are in cash
Since we had the actual June 30, 1975 data for
each city, what we were looking for was a predictive model, which when applied to a given city's
earlier -years data, would predict whether that city
was poor, satisfactory, or rich. Operationally, this
means: what balances, or figures, or ratios in the
1970, 1971, 1972, 1973, 1974 financial statements
of the City of Hometown will predict its actual
cash position at June 30, 1975?
It does not follow that the predictor itself (for
example, total General Fund expenditures) need
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have a causal effect on future cash balances; we
are simply seeking predictiveness, not causation.
The predictor might affect some intervening variable which in turn could affect future cash balance.
By using a computerized quantal response program we were able to examine large numbers of
combinations of potential predictors, as many as
15 at a time. The output for the program is the
probability of classifying each of the 60 cities into
each of the three groups. Predictor variables were
combined in different ways: as to which variables
were included, as to which years were included,
and as to the kinds of measures used (absolute
amounts or financial statement ratios). In this way
we narrowed down to the few combinations which
gave the highest accuracy of prediction.

The model was
most sensitive
to property tax
income.

Findings: `Hit Rate' of 83%
The optimal combination which gave the highest accuracy of prediction consisted of five figures:
total expenditures, administrative expenditures,
police expenditures, fire expenditures, and parks
& recreation expenditures for each of the three
successive years, 1971 -73.
This set of 15 predictor variables provided 50
correct and 10 incorrect classifications of cities, or
a "hit rate" of 83 1A %. Table 1 shows the comparison of predicted classifications of cities with their
actual classifications. Of the cities under study the
model predicted that 7 would be in a cash -poor
condition, while 10 were actually in that condition. If this predictive relationship had been
known in 1973, a state official monitoring the fiscal affairs of cities, would have been able to sound
the alert for 7 cities, but would not have been
forewarned about 3 others.
Table 1
Classification predicted from fitted model
Poor
Sat.*
Rich
Poor
6
3
1
Actual
Sat.*
1
39
1
Classification
Rich
0
4
5
*Satisfactory
Leaving out total expenditures as a predictor
variable (using the remaining 12) reduced prediction accuracy to 80 %. Although it would seem
that more current data would improve prediction,
the opposite was true. When the data used were
for 1972, 1973, 1974, the "hit rate" decreased to
73 %.
Two interesting and possibly useful relationships appeared in manipulating the variables of
Table 1. First of all, the amount of administrative
expenditure bears an inverse relationship to the
amount of cash a city holds. That is, as a city
approaches insolvency, the amount of administrative expenditures will increase. On a relative basis,
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The amount of
administrative
expenditure
bears an inverse
relationship to
the amount of
cash a city
holds.

the predictive model was more sensitive to the level of administrative expenditures than to any of
the other predictor variables. Secondly, the expenditures for parks and recreation bear a positive
and significant relationship with the amount of
cash that municipalities hold. That is, as the
amount of cash becomes less, the contraction will
be displayed in reduction of "discretionary services," parks and recreation. At the same time, the
administrative expenditures will rise.
All the above predictors are expense items from
the financial statements. We also tried revenue as
predictors. The best of these included: total revenues, property tax income, and state - shared revenues for three years, 1971 -73.
The predicted vs. actual classifications are
shown in Table 2. Here, 45 of the 60 cities were
correctly classified by the predictive model, a 75%
"hit rate." Among the predictors, the model was
most sensitive to property tax income.
Table 2
Classification predicted from fitted model
Poor
Sat.
Rich
Actual
Poor 4
2
1
Classification
Sat.
6
39
6
Rich 0
0
2
Again, when the years of data were, 1972, 1973,
1974 (shifted forward by one year) the level of
predictive accuracy fell slightly, to 72 %, and predictions of the "poor" category were not sufficiently reliable to serve as a guide to action. Five
cities were predicted as "poor," when actually 10
were in that category.
The final runs were based on various ratios as
predictors, rather than account balances. The ratios used numerator and denominator for the
same year, for the years 1971 -1974. The most successful predictor variables were:
1. Interfund borrowings due from the General
Fund to other Funds, expressed as a percentage
of the total General Fund, for years 1971 -74
inclusive.
2. Total liabilities expressed as a percentage of total General Fund, for years 1971 -74.
3. Cash expressed as a percentage of total revenues, for years 1971 -74.
This analysis, using ratios, resulted in correct
predictive classification of 48 cities out of 60, or
80 %.
The most interesting conclusion to be drawn
from this analysis is the consistently high classificatory power of the first ratio, the Interfund Borrowings Due from the General Fund to Other
Funds expressed as a percentage of the Total General Fund. A word of explanation should aid in
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the understanding of this fund and how it could
occur.
In municipal accounting, there is seldom consolidation of the various funds. If t he general
fund, for example, borrows from another fund,
such as the water system, this borrowing will appear on the balance sheet of the general fund as a
liability, Interfund Borrowings Due from the
General Fund to Other Funds. (Consolidation
would "wash" this amount out.) If outstanding
for any length of time, this liability indicates that
the revenues of the General Fund are insufficient
to support the expenditures of the General
Fund — resulting in a form of unauthorized borrowing, usually without interest cost.
In general, the predictor variable of Interfund
borrowings showed significant strength across all
three groups for all four years. The data indicate
that as this form of General Fund borrowing becomes more of a necessity for city survival, then
eventual insolvency becomes more probable, and
in fact, almost inevitable.
An Insolvency Predictor Is Possible
In summary, the primary objective of this study
was to find if it is possible to develop a predictor
of future municipal financial insolvency by identifying characteristic differences in those cities
which display indications of insolvency and those
cities which do not. The predictor was based upon
data that are readily available without great
cost — accounting data taken from the uniform financial reports filed annually by the municipalities with the appropriate state regulatory agency.
We concluded that such a predictor is possible; a
particular combination of predictor variables
yielded a sufficiently high degree of accuracy that
its use could have provided an "early alert" about
most cities that would be in future trouble.
The reader should be aware of particular limitations, which would temper the wider applicability
of the conclusions. First, the cities investigated
were all in Michigan, and subject to the laws and
conditions peculiar to that state. To the extent
that other states have similar laws and conditions,
inferences might be extended to cities in those
states. Second, the accounting data were taken
from financial statements prepared under the uniform accounting procedures prescribed in the
state's Public Act 2, 1978. Reporting requirements are prescribed. To the extent that accounting procedures and reporting practices elsewhere
are like Michigan's, inferences from this study
might be extended to those states.
Our study used a classification technique, quantal response, similar to multiple discriminant analysis. By various combinations of predictor variables, cities were classified into three groups: cash poor, cash - satisfactory, and cash -rich. The criteriContinued on page 39
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How Minnesota Improved Its
Cities' Financial Reporting
Instead of waiting for a financial crisis to occur, the state of
Minnesota investigated its cities' financial stability and overhauled
accounting requirements to ensure accurate reporting and timely
warning of fiscal problems.

By Steven W. Laible
During the 1970's, many large cities, notably
Cleveland and New York, have experienced fiscal
crises. Their plights caused several states to take a
closer look at their own cities' financial affairs.
Minnesota was one of these states.
Minnesota cities historically had enjoyed considerable autonomy with respect to their fiscal affairs. State agencies had the authority to prescribe
accounting practices, but this authority was limited to providing forms for collecting certain fiscal
information. Then in the early 1970's, the state
legislature became increasingly interested in the
affairs and structure of local government. In 1973
this body enacted a statute which provided for a
uniform code of municipal government. Although
this legislation dealt with many structural aspects
of municipal government, it did not make any
substantive changes in financial reporting requirements.
In 1977, prompted by the publicity surrounding
the New York City fiscal crisis, the legislature
commissioned a study of local government debt
and city financial reporting practices. Recommendations included in the final report resulted in a
bill that would have mandated reporting in accordance with generally accepted accounting principles (GAAP) for all political subdivisions in the
state. The sweeping language of the bill would
have required costly accounting changes for over
MANAGEMENTACCOUNTING/OCTOBER
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4,000 units of local government, and while the
thrust of the bill was well- intended, its enactment
would have been impractical and could not be justified on a cost - benefit basis.
The legislature then asked for and received input from the Minnesota League of Cities, the
State Planning Agency, the Office of the State Auditor, independent public accountants and city financial officers. The bill was amended and eventually passed as Chapter 787 of the 1978 Minnesota
Laws.
What the Law Required
Under the law, cities with populations of 2,500
and over were required to report in accordance
with GAAP, and cities under 2,500 were required
to report detailed information on revenues and expenditures along with outstanding debt. All cities
were required to adopt a calendar year as their
fiscal year. In addition, cities over 2,500 population were required to prepare, in a form prescribed by the state auditor, a financial report covering the previous year's operations, present the
report to the city council, make copies available to
the public, publish the report or a summary of the
report in a local newspaper, and send the report to
the state auditor. These financial reports had to
present the city's financial position fairly as well
as conform to GAAP.
Then, within 180 days after the close of the fiscal year, cities had to submit to the state auditor
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Nearly 30% of
the cities
reviewed
omitted some
of the required
financial
statements.

audited financial statements which had been attested to by a certified public accountant, a public
accountant, or the state auditor. Audited financial
statements could be accepted by the state auditor
in lieu of detailed financial reports.
Cities with less than 2,500 population were given the choice of voluntarily complying with the
same requirements for cities over 2,500 population, i.e., submitting audited financial reports in
conformance with GAAP, or preparing detailed
financial statements in a style and form prescribed
by the state auditor, filing the statement at the city
office, presenting the statement to the city council
within 45 days after the fiscal year, publishing the
statement in a newspaper within 60 days, and submitting the statement to the state auditor within
90 days after the close of the fiscal year.
The Auditor's Responsibilities
The state auditor was assigned responsibilities
to supervise the conversion of all city fiscal years
to a calendar year and ensure that financial activities were reported in accordance with the law,
prescribe summary forms for financial statements
for cities, and enforce requirements that cities
over 2,500 population file audit reports within 180
days of year -end in accordance with GAAP.
Figure 1
STATE AUDITOR PROJECT TEAM
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Project
coordinator
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A Review of City Practices
The legislation provided that the State Planning
Agency help cities meet the new requirements by
providing technical assistance in the form of training programs designed to help the cities report
financial activities on a modified accrual basis.
To enable it to comply with this legislation, the
Office of the State Auditor undertook a project to
develop a standardized checklist of reporting requirements and to review and evaluate the cities'
financial statements submitted prior to the enforcement date of the new legislation. The purpose of the review and evaluation was to identify
for the individual cities specific changes in their
financial reporting practices that would be required for them to be in compliance with the law.
The project was designed to provide an early
warning to city finance officers and clerks so that
the new law could be implemented in the most
efficient manner.
The Office of the State Auditor assembled a
project team to meet the objectives cited above.
(See Figure 1.) The costs of the project were funded by a grant from the Intergovernmental Information System Advisory Council (IISAC) which
is a part of the Minnesota State Department of
Administration.
The Project Director

I I

Review
team

I I

Review
team

6L,
The major impact of this new legislation is on
the 168 cities with populations 2,500 and over
whose financial reporting requirements had remained relatively unchanged for the past 30 years.
Before the enactment of this legislation, cities
were required to report only cash receipts and disbursements for their fiscal period and any outstanding debt obligations at the end of the fiscal
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period. As a matter of sound management practices, many cities observed financial reporting
standards greater than those required by law, and
most cities had independent financial audits even
though they were not required. During the hearings on the legislation, it was generally conceded
that financial reporting for Minnesota cities needed improvement. The cities had attained a high
level of fiscal management on their own initiative
but with a broad range of reporting techniques
and format styles. Before any state agency could
prescribe reporting format or provide technical assistance, the current state of the art with respect
to city financial reporting had to be determined.

The deputy state auditor served as project director. The advisory group included partners from
three different national CPA firms. The supervisor
of the state auditor's municipal reporting unit
served as project coordinator, assisted by a summer intern, and each of the three review teams
consisted of one CPA from the state auditor's office and one CPA from a private firm.
The project director was assigned to select and
recruit advisory group members and review team
members; provide overall supervision and guidance of the review project; periodically meet with
the advisory group, project coordinator and review team members to monitor progress of the
project; make periodic progress reports; maintain
cost control over the project and establish acMANAGEMENT ACCOUNTING /OCTOBER 1979

counting procedures for accumulating budget information; and compile the final report and summary for transmittal to IISAC.

Figure 2
FINANCIAL STATEMENT REVIEW

The Advisory Group
The advisory group members reviewed and
commented on the completeness and appropriateness of the checklist developed by the project coordinator, supervised and reviewed team members
during the course of the project, reviewed correspondence sent to the city clerks and financial officers, and participated in a review of summarized
data when the project was completed.
Project Coordinator
The project coordinator developed a checklist
to be used in the review process, coordinated review team members and controlled financial reports during the review process, arbitrated differences ofopinion on checklist responses, compiled
a bibliography of authoritative references to be
sent to city finance officers and clerks, and met
with representatives ofother interested agencies to
provide progress reports on the review project.
The Review Team
Review team members attended an orientation
session and instructional seminar on the use of the
checklist, independently reviewed financial statements of 35 to 45 cities each, compared the results
of these independent reviews with other review
team members and completed a checklist for each
city which was reviewed, and provided the project
coordinator with comments and suggestions for
improving the quality and efficiency of the review
process in future periods.
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Developing the Checklist
One of the first steps was the development ofa
checklist that could be used to review city financial statements. Before such a checklist could be
compiled, however, the group had to review several authoritative reference materials which provide
the basis for generally accepted accounting principles and legal compliance requirements.
The primary sources for GAAP requirements
were Governmental Accounting, Auditing and Financial Reporting (GAAFR), National Committee
on Governmental Accounting, 1968; Audits of
State and Local Governmental Units, AICPA Industry Audit Guide, 1974; AICPA Statements of
Position; and National Council on Governmental
Accounting (NCGA) Interpretations.
Legal compliance sources were Minnesota statutes, publications of the Office of the State Auditor, and Minnesota Laws 1978, Chapter 787.
The group also examined the Municipal Finance Officers Assn. Certificate of Conformance
Guidelines and Special Bulletins, Minnesota State
planning agency report on "City Financial Re-
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'This is the same documenl throughout the
process, and it Should be labeled the
same each time

porting," and NCGA Exposure Draft GAAFR
Restatement Principles, February 1978. (The National Council on Governmental Accounting issued Statement 1 titled Governmental Accounting
and Financial Reporting Principles during March,
1979 which closely parallels the earlier Exposure
Draft.)
After reviewing these sources, the project coordinator developed a preliminary checklist. A
meeting of the advisory group members was
scheduled, the preliminary checklist was reviewed, and suggestions and comments by advisory group members were incorporated into a second draft. This draft was field tested to determine
its usefulness and then refined. The project director and coordinator then reviewed the checklist
Y5

Over 70% of
the cities were
using an
inappropriate
basis of
accounting for
one or more
funds.
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with the project review team members, and any
ambiguities or needed clarifications observed were
incorporated into a final draft of 20 questions and
subparts.
The questionnaire which was developed as a result of this project will continue to be used by the
state auditor's office as a base document for future
reviews and by independent auditors and finance
officers as a guide for reviewing their financial reports before sending them to the Office of the
State Auditor.
Reviewing the Financial Statement
Review team members were recruited and selected from the state auditor's staff and from the
staffs of public accounting firms. All review team
members were CPAs with experience as in- charge
auditors on governmental audit engagements. One
member from the state auditor's office and one
member from a private firm served on each of the
three review teams.
After an orientation session for all review team
members, the project coordinator collected from
the municipal reporting unit of the Office of the
State Auditor all the city financial statements
which were available for review, batched them
and distributed them to team members. Each
team member then made an independent review of
the city financial reports in the first batch. When
the review was complete, each team member ex-

changed his batch of reports with the other member of the team. The checklists then were compared. If both team members were in agreement,
one checklist was forwarded to the project coordinator to be included in the summarized results. If
the team members disagreed on any items, the
checklists were forwarded to the project coordinator who determined how the checklist items
should be marked. When all reviews were complete, all financial reports and checklists were
turned over to the project coordinator. Figure 2
illustrates the flow of documents during the financial statement review process.
Checklist Results
After the financial statement review was completed, the response for the 118 cities reviewed
were summarized. Of the 20 questions on the review, some had greater significance than others.
Twelve key questions were identified which included seven relating to generally accepted accounting principles —two with respect to legal
compliance and three which related to the informational needs of other governmental agencies
and units. See page 27 for key checklist questions.
The summarized results of the responses to the
key checklist questions are presented graphically
in Figure 3.
From the checklist results, the project team was
able to gather some vital financial information
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Checklist Questions
Questions relating to requirements of generally accepted accounting principles

(GA A P)

1. Were all required financial statements
presented for all funds included in the report?
4. Are the bases ofaccounting for the various
funds appropriate? GAAFR p. 11, ASLGU
p. 13.
a) General Fund
b) Special Revenue Funds
c) Debt Service Funds
d) Enterprise Funds
e) Trust and Agency Funds
f) Capital Projects Funds
g) Special Assessment Funds
h) Intragovernmental Service
5. Is footnote disclosure in accordance with
GAAP?
Required Disclosures
a) Is the basis of accounting disclosed for
each fund? ASLGU p. 109.
b) Is there a summary of significant accounting policies? GAAFR p. 107. (e.g. Inventory, Investments, Allocations, Fixed Assets)
6. Is there a comparison to budget for required
funds? GAAFR p. 5, 14; ASLGU p. 29.
a) General Fund'?
S. Are revenues and expenditures (or
expenses) properly presented?
a) Is there detail as to the source of revenue?
(e.g. taxes, intergovernmental revenue,
etc.) GAAFR p. 107, ASLGU p. 20.

b) Is there detail as to the source of transferred amounts? ASLGU p. 20, AICPA
Statement of Position 77 -2 (1977).
c) Is there detail of Expenditures or Expenses
by function? (e.g. General Government,
Fire, Police, Other Protection, Street and
Highway, etc.) and by character (e.g. Capital Outlay, Current Expenditures, etc.).)
GAAFR p. 13, 25; ASLGU p. 20.
9. Are fixed assets properly accounted for?
a) Is there a General Fixed Assets Group of
Accounts? GAAFR pp. 8 -10, ASLGU pp.
17 -18.
b) Is there a statement showing assets by
type? GAAFR p. 97.
c) Is there a schedule of Additions and Deductions (e.g. disposals, write -offs, thefts,
etc.)? (optional) GAAFR pp. 97 -100.
d) Are Fixed Assets recorded in Enterprise,
Trust and Agency, and Intragovernmental
Service Funds? GAAFR p. 53, 71, 76.
e) Are Fixed Assets in those funds being depreciated? GAAFR p. 53, 71, 76.
10. Is general long -term debt properly accounted
for?
a) Is there a Long -Term Debt Group of Accounts? GAAFR p. 101.
b) Are balances in Debt Service Funds disclosed? GAAFR p. 101.

Questions relating to Minn. Laws 1978, Chapter 787
11. Was the audited financial report received by
the state auditor by June 30th?
If not, when was it received?

12. Were the financial statements audited by:
a) Certified Public Accountant
b) Public Accountant
c) The State Auditor

Additional information required by the state auditor
17. Is there detailed information as to
indebtedness?
a) Is there a disclosure of the amount of each
type of debt? (e.g. General Obligation, Special Assessment Bonds, Revenue Bonds,
Refunding Bonds, etc.)
b) Are amounts maturing each year disclosed?
c) Are current debt transactions during the
year disclosed? (e.g. issuances, retirements,
refunding, etc.)
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d) Is there disclosure of the purposes for
which bonds were issued? (e.g. City Hall,
Ice Arena, Electric Utility, Refunding,
etc.)
e) Is there detail as to the type and due dates
of short -term obligations?
0 Is there disclosure as to the amount of Industrial Revenue Bonds issued under the
name of the city including detail of the
names of firms for which issued and
amount currently outstanding?
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18. Is there detailed information as to revenues?
a) Are intergovernmental revenues detailed
as to their immediate source? (Amounts
should be shown as received from their
most immediate source. Thus, amounts of
federal funds channeled through the state
should be shown as received from the state.
Exception: all CETA funds should be
shown as received from the Federal Government.)
b) Is intergovernmental revenue from each
source detailed as to program? (e.g.
amounts received from the county auditor
detailed by specific project, amounts from
the Federal Government detailed as to
CETA, Community Development Block
Grants, etc.)
c) Are amounts received from the state for
Police and Fire Relief separately disclosed?
d) Are amounts received from the state for
homestead credit properly disclosed as opposed to being improperly included in
Property Taxes or not disclosed?
e) Are amounts received from Fiscal Disparities separately disclosed? (Applicable to
seven- county metro area only.)
f) Are transfers and contributions detailed as
to source and purpose?
g) Did Enterprise Funds report any intergovernmental revenue? (If not, Finance Officer

should review to ascertain that there was
no omission of amounts received.)
h) Are Metropolitan Waste Control Commission sewer availability charges and credits
separately disclosed? (Metro area cities
only.)
i) Are interest, dividends, rentals, and other
investment revenues disclosed?
j) Are sizeable refunds and reimbursements
detailed as to source and reason?
19. Is there detailed information as to
expenditures?
a) Are expenditures, including those from the
Federal Revenue Sharing Fund, detailed by
function and activity? (e.g. Police separate
from Fire, Parks separate from Recreation,
etc.)
b) Is capital outlay detailed as to function
and activity?
General Fund
Capital Projects Funds
Others
c) Are expenditures for debt service categorized as to payments for principal and payments for interest?
d) Are amounts disbursed from the Federal
Revenue Sharing Fund classified into
amounts (1) transferred to other funds and
(2) disbursed directly for capital outlay?

Generally Accepted Accounting Principles
Checklist Question No.
The required financial statements had to be present. If 75% or fewer of the
statements were present, the report was assumed unacceptable.
1
The basis of accounting for each fund had to be appropriate.

4

The basis of accounting for each fund had to be disclosed.

5a

There had to be a summary of significant accounting policies.

5b

There had to be a comparison to budget for the General Fund.

6a

There had to be adequate information classifying revenues and expenditures.

8

There had to be adequate presentation and disclosure of fixed asset accounts and long -term debt.

9& 10

Legal Compliance
The report had to be received by the State Auditor by June 30th.

11

The report had to be audited by a Certified Public Accountant, a Public
Accountant, or the State Auditor.

12

Intergovernmental Information
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At least 4 of 6 subparts of question 17 of the checklist (detailed indebtedness) had to be answered yes.

17

At least 5 of 9 subparts of question 18 of the checklist (detailed revenues,
excluding subpart g) had to be answered yes.

18

At least 3 of 6 subparts of question 19 of the checklist (detailed expenditures) had to be answered yes.

19
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about Minnesota cities for analysis.
Only 6% (seven out of 118) of the cities reviewed were considered to be in compliance with
the requirements of the new law. This indicated
that there was a real need to disseminate information and instructions to city finance officers and
clerks regarding the financial statements which
will be prepared in future reporting periods.
There are three primary areas where improvements are needed if cities are to be in compliance
with GAAP: (1) Nearly 30% of the cities reviewed omitted some of the required financial
statements for the funds presented. (2) Over 70%
of the cities were using an inappropriate basis of
accounting for one or more funds. Because Minnesota cities historically have reported revenues
and expenditures on a cash basis it was not surprising that many of them would have to change
to a modified accrual basis in order to be in compliance. (3) Approximately 40% of the cities
needed to make improvements in reporting fixed asset information and disclosing information pertaining to long -term debt obligations. Again, these
findings were not surprising. For many years government units included expenditures for fixed assets as expenses of a particular period and did not
maintain detailed records of costs and depreciation for fixed assets. Long -term debt was another
area where traditionally there had not been a
great deal of emphasis with respect to detailed disclosure. In most cases long -term debt was used for
capital improvements and often was secured by
special assessments against individual property
holders or the general credit of the city.
The summary project results indicated that 89
cities had to improve the timeliness of their financial reports. Over 50% of the financial reports
subject to the new law were not being filed on a
timely basis. This fact is understandable because
prior to 1978 cities were not required to have an
audit or to file the resulting audit report.
The key indicators in the area of intergovernmental information related to the need by such
departments and agencies as the Office of the State
Auditor, the State Planning Agency and various
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legislative committees for more detailed and uniform fiscal information. In many cases the information would be available if the requirements
were identified and communicated clearly to city
finance officers and clerks.
Implementing the Suggestions
The comments and observations noted previously are not criticism of past reporting practices,
but they illustrate areas where there is a need for
improved instruction and communication between
the agencies responsible for implementing and enforcing the new law and the city finance officers.
The results of this review currently are being
used the in the following ways: City finance officers and clerks of the 118 cities reviewed, as well
as their independent auditors, already have received individual checklists to use in planning and
preparing for future financial reports. This early
warning of needed improvements will enable them
to comply with the law with a minimum of confusion.
The summary results of this review are being
used by an advisory task force which is developing
curriculum for regional workshops. The workshop curriculum will place the greatest emphasis
on those areas needing the greatest improvement.
The summary results also are being used by the
Office of the State Auditor, which published these
suggestions in a guide called Minimum Reporting
Requirements —City Financial Requirements for
Cities with 2.500 Population or More.
The summary results of the financial statement
review project will serve as base -year information
which can be used in future periods to measure
the impact and usefulness of the new law.
This project has given state agencies a clear picture of current financial reporting practices of
Minnesota cities. It achieved its intended objective
while providing useful information to cities and
agencies required to implement the new law. Generally well - received by city finance officers and independent auditors, the project will encourage
more timely implementation of the new legislation.
p
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Municipal Pension Plans:
the Long Road Back to
Financial Soundness
Putting an abused municipal pension plan back on a sound,
financial basis requires time, careful planning, and a knowledge of
the viable alternatives.

i

by Kathryn J. Whitmire and Philip B. Scheps
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city controller of
Houston. A CPA, she
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The perilous financial position of cities with
underfunded pension plans has prompted public
officials to review the underlying philosophy and
operation of these plans. Those officials whose
concerns transcend short-term operational problems have begun to search for means of escaping
the tightening squeeze of increased pension liabilities on one hand and tax reform- minded taxpayers
on the other.
The problem would be serious enough if pension plans had been properly funded in the past.
As it is, financial planners also must cope with the
difficulties caused by years of financial abuse.
Pension funding is perhaps the only area of
muncipal government where city officials are allowed —even encouraged —to fail systematically
to pay the current cost of city operations. These
ignored past due bills accumulate in obscure actuarial reports awaiting the inevitable crunch while
current resources are applied to more visible
needs. The result is a situation which many see as
an emerging threat to continued provision of services at the municipal level.
At worst, unsound pension plans can be viewed
as the consequence of inexcusable mismanage ment—a conspiracy involving politicians, actuar-

ies, accountants, and employee groups to rob future generations for today's needs.
Viewed in its most favorable light, the pension
funding problem may now allow the public to
confront the true cost of public services in order
that more efficient allocation of tax funds can take
place.
Those who fully perceive the probable consequences of systematic underfunding form a small
but growing cadre who are demanding solutions
despite political pressure to ignore the problem.
To these individuals pension liabilities must be
recognized and dealt with before circumstances
cause the needed remedies to be beyond the capacity of taxpayers — resulting in large scale benefit
reductions, budget disruptions or federal intervention.
Private Versus Public Plans
Pension plans sponsored by private corporations are in the process of being restored to financial soundness thanks to a complex set of federal
regulations known as the Employee Retirement
Income Security Act of 1975 (ERISA) which governs most aspects of these plans. Local government- sponsored plans, on the other hand are
exempt from this remedial legislation for the present, although the prospect of such national overMANAGEMENT ACCOUNTING /OCTOBER 1979

sight legislation has prompted a movement
toward state and local initiative in the pension
area.
A municipality can suffer financial reverses in
the form of tax limitation, unfavorable investments, declining tax base, natural disaster, and inflation- caused cost increases, in exactly the same
way that a private employer can suffer declining
sales, costly labor settements, etc. It is a mistake
for either the public manager or the employee to
act on the assumption that taxing power at the
local level is unlimited. Proposition 13 is showing
the fallacy of that kind of thinking.
Financial soundness and a prudent regard for
future uncertainties thus dictate that funds to pay
pension costs must be set aside in advance of retirement, during the working life of each employee. Local governments have embraced this same
logic when setting up sinking funds for other types
of debt. A pension promise is also an agreement
backed at least implicitly by the full faith and
credit of the municipality, and the liability should
accordingly be subject to the same rational funding technique.
Probems in Pension Management
Pension funding is nothing more or less than a
rational method of assigning annual costs to the
retirement component of the expense of holding a
labor force. As any accountant can testify, the
term "rational" can be satisfied by a variety of
different methods —all potentially correct if applied properly and consistently. The deferred
nature of the pension liability creates confusion
because there is often a failure to distinguish between the recognition, the measurement, and the
funding of such liability. Often the confusion is
intentionally exploited by those who seek to delay
action or prove that only a specialist can hope to
cope with the problems.
As an example of the recognition problem, consider an individual who has worked 19 years under a 20 -year vesting plan. While it may be legally
true that as of this moment there is no liability
under the plan, there is a clear probability that
funds will indeed be required to pay the promised
pension. Of course the larger the work force, the
more accurately such probability can be measured
and thus it makes little common sense to claim
that no liability exists until year 20.
The vesting provision ofa plan is of absolutely
no consequence to the financial analysis of an ongoing plan. It is merely a device for holding an
employee in the work force and specifying his legal rights should he or she decide to leave. It
should be reiterated that vesting provisions do affect a plan, but once these provisions are in effect,
no distinction should be made between vested and
unvested employees for financial planning.
In a similar vein, any liability measurement
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based on the assumption that the plan will terminate today is of no consequence (unless termination is a clear possibility). Calculation of plan termination liabilities is a device which promotes
nothing but confusion in an ongoing plan.
The measurement of a pension liability is the
job for an individual skilled in looking at trends
and projecting experience into the future. An expert external to the plan sponsor commonly is
used to avoid bias in the assumptions that might
affect the estimates. Questions are often raised
about the reliability of these expert projections
since they are undeniably influenced by assumptions about the future. Such questioning usually
has worked only to obscure common sense approaches to the problem. In the aggregate —and
with periodic mid - course corrections —the actuary is likely to provide a reasonably good job of
predicting future plan obligations. Since common
sense dictates that we plan for the future as best
we can, and since actuaries are professionally certified to make such predictions, it becomes a simple matter of using their projections and comparing them with unfolding reality on a periodic
basis. The liabilities do not go away because we
lack a perfect crystal ball to foretell the future.
Once the actuary has done his job and the
plan's future cash out -flow have been estimated to
the best degree possible, it becomes appropriate to
ask how the liabilities will be funded i.e., how assets will be accumulated to provide the needed
cash flow. The area of most confusion seems to
involve the question of which funding method to
use.
Again, the confusion is needless because financial soundness can be satisfied by consistent application of any one of several funding methods. Just
as either LIFO or FIFO inventory accounting can
be used with equal acceptability, any one of several actuarial cost methods can be used. The only
unsound practice in inventory accounting is being
inconsistent. No long -term harm to the goals of
good accounting practice is done unless methods
are arbitrarily switched. The actuarial situation is
parallel. If a method is selected and consistently
applied, it matters not at all that a different method would give a different answer.
Pension funding can be likened to a blindfolded
man being directed toward a moving target by a
guide. So long as the man follows instructions he
will remain reasonably close in pursuit of the target although he may never reach it. If the guide is
systematically ignored, however, the target and its
pursuer will get farther and farther apart. The
analogy to the guide is the actuary —and his "instructions" are his suggested annual contributions
to fund the plan. When these costs are ignored
year after year, the "target" becomes harder and
harder to reach.
For example, contributions to the City of Hous-
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ton's three pension plans on 1978 fell approximately $10 million short of the normal cost of the
plans. Consistent underfunding of this type over
many years has resulted in unfunded liabilities of
over a half billion dollars. Although initial steps
are presently being taken to correct this dilemma,
some tough financial decisions lie ahead to repair
the damage caused by underfunding.
The Process of Financial Recovery
The road back to financial health for a municipality is not an easy one — especially if the plan
has been systematically underfunded for a number
of years. It may well be that the path to soundness
cannot be achieved this year or next year due to
the disruptive effects on the budget of making up
for many years of neglect. But here are suggestions for beginning the process of recovery.

Pension Jargon
Actuarial Funding Setting aside money in a trust fund during an
employee's working years to provide him a pension on retirement.
The amount of such funds is dependent upon assumptions about
the future, the actuarial cost method adopted, and the benefits
promised.
Actuarial Cost Method Any of several acceptable methods of accomplishing actuarial funding. Ideally, the method causes funds to
be set aside in proportion to the amount of the ultimate pension
"earned" in a given year.
Normal Cost The amount of contribution to a pension fund which is
necessary each year to accomplish actuarial funding.
Actuarial Assumptions Judgments and predictions about the future
which must be made in order to compute the normal cost of a
pension plan. These include assumptions about future investment
returns, salary increases, employee attrition rates and mortality
rates, and probability of early retirement.
Unfunded. Liability The unpaid portion of the normal cost of a
pension plan applicable to prior years. This "unpaid portion" may
arise because benefits were increased because actuarial assumptions
have changed, or because the normal cost was simply not paid
when it should have been. In addition, a "start -up" unfunded liability is usually incurred whenever a new plan is created.
Amortization ofUnfunded Liability Annual contributions to a pension plan (in addition to its normal cost) to systematically eliminate
the unfunded liability over a specified number of years in the future.
Vested Benefits Retirement payments to which an employee has
acquired a non - forfeitable right due to his tenure with the employer.
Vesting Period The number of years an employee must work for his
present employer to acquire a non - forfeitable right to pension benefits.
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Reorganizing your actuarial reports A single actuarial valuation gives a picture of the plan at a single instant of time. A far better measure of the
health of the plan is a financial trend over an extended length of time. Such a trend analysis can
offer a clue as to where your plan is headed and
how long it will take to get there.
Unfunded liability (UL) is a concept which expresses the difference in what is actually in the
fund today and what should be in the fund today
if it were on -track under a given cost method. It is
important to recognize that unfunded liabilities
themselves are not necessarily evidence of poor
management, but steadily increasing unfunded liabilities signal that the plan's financial health has
been ignored.
Unfunded liabilities arise for several reasons —
some are perfectly legitimate and some are evidence of neglect. In the former category, are
changes due to addition of benefits, plan start -up,
and experience which reveals erroneous assumptions. In the category of bad reasons for unfunded
liability, there is consistent failure to pay normal
costs of the plan.
Unfunded liability also draws interest at the
prevailing investment. return. This is due to the
fact that UL represent funds that should be invested with the return used to help fund the plan.
Since the funds are not invested, the would -be investment return must be added to UL each year.
Ask your actuary to break down unfunded liability into its components to assist in determining
whether progress is being made. A good amortization program recognizes that certain components
of UL can be amortized over long periods while
some should be extinguished quickly. Obviously
amortization of UL can only begin if normal costs
are being paid annually.
Remove funding from the political arena. The goal
of a restoration program is to achieve an automatic funding system independent of city councils,
state legislatures, and management -labor negotiations. Thus the contribution to the fund each year
should automatically represent normal costs, plus
contributions necessary to amortize each of the
components of UL on its own predetermined
schedule. As an example, when the automatic
funding system is put into effect, the existing UL
might be assigned a 40 -year schedule with payments set to equal a level percent of payroll. Any
new benefits granted (or decreased) would add (or
subtract) an amount calculated on a 15-year
schedule. Corrections of erroneous actuarial assumptions would be amortized over five years.
In an automatic funding system, the city is no
longer able arbitrarily to under-fund the plan
based on political considerations. Rather, an actuary is retained on a periodic basis to "bill" the city
for its current obligations under the selected funding scheme. Payments to the fund, like payments
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to a sinking fund, are thus removed from the list
of the city's discretionary expenditures.
Changing the Plan through Innovation
Many plans are already so badly underfunded
that attempts to return to soundness would entail
a tremendous financial load on the sponsor. For
these municipalities, it might be appropriate to
close membership in the old plan and bring new
hires into a plan redesigned for modest benefits
and automatic full funding. Such a proposal might
stress new types of benefits for younger employees, such as earlier vesting or additional survivors
benefits, while achieving cost savings in other areas such as cost -of- living escalators. Obviously,
the new plan would be actuarially inferior to the
employee, but it would be fully funded, a benefit
which is becoming rarer.
Under such a proposal, the old plan would no
longer have new blood to prop itself up with, and
thus some acceleration in funding might be required as the old fund matures. Such acceleration
will be partially offset by cost savings in the new
plan, and perhaps by voluntary conversions to the
new plan on the part of younger members of the
old plan.
Another possible innovation is to change from a
defined benefit to a defined contribution type of
plan. Such a change eliminates most if not all of
the features which have created the difficulties in
the pension field today.
Defined benefit plans promise the employee a
given level of pension related normally to his level
of income prior to retirement. Defined contribution plans make no such long -term promise. Under this type of plan, the employee is promised
only a contribution to his pension account each
payday. His pension depends on the value of this
account when he retires.
Under conditions ofcertainty both defined contribution and defined benefit plans provide the
same benefit. That is, ifthe employer could accurately foretell the future, it would make no difference whether he would promise a pension of a
given amount in the future, or only promise a given monthly contribution that would result in a
fund sufficient to pay the same level of benefits.
The presence of uncertainty —in mortality, future
salary, inflation, investment return, etc. — causes
the two types of plans to be vastly different as to
the incidence of the risks borne by the employer
and the employee.
Under defined benefit, the employees bears all
risk of withdrawal before vesting, premature
death, future changes in benefit levels, and purchasing power of his ultimate pension. The employer (and ultimately the taxpayer) bears the
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risks associated with investment return and budget disruption due to inaccuracy ofactuarial projections. The employer is morally obligated to
make good on the promise no matter what turn
the economy takes and no matter how favorable
or unfavorable are his actuary's projections on
work force retirement trends, salaries, withdrawal
and mortality rates.
In the defined contribution system, it is the
employee who bears the risk of unfavorable investment return, and who will profit from high
returns. Consequently, some decisions about investment policy are usually left to the individual
employee in this type of plan. The employer's liability is no longer contingent on actuarial uncertainties and thus future financial planning is greatly enhanced.
The primary argument against defined contribution rests on the notion that employees are incapable of planning their own future and that "Big
Brother" must provide for them because they do
not have the knowledge or skill to provide for
themselves. Many employees especially those in
highly mobile occupations, however, have demonstrated their preference for controlling their own
funds and making their own decisions. Given that
the defined benefit system ofpensions is responsible for most of the problems which characterize
today's pension crisis, a new look at defined contribution may be in order.

Pension funding
is perhaps the
only area
where city
officials are
even
encouraged to
fail to pay
current costs.

Homing in on Adequate Pension Funding
There seems to be a great amount of "homemade" complexity that engulfs the area ofpension
fund management in a cloud of mystery. It is important that public officials attempt to solve problems rather than continually moan about how difficult they are to solve. Problems do exist, but
they are more political and managerial than actuarial.
Ignoring pension liabilities because they are difficult to measure with perfect certainty is similar
to ignoring depreciation expenses simply because
various methods are available to calculate such
expenses. With reasonable judgment, and an appreciation of the financial upheaval which can result from failure to recognize and provide systematically for employee retirement costs the pension
funding problem can be reduced to a manageable
size.
Adequate pension funding represents a simple
attempt to pay the bills for employee retirement
benefits in a timely manner. Institutions that pay
their bills in a timely manner find that their management efforts are simplified, their customers are
happier, and their suppliers work harder for their
business.
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How Richmond County
Learned Fixed -Asset
Management
One local government set up a good system of fixed -asset
accounting so it could manage its resources properly.

By William F. Epps
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In recent years we have witnessed a great increase
in the demands for services provided by local governments. At the same time, we have seen a tremendous demand for greater accountability. With
this stepped -up demand for services, there also is
an increased requirement for resources to provide
these services. The necessary resources are provided mostly by local taxes and other local sources of
revenue.
Even though the greatest portion of these resources is used for operations of local governments, a large portion is expended each year for
the purchase of capital assets.
All too often, local governments do not have a
sound system of fixed -asset management. A stable
fixed -asset management system would contribute
to a solid financial condition of local governments
by:
1. Eliminating audit opinions that are qualified
because they lack fixed -asset records,
2. Meeting one of the requirements of the Municipal Finance Officers Association's (MFOA)
Certificate of Conformance,
3. Providing an accurate value of assets for insurance purposes,
4. Providing an accurate cost of services where
these assets are used,
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Providing a system for forecasting the replacement of assets in the capital budgeting process,
and
6. Providing a system for proper maintenance of
existing assets by utilizing the asset information
in an equipment maintenance program.
In Richmond County, Ga., population 187,000,
fixed -asset records were unavailable before 1975.
In 1971 each department took an inventory of
fixed assets, but the inventory records were never
maintained. Purchases each year were recorded to
master asset accounts but were not removed after
the disposal of these fixed assets. The balance of
each of these accounts became totally inaccurate
over a period of years.
Each year the Board of Commissioners of Richmond County, as required by law, would engage a
local CPA firm to audit the county's financial records. Each year the CPA firm would issue a qualified opinion based upon lack of proper fixed -asset
accounting records. In 1975 the local CPA firm
issued an unqualified opinion for the first time. To
get to this point, Richmond County had to devise
a good accounting system for its fixed assets.
Richmond County initiated its fixed -asset system in January 1974 and received the first correct
printout in August 1975 for assets acquired
through December 31, 1974. Our major problem
was assigning values to assets purchased before
MANAGEMENT ACCOUNTING /OCTOBER 1979

1974 because those records were not readily available since we used a manual accounting system.
The auditors required a complete list of all assets owned by the county to support the control
accounts for fixed assets. The December 31, 1974,
financial report was a first for Richmond County.
It presented fixed -asset account balances with
proper subsidiary records that allowed the auditors to express their unqualified opinion.
Fixed -Asset Classification Is Vital
For an annual financial report of any local government to receive an unqualified opinion by a
CPA firm, there must be a section called the
"General Fixed Asset Group of Accounts." The
MFOA National Committee on Governmental
Accounting states in its publication, "Governmental Accounting, Auditing, and Financial Reporting," that to be classified as a fixed asset in
this category, a specific piece of property must
possess three attributes: a tangible nature, a life
longer than the current fiscal year, and a significant value.
The recommended classes of fixed assets for accounting and statement purposes are land, buildings, improvements other than buildings, machinery and construction in progress. Several contra
accounts need to be established as a credit to
make this group of accounts self - balancing. They
should indicate the source of revenue from which
assets were acquired, such as:
Capital project fund
General obligation bonds
Federal grants
State grants
Local grants
General fund
Special revenue fund
Gifts
Any fixed -asset accounting system should have
subsidiary records with at least the following information:
1. Class code indicates the type of assets. The
code can be general in nature, or it can be a
group of numbers which would specify machinery (general), vehicle (specific), and pickup truck (type).
2. Sequence or payment voucher number
This could be a check number, voucher number or purchase order number.
3. Date of acquisition
4. Description
5. Department assigned
6. Name and address of vendor
If separate vendor listing is maintained, then
vendor number should be used.
7. Location of asset
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Cost
9. Fund or investment account
10. Method of acquisition
This could be a purchase, lease - purchase, construction, tax foreclosure or donation.
11. Estimated life of asset
12. Date, method and authorization of disposal
The subsidiary records should be maintained
whether the fixed -asset system is manual or computerized. Use of a computerized system is intended for this discussion. See Figure 1.
Proper Planning Is Essential
In establishing a fixed -asset system, the first
step is proper planning. Improper planning could
mean a loss of valuable time and resources. A department must plan the entire system, including
initial inventory, the present requirements, and
the future requirements.
The key to any fixed -asset system is the asset
identification number. All fixed assets should be
marked and numbered by metal plates, decals or
other permanent method of identification. This
number also should be included on computer input documents. Richmond County used an adhesive- backed decal that came on a roll of 1,000.
Although it was easy to work with, it wouldn't
remain on equipment that was left outdoors nor
would it adhere to rough surfaces such as those on
new typewriters and adding machines. Accordingly, we are now ordering a permanent metal tag.
An initial inventory of all existing fixed assets
also is necessary. The inventory should be systematic and thorough, making sure all assets are
tagged and all information needed for subsidiary
records is recorded. In cases where information
such as vendor, payment, voucher number, date of
purchase and cost are not available, the best estimate or source of information should be used.
Once the initial inventory is taken and computer input documents are prepared, the system
needs the mechanics to assure that all fixed assets
acquired in the future are included. If a receiving
warehouse is part of the purchasing apparatus,
then the mechanics can be handled quite easily. If
no warehouse facility is available, then the job of
assigning an asset number and preparing proper
computer input documents can be handled by the
accounting department when the payment voucher is prepared.
Richmond County had a problem, however,
with physically attaching the tag to a piece of new
equipment purchased for departments not located
in the courthouse because of a lack of staff to assign this responsibility. We partially solved the
problem by assigning each department to take
care of its own tagging, with follow -up checks to
be made by the internal audit department.
Occasionally it is necessary to change asset in-

Once
established, a
fixed -asset
system can be
expanded to
include a
preventive
maintenance
program.
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WHICH
WAYISBETTER?
The
Old Way.
You can struggle along the manual way or
use a service bureau.
You can put up with input errors, editing
problems, and inflexible formats.
You can produce delayed reports.
You can pay those never-ending bills, that
increase with each new client.
You can continually lose time, sleep, and
money — the old way!

The
New Way*?.
You can computerize both small and
large clients on your own in -house
machine —
• Invest in an IMP microcomputer with
sophisticated accounting software —for less than the cost of
adding a new office employee.
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for yourself.
• Increase your bottom line —the new
way!
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formation, and frequently a fixed asset may be
transferred to a department other than the original department.. Here the ability to delete fixed
assets from the records is necessary. When disposing of a fixed asset, the computer input sheet
should include the date, method and authorization for disposal.
As in any system, what is received from your
effort is the main reason for the system. The various printouts received from the fixed -asset system
should be complete, easy to read and useful.

To get an
unqualified
CPA opinion,
this county had
to establish a
fixed -asset
system.

Meeting Minimum Needs

All these suggestions would bring the local government to the point of minimum needs in an asset management system. With this information on
file, why not use it for real planning and cost savings?
If a method of aging each fixed asset is used, a
listing of every asset that has to be replaced in
each year for the next five years would be available for capital budgeting. This procedure would
give managers additional information in justifying
the annual budget and would provide a basis for
establishing a reserve for future replacements.
By including the replacement year of each fixed
asset on all listings, when an asset needs to be
replaced before the estimated replacement date
the company can determine why. The reason for
early retirement could be caused by improper life
years assigned to the asset, in which case an adjustment to life years would have to be made to all
similar assets, or by improper use, in which case
additional training of personnel may be needed.
Improper maintenance also may be the cause for
early retirement.

List Fixed Assets and Investments
To meet the requirements for an unqualified
opinion on the statements, a summary listing of
fixed -asset classes and investment accounts is
needed. Departmental listings of all assets assigned should be provided to each government department. Managers of each department then
could control these fixed assets to detect loss or
theft.
In addition, printouts that list all assets by classification would be useful in determining just how
many vehicles, for instance, there are in the government. This information would be needed when
accepting bids for liability insurance or computing
information needed for a self - insurance plan. Lists
of assets by investment accounts would aid in audits of federal revenue - sharing funds and /or other
federal grants. This system would enable the government to provide a list of capital expenditures
and the location of the capital assets. In addition,
lists of additions and deletions for the current year
would provide access to activity for the year.

Expanding the Program
The information in the fixed -asset system also
could be expanded to include a preventive maintenance program. By including the manufacturer's
recommended maintenance timetables, periodic
listings could be made to help determine when a
vehicle or other equipment would need preventive

Figure 1
RICHMOND COUNTY, GEORGIA
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maintenance or a major overhaul. This system
would enable a garage facility, for example, to
schedule its work load more evenly and increase
the life year ofmost fixed assets. Maintenance logs
could be kept on each piece of equipment to guide
the purchasing department when it is time to replace a piece of equipment. If maintenance logs
reveal that one manufacturer's piece ofequipment
required more maintenance and repairs than another's, this cost could be added to the replacement cost to determine the total cost of a new
piece of equipment over its entire life years.
By adding a few variables to the aging system,
such as inflation factors and interest rates on investments, the government could establish a spe-

cial fund for asset replacements. This program
could compute an amount to be added to the fund
each year for each fixed asset. These funds could
be invested to earn interest that also would be retained by the fund. Government officials, however, would have to resist the temptation to borrow
from this fund for other purposes. Inflation factors and interest rates also would have to be evaluated periodically to determine if the rates used in
the program are correct.
There are many uses for a good fixed -asset management program. Richmond County has reached
the minimum point mentioned in this article and
is striving to expand its minimum point to include
all points mentioned.
❑

DANGER: THIS CITY IS IN FINANCIAL TROUBLE
Continued from page 22
on (dependent) variable most clearly related to insolvency was the total cash in the General Fund
at the end of FY 1975, expressed as a percentage
of the total assets of the General Fund.
The numerous computer runs applying the
model resulted in ranges of ability to classify the
cities correctly. In the analysis displaying the
most correct classifications, 83'/ %, there were
five predictor variables, with three years of data
for each. Of these, those making the greatest contribution to accurate prediction were administrative expenditures and parks and recreation expenditures. They worked in opposite directions: as
a city became cash -poor, its administrative expenditures would rise, while its parks and recreation expenditures would be contracted.
Some other analyses displayed a high number
of correct classifications and strength in predicting which cities would become cash -poor. The
prominent variables taken from those runs were:
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past due taxes receivable, property tax revenues,
and interfund borrowings of the General Fund, as
a percentage ofGeneral Fund Assets.
As additional years of experience data become
available, extensions of this study can be made.
For example, predictive equations should be constructed and time lags should be studied. Curiously, older years' data were more useful in predicting June 30, 1975 financial position than were
more recent years' data. With a longer time span
of usable data available, other questions may be
asked. The longer time horizon should be more
useful in signalling potential fiscal problems earlier so that the state and the cities may take the
early opportunity for corrective action.
❑
Edward Altman, "Financial Ratios, Discriminant Analysis and the Prediction of
Corporate Bankruptcy." Journal of Finance, Vol. XXIII, September 1968.
' Bankruptcy Art. I I U.S.C. Chapter 9, Sec. 301404 (1970).
New York. Philadelphia, Cleveland, Detroit, Hamtramck, Newark and East St.
Louis are frequently cited as examples.
' Act 1. Public Acts of 1968, Stale of Michigan.
For those familiar with factor analysis, principal components with a Varimxx
rotation was used.
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How Cost Accountants Can
Improve Public Housing
Programs
A major impediment to bringing Public Housing Programs under
control is the complete absence of specific cost data.

By Joseph Nestor
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One of the nation's most significant financial and
human investments is the Public Housing Program whose objectives are the construction and
management of housing for low and moderate income households. This program, which is targeted
on our deteriorating urban cores, is one of the
government's most distressed and most criticized
enterprises. The complete absence of specific cost
data for public housing operations is a major impediment to bringing the program under control
and improving management performance. Cost
accountants can render invaluable assistance
through the establishment of systems of cost responsibility centers. This would assist in the monitoring of the program income and expense data
and provide a means for control and measurement.
HUD and the Local Housing Authority
Established under the Housing Act of 1937, the
Public Housing Program has constructed and at
present manages in excess of one million units of
rental housing. The program provides shelter for
about 3.5 million families and individuals of lower
incomes. With almost 70% of the units concentrated in urban centers, the program represents a
capital investment of nearly $19 billion. The Department of Housing and Urban Development

(HUD), which administers the program through
approximately 2,800 Local Housing Authorities
(LHA), is seeking from Congress in this fiscal year
almost three - quarters of a billion dollars for subsidies to offset the cost of annual operations. With
such subsidies approaching (and soon surpassing)
the total annual debt service for capital construction since 1937, the need for an effective system of
monitoring income and expense data is dramatically obvious.
The initial impediment to developing an effective cost monitoring and control system is the fact
that HUD allocates annual operating subsidies,
and LHA's almost invariably record and report
income and expense data at an authority -wide or
consolidated level. A typical large housing authority may manage 3,000 apartments. However, its
stock may be distributed throughout ten separate
projects or developments with wide age ranges (838 years), size (100 -1500 units), and type
(2 -1 0 + stories). Recording and reporting cost
data at the aggregate level does not provide an
accurate and useful picture of the actual or relative income and expenses of each different development. And it is at the individual development
level that such projects are in fact managed. It is
readily admitted by public housing professionals,
including HUD officials, that knowledge about
the real costs of managing the program is at best
minimal at both the local and national level.
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Figure 1
CONVERSION TASK SEQUENCE
COMPARATIVE
ANALYSIS

SYSTEM
REORGANIZATION

3 -a
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2
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wide chart of accounts
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expense data needed
at project level 1
responsibility center
Arrangement organization & display of
selected data

Establish internal practices & procedures to
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selected expenses at
project level
5 -b

Reorganize data
groupings to maximize
monitoring &
measurement utility

3 -b

4 -b

6
Project level 1
responsibility center
chart of accounts
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Application of Cost Accounting Principles

In order to determine the real and relative costs
of operating particular developments, it is necessary to establish a system of cost responsibility
MANAGEMENT ACCOUNTING /OCTOBER 1979

centers —in this case a project -by- project, cost management system. If the developments are
quantitatively minimal and analagous in age, size,
and type, a group of projects may be selected.
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1. Income and expense account categories, put
firth at a level of detail and organized so as to
meet both fiscal monitoring and management
performance measurement needs.
2. A variety of coding options which provide for
significant cross - reference use.
3. Monthly and cumulative expenditures and receipts to date that relate to both budgeted
amounts and current balances.
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4. Per unit month data for both actual income/
expenditures to date and budgeted amounts.

performance,

Not only does the data above offer project. -byproject, line -by -line fiscal monitoring capacity, but
also offers a time saving, management-by-exception capacity. Potential overruns and underruns
can be simultaneously noted by a variety of staff
levels in a more than timely fashion. Trouble spots
and potential surplus lines can be targeted and
necessary operational and /or budgetary revisions
can be planned and executed within reasonable
fiscal time frames.
Another report can offer an abstract of an end of -year summary statement by account line of all
LHA projects. By displaying the project in per unit -month form, the income and expense results,
and thus
can be measured, analyzed and evaluated in relative terms,
notwithstanding varying numbers of units. As the
LHA builds an empirical fiscal history for each
separate project, it can institute performance incentives and, if necessary, remedial staff and /or
operational action.
management

Housing
subsidies
approaching
$750 million
point up the
need for an
effective system
of monitoring
income and
expense data.

Figure 1 depicts the basic task sequence of converting a consolidated accounting system to one
which is project - based. As one conducts the noted
comparative analysis and system reorganizations,
it is essential that the ultimate project level output
be appropriate for meeting the mutual goals of
fiscal monitoring and management performance
measurement. It is also essential to keep in mind
that although the chartered principles of conversion are applicable across a broad range of program types, the individual tasks noted must be
tailored to the particular problems, needs, and objectives of the local housing authority. Figure 2
offers a schematic of a typical reorganized LHA
accounting system, with emphasis on the distribution of all income and expense to individual developments. Again, the methodology for this distribution may be varied and should be developed in
accordance with specific local needs.
Another important report is the project /development's monthly income and expense statement.
This report can be produced through the conversion of an LHA's consolidated accounting system
to a project- based, responsibility center system via
application of cost accounting principles and techniques. For each development the LHA —and
elected officials and community leaders —has at its
disposal:

Effective Fiscal and Operational Management
The public sector is only beginning to note the
multiple benefits of management accounting principles and techniques. In the case of federally -subsidized housing, the development of project- based,
cost responsibility centers represents a positive
step toward effective fiscal and operational management of about $20 billion of tax dollars investment. Cost accountants can render invaluable
technical assistance and thus make a significant
contribution to improving the quality of residential life throughout our urban centers.
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Public Sector Leasing
in South Carolina
Although lease payments comprise a relatively small portion of total
state expenditures, the value of leased equipment comprises a
significant portion of the total equipment used by the state.

By James B. Henry, Perry Woodside,
and James B. Edwards
The public sector of the economy, comprised of
thousands of federal, state, and local governmental units participates in the equipment leasing industry as lessees . Although there are indications
that the volume of equipment leased by governmental units is significant , there is very little comprehensive quantitative information to substantiate this.
A comprehensive investigation of equipment
leasing o f a sizable governmental unit would,
therefore, begin to provide information with respect to leasing by governmental units as well as
being worthwhile to that particular governmental
unit.
To accomplish this, we selected the State of
South Carolina as a case study . There are 110 separate agencies , commissions, and institutions in
the state, and the fiscal year 1976 budget was approximately $2.1 billion.'
Accounting data compiled by the state auditor's
office indicate that lease payments ' made by South
Carolina's state agencies and institutions totaled
$10,332,032 for fiscal year 1976 and about
$10,730,000 for fiscal year 1977 (see Table 1). Of
this total, approximately two- thirds was for data
processing equipment and the remainder was for a
variety of other equipment.
Although the lease payments comprise a relatively small portion of total state expenditures, the
value of the leased equipment comprises a signifiMANAGEMENT ACCOUNTING /OCTOBER 1979

cant portion of the total stock of equipment used
by the state. Credible estimates of the value of the
stock of equipment in use would be exceedingly
difficult to make. Over the past four fiscal years,
purchases of equipment have increased from approximately $20.3 million to $25.8 million per
year, or an increase of 27 %; the increase in leasing
activity approa ched 50 % . It appears that leasing

has increased as an alternative means of acquiring
the use of equipment.
Research Objectives
The primary focus of our study dealt with an
evaluation of a large sample of lease contracts entered into by the State of South Carolina. The objective was to determine whether or not rates on
these contracts were excessive when compared to
the borrowing rates available at the time each
lease was entered into. It should be pointed out,
that the nature of the contract with respect to can cellability has a significant role in the perceived
risk of the lessor and resulting rates charged to the
lessee. Because South Carolina (like most states)
prohibits an agency to contract a lease for a period
longer than one year, all leases are in the form of
an operating lease.'
In order to satisfy the one -year term restriction
and still allow a longer lease term, " hybrid" lease
agreements have evolved . These lease agreements
contain a provision that allows the agency to cancel the lease without penalty if appropriations are
not available. This provision is referred to as a
"nonfunding provision ." Cancellation is not a]-
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lowed for reasons other than the lack of appropriations.
Thus, there are lease agreements, the terms of
which appear to exceed one year, when budget
appropriations are sufficient. The nonfunding provision does subject the lessor to greater risk than
the usual noncancellable lease. Instead of having
the lessee's commitment to make payments over a
fixed future period, the lessor accepts an agreement that allows cancellation without penalty under special conditions. The lessor is less certain of
cash flows from leases containing nonfunding provisions than he would be with a noncancellable
financial lease. If the lessor accepts a greater level

Table 1
EQUIPMENT LEASE PAYMENTS BY S.C. AGENCIESI
Budget category

1974

1975

Fiscal years
1976

1977

Data processing equipment $5,177,469 $5,953,057 $ 7,142,446 $ 7,571,847
Equipment other than
data processing
1,901,230 2,900,117
3,189,586 3,159,914
Total

$7,078,699 $8,853,174 $10,332,032 $10,731,761

Calculated from data supplied by the state auditor's office.

of risk, then it is reasonable to expect that the
lease payments should provide remuneration for
this additional risk.
The additional risk to the lessor associated with
a nonfunding provision is not as great as it first
appears and in fact may not be as risky for the
lessor as a cancellable operating lease. There are
two factors. First, an agency would be reluctant to
exercise the right of cancellation under a nonfunding provision because of the possible detrimental
effects on future contracts with such provisions.
Second, the typical nonfunding provision requires
that the legislature specifically state that funds are
not appropriated for the purpose of making lease
payments for specified items of equipment. Because the legislature is seldom concerned with
such operational details, the impetus for cancellation under a nonfunding provision would have to
come from the individual agency. The intent of
the lessor and the lessee in these leases is a longterm agreement whereby the lease rates are reduced. Therefore, leases that are noncancellable
except for a nonfunding provision will be considered financial leases from a financial analysis
standpoint.
Sample Leases
The data relevant to equipment leased by the
state agencies was acquired from three sources:
1. individual agencies through the use of a survey
questionnaire;
2. State of South Carolina Division of Management Systems for data processing leases,
44

3. equipment manufacturers for 95% of the photocopier leases used by the state.
Including 22 contracts for data processing
equipment, the sample covered 1,104 individual
items of equipment under 898 separate lease contracts.
To facilitate the analysis of contracts, the survey leases are classified according to the U.S. Department of Commerce's four -digit Standard Industrial Classification (SIC) code. Nine SIC codes
are required for the surveyed equipment. SIC code
2579, primarily comprised of photocopying equipment, accounted for 75.7% of the total contracts
(678 of 898) and 63% of the total number of items
of equipment (696 of 1, 104). Data processing
equipment represented 2.4% of the total contracts
(22 of 898) and 15.5% of the total items of equipment (171 of 1,104). Typewriters accounted for
12.5% of the total contracts (112 of 898) and
10.1% of the total items of equipment (112 of
1,104). The remaining six SIC code classifications
were comprised of farm machinery, printing machinery, telephone equipment, radio equipment,
medical equipment, and clocks. Together they accounted for 98.4% of the contracts in the survey.
Terms of Survey Leases
The term of the lease contracts surveyed varied
from one month to five years. Table 2 indicates
the distribution of the lease terms by description
and SIC number. The distribution is skewed heavily toward short -term leases of 30 days. Of the
total contracts, 78% (698 of 898) was for a term
of one month. The largest single grouping was
photocopier leases. There were only six lease contracts with terms of t wo months through six
months.
There were 115 contracts with a term of one
year. This represented 13% of the survey total of
898 contracts. Photocopiers accounted for 86 of
these contracts and farm machinery for 18 contracts. The remaining I 1 contracts were distributed among four SIC groupings (computers, telephone equipment, radio tower, and time clocks).
A total of 66 lease contracts had terms of two
years. Fifty -nine were typewriter leases, three
were printing equipment leases, and four were
computer leases. All contracts contained nonfunding provisions.
Of the 13 contracts with terms that exceeded
two years, there were eight photocopier leases,
four computer leases, and one medical equipment
lease. The four computer leases involved equipment with an estimated total purchase price of
$468,135. There were four photocopier leases that
did not provide for cancellation without penalty
through nonfunding provisions and appear to be
in violation of state statutes and constitutional
provisions, which prohibit encumbering funds beMANAGEMENT ACCOUNTING /OCTOBER 1979

yond a single fiscal year. The remaining nine contracts with terms exceeding two years all contained nonfunding provisions or were cancellable
without penalty.

net lease payments and the salvage value are future values and must be discounted to present value in order to compare them to the cost of purchasing.
The interest rate that should be used to determine if lease rates are excessive is the borrowing
rate available at the time the lease begins. For
South Carolina agencies, the rate would be the
tax -free rate obtained from bonds issued by the
State of South Carolina. The borrowing rates are
the average rates obtained on the tax exempt bond
issues during each calendar year (except in 1967,
because there were no leases in the survey that
began during that year), as contained below.

Lease Cost Analysis Measurement Procedure:
Operating Lease

In general , current lease literature suggests the
use of discounted cash flow analysis for measurement purposes. In our study a generally accepted
measurement procedure was used with some
slight modifications for the purpose of estimating
salvage and the length of the contract.' In these
models the costs of leasing the equipment are
compared with the costs of debt financing. In the
context of the public agency, the calculation of the
Calendar year
Discount rate
costs of ownership are simpler than the calcula1976
4.6%
tions for a business organization because the anal1975
5.3
ysis technique for a public agency need not be
1974
5.8
concerned with the tax shields created by depreci1973
4.5
ation charges.
1972
4.2
The cost of purchasing the equipment is simply
1971
3.9
the equipment's purchase price. The cost of leas1970
4.4
ing is determined by calculating the present value
1969
5.5
of the net lease payments and the estimated resid1968
3.8
ual or salvage value of the asset. Net lease pay1966
3.4
ments are total lease payments less executory
1965
2.9
costs such as maintenance and insurance expenses. When the lease payments include these items,
The form of the model we used to determine the
they are deducted from the lease payments be- net present value advantage of a lease was:
cause they are costs that would be incurred if the
equipment were purchased. The salvage value can ADVL = Co— L, -I (I } r)' + (I } r)" (1)
be handled by deducting it from the purchase
price of the equipment or by adding it to the cost where,
of the lease. The estimated salvage value is added C = total purchase price
to the net lease payments and becomes a compo- L. = advanced lease payment
nent of total leasing costs. In doing so, under the L, = net lease payment in period t
lease, the salvage value is considered to be a fore- S;, = salvage value in period N (the assumed congone cash flow.
tract termination date)
With the exception of an advance payment, the r = borrowing rate
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Table 2
TERM OF SURVEY LEASES, BY SIC NUMBER

Terms of Maass
SIC
umber

Equipment
description

3523

Farm machinery

3555

printing machinery

3572

Typewriters

3573

Date processing
equipment

3579
3661

photocopMrs
Telephone

equipment
3662

Radio lower

3641

Medical
equipment
Time clocks

3873
Total

One
month

Two
months

Th u s
months

Six
months

One
year

.. .

...

...

.. .

16

...

...

1
53

3
584

...

1

4

...

...
1
...

57

...

Three
y eah

Four
years

Five
years

.. .
3

...

.. .

...

5
86

4
...

112
4
2

22
5

1

1
1

1

4

MANAGEMENT ACCOUNTING /OCTOBER 1979

1

115

678
61

...
...

.. .

...

.. .

1

698

Total
number of
leases
18
4

...

59

4
...

Two
years

1
1
1

66

7

5

1

898

45

current

Were the lease
contract rates
excessive —as
compared to
borrowing
rates?

Positive values for ADV L indicate the preference
of the lease, and negative values indicate the preference for purchasing the asset.
With respect to the operating lease, the analyst
cannot be certain of the length of the holding period. Therefore, he should observe the changes in
the value of the ADV alternated by different values for N and Sr,.The evaluation of the sensitivity
of ADV, can be facilitated by the construction of
a table as shown in Figure 1.
By observing the values of ADV, in each column one can approximate the "breakeven point"
of the lease in terms of the holding period, a point
in terms of time (N) and a salvage value estimate
(S) where the analyst would be indifferent; that is,
there would be no advantage to purchase or lease.
The value for N that results in ADV,, which is
nearest zero, is approximately the breakeven
point. If the analyst expects that the equipment
will be used for a period longer than the break even point, then in terms of cost minimization, the
purchase would be favored. A precise breakeven

point can be obtained by simply setting ADV at
zero and solving for N in equation (1).
Although this model does not explicitly provide
for the risk associated with the holding period or
the salvage value, it does allow the analyst to observe changes in the cost to the lessee for varying
assumptions of the holding period and the salvage
value. The sensitivity of the advantage or disadvantage of leasing is then combined with the decision maker's risk - taking attitude in reaching the
final decision regarding the lease.
Calculation of the Effective Interest Rate
This standard widely used model can further
facilitate the operating lease decision by yielding
an effective interest rate. This can be accomplished by specifying values for the holding period
and the salvage value, setting ADV,_ equal to zero
and solving the equation used in the previous section for the discount rate (r). The equation becomes:
CO = LO +

Figure 1
SALVAGE VALUE (SN)
(expressed as percentage of CO)

0
1

C

2

.20

=d

.30

3

E

rL * )t +

(

(1 -1-

1+

rL *)N

(2)

where,
Co = total purchase price
Lo = advance lease payment
L, = net lease payment in period t
Sy =salvage value in period N (the assumed contract termination date)
r* = the effective interest rate for the lease

.40

This effective lease rate can then be compared to
the agency borrowing rate as a decision criterion.

Value s of
AD V L

o

r.

_
wZ

.10

N—I

CL

The technique for analyzing financial leases employs the same discounted cash flow model presented for operating leases. In the case of a finan-

4

Table 3
EXCESSIVE EFFECTIVE LEASE RATES FOR PHOTOCOPIER LEASES
(number of lease contracts)
S alva g e va lue a s s um p tio n
(as p e r c e ntag e o f p u rc has e p ric e )

Ef fe ctive
le ase rate
.00

.10

.20

.30

.40

.50

.60

.70

.80

.90

1.00

10 % o r L es s

35

106

133

64

80

115

132

174

184

195

171

11 -20%

37

61

58

146

167

177

200

226

267

290

263

21 -30%

21

20

30

35

39

48

so

61

63

74

163

31 -40%

5

9

11

9

10

9

14

16

20

24

25

41 -50%

27

27

27

28

28

29

29

30

30

30

31

Ab o ve 50 %

15

16

16

16

16

16

16

16

16

16

16

175

239

275

298

340

394

441

523

582

629

669

T o tal
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Table 4
EXCESSIVE EFFECTIVE LEASE RATES FOR LEASES WITH
ESTIMATED HOLDING PERIODS PROVIDED BY AGENCIES
(total number of lease contracts)
Salvage value assumption
Effective
lease rate

10% or less

.00

.10

.20

.40

.30

...

.50

.60

.70

.80

.90

1.00

...

...

...

...

...

...

11 -20%

3

3

3

3

3

3

3

3

3

2

1

21 -30%

64

63

63

63

63

3

3

3

3

4

4

31-40%

2

3

3

3

3

63

63

63

63

63

64

...

...

...

...

...

...

...

...

...

...

69

1 69

69

69

41 -500/�
Above 50 "-o
Total

69

69 1

69 1

...

...

...

69

1 69

1 69

vial lease, th e term o f th e lease is fix ed an d is n o
longer an un certain ty . Th e an aly st still must be
concerned with th e specification o f t h e salvage
value. As in th e case o f op eratin g leases, the co st
of the lease is measured by a net present value
advantage or disadvantage of the lease or by an
effective interest rate.
Relatively few o f th e leases co vered in th e su rvey can be classified as finan cial leases. In fact,
only 79 of the 898 leases in the survey were for
term s that ex ceeded o ne y ear and 66 o f th ese were
for two -year term s.

1 69

average holding period of 5.3 years are, very likely, unrealistic. It is doubtful, for example, that
very many photocopiers would have salvage values of zero or 100 % . But even disregarding this
judgment about extreme values, Table 3 indicates
that at least 96% of the photocopier leases had
excessive rates; the actual number, almost certainly, is higher than this. If a salvage value of 30% is
considered reasonable, 45% of the 669 contracts
have rates which are excessive when compared to
the state's borrowing rate.
Effective Lease Rates

Effective In terest Rates on Op eratin g Leases
Forty -seven respo nding agencies to th e questionnair e in d ica ted an a verage h o ld in g p erio d o f
5.3 years o n p h o to cop ier leases.
The effective lease rates were calculated fo r all
669 photoco p ier leases b y assu m ing a h o ldin g p eriod of 5.3 y ears an d sim u latin g th e salvage valu e
using vario u s estimates. Tab le 3 ind icates th e
number of p ho toco pier leases with ex cessive rates
by lease rate category. With reference to this Table, one can o b serve th at as th e salvage valu e assum ption (e x p res sed a s a p e rcen t age o f th e p u rchase price o f th e eq u ip m en t) increases, the effective lease rate in creases; an d, th erefo re, th e n u m ber of contracts with ex cessive rates increases. As
exam ples, at a sa lvag e va lu e o f z ero , th ere were
175 contracts (2 6% o f t h e to tal) with ex cessive

rates; at a salvage value of 30 % , there were 298
contracts (45% of the total); and, at a salvage value of 60 % , there were 441 contracts (66 % ) .
Because only a limited market for used photocopiers exists, it is difficult to estimate accurately
the expected salvage value of photocopiers. Extreme values for the salvage value at the end of the
MANAGEMENT ACCOUNTING /OCTOBER 1979

The lease data forms in our questionnaire requested estimates of the holding period and the
estimated salvage of the equipment at the termination date of the lease. There were 97 lease contracts, other than photocopier leases, for which
the estimated holding period was provided by the
agencies. Sixty -nine of the 97 did not contain a
salvage value estimate. The effective lease rates for
them were calculated by simulating the salvage
value. Table 4 contains the effective lease rates for
these leases.
All 69 leases had excessive lease rates regardless
of the salvage value assumption. Again, it can be
observed that as the salvage value assumption increases, the effective lease rate increases. For each
salvage value assumption, at least 66 leases had
effective lease rates between 21 and 40 % . Thus,
these effective rates greatly exceeded the borrowing rate applicable for each of these leases.
Out of the total of 97 leases for which the holding period was provided by the agency, there were
28 leases for which the estimated salvage value
was also provided. The figures below indicate
there were 26 of the 28 leases with excessive lease
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rates. Twenty -two of the leases had effective rates
of between 11 and 30%.
Effective
lease rate
10% or less
11 -20%
21 -30%
31-40%
41 -50%
Above 50%
Total

Number of
leases
2
12
10
1

...1
26

It is noteworthy that nine of the 26 leases were
data processing equipment leases. These leases accounted for $554,478 in annual lease payments.
Fifteen leases were farm machinery leases (SIC
3523). With the exception of one lease, the leases
were for terms of at least one year. Three of the
data processing leases were for two or more years.
Additional Research Beneficial
At a salvage value assumption of zero, excessive
lease rates were found for 175 photocopier leases
(26% of all photocopiers) and all of the 69 leases
with simulated salvage values. Twenty -six of the

28 leases with complete information had excessive
rates. Given these assumptions, the number of
leases with excessive rates is significant.
Although salvage values cannot be determined
precisely for the photocopiers and the 69 other
leases, it is reasonable to assume that they will be
greater than zero for many leases. As the salvage
value increases, the number of leases with excessive rates increases. Thus, it is likely that excessive
rates exist for a larger number of leases than indicated above assuming zero salvage values. Regardless of the particular combination of assumed
salvage values for all of the leases analyzed, it is
clear that excessive rates exist for a significant
number of leases in this study.
Based on our study, it appears that additional
research on leasing in the public sector could be
beneficial. Leasing has become a significant factor
in financing the operations of many public entities. Perhaps the regulations and practice policies
controlling leasing activities in these entities are
causing excessive costs to be incurred.
❑
South Carolina, General Assembly House,General Appropriations Bill. 1976, H.R.
3910, see. 118.
see. South Carolina. Consrirurion, Art. 10, Sec. 2. South Carolina Code ofLaws.
1962, Vol. I Sec. 54.
' Rodney L. Roenfeldt and James A. Henry, "Lease vs. Debt Purchase of Automobiles;' MANAGEMENT AccowrtNG, October, 1976.
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Campaign Reporting:
a Challenge for Accountants
The Federal Election Commission has imposed intolerable,
complicated reporting requirements on congressional and other
candidates. Accountants can develop a simple, more
understandable system.

By Rodney Brandstedter
In today's hypersensitive political environment,
campaign accounting and reporting is fraught
with complications and confusion. The traditional
role of campaign treasurer has taken on added significance as candidates for federal office turn to
professional accountants to resolve the complexity
Rodney Brandstedter is
and
ambiguity surrounding campaign finances unof
director general
accounting for the Air der the onerous reporting requirements of the
Transport Assn. in
Washington, D.C. He Federal Election Commission (FEC). Professional
holds a B.A. degree accountants are now faced with both the opportufrom American
University, an MBA nity and the challenge of this increased responsidegree from the bility.
University of Southern
The easiest way to illustrate FEC reporting reMississippi and has
participated in several quirements is by progressing through a congrespolitical campaigns. He sional campaign, highlighting the essential reports
is a member of the
Washington, D.C. and possible inherent pitfalls. We will move from
Chapter through which initiating the campaign, through defining necesthis manuscript was
submitted. sary systems and terms, to concluding the campaign, always keeping the operational problems in
mind.
Becoming a Candidate
An individual becomes a federal candidate, subject to FEC registration and reporting, when any
one of the following circumstances occurs:
The individual qualifies, by a specific action,
under state law,
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2. The candidate or an authorized individual either receives contributions or makes expenditures (even if the candidacy is unannounced),
3. The individual fails to disavow, within 30 days
of notification by the FEC, unauthorized efforts on his behalf.
A person is allowed, however, to receive funds
and make certain expenditures just to determine
whether he should become a candidate. He does
not have to report such receipts and expenditures
if he decides not to seek office. Yet, it is essential
to keep accurate records of these items, for if the
individual chooses to run, these items qualify as
"contributions" and "expenditures" and must be
disclosed on the first report of contributions filed
with the FEC.
Once an individual decides to become a candidate, he must register with the FEC, which will
provide the necessary forms and explanatory
booklets at no cost. A candidate has 30 days to
register either by filing FEC Form 2, "Statement
of a Candidate for Nomination or Election to Federal Office," or by filing a letter with either the
Secretary of the Senate or Clerk of the House,
who forwards it to the FEC.
Designating a Principal Campaign Committee
On FEC Form 2, the candidate must designate
a principal campaign committee to receive contriMANAGEMENT ACCOUNTING /OCTOBER 1979

butions and make expenditures and must also indicate a campaign depository into which all contributions are to be deposited and from which all
expenditures, excluding petty cash, must be made.
The form also provides for other authorized depositories such as savings accounts or time deposits. It is essential, unless he wants to file FEC reports on his personal receipts and expenditures,
that the candidate request a reporting waiver by
certifying on FEC Form 2 that all funds for the
campaign will be received and disbursed by his
designated committee.
This certification relieves the candidate of unnecessary reporting burdens, but unless all contributions and expenditures are received and made
by the committee, this waiver is voided. This does
not prevent the candidate from personally accepting contributions —it simply means that all funds
received by the candidate or his agents must be
deposited in the campaign account within 10 days
of receipt.
Once the candidate has filed, his principal campaign committee has ten days to register by filing
FEC Form 1, "Statement of Organization for a
Political Committee." Since this form is used for
all political committees it contains various alternatives and requests information not applicable to
just the principal campaign committee. (For example, a Political Action Committee (PAC) must
report its affiliated and /or connected organizations.) The identification number on Form 1 will
be assigned after the form has been filed.
Candidates may authorize additional committees by filing FEC Form 2a, "Candidate Authorization ofa Political Committee other than a Principal Campaign Committee," which contains the
same basic information as FEC Form 2, except it
requires the identity of the principal campaign
committee. Once Form 2a is filed with the FEC,
the new committee must file with the principal
committee a "Statement of Organization," Form
1. The principal committee, in turn, must file an
updated Form 1 with the Secretary of the Senate
or the Clerk of the House.
Receiving Contributions
After completing these FEC reports and any
required state reports, the candidate and his treasurer, who also signs FEC Form 1, are ready to
begin the campaign. They must understand, however, the concepts ofcampaign contributions and
expenditures before plunging ahead.
A campaign contribution is anything of value
given or provided to influence a candidate's nomination or election. Individuals, partnerships or political committees may contribute to a campaign,
but corporations, unions, banks, government contractors (individuals or sole proprietors not employees ofcontractors), and foreign nationals cannot. Cash contributions, not checks, exceeding
MANAGEMENT ACCOUNTING /OCTOBER 1979

$100 per candidate or contributions in the name
of another also are prohibited.
The obvious contribution is a gift of money, either a check or cash (subject to the $100 limitation), but several other kinds exist —for instance, a
loan is considered a contribution and must be reported. Once the loan is paid, the donor may contribute again without exceeding his contribution
limits. Bank loans must be reported as receipts but
are not considered bank contributions, yet the
guarantee of a loan is considered a contribution by
the guarantor, and any preferred interest rates
could be construed as a prohibited bank contribution. In addition, any extension of credit beyond
"normal business" terms is considered a contribution, as are the proceeds from mass collections or
the sale of tickets.
The two forms of contributions which cause the
most problems are pledges and in -kind contributions. The FEC considers a pledge a contribution
which must be reported. This presents difficulties
in reconciling reported contributions to actual
campaign receipts. The easiest approach is to
maintain separate contribution files for pledges
and receipts and match new receipts against both
files for accumulation and reporting. This is one
area that the FEC could improve by modifying
the concept of a contribution.
The in -kind contribution is the most difficult to
identify and quantify. In -kind contributions are
goods or services provided to the candidates or
committee without a campaign expenditure. Certain illustrations are clear -cut such as the donation of office space, equipment or supplies or the
payment of a campaign bill by someone other
than the committee. Services rendered to the campaign, such as the development of a poll or the
preparation of an advertising layout, however,
may or may not be contributions in -kind. If an
individual develops these items on his own time,
these services are volunteer activities, but if the
donor receives compensation for his time, it is a
contribution. If there is any question concerning
an activity, it should be reported as a contribution, valued at the hourly rate on the open market.

A campaign
contribution is
anything of
value provided
to influence a
candidate's
nomination or
election.

Volunteer Activities
Volunteer activities may exceed the normal
contribution limits ifthey fall within the following
categories. First, any personal noncompensated
service (such as time) may be donated to the campaign. Second, an individual may provide his
home for campaign activities and spend up to
$500 per election per candidate for food and beverages. Third, an individual may spend up to an
additional $500 per election per candidate for personal travel expenses. Finally, a vendor may sell a
candidate goods at cost up to $500 of discount.
None of the above items require FEC reporting.
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In addition, certain receipts and expenses such
as honorariums or legal and accounting services,
authorized to ensure compliance with FEC regulations, are not considered contributions or expenditures. Neither are transfers of funds between
committees, bank loans, or original polls to determine whether the candidate should run.
While use of personal funds for campaign purposes is not limited by FEC regulations, the contributions of others are limited. The FEC Cam-

paign Guide for Congressional Candidates and
Their Committees contains a contribution limitation chart; shown in Table 1. Basically, an individual is limited to a contribution of $1,000 per
election per candidate. If a primary election or
convention is held in addition to the general election, an individual could contribute $2,000
($1,000 for the primary and $1,000 for the general
election) without exceeding his limit.
Keeping Contributor Data
All contributions must be deposited in the designated bank account within ten days of receipt.
Individuals who receive contributions aggregating
more than $50 must report them to the campaign

treasurer or candidate within five days. Although
only contributions of $50 or more require a record
of the name, address of the donor, date and
amount, it is highly advantageous to capture this
information plus the person's occupation and
place of business for the contributors file. If the
donor contributes more than $100, individually or
in the aggregate, all contributions must be identified and the individual's name, address, occupation, and place of business must be reported to the
FEC along with the date of the contributions and
the respective amounts.
A simple approach to this task is to maintain an
index card file of contributors. As a donation is
received, a card with the required information is
inserted into the file. When significant events occur, such as the completion of an election, a line
can be drawn through the card to indicate a re -established $1,000 limit. When the individual exceeds the $100 aggregate limit, the information on
the card plus the aggregate amount can be transferred to the proper forms.
Expenditures
Expenditures are the other half of the informa-

Table 1
APPENDIX ON CONTRIBUTION LIMITS

CONT RIB UT ION F RO M :

P arty c o m m itte e

R e p ub lic an o r d e m o c ratic s e nato rial
c am p aig n c o m m itte e ,°
o r t he N atio nal
P arty C o m m itte e , o r
a c o m b inatio n o f
b o th

'

A ny o the r c o m m i tte e
or group'

•
'
°

TO TA L C ONTR IB UTI ONS
P e r c ale nd ar ye ar

$20, 000

$5,000

525,000

$5,000
per election

$15,000

$5,000

No limit

$1.000 or $5,000'
per election

No limit

$5,000

No limit

$17,500 to Senate
candidate per calendar
year in which candidate
seeks electio0.

Not applicable

Not applicable

per election'

Multic and Td ate
c o m m itt e e '
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TO A NY O T HE R
CO MMI T TE E
p e r c ale n d ar ye ar

$1,000

I nd ivid ual

3

TO NAT I O NA L PA R T Y
CO MMI TT EE '
p e r c ale n d ar ye ar

TO C A ND ID A TE O R
HIS I HER AUTHORIZED
COMMI TT EE

$1,000
per election

$2D,000

$5,000

Not applicable

No limit

For purposes of this limit, each of the following is considered a national party committee: a party's national committee, the
Senate Campaign committees and the National Congressional committees, provided they are not authorized by any candidate.
Calendar year extends from January 1 through December 31. Individual contributions made or earmarked to influence a specific
election of a clearly identified candidate are counted as if made during the year in which the election is held.
Each of the following elections is considered a separate election: primary election, general election, run -off election, special
election, and party caucus or convention which has authority to select the nominee.
A multicandidate committee is any committee with more than 50 contributors which has been registered for at least six months
and, with the exception of State party committees, has made contributions to five or more federal candidates.
Limit depends on whether or not party committee is a multicandidate committee.
Republican and Democratic senatorial campaign committees are subject to all other limits applicable to a multicandidate committee
Group includes an organization, partnership or group of persons.
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tion to be reported to the FEC. An expenditure is
a disbursement or consumption by the campaign
of anything of value, This all- encompassing definition includes normal operating expenses, loans to
others, loan repayments, and transfer of funds to
other committees or candidates. Three additional
factors are worthy of special note. First, if a candidate uses personal funds for campaign purposes, it
is an expenditure. The candidate may maintain his
reporting waiver if he is promptly reimbursed by
his committee. Second, a written agreement to
disburse funds constitutes an expenditure and
must be reported, and third, in -kind contributions
must be reported both as a contribution and as an
expenditure.
Certain items are not deemed campaign expenditures. Specifically, these are volunteer activities, the candidate's routine living expenses, and
certain legal and accounting services to ensure
compliance with FEC regulations. Expenditures
on behalf of a candidate by a party committee or
"independent expenditures" by an individual or
group also are not considered a candidate's expenditures.
All expenditures must be identified in committee records by name, address of payee, date and
amount. An invoice or receipt is required for all
expenditures exceeding $100, individually or in
the aggregate, during a calendar year. The invoice
must reflect the amount and date of the expenditure, the purpose of the expenditure, and the
name and address of the payee. A standard accounts payable system with paid and unpaid invoices in alphabetical sequence is sufficient. Also,
a written record of petty cash disbursements must
be maintained on an impressed basis.
Reporting Forms and Deadlines
Campaign receipts and expenditures normally
are reported on FEC Form 3. The FEC also provides Form 3a, used in the initial stages of the
campaign under specified circumstances; Form
3b, a form for consolidating the reports of authorized committees; and Form 6, a short form for
reporting if certain qualifications are met.
Each principal campaign committee must file
quarterly Form 3 reports with either the clerk of
the House or the Secretary of the Senate plus the
appropriate state agency. These reports are due
April 10, July 10, and October 10. These reports
are waived if they are due within 10 days before or
after an election. A year -end report covering the
period from the last report through December 31
also must be filed and is due January 31.
A pre- election report must be filed by the 10th
day before an election covering the period from
the last report through the 15th day before the
election. A contribution of $1,000 or more received between two and 15 days before the election must be reported within 48 hours by hand -deMANAGEMENT ACCOUNTING /OCTOBER 1979

livered letter or telegram followed by a letter. A
post - election report must be filed by the 30th day
after an election, covering the period from the last
report to the 20th day after the election. Any contributions reported by letter or telegram must be
reflected on the post - election report.
The first page of Form 3 provides a summary of
cash on hand by subtracting total expenditures
from total receipts, while the second page itemizes
receipts and expenditures by category. Both reflect summary totals from the required schedules.
The total of contributions less than $100 may
be entered directly as "Unitemized Contributions." Receipts exceeding $100, however, individually or in aggregate, must be disclosed on Schedule A, "Itemized Receipts." The information contained in the contribution file can be transferred
directly to Schedule "A." The aggregate year -todate amount must be supplied along with the
amount of each receipt in the reporting period. If
an individual contributes $50 per quarter for four
quarters, his first two contributions could be reported as unitemized receipts because they do not
exceed $100. In the final two quarters, the individual and his year -to -date contributions must be listed on Schedule A since they now exceed $100.
Schedule B, "Itemized Expenditures," identifies
each expenditure exceeding $100. Those less than
$100 may be reported as " unitemized" expenditures. Schedule C, "Debts and Obligations," discloses the campaign's debtors and creditors, the
date the obligation was incurred, the original debt
amount, payments to date, the outstanding balance, and a brief description of the debt. Unpaid
bills of $500 or more must be reported on this
schedule. Unpaid bills less than $500 also must be
reported on Schedule C if they have been outstanding for 60 days or more.
Schedule D, "Itemized Receipts Sales and Collections," identifies the receipts from the sale of
tickets or mass collections. Schedule E, "Itemized
Independent Expenditures," is designed to reveal
any expenditures by political committees not under the authority of the candidate. It is not filed
by the principal campaign committee. Schedule F,
"Itemized Coordinated Expenditures," discloses
any coordinated expenditures between political
parties and candidates and usually is filed by political party committees.

Pledges and in kind
contributions
cause the most
problems in
campaign
accounting.

Concluding the Campaign
Once an election has been completed, the campaign committee has several functions to perform
before dissolving. If any debt remains, the committee can solicit funds to retire the debt. Special
care must be taken to ensure that donors designate the contribution is for debt retirement purposes because any undesignated funds are presumed to be for future elections and count against
future contribution limits.
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Any outstanding debts not retired quickly may
become contributions in the eyes of the FEC, and
if they happen to be from a prohibited source such
as a corporation, the contribution would be a
campaign violation. If a creditor, under normal
business collection procedures, agrees to settle for
less than the face amount of the debt, a "Statement of Settlement" must be filed. This statement
must contain the initial terms, the efforts of the
debtor to retire the debt, the efforts of the creditor
to collect the debt and the terms of settlement.
Several alternatives are open to the committee if
it finds it has excess funds. The funds may be held
for future elections, used to defray office expenses,
contributed to other candidates or committees, or
donated to charity. If the funds are held for future
elections, accurate records must be maintained to
ensure that an individual's contribution limits are
not exceeded at a later date.
Once all campaign debts are retired, the candidate may terminate his candidacy by filing FEC
Form 3 or a letter of termination. The campaign
committees also must terminate their reporting

status by filing a similar report. All receipts and
disbursements not reported previously must be
disclosed at this time.
Following Requirements Is Essential
Two FEC publications are a must for any campaign, Campaign Guide for Congressional Candidates and Their Committees, and Bookkeeping and
Reporting Manual for Candidates and Political
Committees. The latest copies of the FEC regulations and the Federal Election Campaign Law
also are handy. In addition, candidates for the
Senate are subject to Senate rules and reporting
requirements over and above those of the FEC.
In the heat of a campaign, the reporting requirements imposed by the current election laws
tend to be extremely burdensome. Many hope the
FEC or Congress will improve the existing procedures to reduce this burden. Meanwhile, if accountants impose simple but effective systems,
document transactions, and provide written instructions to the candidate's staff, campaigns will
become more orderly and successful.

Harry E. Howell, 1898 -1979
Harry E. Howell, NAA President, 1941 -42, was a
multi - talented man who admitted to only a few. A
prolific writer and fluent speaker, he expressed his
thoughts on almost any subject except himself, He
died last June at the age of 80.
Mr. Howell was born November 26, 1898, in
London, England, and attended London University. Subsequently, after coming to the United
States, he obtained both CPA certificate and law
degree and was admitted to practice law before
the highest courts of Massachusetts, New York,
District of Columbia and Virginia.
Earlier in his career, he served as controller of
Grinnell Co. in Providence, R.I. Later, he established his own company, Howell & Co., Washington, D.C., and then served as a principal of that
firm from its founding in 1934. He practiced law
through the firm of DeWitt, Pepper & Howell.
He joined the National Association of Cost Accountants in 1924, affiliating with the Providence
Chapter. He served three terms as president of
that chapter and then served six years as national
director. He spoke at many NAA functions and
also wrote several articles published in the NACA
Bulletin. He was a member of the Stuart Cameron
McLeod Society.
Recently reminiscing about the early years of
his affiliation with the Association, Mr. Howell
wrote a member of the NAA staff. "I a m still

A
t
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most gratified that I was able to persuade Doc
[Stuart C. McLeod, first secretary of NAA] and
the Board to open the first chapter outside the
U.S.A. —in Cuba where I attended the opening
ceremony as national president." He added, "It
would fill a book to tell of the fun with Doc visiting the chapters, the hundreds of wonderful
men —some sadly no longer with us —and the debates as to whether or not we should close the
membership at 10,000."
Mr. Howell also enjoyed his association with
local chapters of the Association. "So much good
was done in these small chapters when each member was urged, coaxed, cajoled to get on his feet
and to learn to be articulate in accounting and
cost methods."
Still carried as an active member on the rolls,
Mr. Howell up until his death was leading an active professional career. He had been, for example,
a director and officer of Versitron, Inc., Hawaiian
Independent Refinery, Inc., Hampton Roads Energy Co., Security Marine Terminal Co., and Micronesian Independent Refinery Co.
President Howell had a long and distinguished
career that overlapped into two disciplines —accounting and law. He taught both accounting and
law classes at Northeastern University in Boston
and was a member of the First Hoover Commission on Government Accounting.
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Risk Analysis for
Non mathematicians
The analyst must not only construct a water -tight analysis of the
risks involved —he also must convince management that this is so.

Risk analysis provides a tool for analyzing data
used in many important decisions. The method
has been applied successfully to support decisions
concerning new products, product pricing and acquisitions, but it has been used most extensively
for the analysis of capital investments. Such decisions tend to be complex because they involve the
interaction of many factors. More importantly,
none of these factors, which usually involve projections into the future, are known with absolute
certainty. Risk analysis permits the simultaneous
evaluation of these many factors while giving the
uncertainty associated with each factor an appropriate weight.
When David Hertz published his famous article
in 1964 ', the conventional method of using a single set of estimates to develop a profitability index
was used almost universally. It still is today. Part
of the reason for the slow adoption of the more
sophisticated analysis, in part, has been the emphasis by technicians on mathematical refinement,
concern often unjustified by the state of the data.
It would have been better to re- direct this emphasis toward helping managers to develop and understand the data and to communicate among
themselves. If management does not have confidence in the data, the methods used to process the
data are immaterial.
What is necessary, therefore, is an approach
MANAGEMENT ACCOUNTING /OCTOBER 1979

that is pragmatic, nonmathematical and easy to
understand and develop. We describe here an approach that we feel is gaining wider acceptance
for carrying out risk analysis.

5
y

By James L. Allen and Marvin Scher

..

An Overview of the Process
There are three steps involved in conducting a
risk analysis, and management plays a key role in
each step. First, the most important factors must
be identified, such as sales and manufacturing
costs. Second, through interviews, probabilistic
data is collected from experts. Finally, the risk
analysis itself is performed, followed by interpretation and investigation. If the interviews for data
collection are conducted properly, managers will
have a sense of accomplishment and satisfaction
in understanding the data and each other, even
before the actual risk analysis is started.

James L. Allen is
manager of business
analysis at Miles
Laboratories, Inc.,
Elkhart, Ind. He holds a
Ph.D. in econometrics
from the University of
Notre Dame. This
article was submitted
through the Elkhart
Area chapter.

Sensitivity Analysis
A key question to ask is, "Are the important
factors known ?" If the variables which produce
consequential effects can be separated from those
with little effect, attention can be focused where it
is needed. Collecting subjective information is a
time - consuming and difficult job. If effort is concentrated on only the sensitive factors, information gathering can be accomplished much more
easily and more effectively without affecting the
final results.
Sensitivity analysis helps identify the important
55

Marvin Scher is director
of operations research
and statistical services
at Miles Laboratories.
He earned a Ph.D.
degree in chemical
engineering at
Syracuse University.

factors, It should not be allowed to intimidate
managers. In fact, everyone has probably done a
sensitivity analysis in one form or another. It consists of asking "what if' questions. For example,
consider a conventional financial plan: What if
manufacturing costs are up 10 %? What if costs
are down 10 %? How is the bottom line affected as
each factor is wiggled while holding all other factors constant? The important or sensitive line
items produce big changes while less sensitive
items show little effect.
The internal rate of return, a widely accepted
measure of profitability, is used to demonstrate
the bottom line effect of changes in selected line
items in Figure 1. A 10% change in sales volume
produces a 13% change in rate of return; this is a
sensitive variable, relative to manufacturing and
raw material costs which have much smaller ef-

Figure 1
SENSITIVITY ANALYSIS
FOR THREE VARIABLES
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fects. The steeper the line on a sensitivity graph,
the more rapidly the return changes. Lines for less
sensitive factors tend to he near horizontal.
Collecting Data
Once the factors having the greatest impact on
project return have been identified, the uncertainty associated with each of these variables must be
characterized. This is perhaps the most difficult
step in risk analysis. The uncertainty associated
with the individual variables in the analysis ultimately will be reflected in the uncertainty of project return.
In practice, soliciting expert opinion tends to
work quite well in obtaining usable information
on the uncertainty of a variable. When the information is collected, a cumulative probability
curve can be constructed for each variable. Data
on each variable is obtained by interviewing members of the organization most knowledgeable in
the area of particular interest. For example, data
on unit sales might be obtained from the sales
manager, the v.p. of marketing and the division
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president. It is vital to familiarize oneself with the
characteristics of the business before meeting with
the experts. The time spent in learning the experts' business pays big dividends with respect to
the credibility of the data elicited.
During the interview, the analyst attempts to
elicit the expert's opinions on the variable in question. A procedure that has worked well in practice
involves offering the expert various wagers. For
example, the expert might be asked if he would
accept a wager where he puts up $300 and the
analyst $100, with the expert winning if, say, actual sales for the year are less than 240M units. If
the expert refuses the wager, the analyst changes
the odds by increasing his bet. If the expert refuses
the new wager, the analyst again increases his bet.
Continuing with this process, a point is reached
where the expert accepts the wager. At this point,
the analyst proposes a new wager lowering his bet,
but by an increment less than the last increase. By
continuing to increase or decrease the value of the
wager to the expert, a point can be found where
the expert will be indifferent to which side of the
wager he takes. Suppose the final wager is for the
expert to put up $300 and the analyst $200, The
probability of unit sales being less than 240M
units is then taken to be 60 %.
Several variations of the interviewing process
may be used. For example, indifference points
based on even wagers may be found. That is, a
sales level might be homed in on at which an expert would accept an even wager on either side of
the bet with sales either above or below the
established balance value. Once a 50 -50 point is
established, a 25 -75 point might be similarly established by confining the selection to the higher
values, as for example halving the higher range.
The analyst continues to propose various wagers leading to the determination of additional
points on the cumulative probability distribution
for unit sales. During the course of the interview
the analyst must propose wagers associated with
previously determined points on the curve; this
provides a check of consistency in the expert's response. Any inconsistency must be resolved
through additional probing of the expert.
The data gathered during the interview is then
used to develop a cumulative distribution for the
variable under consideration. Figure 2 gives the
results for a hypothetical unit sales variable. In
this case, separate curves were developed for each
year of the project.
The interviewing process is most productive
when the wagers are made as realistically as possible. For example, the analyst puts real money on
the table in proposing the wagers and asks the
expert to do the same. This tends to lead to the
expert's increased consideration of his responses.
The interviewing process can be quite lengthy
and exhausting, but the credibility of the final
MANAGEMENTACCOUNTING/OCTOBER
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analysis will be greatly enhanced if data collection
is meaningful and thorough.
How the Computer Selects Cases to Develop a
Risk Profile
The computer does nothing for us that could
not be done by a team of financial analysts with a
lot of time. If our analyst team were to do the
work manually, it first might prepare 200 financial
plans containing all the fixed data, such as constant and insensitive factors, but omit data on the
sensitive factors. The task then becomes one of
filling in the blanks for the sensitive data. Probabilistic information could be used to physically
construct roulette wheels divided according to
chance of occurrence. Thus, referring to Figure 2.

Figure 2
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present value and an internal rate of return.' Our
team of analysts would be very busy, indeed,
checking constraints, spinning wheels, and calculating rates of return for 200 cases, but eventually
they would produce Table 1. The question now
becomes, "What percentage of the 200 cases was
the rate of return below a given level ?" Thus, we
might find 14 financial statements with a return
below 30 % , 42 cases below 40 %, 74 cases below
50%, etc. The num ber of observed cases for each
level can be converted to a per ce nt age f rom t he
200 total cases. These percentages are estim ates of
the probable occurrence of an upper bound for
each rate of return level. This is shown graphically in Figure 3.
The com puter calculations proceed in m uch the

same way as our imaginary team of analysts.
Rather than wheels of fortune, the computer is
used to create a table of 100 interpolated data values corresponding to each I % of probability from
1- 100% . For example, referring to Figure 1, 1980

- 60

O m

o�

Table 1
PROBABILITY OF RETURN: BASED ON 200 STATEMENTS
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sales corresponding to 0% would be 170MM lbs.,
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a "1980 sales wheel" might be divided so that a
5% wedge represen ts sales o f 177MM lb s., an o th er 5% wed ge rep resen ts sales o f 180MM, an o th er
5% wedge represen ts sales o f 182MM lb s., an d so
on. Th e wh e el wo u ld th en b e sp u n to d e te rm in e
sales for th at y ear.
Sim ilar wh eels m igh t b e co n stru ct ed fo r o th er
years and o th er factors. Sales results for each p re-

ceding year almost always have a rational relationship with expected sales for the subsequent
year as well as with costs. Referring to Figure 2,
high sales in 1980 would likely restrict sales in
1981. Depending on how the constraints are formulated, low 1981 sales values might then be rejected. Similarly, higher sales are normally associated with lower unit costs and restrictions to the
access of these data would also apply. Another
method might be to use a specially constructed
"high sales" wheel to complement the preceding
year's high sales. It is management that determines these relationships and constraints.
When all the data blanks on the first financial
plan are filled, our imaginary analysts manually
can complete the calculation of cash flows, net
MANAGEMENT ACCOUNTING /OCTOBER 1979

1% would be 172MM lbs., etc. Random two -digit
numbers are generated to enter the table and select values. Constraints are an integral part of the
program. The final results are a series of tables
summarizing year -by -year expected cash flows,
net present values, and the rates of return from
which Figure 3 can be produced.
Interpreting Results
Although very useful in characterizing the reFigure 3
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other hand B has a higher expected return and
could be much more profitable than A. The more
adverse to risk the decision maker is, the more
inclined he would be to reject Project B in favor of
Project A.

Figure 4
EXPECTED RETURNS FOR
TWO PROJECTS
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turn for a single project, risk analysis also can be
used in evaluating alternative projects competing
for the same funds. Figure 4 shows the return
curves, developed using the methods explained
previously, for two projects. Project A has an expected return of 52% while Project B has an expected return of 78 %. Without further information funds would be allocated to B rather than to
A. However, life —and investment analysis —are
not quite so simple. With the complete return
curves available, the decision as to which project
to accept now depends on the decision makers'
aversion to risk. Project A shows no chance of
losing money while B has about a one in five
chance of producing a negative return. On the

Risk analysis can be very helpful in analyzing
complex decisions. Sensitivity analysis is used as a
first step in the simplifying process by separating
out those variables which most influence the rate
of return and need further understanding in the
in -depth interviewing stage. Because the credibility of the results are dependent on the credibility of
the data, great care must be taken in this interviewing process. Only if the expert believes that
the model fully represents all the hard data and
subjective feelings he possesses about the project
will he accept the final results as being valid and
useful in decision making. If this happens, the final numbers are more likely to be viewed as
"mine" as opposed to "the computer's." This risk
profile which is quickly produced through the
computer by an appropriate sampling of all possible line item outcomes gives the decision maker an
easily grasped picture of the range of returns the
project might produce. The decision maker can
weigh more clearly, then, the risk -return tradeoffs and select only those projects with complementary high returns and low risks.
David B. Hertz. "Risk Analysis in Capital Investment." Harwrd BusinessReview,
lanuary- February, 1964.
Because many companies use the internal rate of return as a profitability index,
this measure is used in subsequent discussion.

Authors, Please Note . . .
In submitting your manuscripts to MANAGEMENT ACCOUNTING, please enclose two copies.
As you know, every manuscript is reviewed by
three or more readers. If we have more than one
copy of the manuscript available, the review process can be speeded up, allowing the editors to report back to you more quickly.
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People in the News
Promotions and New Positions
KAREN FREY, Akron, Ohio, is manager
ofcost, property and project accounting
with B.F. Goodrich. She is a past president ofAkron Cascad e.... GEORGE C.
WEIGAND has been named audit manager of Peat, Marwick, Mitchell & Co.
in Ak ro n . . . . GUST D. POPLos has
been named manager of accounting systems and procedures in the financial
planning and control group of Banc
Ohio, and JACK W. BRUMMERT Succeeds him as head of the finance division.
GARY W. HOWARD, Appleton, Wis., is
controller for the Consumer Products
Division of the Coca -Cola Co. He is a
member of Northern Wisconsin.
CHARLES C. HUNNICUTT, past president of Asheville and current vice- president of the Carolinas Council, has been
named controller at Smokey Mountain
Enterprises.
LOUIS A. VIOLETTE, JR., Bangor Waterville, has been named assistant
treasurer at Cole's Express.
DONNA CHORD, Boise, has been promoted to assistant city controller, a
newly created position within the city.
. . . PHYLLIS CHAFIN and CLYDE E.
GOOCH of Boise Cascade have been
named assistant controller and area
controller of the Vancouver Paper Mill
and area controller of Material Distribution Northwest, respectively.

F

STAIR

FILER

Greater Greenville

Cleveland

JOHN PRICE, Boston past president, has
been elected chairman of the board of
Public Works in Reading, Mass.
NORMAN E. LIBERATORE, Buffalo, is
president of Empire Pretzel and Potato
Chip Corp.... MICHAEL C. MAHONEY
has been named vice- president --controller and ALLEN E. BAUN, vice- president, Manufacturers Hanover Trust.

Participating in the chartering ceremonies of the newly created West
GeorgiaChapter are (I. -r.): Jack E. Threadgill, first chapter president;
Donald W. Baker, organizing chairman; NAA President R. Lee Brummet;
and NAA Executive Director W. M. Young, Jr.
KENNETH W. MARCUM, Canfield,
Ohio, has been appointed assistant treasurer of Commercial Shearing, Inc. He
is a member of the Greater Youngstown
Area Chapter.
JOSEPH W. MCCURDY, Cape Canaveral, has been named finance manager for
Boeing Services International in Athens, Greece.
SAMUEL E. HUDGINS, Chicago, was appointed deputy vice chairman, administration, of Arthur Andersen & Co. He is
a member of Atlanta Central.... LAWRENCE W. NEWMAN, has joined
P & S Management Co., Inc., Schiller
Park, Ill., as vice - president— finance.
He is a member of Chicago Chapter.
ROBERT G. CABLE, Cleveland, is controller of Cleveland Tool & Supply Co.
and North Central Industrial Supply
Co. of Columbia General Corp. of Dallas.... EDWARD A. DOLES has joined
Medusa Corp. as manager of financial
reporting and consolidations.... RICHARD J. FILER has been elected treasurer
of Reliance Electric Corp. He is vice
president and controller also. He i s a
member of Ohio Western Reserve....
GAYNE M. PETRANEK has been appointed controller, Railway Appliance
Div., True Temper Corp.... JOHN D.
PROCTOR was elected vice president and
treasurer of the Stanley M. Proctor Co.
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In his new position he will be the chief
financial officer.
RICHARD B. SKELTON, Columbia, has
been named assistant controller of Cosmos Broadcasting Corp.
DONALD SIELERT, Dallas, has been appointed corporate controller, Motor
Hotel Management, Inc.
CHARLES L. THEIS, East Lansing,
Mich., is treasurer of Neway Manufacturing, Inc. He is a member of the Lansing- Jackson Chapter.
JOSEPH A. DEVORE, JR., Edinboro, Pa.,
has been appointed director of finance/
controller for Teledyne Penn - Union. He
is a member of Erie Chapter.
LOREN D. MARLEY,EI Paso, Tex., has
joined RCA Components in Juarez,
Mexico, as financial operations manager. He was affiliated with the Bloomington Chapter.
ROBERT A. PETERSEN, Falls Church,
Va., is mid - Atlantic district sales manager for Mohawk Data Sciences Corp.
He is a member of the Essex County
Chapter.
DONALD R. HIGGINS, Fox River Valley,
has been named accounting manager at
Lyon Steel Co.
ROBERT E. MOORE, Greensboro, N.C.,
is now managing partner of Haskins
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and Sells' Greensboro office. He is a
member of the Piedmont- Greensboro
Chapter.
DAVID R . S T EP HENS O N and D ENNIS J,
ENDE R LE ,

Hamilton, Ohio, have been
appointed to new positions at Mosler
Safe Co. Mr. Stephenson is manager financial planning and pricing analysis,
and Mr. Enderle is manager -plant accounting. They are members of the Mi-

ami Valley Chapter.
WARREN C . PACKARD, Ha r t f o r d , wa s

named president of the Wire Mold Co.
... ALBIE MAZUR, chapter past president, has been named vice president of
finance for the Chandler Evans Division

of Colt Industries.... BERNIE BLUM,
another past president, has been appointed a member of Connecticut's
State Board of Accountancy by Governor Ella Grasso.

Kurtz and Dobson's Joplin office. He is
a member of Joplin Tri- State.

STANLEY ,

RIC HA RD A . RABENST EIN, C u y a h o g a

High Point,
N.C., has joined KayLyn, Inc. as controller and office manager. He is a member of Piedmont -High Point.

Falls, replaces him as controller of General's chemical plant. Both are members
of Akron Summit.

RANDEL ST AIR,

Ithaca, N.Y., has been
named vice president — controller for
the newspaper division of the Park companies. He is a member of Greater
Greenville (S.C.) Chapter.

U R S U L A W E R N E R , Lawrenceville, Pa.,
is manager of general accounting —accounts receivable in the Air Power Division of Ingersoll -Rand. She is a member
of the Elmira Area Chapter.

RIC HARD D. SCOTT, Joplin, Mo., has
been named managing partner of Baird,

JOHN C . PSALT IS,

WILLIA M

B.
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Lisle, Ill,, was promoted to treasurer of Molex, Inc. He is
a member of the Northwest Suburban
Chicago Chapter.
JERRY J. BIRK, Madison, is comptroller
at CUMIS Insurance Society, Inc.
, Mansfield,
S I LO Y , Ashland, Ohio, have new positions at Artesian Industries. Mr. Fulmer is vice president and treasurer and Mr. Siloy is
operations controller. Both are members of the North Central Ohio Chapter.
LAWR ENC E

ActualAverage Pre -TaxProfit of
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JOSEPH POLACK, Kent, Ohio , has been
appointed m anager of chem ical division
accounting of General Tire Co., and

$24,509
$16,428
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Ohio,

and

E.

F ULMER

G R EG O R Y

S.

D O U G L A S A . C A S T O N , Marion Area,
has been prom oted to director of financial forecasts and analysis at General
Telephone Com pany headquarters in
Stam ford, Conn.

E. TAYLOR, Miami, has joined
J.R. Brooks & Son, Inc. in Homestead,
Fla., as treasurer.
D E N N I S D . M A R Q U . A R D T , Minneapolis,
has been named partner at McGladrey
Hendrickson & Co. and YVONNE LEIS ER-OLSON has been promoted to assistant plant controller at the Cedar Rapids, Iowa, plant of General Mills. Both
are members of Minneapolis Viking.
W I L L I A M D . L E E S , M i s s o u l a , Mont.,
has been named principal in Dobbins,
DeGuire & Tucker, P.C. He is a member of the Western Montana Chapter.
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EDW AR D

been nam ed m anager of m a nufacturing
accounting, S.D. Warren Division of
Scott Paper Co., Boston,

M

N J

Morristown, has
been promoted to executive vice president and cashier of the Heritage Bank
N.A., and ROBERT G. EGAN has been
named controller of Yara Engineering.
G R O VER

L.

P O R T ER ,

Na s h vi l l e

p r e s i-

dent, h as bee n nam e d prof essor of Ac60
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counting at Western Kentucky University in Bowling Green.... ROBERT H.
NEED HAM , has been promoted to controller of Memorial Hospital.
E.C . RAND ALL, New Haven, recently
was named controller for Pepperidge
Farm, Inc.

ed to controller of the Liebel- Flarsheim
Plant of Sybron, and JAMES M.
MERTES has been named manager of
accounting and operations and budgets
for Itek's Graphic Supplies Division.
Both are members of Rochester.

G E O R G E G . BOURGEOIS, J R. ,

New Orleans, has been named vice president of
savings at New Orleans Federal Savings
& Loan A s s n. . . . R O B E R T L . P U LL E N
has been appointed controller of International Matex Tank Terminals,
EPST EIN , New York, is now
comptroller of Cytox Corp.... JAY S.
GING OLD, is now assistant commissioner, Division of Financial Management
and Administration, New York City

PAUL J . GAN GEM I,

Norwalk, Conn.,
chief financial officer of Firing Circuits,
Inc., has been elected treasurer. He is a
member of the Bridgeport Chapter.
ROBERT J. KRIST, Orange County, has
joined the Sacramento Union Corp. as
controller and business manager. He is
a former member of the Lansing -Jackson Chapter.
T HOMAS

J. T E MP LE , P e t e r b o r o u gh,
N.H., has joined Brookstone Co. as controller. He is a member of Long Island Nassau Chapter.

VERNON M . T RAYLOR, J R. , Phoenix,
has been appointed corporate secretary
of Road Machinery Co., Arizona, and
Road Machinery Co., New Mexico, and
will operate out of both states.

JOE L. MILLER, Pineville, N.C., was
named president and chief operating officer of Aeronca, Inc. He is a member of
Charlotte Blue Chapter.
J AMES S.

HO W A R D ,

Pittsburgh, has
joined Pennsylvania Engineering Corp.
as vice president -finance. . . . FRED B.
SMIT H, is now staff vice president and
assistant controller at Allegheny Ludlum Industries, Inc.

BADOLATO
St Louis

DE A NE T E UT ,

Sioux Falls, was made a
partner at McGladrey Hendrickson &
Co.
WILLIAM M. B ADOLAT O, St. Lo u i s ,

has
been elected vice president and assistant
general manager of production for
Southern Comfort Corp.
KE NN ET H

W.

KES S L ER ,

Troy, Ohio,

Roy E. THOMAS, Washington Tri -Cities, has been appointed controller of
Exxon Nuclear in Richland, Wash... .
MIC HA EL LANE was named assistant
controller and FRANKLYN S. UHL,
manager of cost accounting.
HO W A R D E . POLLARD,

West Chester,
Pa., was promoted to corporate controller, Avtex Fibers, Inc. He is a member
of Valley Forge.
ROBERT MUM ME R T , York, has been
appointed York Division controller of

Glen Gery.
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Venice, Calif., has
been named vice president of finance for
Arete Associates. He is a member of the
West Los Angeles Chapter.

Mo ne y is n't the o nly re a s on t o
start your own business

named a partner in Atkinson, Plott,
Tibbs, Hansen, Walton & Kessler,

DOUGLAS H. BOOTH has been promot-

MILLER
Charlotte Blue

Seattle, has been
promoted to vice president of Transport
Equipment, Inc.

'

elected president of Pohlig Brother, Inc.
. . . L. BRO OKS ZE RKEL, J R . , has been
elected vice president and associate auditor of Central Fidelity Banks, Inc.

P . S ANDS ,

has been appointed vice president /controller of Community Dailies, Inc., a division of Landmark Communications,
Inc. He is a past president of Hampton
Roads Chapter.

RO B E R T G . MOODY,

PHILLIP C . T IB BS , R i c h m o n d , ha s b e e n

C P A s . . . . K E N N E T H L. Y O UN G E R w a s

S T E VE N

HART LEY F. DE W EY , Vi r gi ni a Be a c h,

GARY

Departm en t o f Gen eral Services.

has been named manager of operations
analysis for the manufacturing and engineering group of Hobart Corp. He is a
member of Dayton Chapter.
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Robert Turner, Vice President
General Business Services, Inc.
Department MA -U -10
51 Monroe Street, Rockville,
Maryland 20850
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In Memoriam

ISTHEREA
DIFFERENCE
AMONG
RECRUITING
FIRMS?
Yes. I n ser vi c e, dependabi li ty ,
pr of ess i on ali s m. At Fost er Mc K ay .
our sta ndar ds r ef lec t th ose
di f f er enc es.

ROBERT G. CONNORS, 56, Detroit,
1964.

A hi gh d egr e e of sen si ti vi ty and
per c epti o n; an abi li ty to r ec ogni ze
and eval uate qua li ty of skills,
adap tabi li t y , s elf mot i vat i on, al ti tu de.

THOMAS A. COSTANZA, 61, Trenton,
1952.

suggested above, no further corrections
or computations are necessary. These
are not computational errors, but they
are errors that could occur because of
such negligent factors as typing errors,
proofreading errors, or printing errors.
Nobody is perfect. I am not an exception either.
Suk H. Kim
Assistant Professor
Department of Accounting and Finance
University of Detroit
Detroit, Mich.

WILLIAM H. DU1Rs, 66, Member -atLarge, Australia, 1951.

GM's Pre -1973 Earnings Overstated

WILLIAM Y. ARMSTRONG, 79, Los Angeles, 1937, Emeritus Life Associate.
JOSEPH R. CLEVENSTINE, 68, South
Jersey past president, 1940. Stuart Cameron McLeod Society. ELA.
LEO P. CODY, 49, Hartford, 1977.

I n- d epth i de nti f i c at i on and
pr esc r eeni ng of c and i date s, be y ond
the expe c te d, un ti l th e ass i gn me nt i s
c o mp l et ed .

RICHARD D. FRASSA, 30, Member -atLarge, USA, 1976.

The di f f er e nc e, then?
I t' s all i n a n ame.

EUGENE N. KORZILIUs, 74, Racine Kenosha, 1951, ELA.

LNm'

fastermckay
gm

RICHARD A. MCBRIDE, 47, Palm
Beach Area, 1972.

Financial Specialists

LLOYD C. MILHEIM, 80, Lehigh Valley,
past national director, 1937. SCMS.
ELA.

535 Fifth Ave.,
New York, NY 10017 (212) 887.5700
349 E. Northfield Rd.,
Livinyslop, NJ 07039 (201) 994.3777
11222 S. LaClenega Blvd.,
Inglewood, CA 90304 (213) 070.0800

JOHN R. MOSCATO, 36, New York,
1973.

-

JAMES D. PETYAK, 56, Greater Youngstown Area, 1954.
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This 1s Not A
F r a n c h i s e - -- I D n l yA
Phe nome na l
Ac c ounti ng
PO p p o r t u n i t y
The
BS p r o g r a m has en j o y e d
tremendous success and profitable
growth through our nationwide family of
successful affiliates From California to
New York. accountants have established
their own accounting, bookkeeping and
tax pr actic es, streamlined by our own
computer systems.
You r total investment of $8500 includes. A
training seminar, an instructive materials
and your PBs starter kn; travel, meal and
lodgi ng expenses while attendi ng the
seminar at PBS headquarters; 3000 leads
to p r o s p e c t i ve c l i e n t s i n y o u r
marketplace: on -going marketing and
operations support programs: and all inc lusive sales pac kage, inc ludi ng
pr o j ec t o r and f i l m to he l p y ou
successfully market your practice, even if
you have never sold anything before in
your life! Finally. as part of our support
service,
gi
ve s your
ou toll
i n sfrt an
ee t "Dial-an-Answer"
. pr o f e s si o n a l
consultation on all phases of your
practice
For more information and a sample
startupp kit, call now, toll free, 800/8389390 In Maryland, call 301/727 -4800.
Tom Mor r i s, i ll, Y. P. D evelopment
Professional Business Syst ems
Co„ I nc .
Sui te 253
W orld Tr ade Center
Balti mor e, Mar y land 21202

lorW

et , 9 n i A N
SYSTEM S. our.

HENRY A. SCHLEGEL, 71, Sangamon
Valley, 1945, ELA.
■
.

VINCENT D. VALEK, 61, Phoenix, 1974.

LETTERS
Continued from page 12
rections are not clear and should have
been stated as follows: Project E: $5,000
per year for the first three years and
$10,000 per year for the last two years;
Project F: $7,000 per year for the first
four years and $12,000 for the last year;
and Project H: $10,000 per year for the
first three years and $20,000 for the last
two years.
If these corrections are made, all
computation results in tables 3 through
6 should be recomputed. If Professor
Usry were a little more careful, he
would have suggested the following
changes which would make the above
corrections unnecessary:
Project
A
B
C

Book Value in
Table 1
Correction
$15,000
$25,000
25,000
20,000
30,000
50,000

If these three numbers are changed as
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I was a little surprised when I read in
the June issue of your magazine that the
titan of American industry, General
Motors, had published earnings figures
that purportedly were adjusted for inflation but in fact only partially reflect an
adjustment for inflation. In the article
titled "General Motors Gears Up for
the World Market," sales, net income,
profit margin, and earnings per share
from 1973 through 1978 are summarized in historical dollars and comparatively in 1973 dollars. Of these four indicators of GM's performance, only the
sales figure can be adjusted with any accuracy by using the Consumer Price Index to restate 1974 through 1978 figures
in 1973 dollars.
Net income, profit margin and earnings per share include deductions from
sales for expenses which include depreciation; and, I would imagine that a sizable portion of GM's depreciation expense comes from fixed assets that were
purchased prior to 1973. Consequently,
the depreciation expense reported in
1973 is not stated in 1973 dollars but in
dollars of bygone years. The result is
that GM's inflation - adjusted earning
figures are still overstated because of the
inflationary effects on depreciation expense applicable to pre -1973 fixed assets.
The conclusion by GM's Edman that
"... i n terms of purchasin g power of
our profits we're practically dead even
with 1973" is probably correct, but
what is not said is that 1973 earnings
and the earnings of subsequent years are
all overstated.
Owen E. Block
Director of Finance
Port of Stockton
Stockton, Calif.
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MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 10
re- evaluate the entire area of accounting for pensions by employers.
This proposed amendment is intended to make more comparable the disclosures of the financial status of pension plans in employers' financial
statements until the issuance of a final statement on pension plan accounting, which is not expected before 1981.

IRS Proposes LIFO Conformity
Revision
The Internal Revenue Service has
proposed to amend its LIFO conformity regulations so that supplemental or
explanatory disclosure by a LIFO taxpayer of an earnings measure on a
basis other than historical cost LIFO
would not violate the Internal Revenue Code. Until final regulations are
drafted, "taxpayers may rely on the
proposed regulations in preparing
credit, financial, and other reports,"
said the IRS announcement. Concern
had been expressed by the FASB that
the supplementary disclosures contemplated by its proposed Statement
of Financial Accounting Standards,
"Financial Reporting and Changing
Prices," might cause firms to lose
their LIFO election privilege. Prior to
the IRS proposal, a supplemental disclosure of the type specified in the
FASB exposure draft risked a LIFO
conformity violation. Under the proposed revision, disclosure of either
the current cost or constant dollar information called for by the FASB
would be permitted as long as it is not
presented on the face of a company's
Income statement.

CASB Revises Proposals on
Indirect Costs
After examining the comments received in response to five standards
proposed on March 16, 1978 (MAP,
June '78) that would deal with allocation of various indirect costs, the Cost
MANAGEMENT ACCOUNTING /OCTOBER 1979

Accounting Standards Board decided
to make certain revisions and consolidations leading to the recent issuance
of three newly - proposed standards:
417— Distinguishing between Direct
and Indirect Costs; 418 — Allocation of
Indirect Cost Pools; and 419— Allocation of Overhead Costs of Productive
Functions and Activities. The revised
proposals evidence a responsiveness
to one of the MAP Committee's comments to the original proposals —that
they seem uncoordinated in certain
respects and that some combinations
of the five standards appeared to be
appropriate. In addition, the CASB
notes in connection with the new proposals that many commentators (in-

cluding the MAP Committee) expressed worry about possible undue
proliferation of overhead pools and
that, accordingly, the current revisions include steps to avoid the generation of unnecessary pools.

MAP Comments on Proposals
The MAP Committee sent letters of
support to: FASB (re "Specialized Accounting and Reporting Principles
the SEC ( "Oil and Gas Producers: Disclosure Requirements" and
"Scope of Services by Independent
Public Accountants "), and IFAC ( "Audit Engagement Letters ").
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of those parts of the NEXT CPA exam after
taking our courses. Students may enro ll in
any one or co mbination of the fo ur parts.

3000 of our former students successfully
completed the CPA exam, from one to Four
parts, in November 1977 which represents

1/3
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USA

Students o f the B ecker CPA Review Course
have been passing the CP A exam with
flying co lo rs since 1959. No wonder, then,
that the Becker CPA Review Course is
respected and " in a class by itself:'

o
D

R

"

'

15 6

1M

NA , IIE ,: i ! i : i : L EVA I

15760 VENTLJR4 ROULE VAHU
ENCINO. CALIFORNIA 91496

CLASSES
BEGIN
JUNE &
DECEMBER
jQth

F o r mo r e in f o rma t i on o n the Course Call:
A KRON
A T Lr A NTA
A USTIN
BA LTIMORE
BOST ON-0W41w n
ten
BUFFA LO
'CHA RLES TON
CHA ROL TTE
CHICA G O L - P
641 PI.- a
81w WaIKI
CINCINNA TI
CLEV EL A ND
COLUMBUS
DA LLA S
DA Y TON
DENV ER
DETROIT
FT WORTH
FRESNO
'GRA ND RA PIDS
HA RTFO RD
FH HH a
HONO LULu
HOUSTON
INDIA NA POLIS
JA CKSONV ILLE
KA NSA S CITY
'K NO XV IL LE
LOS ANGEL ES
S — . An4

VAP N,,.

'LO UIS V IL LE
MEMPHIS

21 64 2 1 11 ,
48457 32975
517 472 A SM
301831.8442
6115 361 446
61253 61440
11 6 0 S A I7 8
304 ]4 368 88
7843753051
3122986573
317 2" 5523
3127896573
513 55 11/ 87
2166960869
614 Z 237BU
7142830106
5137237122
30 7 6 6 6 2 1 9
3134772181
214 2630105
70873 37002
616940,9681
203 74 0 011.88
203 2 604 88
808571 5818
7136927186
3178 465 591
904226112
BIG 5616776
615 63 ]11 78
7 13817 1813
714 M1 - 0311
7 138 86 33 21
-s o25844023
125270640

MIA MI
306 WID929
MILWA UKEE
41477 67211
MPLS,ST , PA UL 01264 61601
NA SHV ILLE
615 74 01 N9
NEWA RK
201 623 7870
NEW ORLEA NS
504624 USA
NEW Y ORK
2125940822
L., 1 0Pn6
2175642661
NORFOLK
684 62 700 61
OKLA HOMA CITY 4 06235 6860
'OMA HA
402392 1210
PHILA DELPHIA
2157363620
Tr
2157353820
V4P., Fa,BA
21673 535 20
Cn
HIII
71573 53520
PHOENIX
607 264 879,
PITTSBURGH
41 74 7/ 43 33
PORTLA ND
50363 56346
- ROCHESTER
216 38 5/8 50
SA CRA MENTO
916 "61 330
ST LOUIS
31442l4D7S0
SA LT LA KE CITY 80 1 446 7341
SA N A NTONIO
5172'141321
SA N DIEGO
7117814DBI8
SA N FRANCISCO , 155, 31610
SAN JOSE
4082866888
SA N JUA N
808 7511533
SEA TTLE
205622.1475
SOUTH BEND
21828 18678
TA MPA
8172 387 681
'TO LEDO
41847 40660
•TUCSON
007321842
WASH., D.C.
301 3311410
'WICHITA
31 62 64-2276
•SUmm4l T Prn, 0 ' ,

63

In its response to the CASB proposed rule, "Accounting for Independent Research and Development
Costs and Bid and Proposal Costs,"
the MAP Committee found fault with a
provision that mandates the deferral
of IR &D costs in certain circumstances, noting that such treatment is
contrary to generally accepted accounting principles and forces industry to maintain "a second set of
books." The Committee also found a
provision for exclusive use of a cost
input base for allocating home office
IR &D to be unduly restrictive.
In another response, the MAP
Committee disagreed with the FASB
over its proposed interpretation of
APB Opinion No. 29.
Copies of all comment letters may
be obtained without charge from the
Manager�—MAP�Development,�at�the
NAA office in New York.

VILE MAY W ABLE
YO HELP YOUR
RNMEM" AVID
A FINANCIAL
ME

Th e p ast few y ears have b een a tim e o f d eepening financial
stress for local governm en ts.
In flation , tax pay er resistance, un io nizatio n , and population and
busin ess m ob ility causin g unstable tax b ases have all contributed to
an u n preceden ted u rgency fo r fiscal efficiency and accountability in
govern m en t at all levels.
Co n seq uen tly , im pro ved accou n tin g, aud iting and financial
repo rtin g p ractices are b ein g inau gu rated to help city, county and
state agen cies to ach ieve a "sou nd fin an cial co nd ition."
Ma rs h a ll a n d S te ve n s c an h elp y o u r g o v er nm en t ac co un ting
system with its Fixed Asset Managemen t System which % ill:
1. Elimin ate q u alified aud it o p in ion s d u e to the absence of
fixed asset records.
2. Exh ib it the Fix ed Asset Information suggested by "Disclosure
Guidelines fo r Offerin gs o f Secu rities by State and Local
Governm ents," pu b lished b y MFOA.
3. Calcu late the tru e co st for th e use of assets em ployed in
pr o v id i ng mu ni c i p a l s e r v ic e s .

4. Assu re th at pu blic pro perty is p ro perly valued for
insurance purposes.
5. Provid e a means to fo recast futu re fix ed asset
replacem en t b u dgets.
Marsh a ll an d Ste ven s s p ecia lists will revie w you r existing
reco rd s an d will d evelo p an e co n o m ica l p lan to help you es tablish
a fix ed as set m an age m en t s y ste m t o m eet all o f yo ur requ ire m en ts,
wh et h er in p lan n in g , in ve n to ry , co stin g/ lifin g / cod ing, p roc ess ing
or u p d at in g.
Fo r co m plete in fo rm atio n, call an y area o ffice collect:

tt
1_�

Chicago
Lo s A ngeles

(312) 827.% 50
(213) 624.3661

Philad elp hia
St. Louis

(215) 299.5700
(314) 621 -7025

� ,

N"SwUt AND STEVENS INCORPORATED
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MANAGEMENT
INFORMATION
SYSTEMS
Continued from page 8
tent of linkages to other departments
is highly dependent on the type of applications that have been developed.

For transactions processing and operational control systems, the links
are usually very important. Think of
the importance of an on -line reservations system to an airline. These systems are so crucial that they usually
feature duplicate backup computers
on standby to insure high reliability.
The last condition associated with
high levels of power is mutual dependence. If a department has many departments that depend on it, then that
department is powerful. For the mature computer department, dependence is the rule; the department will
probably have developed a number of
applications across different functional areas in the firm. These areas will
all depend on the computer department for its services. If we agree that
the computer department has high
power, then there are some important
consequences.
P.J. Hickson. et. al., "A Strategic Contingencies Theory of Inter organizational Power." Administrative ScienceQuarterly, Vol. 16,
No. 2, June 1971.
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The
President's
Report
When I was ele cted President
In San Francisco during our
Annual C onfe renc e, June
1978, I spok e on t he the me ,
"Can We Meet the Tests ?" The
tests that l referred to included
both challenges in our
professional lives and in
personal self - development.
In view of the past year's
Inflation rate and the continuing
energy crisis, I believe the
need for informed financial
dat a has never be en gre ate r.
This nee d is cl osel y connec ted
with the problem of credibility
in the busine ss world. We
cannot allow our reputation for
integrity to be eroded because
of actions taken out of
expediency. This is a critical
test.
As far as self- development is
concerned, it is apparent that
members are me eti ng this te st.
The high rate of activity in all
the NAA programs both at the
national and chapter levels
confirms this observation. I am
particularly pleased with the
performance of the volunteer
officers and directors during
the year. Their enthusiastic
dedication to NAA and the
conduct of its programs are
some of t he rea sons why NAA
is so successful —and why my
job was so muc h e asi er.
The c hall enges to both
profe ssional d e ve lopme nt and
self - development will continue
for the rest of our lives.
Progress ofte n can onl y be
mea sure d in smal l inc re me nt s.
During 1978.79, the
Assoc i at i on progre sse d
toward the goals that focus the
thrust of our activities. Some of
the note wort hy e ve nt s:
• We are financially sound, as
you will note from the
66

stat ements publi shed in this
annual report, despite rising
c ost s.
• A record - breaking annual
confere nce in Boston
de monst ra te d t he d rawing
power of both an attractive
historic city and an imaginative
technical - social program.
• Many of the Program
Evaluation Group's (PEG)
re c omme nd a t i o ns ha v e be e n
impl eme nte d, inc lud ing a new
responsibility - oriented,
comput eriz ed a cc ount ing
fra me work .
• A change in the make -up of
the Board of Directors reflects
the nee ds of a growing number
of chapters. The ne w formula
adopt ed by the Assoc iation led
to the election of 65 directors,
15 more than in the past, to
help conduct cha pter visits and
more fairly represent the
diverse NAA chapters.
• A related change also calls
for the creation of a new
office— Chairman of the
Association —to be held by the
immed iate past pre side nt. This
officer will assist the current
president in ca rrying out some
of the ceremonial duties that
fall upon the NAA president,
including presentation of
trophie s a nd banners. I ha ve
the honor of being the first past
president to occupy that

position.
• The excellent record of all
our ed uc at iona l progra ms
during the year also is
noteworthy, i ncludi ng the
Certificate in Management
Accounting program. We all
are please d by the c ontinuing
and growing succ ess of t he
seven - year -old Institute of
Management Acc ount ing.
As part of my responsibilities
as NAA President, I
participated in trophy and
charter presentations and in
thre e 50 th Anni versary
cel ebrat ions, as we ll as ma ny
other meetings. Mary Lou and I
enjoyed a ll these functions
where, i nvariably, the
hospi ta li ty was t re me nd ous.
We c an't t ha nk me mbe rs a nd
thei r spouses enough for the
ki nd ne ss shown us d uri ng
1978 -79.

All in all, it has been an
exhilarating and rewarding
experience. I look forward to
continued invol vement wi th
me mbe rs a nd Assoc i a t i on
activities.

CLEMENS A. ERDAHL
President, 1978 -79

MANAGEMENT ACCOUNTING /OCTOBER 1979

Planning

Membership
and Chapter
Growth

s

A number of structural changes
propose d by the C ommit te e
on Pl anni ng a nd a pprove d by
the Board of Directors were put
Into effect by means of
ame nd me nt s t o t he
Constitution and Bylaws.
Ame nd me nt s to t he
Constitution were submitted to
the membershi p for a pproval
in the April issue of
MANAGEMENT ACCOUNTING. At
the same t ime , the c hanges to
the Bylaws approved earlier by
the Executive Committee and
NAA Board were published.
As reported in the Sept ember
issue Of MANAGEMENT
ACCOUNTING, the official
publication of the Association,
t he a me nd me nt s we re
ove rwhe l mi ngl y a pproved by
NAA members voting on
t he m.
The effect of the changes to
the Constitution and Bylaws
led to these actions:
0 All past national presidents
automatically are granted
Honorary Life Membership
status that confers the
privile ges of NAA membership
but does not require the
pa yme nt of d ue s.
* Effective July 1 , 1 9 7 9 , a
Committee on Marketing and
Membership will replace the
Committe e on Cha pter
Devel opme nt a nd t he
Commit te e on M embe rshi p.
To provide better service to
the chapters and ensure bet ter
communica tions, t he t otal
number of national directors
will be determined each year
by a formula und er which one
director for each 2 . 5 d ome st i c
chapte rs, rounded to the next
multiple of 10, will be
nominated. This ratio will be
applied by the Executive
Director to the number of
chapters existing on the
previous July 1. A number of
directors equal to one -half that
number wi ll be nomina ted

each year for two -year terms.
The formula for 19 7 9 - 8 0 calls
for a 1 30- me mber Board so
6 5 me mbe r s we r e nomi na t e d
and el ect ed.
0 The office of Chairman of the
Assoc iati on was create d to
share some of the dut ies,
particularly the ceremonial
ones, carrie d out by the
Presid ent. The immediate past
NAA president automatically
assumes the office of
Chairman after the expiration of
his term.
The C ommit tee on Pla nning
also directed staff to develop
operati ons ma nua ls for
incoming national commi ttee
chairmen to provide not only
orientation but continuity of the
commit te e work . Such
manuals will be provided to
the 1 9 7 9 - 8 0 incoming
commi t te e c hai rme n.
In continuing projects, the
Committee is studying the
Associ ati on's rela tionships
with other professional groups,
the relationship of the Institute
of Management Accounting
with NAA, and the possibility
of developing a code of ethics
for ma na geme nt a cc ount ant s
and fina ncia l ma nage rs.

With a total membership of
9 0 , 4 6 5 as of June 30, 1 9 7 9 ,
NAA chalked up another all -

time rec ord, eve n though the
net growth of 2 . 2 % was
disappointing. However, if the
membe rshi p figures a re
adjusted to allow for the effect
of a reduction of the grace
period from three to two
mont hs, the net growth
b e c o m e s 3. 9 %.
Of the total, 7 8 , 2 7 0 are
re gul a r members, 5 , 0 7 6 are
st ud e nt me mbe rs, a nd 4 , 5 9 1
are Emeritus Life Associates.
One of t he most encouraging
figure s in membe rship
statistics is the number of
a sso c i a t e me mb e r s - 2 , 5 2 8 .
Apparently this new category,
inaugurated in 1 9 7 8 to e ase
the transition of student
me mbe rs i nto re gul a r me mbe r
sta tus, has generat ed
additional me mbers for the
Associ ati on. In succe edi ng
years, the transfer of such
me mbers to regul ar
membership —after a two -year
period — should have a
substanti al impac t on the
growth of t he Associa tion's
me mb e r sh i p .
The granting of charters to
San Angelo Area (Aug. 1,
1 9 7 8 ) , we ste rn C ol ora d o
(Sept. 1, 1 9 7 8 ) , North
Kentucky (Covington) Chapter
(April 1, 1 9 7 9 ) , and We st
Georgia Chapter on (June 1,
1 9 7 9 ) —and the partitioning of
the Raleigh- Durham Area
Chapter— brought the total
number of chapte rs a nd
affiliates to 330. The 2 2 nd
regional council was formed to
se rve c ha pt e rs a nd me mbe rs
in Colorad o, Wyoming and
New Mexico as the Rocky
Mountain Regional Council.

A t con fe ren ce

spon sor ed b y t he O hio
Council and K ent state
University were: 1. -r..
Norm an Meonske.,
P resident E rdahl, and
Glen W o ods on.
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Chapter
Operations
The policy of focusing attention
through visits to those chapters
considered deficient in their
activities and level of service to
membe rs resul te d in
improve me nt of some of t hese
cha pte rs. The C ommitt ee on
Chapte r Ope rations rec eived
approval for its
rec omme nd at ion that a
cha pt er ne wsl et ter a ward be
establ ished to re cogniz e the
top three chapters in the
St e ve nson and Wa rne r
divisions of the chapter
competitions. Details of the
new award are i ncluded in the
1979 -80 chapt er competi tion
rules.
The Chapt er Ma nageme nt
Semi nar Progra m fe atured
more t han 1 0 0 di sc ussion
se ssi ons wit h more t han 2 ,4 0 0
chapter officers, national
officers and directors, and
chapter officers and directors
in attendance. As an
orientation and
communic ati on ve hic le , t he
Cha pt er Ma na gement Seminar
Program continues to be
suc ce ssful .
To enhance and publ ici ze
the Certificate in Management
Accounti ng P rogram,
competit ion cre dit was
approve d for t hose chapte rs
publishing in their annual
program booklets a list of the
chapter's CMA holders.
In a series of actions, the
Board withdrew charters from
the Brunswick Area,
Aroostook C ount y Area and
Ventura Are a chapters
bec ause of an abse nc e of
lead ership and la ck of member
support . The Board approved
na me c ha nges for t he
following chapters:
Willi amsport t o Susquehanna
Valley; San Joaquin valley to
Fresno Area; Port Huron to
Blue Water Michigan, and West
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Bergen- Passaic County to New
Jerse y M ea dowla nds. in
addition, the Board approved a
change of name for the
Downstate New York Regional
Council to Metropolitan New
York Regional Council.
RAWN BRINKLEY AWARD
The Rawn Brinkley Award
was wit hd ra wn from t he
international competition and,
instead, will be awarded
begi nni ng i n 1 979 -80 to the
third place chapter in the
Warner Trophy division
competit ion.
S. ALDEN PENDLETON
AWARD
Thi s a wa rd wa s prese nt e d
for the first time to the
Indianapolis Chapter which
was jud ged to have the best
socio- economic program of all
the chapters c onducting this
activity. The award is named
after a past NAA vice president
who mad e a ma j or
contribution to the NAA effort
during its infancy.

Educationa
Activities
The Continuing Education
Program ended t he fiscal year
105% of budget, two person
days short of achieving a
record for this program. A
summe r progra m hel d i n
Minne apol is prove d successful
and wa s repe ated i n Denver in
July. Constantly revising its
format to reflect changing
ne e d s, C EP ma na ge rs ad d e d
two ne w programs: Financ ial
Acc ounting Sta nda rd s R evi ew
and The New Accounting for
Leases. Both we re well
received by pa rticipants and
will be repeated.
The in -House Program of
offering courses right on the
plant site improved over the
year before, but it did not meet
budget .
Sales of the Self -Study

Program (SSP) brought in
more than $ 100,000 in
revenues. Two- thirds of this
Inc ome wa s prod uc e d by t he
ne w pa ck a ge d course s i n
pe rsonal d evel opme nt t ha t
were add ed to t he seri es.
The ne w M a na ge me nt
Accounting Book Service is
be i ng use d by more a nd more
NAA me mbers. It produc ed
more than $2 5, 00 0 in
revenues and , a s a re sul t, has
bee n inc orporat ed as a
permanent part of NAA's wide ra nging servi c es t o membe rs.
The Commit te e on
Educat ion complet ed pla nni ng
for two new educ ational
programs to be held in 197980. As an experi ment, the
Association plans to hold its
first co- sponsored educational
confe rence wi th Pe nt on
Le arni ng Syste ms, an
organization that specializes in
devel opi ng and hol di ng
educ ational programs in
cooperation with universities.
The topic of the program is
"The Job of the Controller in
the New Envi ronme nt. "
The se c ond program i s
aime d at improving
c ommuni c a t i on be t we e n
ac count i ng profe ssors and
prac ti c ing ma nagement
accountants. In the first NAA
Management Acc ounti ng
Symposium, 2 0 uni ve rsi t y
professors will meet with
financial officers from three
busi ness firms to work toward
the improve me nt of
ma na ge me nt a c c ount i ng
curric ula and rese arch.

Research
During 1978 -79, se v e n
research public ati ons we re
published . They are:

• Fi n a n ci a l R ep o r t i n g a n d
B u s i n es s L i q u i d i t y by Morton

Backer and Martin L. Gosman.
0

In d u st ri al R &D Ma na gement

by Anthony J. Ga mbi no a nd
Morris Gartenberg.
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• Ma i n t e n a n c e Pl a n n i n g a n d
Co n t r o l by J. H. Bullock.
• Cases In Management
Acco un ti ng .- Context and

Behavior by Edwin H. Caplan
and Jose ph E. C hampoux.

• Pl a n n i ng a n d C on t r o l i n
Hi g h e r E d u c a t i o n by Ant hony

J. Ga mbino.

• Pr o p o s ed R u n d s S t a t emen t s

for Managers and Investors by
Harold E. Arnett.
Rep l a cemen t C o s t
Di s cl o s u r e: A S t u d y o f
C o m p l i a n ce w i t h t h e S E C
R e q u i r e m e n t by Melvin C.

0

O'Connor a nd Gyan C ha nd ra .
During the fiscal year, the
Commit te e on R esea rc h
eval uate d 3 5 proposals, ei ght
of whi ch were approved . The
vol ume of work be ing ha ndl ed
by the Proposa ls
Subcommit tee may require it
to increase t he number of
meetings it holds from two to
four a year. In addition, in an
effort to shorten the time
bet we en when a proje ct is
begun and when It is actually
publ ished, the Commit tee on
Resea rch will assign the same
group of c ommi t te e membe rs
who pre pa re the prospec tus to
the evaluation and monitoring
of the actual research.
Solicitations for the new
resea rch fund a re In progress
and the campa ign i s e xpect ed
to gain increased re venues for
the research effort as
promotion and publicity are
st e ppe d up.

Institute of
Management
Accounting
More t ha n 5 ,0 00 me n a nd
women now are re gist ere d
with the Institute of
Manage me nt Ac counti ng, a nd
1,408 hold the Certificate in
Manage ment Acc ounting.
During the past fiscal year,

Fo r t h e D e c e m b e r CMA e x a min ati on , B e y e r Me d al an d C e r t if ica te of
Dis ti nguis he d P e r f or mance w inn e r s : 1. - r . , M iche l le D. C oop e r ; K athle e n A.
Wagne r : Ge o r ge M . Wil bur , J ohn M. K i r k e id e ; Mr s . Ro be r t Be y e r ; Mau r ice May o;
Ri c h ar d So b o le w s k i ; La n e K . An d e r s o n , a n d W i ll i a m v. L e n n o x .

6 , 7 6 7 exa minati on pa rts we re
tak en by 2 , 5 6 1 participants.

Although the program is still
in its infancy, the success of
the Certificate in Management
Account ing can be jud ged by
the recognition that we have
received. For example, CMA
proble ms a nd d iscussion of
the CMA programs are
included in college textbooks,
several c ompa nie s as wel l as
other organizations are
sponsoring CMA review
course s, CMA revi ew books
ha ve bee n publi shed , a nd
there are references to the
CMA certificate in AICPA
career booklets and in financial
and ac counti ng pe rsonne l
agency mate rial.
To involve holders of the
certificate in the activities of the
Institute, the Board of Regents
est abl ished three
subcommittees including CMA
holders as part of the
membership. in addit ion, five
CMA holders were appointed
to the examination review
subcommit te es of the B oard.
The Institute has been
actively involved in the drafting
of standards for the
accreditation of college
ac counti ng progra ms. The
proposed st a nd a rd s re cogni z e
the field of management
accounting as an integral and
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important part of the
acc ounti ng profe ssi on. The
accounting curriculum
requirements and the faculty
experie nce sta nd ard s gi ve
rec ognit ion t o manageme nt
acc ount ing.

Publications
Be c a use MANAGEMENT
ACCOUNTING goes only to
members of the Associa tion,
as t he me mbe rshi p Inc re a se s
so also does the circulation of
the magazine. A total of
1 , 9 0 4 , 2 0 0 copi e s we re
printed last year —about 2 , 7 0 0
more than the year before.
The advertising budget of
10 0 pa ge s wa s e xce e d e d by
one - and -a -half pages, with
al most $1 7 0 ,0 0 0 i n re ve nue s
produced — $9,948 over
budget. Reprints continuing at
a high rate a lso produced
revenue for the Association.
To aid in manuscript
pre pa ra ti on and he lp answer
quest ions pote ntia l aut hors
have about writing for the
ma g a z i n e , a n e w 12 -pa ge
book le t wa s pre pa re d and
distributed. Called "You're the
Author, " it replaces two
pa mphle t s on t he sa me
subj e ct .
In addittion to producing
69

Du ri n g 1 9 7 8 -7 9 , fo u r M AP
S t a t e me n t s we r e p u b l i s h e d :
M a n a g e m e n t Ac c o u n t i n g
T e r mi n o l o g y / S e l e c t e d T e r ms ,
S t at e men t 9 , P a rt s B , E a n d G,
an d M a n a g e me n t Us e s o f t h e
S t a t e me n t o f C h an ge s i n
F i n an ci al P o s i t i o n , S t at emen t
No . 1 0 .
M AP 's maj o r p r o j e ct
i n vo l ve s t h e me a s u r e me n t o f
pro d u ct i vi t y. Wi th t h e
as s i s t a n c e o f NAA re s ea rc h
s t aff, a d raft s t at emen t h as
b een p u t t o get h er o n t h i s i s s u e.
Th e C o mmi t t e e h o p e s t o f i n i s h
t h i s p ro j ect d u ri n g 1 9 7 9 -8 0 .
N AA C e r t if i cate otM e r i t w i nne r s d is pl ay t he i r a w ar d s a t An nual C o nf e r e nce in
Bo s t on . J o hn S . Bi ll in gs , P ub li ca ti on s C o mm it te e c ha ir ma n, i s f l an k e d by , 1. •r. ,
Ro ge r Y . W. Ta n g , K e n t b o u r n e A. W. Mc Fa r lane , Mic hae l P. Ris do n, J e n Y L. F or d,
St e v e n J . W e i n be r g , W al te r A . Haz e lton , K e nne t h R. Ear ne s t , an d K e ith Br y a nt, J r .

MANAGEMENT ACCOUNTING and
t h e Association Leader, t h e
P u b l i ca t i o n s D ep ar t me n t a l s o
p u b l i s h e d s e ve n r e s e a r c h
b o o k s a n d fi ve S t at emen t s o f
t h e C o mmi t t e e o n
M a n a g e me n t Ac c o u n t i n g
P ra ct i ces . T h r ee IM A ex am
re vi e w b o o k s a l s o we r e
p ro d u ce d a n d s i x NAA cat al o g
ti t l es were repri n t ed .

Management
Accounting
Practices
Development
In t h e co u rs e o f t h e p as t year,
t h e M AP C o mmi t t ee
re s p o n d e d 3 0 t i mes t o i s s u e s
p a p e rs o r p r o p o s ed r u l es o n
n u me r o u s s u b j e c t s e ma n a t i n g
fro m t h e F i n an c i al Acco u n t i n g
S t an d a rd s B o ar d , C o s t
Ac co u n t i n g S t an d a r d s B o a rd ,
S ecu r i t i e s & E x ch an ge
C o mm i s s i o n , Ame r i c a n
In st it ut e o f CP As, Int ern at io nal
Ac c o u n t i n g S t a n d a r d s
C o mmi t t e e, a n d t h e r e ce n t l y
fo r med In t er n at i o n al
F ed era t i o n o f Acco u n t an t s .
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W h i l e n u mb e r s t h e ms e l ve s a r e
no t n eces s ari l y s i gn i fi can t , t h e
current to tal o f 30 lett ers , in
rel at io n t o t h e pri o r t wo years '
to t al s o f 2 8 ( 1 9 7 8 ) an d 1 7
( 1 9 7 7 ) d o es i n d i cat e j u s t h o w
ac t i ve M AP C o mmi t t e e
me mb e r s h a ve b e e n i n t h e i r
re s p o n s i ve ro l e .
Th e M AP C o mmi t t e e
co n t i n u e d t o ma i n t ai n c l o s e
rel at i o n s h i ps wi t h t h e
s t an d ard s - s et t i n g agen ci es .
Two M AP C o mmi t t e e
rep res en t at i ves t es t i fi ed at t h e
F AS B p u b l i c h eari n g o n
"C h a n g i n g P r i c e s . "
R ep r es e n t at i ve s o f t h e F AS B
an d C AS B at t en d mo s t M AP
C o mmi t t e e me e t i n g s . A
p o r t i o n o f t h e N o vemb e r 1 9 7 8
meet i n g o f t h e M AP
C o mmi t t e e , wh i ch was h e l d a t
th e F AS B o ffi ces in S t amfo rd ,
Ct ., co ns i st ed of a jo in t
meet i n g wi t h t h e B o ar d t h at
fo c u s e d o n wa ys t o i n c re a s e
t h e B o ar d 's l everagi n g o f i t s
res o u r ces (N AA an d o t h er s ). In
th i s regard , th e M AP
C o mmi t t ee a p p r o ve d , a t y e a r en d , a s h o r t - t er m re s e ar c h
p ro j ect i n t en d ed t o o b t ai n
cu rre n t i n fo rma t i o n ab o u t t h e
us e o f co n t ri b ut i o n rep o rt i n g
(d i rect co s t i n g) fo r t h e B o ard 's
u s e i n d e l i b erat i o n s o n t h e
ear n i n gs rep o r t p h as e o f t h e
co n ce p t u a l f r a me wo rk p r o j ec t .

Conferences
Th e An n u a l C o n fe re n ce i n
B o s t o n , M a s s . , wh i ch at t rac t ed
ap p r o x i ma t el y 3 , 1 0 0 p eo p l e ,

Ar t hu r S. Ta y l or , B os to n, 1 9 7 9
op e r at i o n s c h a ir m a n (1 ),
r e l in qui s h e s hi s not e s t o P e t e r
Me o , n e x t y e a r ' s ch a i r m a n .

b r o k e a l l at t e n d a n c e r ec o rd s
fo r NAA an n u al c o n fe re n c es .
As a res u l t , i t mo re t h an b ro k e
even fi n a n ci al l y. F ro m al l
i n d i ca t i o n s , t h e N ew E n gl a n d
C o u n ci l as h o s t s d i d an
o u t s t a n d i n g j o b ; s o mu c h s o
th at s everal o f t h e act i vi t i es
p l a n n ed i n t h e fa mi l y p ro gr am
we r e s o l d o u t i n a d van c e .

Public
Relations
A q u e s t i o n n ai re s u rvey o f
fi n a n ci a l ex ecu t i ves o n
"t a k e o ve r s " c a r r i e d o u t b y t h e
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Associat ion's public re lations
consul ta nt s wa s pi ck ed up by
23 publications, including the
Wall StreetJoumal a n d Fortune
magaz ine. The Committe e is
worki ng on a new brochure,
"Management Accounting —
Career Area of the Future," and
a project possibly involving a
high sc hool e ssa y cont est on
"The Free Ente rprise Syst em
in the U.S."

Stuart
Cameron
McLeod
Society

Soc iet y Inducte d 6 7 new
me mbe rs. More t ha n 5 0 0
people attended its dinner.
Comprised of past national

officers and directors, the
Soc ie ty se rves as valuable
source of e xpe ri enc e a nd
knowledge for c urrent leaders.

Socio- Economic Program
The C ommit tee on SocioEc onomic Progra ms est ima te s
that a total of 206,682
volunteer manhours totalling
$8,262,800 in estimated value
have be en cont ri buted und er

this program. In 1978 -79, 27
chapters participated in the
competition for the S. Alden
Pendl et on Award, a new
award for outstanding effort In
the soc io- ec onomic area.
For excellence In the
ch ap te rS oc lo E c on om ic P ro gr am
activity, the first S.
A lde n P e ndle ton
A war d was p re s en te d
to India napolis
Chapter. L. -r., B ill F.
P adda ck, p resid ent,
and Cletus J. wesseler,
S•E director, accept
awar d fr om E llen
Coul am , chai rm an of
the S oclo- E conom ic
Com m ittee. Mr.
Pendleton Is at right.

li

At its meeting in Boston in
conjunction with the N A A
Annual C onference, the

Memorial
Education Fund

With more than $ 100,000 in
asse ts t hi s fund 's i nc ome ca n
now be used for ed ucati onal
purpose s according to NAA

policy guidelines. Individuals
and organizations contributing
to the Fund during 1978 -79
are listed below.
in Memory of or
In Honor of:

Contributors
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Charle s T. Smith, J r.
Co lin A. S tillwag e n
J am e s B . S we ns o n
E. P alm e r T ang
Arthur S . Taylo r
Mrs . B e tty G. T om e k
W alte r A. Turner, J r.
Rus s e l F . V ie hwe g
Ge o rg e A . V rand e nb urg , J r.
Mr. and Mrs . T ho mas W all
Mrs . K urt A . W e lg e hause n
Mr. and Mrs . R . C. we tte rhall
Mrs . Marie tta W ewe e
Mr, and Mrs . J o hn A. W ilso n
Me lvin S . W o lf m an
Mr. and Mrs . W . M. Yo ung , Jr.
Mrs . He rb e rt J . Z im m erm an
Ce dar R ap ids C hap te r
Ce ntral T e xas c hap te r
Chic ago C hap te r
Co lo rad o S pring s Natio nal B ank
Dallas Chapte r
Ind iana E ast Chapte r
Ind ianap o lis Chap te r
Jam es to wn -W arre n C hapte r
Linc o ln T rail Co unc il
Mo rris to wn C hap te r
Ne w O rle ans Chap te r
No rthe rn Ne w Yo rk C hap te r
Pitts burg h C hap te r
R. R. D onne lle y S o ns
Ro c he s te r Chapte r
So uth B ay C hap te r
So uthern Maine C hap te r
&

I. W ayne K elle r
Danie l J . Kelly
Mr. and Mrs . C he ste r R . K enned y
Charle s R . K unkle
Mr. and Mrs. K enne th G. L aird
Mr. and Mrs . J o hn W . Mc E achre n
Mr. and Mrs. Jam es E. Mc Mille n
J. Meier
Mr, and Mrs. J ame s E. Me re dith, J r.
Grant U. Me ye rs
Ro b e rt E . Minne ar
Mrs . vale rle A . Mo b le y
Mr. and Mrs. C e cil Morris
Mr. and Mrs . F . W . Nic hols
Mr. Mrs . Ro be rt B. O akle af
Mr. and Mrs, Alle n O pall
Mr. and Mrs . T hom as M. O ' T o o le
Russ ell E. P alme r
W illiam J . P e nno w
Mrs , T wylla P o rte r
Mr. and Mrs . Me yer Pritkin
Mr. and Mrs. R ob ert S. P ud er
Mr. and Mrs . Ro be rt L. P yle
Thom as L . R aleig h, Jr.
Mr. and Mrs . K e nne th S . R e am e s
D a vi d W . R e w ic k
Ke nne th R . Ric ke y
David F. R o b erts o n
Mrs. Jane A. S and s
Mr, and Mrs. James E . S eitz
Mrs. I re ne M. S hallcros s
Ro b e rt M. S he han
Mr. and Mrs. Arthur Sie ge l
Mr. and Mrs . R onald L. Skate s
L e o R . S m e nto ws ki
&

F re d A n d e rs e n
E lm e r A nd e rs o n
Mic hae l D . B ac hrac h
Mr. and Mrs . A. P , B artho lom e w, J r,
Mr. and Mrs. Je ro m e F . Be e so n
Do nald J. B evis
Mr. and Mrs. C . A . B lanke nb urg
J o h n W . B o c ke nhl e n
F lo yd K . B o we rs
Bre nto n B . B rad f o rd
Mrs . E lle n G . B rad y
Karne y A. B ras f ie ld
Mrs . R awn B rinkle y
Jo s ep h L . B rum it
Dr. J am e s B ulloc h
Mr. and Mrs . W arre n W . B yrne
Mrs. Elaine C ereg hini
Mr, and Mrs. R o be rt G. C hap m an
Jam es D . C ollier
Mark S . C o ran
D o nald H. C ram e r
Jo hn D . C ro uc h
Franc is H, Daft
Ro b ert I . D icke y
W . K. E ng el
Mr. and Mrs. J o se p h R. Finne rty
T im o thy C . F lanag an
Mr. and Mrs. L ate P. F ox
Mr. and Mrs. G eo rg e D. G ee
Mr. and Mrs. S tanle y Gle n
Stuart A , Go llin
H. Jam es Gram
Carlton H. G riff in
Mr, and Mrs . Firm an H. Has s
Mrs . D o nald W . Je nning s

Ro b e rt B e ye r
Danie l B o rth
Clare nc e W . B road he ad
Arthur F . Brue ning s e n
R aym o nd E . B ur le w
J. J. Chandler
A lb e rt C o he n
Jam es G . Croc ke tt
E li zab e th C u m m i ng s
Clyd e L . D avis, Sr,
Ed ward D o wd
J o an D unning
George 1. F inlay
David P . Fry, J r.
Pre sto n M. G end le r
G. W . G re go ry
Dr. Ric hard B. Had le y
H. E . Hartfe ld er
R ay m o n d W . Ha rwe ll
C harle s H. H awkins
Jo hn T . K o ko s
W . H. K rom Iirtg. Jr.
W illiam M. Maho ne y
D o n M. Mc I nne s
Do ris Me ye rs
Fred W . Mill
W illiam G . Muc ho w
Cle m e nt J . S c hwing le
Jo hn C . S he a
S. J . s torm
L o uis E . T e m p le m an
Jo hn T . To o le
J. David W alle y
Fre d ric k W . W o o d b rid g e
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Balance Sheets
June 30, 1979 and 1978
A S S E TS

1978

1979

L I A BI L I TI E S A N D F U N D B A L A N C E S

1979

1978"

C URREN T OPE RATI N G FUN D
C a s h ( i n c l u d in g s a v i n g s o f $ 3 2 , 0 5 3 a t J u n e
30, 19 7 9 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
M a r k e t a b l e s e c u r it ie s , a t c o s t , w h ic h a p p r o x ima te s ma rke t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

S

34,647

$

105,362
2,707,335

2,941,077

Membe rs hi p d ue s. . . . . . . . . . . . . . . . . . . . . . . . . . .

Other ........................................

Fu rnit ure , e q uip me n t a n d lea s eh o ld imp rove me n t s ( n o t e 2 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Re c e i v ab l e s .. . . . .. . . . . .. . . . . .. . . . . .. . . . . .. . . . .
Other Assets . . . . .. . . . . .. . . . . .. . . . . .. . . . . .. . . . .

A c c o u n t s p a y a b le a n d a c c r u e d li a b i l it i e s . . . . . .
De f e r r e d re v e n u e s :

202,699
223,734
46,222
$3.448,379

262,974
117,823
26,846

Other l ia bi li ti es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total liabilities .....................
Fu nd b a l a nc e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$3,220,340

$

499,004

2,092,987
67,210
9,549
2,668,750
779,629
$3,448,379

$

455,151

2,042,540
41,940
7,134
2,546,765
673,575
$3,220,340

RE S E RV E FU N D
C a s h (in clu d in g s av in g s o f $ 2 4 , 0 3 5 a t J u n e
30, 19 7 9 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
M a r k e t a b l e s e c u r it ie s , a t c o s t ( q u o t e d m a r k e t
v a l u e at J u n e 3 0 ,
19 79 an d
1978,
$3,350 ,867 a n d $3, 196,0 00, re s p ect i vely )

27,534

27,228

2,992,981
53,020.209

2,826,641

F u n d b alan ce:
Beg in n in g o f y e ar . ... .. ... .. .. ... .. .. ... .. ..
R egis t rat io n fees fo r m em b er s h ip ...... .....
N e t g a i n o n d is p o s i t i o n o f s e c u r i t i e s . . . . . . . . .

$ 2 . 8 5 4 , 1 7 5'

2, 854, 175
2,725,946
1 55, 345
1 16, 600
10,689
1 1 ,6 29
$3.020,209 $2.854,175

M EM O RI AL ED U C A T I O N FU N D
C a s h in s a v in g s a c c o u n t ( i n c l u d in g c e r t i f ic a t e s
o f d e p o s it o f $ 8 5 , 0 0 0 a t J u n e 3 0 , 1 9 7 8 ) . . . .

D
z
D
O

a
n

n
O
C
z

10,104

M a r k e t a b l e s e c u r it i e s , a t c o s t ( q u o t e d m a r k e t
value $95, 000) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

-

94,617
$

M
3
M
z

93,474

104, 721

$

93.474

C a s h i n s a v i n gs a c c o u n t . . . . . . . . . . . . . . . . . . . . . .
Marke tabl e sec urit ies, a t c o s t ( q u o t e d ma r k e t
value $35,000) .............................

9,262

-

34,402

-

z

M
co

93,474

$

3,262
7,985
104,721

74,136
16,555
6,354
(3,571 )
93,474

$

RES EAR C H FU N D

O
O
CD

F u n d b alan ce:
Be gi n n i n g o f y e a r . . . . . . . . . . . . . . . . . . . . . . . . . . .
Add (deduc t):
D o n a t i o n s r e c e i ve d . . . . . . . . . . . . . . . . . . . . . . .
In te re st in c o m e . . . . . . . . . . . . . . . . . . . . . . . . . . .
De s ign a t e d re s e a rc h a p p ro p ria t io n ........

$

43,664 $

-

Fund b a l a nc e :
Be gi n ni n g o f y e a r . . . . . . . . . . . . . . . . . . . . . . . . . . .
Add:
Donations received . . . . . . . . . .. . . . . . . . . . . . .
Tra nsfe r fro m cu rre nt o p e ra t i ng fu nd
( no t e 1(d )) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest income ...........................
End of year ... ...............................

C e rt a i n i t e m s i n 1 9 7 8 h a v e b e e n re c l a s s i fi e d t o c o nf o rm wi t h t h e 1 9 7 9 p r e s e n t a t i o n .
Se e a cc o m p an y i n g n o t es t o fi n a n ci a l st a t e m e n t s .

34,810

S

6,710
2,144
43,664

-

v

�

�

-

NA TI O NA L A SS O CI A TI ON OF AC CO UNTA NTS

Statements of Revenues and Expenses and Changes
in Fund Balance- Current Operating Fund
Years ended June 30, 1979 and 1978

1979

1978

RE V E NU E S :

Me m be r sh ip d ue s
$3. 894, 051
Co n t in u in g e d u c a t.........
io n p r o g.......
ra m - r........
e gis t r at........
io n f e e........
s an d
sa le s o f m a t e r ia ls
849,668
........ ........
An n u a l c o n f e re n c e -........
r e g ist r a t.......
io n f e e........
s
248.752
Ad v e r t isin g a n d s a le s o f p u b lic a t io n s .....................
292,025
.. ...
In stitu te of M a n a g e m e n t A c c o u n t in...
g- ...
r e gis
t r a ...
t io n.. ...
a n..
d
e x a m in a t io n f e e s
339.300
I n t e r e s t a n d d iv id e n........
d s o n r e .s ..........
e r v e f u n d ..........
in ve s t m e..........
nts
174. 639
......
In t e r e s t o n c u r re n t o p e ra t in g fu n d in ves t m e n t s
215,650
...... .....
M is c e lla n e o u s
147, 678

758.708
216,921
300,984
268,936
145, 463
143, 978
108,268

.

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

$3,780.998

6,161,763

5,724,256

743,404
305,545
720,640

727,971
292.339
634,272

162, 645
141,848
132, 119

1 32,42 1
1 2 9, 1 20
1 24,657

705,656
376. 351
331,232

696,409
320,238
307,836

234,349
283.999

222,634
266, 557

503.035
300,722
506,219
374,185
227,050

433,756
332,130
455,006
350,980
202,807

6,048,999

5,629, 133

EXP ENS ES:

C h a p t e r s e r v ic e s :
Pay m en ts to ch a p te rs
.... ............. ..................
Other
...c a...
Te c h n ic....
a l p...
u b li
t io...
n s ... ...
... ... ... ... .. ... ... ... ... .. .......
Ma r ke t in g :
Me mb er s hip an d n ew ch ap te r d evelo pm en t
......... . .
Pu b lic r e lat io n s a n d p r o m o t io n
...
...
..
...
..
...
... .. ... ..
M e e t in g a r r a n g e m e n t s
... ... ... ... ... ... .. .... ... ... ...
Te c h n i c a l s e r v ic e s :
C o n t in u in g E d u c a t io n P r o g r a m
..........................
Other
...
Ad m in is...
tr a..
tio
n .. .. ... .. .. ... .. .. ... .. ... .. .. ... .. .. ... .. ..
....... ...... ...... ...... ....... ...... ......
F in a n c e :
A c c o u n t in g
D a t a p r o c e s...
s in...
g ... ... ... ... ... ..... ..... .... ..... ....
A d m in is t r a t iv e s e r....
v ic e...
s : ... ... ... ... .... ... ... ... .......
Ge n e r al o f f ic e a n d o f f ic e s e rv ic e s
.......................
Occ u p a n cy co sts (n o te 4 )
W o r d p r o c e s s in g a n d a d m in...
is t..
r a..
t iv...
e s..u..
p p...
o r ..
t .. ... .. .. ..
.... .... ....
In s t it u t e o f M an a g e m e n t Ac c o u n t in g
........
An n u al co n fe ren ce
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

,

.

I

I

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

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

........

.

.

.

.

I
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1979

statements.

financial

to
/OCTOBER

ACCOUNTING

MANAGEMENT

notes

$

95 . 1 2 3
578,452
673.575

accompanying

$

112.764
673,575
(6, 710 )
779,629

See

EXCESS OF RE VENUE S OVER EXPEN SES ...................
FU N D B A L A N C E A T BE G I NN I N G O F Y EA R .. . . .. . . . .. . . . .. . . .
TRANSFER TO RESE ARCH FUN D (NOTE I (d)) ........ .......
FU N D B A L A NC E A T E N D O F Y E A R . . . . . . . . .. . . . . . . . .. . . . . . . . .

NATIONAL ASSOCIATION OF ACCOUNTANTS

Statements of Changes in Financial Position
Current Operating Fund
Years ended June 30, 1979 and 1978

1979

1978'

S O U R C E S O F FU N D S :

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

"

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

88 ,0 33
36 ,0 70
394,801

233,742

511.022

56 ,3 69
10 5 ,9 1 1
19,376

20,034
28,087
2,870
12,372

—

50 ,4 47
25,270
2,415
351,393

6,7 10
42 2 ,1 0 8
(70,715)

$

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

C A S H A T B E G I N N I N G O F YE A R
..............................
CAS HATEN OOFYEAR

108,910
204 ,0 33
66,665

—

increase in marketable securities
.....and
.....l.
.......ld...
..
Acqu is it io ns o f fu rn it ure, equ ip.
ment
easeho
i.
mp ro veme n t s
............. ...............................
Increase in receivables
increase in other assets .... ...............................
.... ...............................
Decrease in other liabilities
Transfer to research fund ................................
.. ...............................
Total uses of funds
...balance
.. ...............................
Net decrease i n cash

116,644
229 ,4 08
43,853

105,362
34,647

—

U S E S O F FU N D S .

95,123

$

$1 12 ,7 64

(

From Operations:
Ex cess o f revenu es o ver ex pens es
......—
...depreciation
............
Ex p en s es not requiring ou tlays of..funds
and amortization
......... ...............................
Total
.
.
.
.
.
.
.
.
.
.
.
...... ..
....accrued
.........
................
Increase in accounts..
payable
and
liabilities
......
Increase i n deferred revenues:
Memb ersh ip d ues
........ ...............................
Other
...
.....liabilities
........... ...............................
Increase..
in
other
Total sources of funds . ...............................

574,385
179,584)

284,946
$1 05 .3 62

Certain items in 1 9 7 8 have been reclassified to conform with the 1 9 7 9 present ation.
See accomp anyin g no tes t o fin anci al st atements.

Notes to Financial Statements
June 30, 1979 and 1978
(1) SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES
The funds and accounts of chapters, regional
councils, and the Stuart Cameron McLeod
Society are not includ ed in the accompanying
financial statements. Significant accounting
policies are as follows:
(a ) Cu r ren t O p era t i n g Fu n d
(1) Rev enue Rec og nition

Membershi p d ues are record ed as
revenue during the applicable
memb ers hi p p erio d . Th e
Association's monthly publication,
Ma n a g e m e n t A c c o u n t i n g , i s

distributed to all members. However,
no p ort ion of members ' annual d ues
is allocated to subscription revenues
in the acco mpanyi ng st atemen ts of
reven ues an d ex p en s es an d chan ges
in fund balance -- current operating
fund. Registration and /or
74

examinat ion fees are reco rded as
revenue wh en the rel ated p rogram or
examination takes place. Advertising
reven ues are recorded as revenu e
when the applicable publications are
iss ued.
(ii) Fu r n i t u r e . E q u i p m en t a n d L e a s e h o ld
Imp r o vemen t s
Furniture, equipment an d leasehold
impro vements are carried at cost.
Depreciation and amortization are
computed on the straight -line
met h o d . Leas eh o l d imp ro vemen t s
are amortized over the term of the
lease or the estimated useful lives of
the assets, whichever is the shorter
period. Furniture and equipment are
depreciated over their estimated
useful lives.
(b) Res er ve Fu nd
The reserve fund was est ablished for the
MANAGEMENT ACCOUNTING /OCTOBER 1979

purpose of providing funds (a) as a
reserve for unforeseen financial
contingencies; and (b) to insure
con tin uo us ex ten si on and d evelo pment
of activities for the best Interests of
memb ers. At J un e 3 0 , 1 9 7 9 , the
amo unt s d esi gnated fo r s uch pu rpo ses
we re $ 2 , 1 4 0 . 9 0 9 an d $ 8 7 9 , 3 0 0 ,
respectively. Under the direction of the
Hoard of Directors, membership
registration fees and gains and losses on
disposition of securities of the fund are
recorded therein; and Interest and
divi dend s earned on investments of the
fund are recorded in the current operating
fund. App ropriati ons may be made from
the fund upon affirmative vote of the
majority of the Board.
(c ) M e mo r i a l Ed u ca t i o n Fu n d

The memorial ed ucati on fun d was
established for the purpose of supporting
and furthering the educational goals of
the Association. Donations for such
purposes, and interest earn ed on the
fund 's Inves tments, are record ed t herein.
It is the policy of the Board of Directors
that o nce th e fund reach es $10 0,0 00,
the in teres t income may be ex pended.
The assets of the fund are administered
separately from the other funds of the
Ass oci ati on by a committ ee who se
actions are subject to the approval of the
Execu tive Commi ttee.
( d ) R e s e a r c h Fu n d

The research fund was established for the
purpose of providing funds for the
expansion of the research activities of the
Association. Interest earned on the
fund's investments, is reco rded th erein.
During the year ended June 3 0 , 1 9 7 9 ,
$ 6 , 7 1 0 of donations received for the
fund in the previous year and recorded in
the current operating fund were
transferred to the research fund. The
Associat ion's Co mmittee on Research is
responsible for the use of the funds.
(2) F UR NIT UR E, EQ U I PM E N T AND LE AS EHO LD
IMPR OVEM ENTS
As of June 3 0 , 1 9 7 9 an d 1 9 7 8 , furniture,

eq u ip men t an d l eas eh o ld imp ro vement s
consisted of the following:
1979

1978

Furniture an d equip$684,717 $62 8,3 48
men t
...d ... ..
...rove... ..
Leas eh ol
imp
14 7 , 5 4 7
14 7 , 5 4 7
men t s

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

83 2 ,2 6 4

Les s accu mu l at ed d epreciati on and amortization
62 9 ,5 6 5

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

77 5 , 8 9 5

512,921
$2 0 2, 6 99 $ 26 2 ,9 7 4

(3) PENSION PLAN

The Association has a non - contributory pension
plan covering substantially all employees. As of
Jun e 3 0, 1 9 7 8 (the date of the most recent
actuarial valuation), pension plan assets
exceeded the actu arially computed value of
vested benefits. It is the Association's policy to
fund pension costs accrued. Total pension
ex pens e was ap prox imat el y $ 1 6 7 , 0 0 0 an d
$ 1 3 5 , 0 0 0 for the years ended June 3 0 , 1 9 7 9
MANAGEMENT ACCOUNTING /OCTOBER 1979

an d 1 9 7 8 , respectively. The 1 9 7 9 amo u n t
includes amortization of unfunded prior service
liability over 2 5 years. A ch ange durin g the year
en ded J un e 30 , 1 9 7 9 In certain actuarial
assumptio ns u sed in comput ing pens ion cost
had the effect of increasing such cost by
appro ximately $ 2 4 , 0 0 0 . Actuarial gains
(approximately $ 5 2 , 0 0 0 at June 30 , 1 9 7 9 ) are
being amortized over a ten -year period.
(4) LEASE COMMITMENTS

The Association occupies offi ce space under
long -term leas e agreements requiring minimum
rental payments plus certain escalation charges.
Rent expense (which is included in the caption
"Occu p an cy co s t s ") was $ 2 7 3 , 2 6 1 an d
$ 3 0 9 , 9 7 3 for the years ended June 3 0 , 1 9 7 9
an d 1 9 7 8 , respectively. The 1 9 7 9 amo un t Is
net of $ 4 2 , 7 8 8 sub lease ren tal s received.
A summary of l ong -term lease co mmit ments and
future sublease rentals follows:
Year ending
Leas e
S u b l eas e
Ju n e 3 0
co mmi t men t s
rentals
1980
19 81
19 8 2
19 8 3
1984
1985

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

$262,851
262,851
262,851
262,851
262,851
219,042

$42 ,2 10
14,070
—
—
—
—

PEAT, MAR WICK, MITCHELL & CO.
CERTIFIED PUBLIC ACCOUNTANTS
34S Park Avenue
NEW YORK, NEW YORK 10022

The Board of Directors
National Association of Accountants:
We have ex amin ed th e bal ance sheets of the
National Association of Accountants as of
Jun e 3 0, 1 9 7 9 an d 1 9 7 8 and the related
st at emen ts o f revenu es and exp en ses an d
changes in fund balance— current operating
fund and of changes in financial position —
current operating fund for the years then
end ed. Ou r examin ati ons were made in
accordance wi th gen erally accep ted au diting
stand ards , and accordin gly inclu ded such
tests of the accounting records and such
other auditing proced ures as we con sidered
necessary in the circums tances.
In our opinion, the aforementioned financial
statements present fairly the financial
position of the National Association of
Accountants as of June 3 0 , 1 9 7 9 an d 1 978
and the results of Its operations and the
changes in financial position of the current
operating fund for the years then ended, in
conformity with generally accepted
accounting principles applied on a consistent
bas is.

August 17 . 19 7 9
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The
Executive
Director's
Report
Starting from what we believed
would be a break even yea r,
1978- 79 end ed up wi th an
Association surplus of
approxi mat e ly $1 1 3, 0 00 ,
thanks in part to operating
efficiencies, success in the
CEP program, inc ome from
investe d re sourc es a nd other
products of the Association —
especially from a very
suc cessful Annual Confe rence
at te nde d by a bout 50 0 more
me mbe rs t ha n e xpe ri e nc e
would have indic ated.
A great percentage of the
year's efforts by both
voluntee rs and staff was
devot ed t o the Program
Evaluation Group (PEG) report.
it was the determination of this
group, a nd other c ommi tt ee s
as we ll, to "beef up" our
technical education areas.
Accordi ngly, a ne w re sea rch
associat e, a new project
mana ger for the Management
Accounting Practices
Committee, and a CEP project
manage r are being a dd ed to
the staff.
As a result of the PEG
group's in -depth analysis of
Association activities, your
Associ at ion le ad ers conc lud ed
that we shoul d be d oing more
in our marketing efforts —
particularly in those efforts
di re ct e d to nonme mbe rs.
Therefore, we ha ve hi red a
market ing manage r who will
direct a major effort to define
and reach new markets for all
NAA product s and services.
One of the major results of
the PEG group's efforts was the
de ve lopment of a
computerized functional
76
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ac c ounti ng syst e m whi c h
should be c ompl et el y
implemented shortly after the
end of calenda r year 1979.
Out of the Program
Evaluation Group also came a
re comme nd a ti on to st ud y
what the Associa tion should
be doing t o se rvice the many
special interest groups within
the me mbe rshi p. PEG ha s
learned that these groups,
which include, for example,
those holding the Certificate in
Manage ment Acc ounting,
would like to receive
informat ion and services
primarily directed at them. This
area is under study by the
Committee on Planning, and it
is anticipated that new services
will be available in the not-toodistant future.
The conti nued growth of the
institute of Management
Accounting is very gratifying.
At each successive sitting,
more applicants are taking the
exa mi na ti on and more a re
earning the CMA designation.
The response to our fundraising efforts for the research
progra m ha s be e n most
encouraging. As the fund
conti nues to grow, the
expand ed re sea rch progra m i s
de st ined t o be come a maj or
educational thrust of the
Associ ati on.

Another source of revenue
for our educat ional programs
and servi c es ha s re a ched the
target goal set by the Board of
Directors. With more than
$ 100 ,000 now i n the
Memorial Education Fund, we
can be gin to use t he inc ome
from this principal to support
me mbe r e duc at i onal se rvi c es.
The staff opera tion continues
to improve with the addition of
profe ssi onal ma na ge rs a nd
with the accumulation of
experi enc e over ti me.
More over, continued
upgradi ng in our word
processing, printi ng and data
proc e ssi ng equipment i s
mak ing our se rvi ce s a nd
communi ca t i ons wi t h
membe rs more effi ci ent a nd
more ec onomi c a l .
The hund re ds of t housa nd s
of volunt eer hours spent on
NAA activities at the chapter,
council and national levels
represent a uni que
phe nome no n i n t he
association field. This
contribut ion has a lways be en
one of our major st rengths and
it was manifested in 1978-79
as strongly as it has been in the
past . Foll owi ng a re the na mes
of some of those whose
contri but ions helped mak e t he
Associ ati on ye ar so
suc cessful. The y d id
outsta nd ing work and
me mbe rs owe t he m a de bt of
gratitude for their loyalty and
dedica tion.

W. M. YOUNG, JR.
Executive Director
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J O S E P H W . ADKINS. Nor th Ge or gia
HA RO LD F. ALWO O D, J R . , Su bu r ba n
No r the a s t P hil a de l phi a
RIC HAR D F. A SB UR Y, J R. , Me mp hi s
BE RN AR D S . B EC K, Indi a na po li s
GE O RG E L. B OY D , A l b uq u e rq u e
ME LVIN C HE R RY , S u b ur b a n N or t he a s t
Phi l a d e l phi a
C HE ST ER R . C LUF F, P e nins u la - Pa lo
Alto
EDWA RD J . C OLA , C u ya hoga Va l le y
BAR BA RA A. E LKIN S, So ut h C e ntr a l
Ind i a na
J AC K W. FAIRALL, E l P a s o
ROBE RT L. HEDMA N, E rie
ROB ER T M. HE ND RY . Pri nc e t on
J A M E S H. HO P PE R , J a c ks o n
HUG H H. HURS E Y , M o nt go me r y
P. M IC HAEL KELLY, Bri dge p ort
DAVID M. LEVIN . Sou th J e rs e y
J AM ES D. MURRA Y, Up pe r F inge r
La k e s
BR UC E F . P O WE LL, S o ut he rn M a i ne
C HA RLE S M . RA UHE , Sy r a c u s e
EW A LD S C HN EID E R , W a u ke s ha A r e a
DOLOR ES F . SHA RR ON , Fo rt
La u d e r d a l e
ASA L. SHIELD , J R. , Vir ginia Pe nins ula
RAYMOND J . SIMO NEK, Fox Rive r
valley
FRA NK V , S UB A LUS KY , W a s hi ngt o n
ROBIN T . T HUR LO W , D e l a wa r e
J AME S H. T O Y , S p a r t a nb u r g A r e a
HE RM AN WINDSOR, Ab i l e ne Ar e a

Executive Committee
PRE SID ENT
C LEM EN S A. E RD AHL, N e w Y or k
VI C E P R E S I D E N T S
ELROY A. B ERGQUIST , Portl a nd Wi ll a me tt e
RO B ER T H. C A R NE IR O, Sa n Ant oni o
KIRT LAND FLY NN, J R. , C ha rlotte Blue
J AMES O. INGLE, Atla nt a North
C LAR K H. J OHNSON , Ra rita n Va lle y
J OHN C . KUDZMA , M a s s . No rth Shore
BET T Y J . OLDHA M, C inc inna ti
T HO M A S M . O ' T O O LE , M a c o mb
C o u nt y M i c hi ga n
ED WA RD M . P ALUG A, C hic a go
ANT HO NY P . SP AG NOL, Pi tt s b ur gh
EA RL E . SP ULLE R, N ia ga ra
BURN IE L O. S WA RT ZM ILLE R, Los
A n ge l e s
T R E AS U R E R
DON ALD H. C R AME R, Ne w Yo rk
AP P O I N T E D M E M B E R S
WA R R E N W . BYR NE, (' 8 1 ) Illinois
No r the a s t
J AME S J . C ORB OY, ('8 1) Da l la s
BRUC E L. DA VIS, J R . . ( '80 ) Mi a mi
T HO MAS J . O 'RE ILLY, (' 8 0 ) C l e v e l a nd
ROD ERIC K G. T UR NER , ( '79 ) A tla nta
C e nt r a l
LO UIS VLA SHO , ( ' 7 9 ) D a y t o n

ST E VEN C . LUMM, P e ni ns u la -Pa lo
Alto
GAR Y E. MA ND LE Y, C a nt on
R. F. MAR T IN, Syr a c u s e
HA R LA N H. M AUR E R, Ka l a ma z o o
J AME S P. MC LANEY , Me rrima c k
Va l le y
FRE DE RIC K E . MILLE R, S a n D ie go
NANC Y D. O 'BRYA N, El mira Are a
J AM ES J . POP P, A lt oona Ar e a
RENE P . SIM ON. El kha rt Are a
GLEN V. S M IT H, Wa uk e s ha A re a
MART INS. SMIT H, J R. . Akron Cas cade
RE X D . SO UT A R , Lo s A nge le s
FRE D N. S PA RKS, J R. , T u c s on
BE N H. S PE C KELS, J R. , Ho us to n
RO BE RT E . S T O C KM EY ER , Ev a ns vi ll e
BR IA N H. S T R O M , S a c r a me nt o
DONALD J . T RENT M AN, D a yton
C HARLES E. VAN De W1 ELE, J R. ,
T u ls a
RIC HA RD W . W AG NE R, Ne w Yo rk
RO B ER T WA LKER , C a l ume t
RO B ER T J . W EN T Z, W e s t e rn W a y ne
J O HN A . YO NKOS KY , Da yt ona Be a c h
Ar e a

Education

Chapter Operations

PAS T PRE S IDE NTS
GE OR GE D . GE E, ( '7 9) Ka ns a s C i ty
R. LESLIE EL. . LIS. (' 80) La nc a s te r

GE RA LD W . DE V LIN, Ne w Yo r k ,
Cha i rma n

C H AI R M E N O F S T AN D I N G
COMMI TTEES
J O HN C . A RM E, S ou t he a s t Lo s
A nge l e s C o u nt y
J OHN S . B ILLING S, Pe nins ula -P a lo
Alto
R. LE E B RUMM ET , R a le igh- Du rha m
ELLEN B. C OULAM. D a lla s
GER ALD W . D EVLIN , N e w Yo rk
ROBERT J . D ONAC HIE, D a lla s
T HE O DO R E G . UE B , P hi la d e lp hi a
EM IL S C HA RF F , J R . , Sa n F ra nc i s c o
C HARLES T . SMIT H, J R . , De troit
GLE N E . W O O DS O N , C a nt o n

Standing Committees
Chapter Development

G L E N E . W O O D S O N , C a nt o n,
C h a i r ma n

EMI L S C HARFF . J R. . S a n F r a nc i s c o ,
C h a i r ma n
DO NA LD W . BAKE R, A tla nta N orth
DWIGHT E. C OLLISON , Il lowa
RIC HA RD K. C O ST ELLO, M inne a p ol is
North Sta r
T HOM AS C . C ROUC H, For t Wo rth
PET ER R. C UMP ST ON. Ha wa ii
RO BE RT V. DO DD , Bo s t on
GE OR GE J . DUVA , We s t B e r ge n
Passaic
J ER RY L. F OR D, Mi nne a p ol is Vi ki ng
SER AF IN O M. F OR ZA NO , Sc ot ts da le
Ar e a
GE OR GE A. G IOR GIN O, E s s e x C ou nt y
JAC K D. GRAY, Da lla s
DIC K HAMPIKIAN, Sout h Ba y
LA C Y W . HA N SO N , R o a no k e
J O S E P H G . HA R RIS , Ka la ma z o o
AN IT A B. HAY ES , C u ya ho ga Va l le y
J OHN HEA T H, J R. , So uth B a y
J AM ES P . HEN NING ER , Minne a p ol is
North Sta r
ELM E R E . HE UP E L, W e s t e rn W a y ne
EA R N E ST A . HUB A N D, R i c hmo nd
PAULA G. KEEN, Na s hv ille
C HES T ER S. KULESZA, J R. , Vi rgi nia
S k y l i ne
KARL B. KURT Z, Bois e
C HA RLE S R . LE ON E , S a n J o s e
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ROB ERT L. A SHT ON , M a s s . Nor th
Sho re
J AM ES L. BE NISH, N or th T e xa s
DE NN IS R. BE RE S FO RD , C le v e l a nd
Ea s t
DAVID B. BER KEY . So uth C e nt ra l
Ind i a na
GER MA IN BO ER , Na s hv il le
HA R RY L. BR O WN , O a kl a nd C o u nt y
RO BE RT H. C O J E EN , S a gi na w Va l le y
J OHN L. C O X, Ann A rb or
RIC HA RD A. C UPP LES , C e ntr a l
A r k a ns a s
DENNIS C . DALY. La C ros s e - Winona
EDW ARD R . D EPP MA N, Mia mi
J A ME S B . E D WA R DS , C o lu mbi a
LA WR E NC E R . EN G LE RT . Ind i a na
Ea s t
GLEN N L. G OO DW IN , Gr a nd Ra pi ds
S. M IC HA EL G R OO M E R, B l oo mi ngt o n
Ind i a na
WILLIA M W . HO LDE R, Lu bb oc k A re a
BERT IN E . HOWAR D, Lufk inNa c o gd o c he s
FRANK G. J ANNER, Ka ns a s C ity
SAMUEL H. J OPLING . MAL
ARM AN D KAP LAN , Mor ri s to wn
ALLA N M. KLINE, Bos ton
GOR DON E. LO UVA U, Oa kla nd -Ea s t
Ba y
GARY A. LUOMA, Atla nta North
KEVIN J . M ALLEY, La s Ve ga s
MORRIS C . MAT S ON. For t Worth
WILLIAM J . Mc HUGH, W e s t c he s t e r
C HA RLES D. M EC IMO RE, C inc inna ti
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J O SE PH E . MO RI. Sa n J o s e
ALFR E DO NA RD I, B ue no s A i re s
LA R RY E . N E WM A N , B i rmi ngha m
J O S EP H A. SC HIAVO NE , Da nbu r y
Area
MAR Y J A NE S PE RR Y, F or t La ud e r da le
BE RN AR D A. S T E LM AC H, M or ri s t own
KEN NE T H L. WO LVEN , Ro c k fo rd
J A C K J . WO OLF , We s t c he s te r

Finance

R. L E EB R UM M ET , Ra l e i gh- Du r ha m
A r e a , C ha i r ma n
WILBE RT S . AN DERS ON, J R. , St.
Lo u i s
DA VID L. B OD EN HAM ER , Pi e d mo nt W i n s t o n- S a l e m
DO N ALD C . BR A BS T ON , Bi r mi ngha m
DONA LD H. C RA MER, Ne w Y ork
BRUC E L. DAVIS, J R. , Mia mi
DONALD J . Di C LEM ENT E, Ha rris burg
Area
FRANC IS J . MEJ SI"R1C K, Morris town
RO BE RT R . ME YE R, P hi la de lp hi a
VINC E NT A . PIUC C I, Wo rc e s te r Are a
WA D E B . S ALISB URY , Lo s A nge le s
LE O R. S M EN T O WS KI, C ol or a d o
Sp r ings - Pu e bl o
C OLIN A . ST ILLW AGE N, S a n D ie go
MAN UE L R. S YLVE ST ER , Ha wa ii
MIC HA EL T E AC H, Pit ts bur gh
WILLIA M WAR SHAUE R, J R . ,
Mo nt go me ry - P r i nc e G e o r ge s
RO B E R T L. W OO LHE AT E R , Or a nge
C oa s t C a lifornia

Membership

JOHN C. ARMS, S o u t h e a s t Lo s
A nge l e s C o u n t y , C h a i r ma n
C HAR LE S L. A BE L, Wa s hi ngto n T ri C itie s
FRANK S. BEC KE RE R, J R . . B rid ge po rt
HERBER T E. BILLINGS, J R. , D a lla s
RO BE RT J . B RO OKS, No rt hwe s t
S u b u r b a n C hi c a go
J OHN E . BROW N, Euge ne - Springfie ld
WILLA RD C OX, N or th T e xa s
J AM ES L. C R AN DA LL, F or t La ud e r da le
J O S EP H A. DUP UIS , Al b uq u e rq u e
MACK V. FURLO W, J R . . Indi a na po li s
HA R R Y A . G LB E R T , Lo s Ange l e s
W. R . G R AF T ON , W a s hingto n
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R O B E R T Y . GR O SH, J R . , La nc a s t e r
R. M. HALL, Nor th Sa n D ie go C ounty
WILLIAM D . HE LT ON , B i rmingha m
J O HN A . J A C KSO N, S a n F ra nc is c o
LO W ELL D. J O HN SO N , M a c o mb
C o u nt y Mi c hi ga n
RAYM OND H. J OHNS ON, Ra le igh
D u r ha m A r e a
RAY L. KR AUSE , Il lowa
LA WR EN C E S . LO VVO RN , Na s hvi ll e
GEO RG E H. LUM SD EN , Ha wa ii
ED WA RD A . LUNT , Sa gi na w Va ll e y
J O SE P H B . M AT E OS KA, Ne w
Ha m p s h i r e
T HOM AS K. Mc C ORD, Ma rio n A re a
J A M E S W . MC LE OD, Me rr ima c k Va lle y
ROBE RT E . MINNEA R, Atla nta C e nt ra l
LA RR Y L. MO C K, P e nns y l va ni a
N o r t hwe s t
J E R OM E C . N E ELY . B lo o mi ngt o n
Ind i a na
C HA RLE S E . P HIP PS , B a lt i mo r e
RIC HA R D L. R UE D ISUE LI, M a c o mb
C o u nt y M i c hi ga n
ROB ER T A. SE YM OUR , J R . . T o le do
J OAN M . SMIT H, D a yton
RON ALD T A UB ER T , S a n G a b ri e l
Va lle y
RO G ER T E URF S , Lo ng Is l a nd -N a s s a u
J. V. VOG EL, J R. . B ri dge po rt
RO BE R T E. WE A VE R, Ra le i gh•
D u r ha m A r e a
RO BE R T E. WILSO N, C o nne c t i c u t
G a t e wa y

Planning

CHARLES T. SMITH, JR., De troit,
Cha i rma n
RO BE RT J . B OR GM AN N . Phoe ni x
LE S T E R M . BR E W E R, Ho us t o n
ROB ERT J . HIN Z, Ho us t on
ROB ERT J . J OHNST ON , P or tla nd
C o l u mb i a
LES LIE J . KNO X. Ro c he s t e r
J AM ES E. Mc MILLE N, C e ntr a l T e xa s
RA LP H W . NEWKIRK, J R. . So uth
Jersey
ROBERT B. O AKLEA F, Ol e a n Br a d fo rd A re a
RO BE R T E. PA T E R SO N, Ne w Y or k
ART HUR A. RAUT IO, Ha rt ford
ED W A R D W . RO D G E R S , D a y t o n
J OHN W . T OWN S, J R. , Butl e r A re a
J O HN W . WIELDE, St . P a ul

Public Relations

THEODORE G. LIEB, Phi l a d e l phi a ,
C h a i r ma n
J A ME S L, BE AN , Fo r t Wa yne
J ORG E E . B LAY, Mi a mi
LINDA J . BOC K, R a c ine - Ke nos ha
C HA RLE S R . C A NA N , R o c he s t e r
WILLIA M M. C ASSIDY. E lmira Are a
J E RR Y P . C A VE N DE R, C a lu me t
J AM ES H. C HILDE RS, Wi c hi ta
DUA NE M . DE RR IG , So ut he rn
M i nne s o t a
FRE D A . EST EP , C ol ora do Sp ri ngs Pu eb lo
LILLIA N V. FILAR DO, C onne c tic ut
Ga tewa y
RIC HAR D W . HA R R IS , Los A nge l e s
P A UL J . LA F R E N IE R E , S a nga mo n
Va lle y
A LF R E D V, LA R R E N AG A , S a n J o s e
W . W A LT E R LIA N G , S a c r a me nt o
J O HN H. LOE W, Phil a d e lp hi a
LEO M. LOISE LLE, Ba ngor - Wa te rville
EDWARD J . MC C RAC KEN, Va lle y
F o r ge
ROY L. Mc C RAC KEN, Euge ne Sp ri ngf i e l d
RO B ER T K. O B E RS T . La ns ingJa ckson
LOUIS J . O LIVER IO, D a yt on
ROBE RT J . PR OC T E R, Illinois
No r the a s t
ANN V. RIC C HIO , B os to n
EDWA RD A. S T RIKER, St . Lo uis
RO BE R T L. T HO M PS O N, Ind ia na p o li s
T HOM AS A . T ILLM AN, C ha rlot te B lue
BET T Y A. T IT GE N, Sto c k ton Ar e a
FRANKLIN S. UHL, W a s hi ngt on T ri C itie s
WILLIA M L. UR EE L, M a c o mb C ou nt y
Mi c higa n
J AME S R. WHIT E, Atl a nt a No rth
HE R B ER T L. W ULLS C HLEG E R ,
Denver
J OHN A. Y AN NA C O NE , De la wa re
C o u nt y - P e nns y l v a ni a

Publications

JOHNS. BILLINGS, Pe nins u la - Pa lo
Al t o , C ha i r ma n
KAT HRYN T. BUC KNER, Atl a nta
C e nt r a l
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T HOM AS J . C AR EY, Nor th J e r s e y
Sho re
C A RO LE A . C HEA T HAM , No rt he a s t
Mis s is s ippi
PHILLIP G. F ARR , Augus ta
CLOYD G. HOWELL, Mid - Florida
GARY C . HUNT ER, J oplin T ri -Sta te
E. P A UL KA IS E R , S a nga mo n Va l l e y
OR VILLE R . KE IST E R, A kr o n S u mmi t
PA UL W . KELLY , At la nta C e ntra l
PET ER M. MC G ANN, Brookl yn - Que e ns
NA T HAN J . NA DD EO , Wa s hingt on
T HE O DO R E J . P ET E R S EN , Sa l e m
Ar e a
J AC K S. SELLER S, Illi nois No rthe a s t
SUSAN J . SHE DIO, Butle r Are a
GARY F. SHILL. INGFOR D, Phila de lphia
L-EROY E. SIMPSON, C e ntra l
M i nne s o t a
J A ME S A . SLAT E R, C le v e l a nd
WILLIAM T . S PR IG G. Or a nge C o unty
DAVID M. ST A MBA UGH. C hic a go
J OHN E . T RE AC Y, C a lume t
RALPH J . WA GN ER , F or t La ud e r da le
G. T HOMAS WILL -IS, Southe a s t Los
A nge l e s C o u nt y
IMO GEN E A . P OSE Y, Kno xvi lle

Socio- Economic Programs

Nominating Committee

ELLEIVB. C O U L AM , Da l la s , C ha i rma n
HER BER T M. AUSDE RA U, Ni a ga ra
PET ER B. BAKER, Br ook lyn - Que e ns
MIC HA EL V. BA RN ES, O kl a homa C i ty
ED IT H M. B ER GE R, R e a di ng
J . R. BOWC UT , Sa l l La ke Are a
A. DO NALD BR INT ON , C a t a wba
Va l le y
G E R A LD W . BURKE. Mob ile
HAROLD C . DAVIS, S a lt La ke Are a
NIC HO LAS G. D RAGIC S, We s t C e ntra l
Ohio
R. W. FAULK, J R. , Mia mi
T HOM AS E . HE NR Y. T re nt on
J AC K E. HIRS BR UN NE R, Sa n J u a n
ALE XA ND ER J AR AMISHIA N, S a n
J o a q ui n Va l le y
PAUL R. J OHNS T ON, C e ntra l
P e n ns y l v a n i a
DEA N F. LAVELLE, M inne s ot a Vi ki ng
EDW ARD C . LIGHT HISE R, Pi tts bur gh
FRE D E . LORD , B rid ge p ort
RO B ER T S. MC C OY , C o lu mbi a
ROBER T B. MC LAUGHLIN, Roc k ford
LARR Y L. PER RY, C ol ora d o Sp rings Pu eb lo
C LA IR M . RA UBE NS T INE , Nor th P e nn.
J . D. REIC H, Virgini a Skyline
J O D . R UT HE RFO RD, Na s hvi lle
T HO MA S H. RY AN , Sou th B a y
RO B ER T J . S C HA R N OT T , C uy a ho ga
Va l le y
ROLLIN W . T IN SLE Y, Wil lia ms p ort

Research

RO BE RT 1 . DO N AC H IE , Da lla s ,
C h a i r ma n
RIC HA RD F . BE BEE, Mia mi Va lle y
O hi o
RO BE R T U. BO EHM AN , B ru ns wic k
Area
HENRY L. C LAY T ON, SR. , Elmira Are a
PA UL E . D AS C HE R, P hil a d e lp hi a
DWIGHT H. DA VIS , M ilwa uk e e
GERALDINE F . DOMINIAK, Fort Worth
PAT RIC IA P. D OUG LA S, W e s te rn
M o nt a na
J . B ER N AR D E C K, Da y to na Be a c h
Area
HO ME R R . FIGLE R. W e s t c he s te r
J OHN L. HANSON, F lorida Gulf C oa s t
GLE N R . KELLAM . Ka la ma z o o
HEN RY KLE IN . Nor th A la ba ma
C ARL M. KOONT Z, Kno xville
WILLIS A. LEO NHA RD I, C hi c a go
PA UL H. LEVINE , W e s tc he s te r
ROB ERT W . LIP T AK, N e w Yo rk
J OSE PH J . M c C A NN, Pit ts bu rgh
T HO M A S P . MO N T G O ME R Y , S yr a c u s e
RONALD J . PAT T EN. Ha rtford
HENR Y A . S C HW ART Z, MAL
HA RO LD M . S OLLE N BE RG ER ,
La ns ing- J a c ks o n
T HEO D OR E N , VA UGHN, Gr a nd
Ra p ids

RO BE RT L. SHULT IS, M or ri s t own
ROB ER T B. S WEE NE Y, M AL
DONALD J . T RA WIC KI, Mo rris town
ARM IN C . T UF ER , C hi c a go
DONALD J . W AIT , A lba ny
RO B ER T S . W EA T HER LY, J R. , M A L

R. L ES LI E EL LI S, La nc a s t e r , C ha i r ma n
J OHN S. BILLING S, P e ni ns ul a -P a lo
Alto
DA VID L. BO DE NHA ME R. P i e d mo nt W i n s t o n- S a l e m
RO BE RT J . B OR GM AN N , Phoe ni x
LE S T ER M . B R EW E R , Ho us t o n
GE R A LD W . DEVLIN , Ne w Yo rk
LAF E P. F OX, C le ve la nd
GEO RGE D . G EE , Ka ns a s C i ty
DOR A R . HERR ING . N ort he a s t
Mis s is s ippi
RO BE RT R . ME YE R, P hi la de lp hi a
RO B ER T L. R O SE N BLA T T , B o s t o n
RO BE RT E . S T O C KM EY ER , Ev a ns vi ll e
C ALVIN A. VOBR OUC EK, P e or ia
WILLIAM WA RS HA UER , J R . ,
Mo ntgo me r y - P r inc e G e o r ge s
GLEN E. WO O DS O N, C a nto n

Annual International
Conference
June 24. 27, 1979. Bos ton, Mas s .
AR T H U R S . T AY L O R , B o s t o n,
O p e r a t i o ns C h a i r ma n

Other Committees
Management Accounting
Practices

H AR O L D E . AR N E T T , A nn A r b o r ,
P r o gr a m C h a i r m a n

Board of Regents of
the Institute of
Management
Accounting
MAURIC E H. MA Y O C ha i r ma n, M A L
J OS EP H F . BO ND, P ie dmo nt Gre e nsb o ro
WILLIAM L. FER RAR A, C e nt ra l
P e n ns y l v a n i a

M AR T I N V . AL O N Z O , Ne w Y or k
C h a i r ma n
HA RO LD E . AR NE T T , Ann Ar bo r
J AME S D ON EDW ARDS , A tla nta
C e nt ra l
ROBERT F. G ARLAND , St. Pa ul
ALB E R T P . R O E PE R , S u b u r b a n
No r the a s t P hil a de l phi a
HER BE RT H. SE IFF ER T , R a r it a n
va l l e y
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DOR A R . HER RING, No rt he a s t
Mis s is s ippi
A LF R E D M. KING, Ra c ine - Ke nos ha
J O S E P H V . NEW MA N, P itt s b ur gh
J A M E S W . PA T T ILLO , M ic hi a na
DAVID W . RE W IC K, C hic a go
C ALVIN A. VOBR OUC EK, P e or ia
79

T1
MON /TUE
Developing and Using
Standard Costs

WED /THU /FRI
Flexible Budgeting
and Performance
Reporting

a

�"

L

O I
L

Accounting Information
for Pricing Policies and
Decisions

1

C

, NUtN
J

G°

O

Communications and
Report Writing
T11A

Accounting for
Foreign Operations

�

1

T

I

r

IF

460

Effective Cash
Management

I

Z
-o

-T

Operational Auditing
Oral Communication
Skills and Techniques
MON /TUE /WED
Data Processing —
Concepts and Information
Systems Design

y

F-7:

Zero -Base Budgeting
OopO Rr1

Accounting for Planning
and Control of Not for
Profit Organizations

L� � TzEs
SI GN UP FOR A COURSE TODAY!

Corporate Income
Tax Principles
& Planning
Problem Solving
Methods for
Accountants and
Administrators

H

WED/THU
Modern Budgeting
Methods for Local
Governments and
Nonprofit Institutions

THU /FRI
Retail Financial
Control Systems

Los Angeles
Dec. 3 -7
THE BEVERLY HILTON

(P lease type o r print)
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T i tle

So cial S ecurity No .
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Division, P lant o r Of f ice
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Firm's P rincipal P ro duct or S ervice

Business Phone

I

N A A M e mb er (C hap te r)

(A cco unt No .)

I

Co mpany

I

Street A ddress
I City, S tate, Zip Co de

I

C M A H o ld e r ( C e r t . #
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I

N o nm e m b e r

Please register me f or the f ollo wing Courses:
Print o r type co mplete name of each Course

1 21

I
Dates

Lo catio n

Fee
$
$

L

.

I
I

J

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
■
(212) 754 -9758
Fees
Members Nonmembers`
1 day course
5125
$150
2 day course
250
300
3 day course
375
425
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
"Nonmembers: The differential
per Course for nonmembers may be
applied to NAA membership; or it
may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime after the Course is
completed and before June 30, 1981.

® A c c re d ite d b y t he C o unc il f o r N o nc o lle g iate C o nt inuing E d uc atio n

SEE INHERE
THE REAL PROBLEMS AIR-EWITH OUR COMPUTERIZED
ACCOUNTS RECEIVABLE,
.X:M
Wilhelm Konrad Wintgen
1895

It

An invisible ray that could pass easily
through soft materials like paper or
wood, but not denser materials like
metal, revolutionized the entire field
of medical diagnosis.
Originally called "Rontgen rays"
after their discoverer, they soon
acquired the more exotic name,
"X- rays." They were, indeed, science
fiction become reality!
In order to manage your business
profitably, you too must be able to see
through a mass of information to
identify the real trouble spots.
That's where The Service Bureau

lk1A1".16,

Company comes in.
We can take your existing records
and economically provide you with
information you need to help you
collect monies owed you more quickly,
reduce bad debt expense, and reduce
the need for short term borrowing.
The same information can be used
by our Sales Analysis system, which
allows you to design reports to meet
your specific needs. Reports can also
be designed to monitor customer and
product sales profitability and sales
representatives' performance, on a
current or comparative basis.

All ours s
to make you and
yaurp
more productive by reducing
tedious, error -prone clerical work.
And because of our Customizer
concept, the Accounts Receivable
system can grow and change as
your needs change, without costly,
time- consuming reprogramming.
Good reasons to call the company
that gave its name to the entire
industry.
For more information, write to us,
Attn: Communications Dept., or look
for us in the Yellow Pages.
'

0

THE SERVICE BUREAU COMPANY
2
t7
IW9 control Data Corporation
H -19

a data services division of
CONTPOL DATA CORPOP ATION
500 Nest Putnam Avenue: Greenwich. Connecticut Otk& tl

The revolving door
vs9
employment stability.
Turnover is not only costly, but it makes it difficult
for a firm to attract competent personnel.
Robert Half has assisted thousands of organizations in bringing employment stability to their financial and data processing departments.
Here's why:
We're specialists. And specialists have to do a
better job.
We're large. 60 offices in the United States, Canada and Great Britain. And our size benefits you. We

select people who match your most specific requirements from the maximum number of skilled accounting, financial and edp professionals.
We've been around a long time. Thirty years of
know -how gives us an insight into our concentrated
fields that is unmatched anywhere. Robert Half has
stability. Isn't that the right kind of organization to
help slow down the revolving door?
Look us up in the W hite Pages in key centers
throughout most of the English- speaking world.

E
M ROBERT N L F
O accounting, financial and edp personnel specialists
ALBUQUERQUE • A LLENTOW N • ATL ANTA • BALTIMO RE • BIRMINGHAM • BOSTON • BUFFALO • CHICAG O • CINCINNATI
CITY OF COMMERCE (CA) • CLAYTON • CLEVELAND • CLIFTON, N.J. • COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER
DES MOINES • DETROIT • FRESNO • GRAND RAPIDS • GREENSBORO • HARTFORD • HOUSTON • INDIANAPOLIS • KANSAS CITY
LANCASTER • LONG ISLAND • L OS ANGELES • LOUISVILLE • MEMPHIS • MIAMI • MILW AUKEE • MINNEAPOLIS • NEW ORLEANS
NEW YORK • OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND • PROVIDENCE
SACRAMENTO • ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SEATTLE • STAMFORD CT
TAMPA • W ASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON

