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"You should be able to close the books
in
hours, not weeks!"
Timothy J. Conroy, Corporate Vice President of Technical Services
"You deserve fast, competent
response."Technical Manager
A go g&

Roy E. Nickerson,

"Get proven products
regardless of your shop's
size or computer! "
John G. von Jess. Senior Vice President

• General Ledger and
Financial Reporting
• Fixed Asset Accounting
• Accounts Receivable
• Accounts Payable
• Payroll /Personnel
• Net Change Manufacturing
Resource Planning
Software International's first priority has always been to satisfy user needs.
Because our systems give users what they need, more than 1500 corporations around
the world rely on Software International. Large and small organizations have proven that we
offer the most cost - effective, reliable and easy -to -use financial and manufacturing control
systems available.
Yet it takes more than good software for successful implementation. We support all of our
products with a world -wide network of local offices, staffed with professionals whose wide range
of expertise covers both data processing and business. Users benefit from this support with training, technical support. comprehensive documentation, maintenance and regular enh ancement s.
It all adds up to more than just software. We deliver satisfied users. Call or write today and
get more than the best application systems.

More than software... results.
Please send me your free literature about these SOFTWARE INTERNATIONAL SYSTEMS:
'

For users of:
IBM, BURROUGHS, DEC, HONEYWELL, UNIVAC, ICL,
HEWLETT- PACKARD. INTERDATA, WANG and most popular

'

large and small business computers.
Financial
Manufacturing
General Ledger
a Material Requirements

I

I
'

I
I

El Payroll,/Personnel
Accounts Payable
Accounts Receivable
Fixed Asset Accounting
Work Order Management

day•

O

C
'

Planning
Master Production
Scheduling
Capacity Planning
Shop Floor Control
P urc has ing

Atlanta (404) 955 -3705
Boston(617) 683 -2447

Chicago (312) 298 - 3500
Columbus. OH (614) 773 -2167
Houston (713) 444. 3348
Los Angeles ( 213) 573-0402
New York (914) 332 -0040
San; J ose (408) 249-7501
Toronto (416) 924 -1461
Vancouver (604) 669 -6122
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Computer System
Phone
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Elm Square, Andover, Mass. 01810 (617) 475 -5040

"Three years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensivt accountant, and I've
morethantripledmyincome!" _Joe Donahue Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSIVE `' .

I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
practice, but working for
someone else meant I didn't
have that core group of clients
to get me started.
Then I read about
COMPREHENSIVE's nationwide
network of independent local
accountants. Local to let me
keep in touch with myself and
my market, and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.
You might Say COMPREHENSIVE
helps you be in business for
yourself without being in
business by yourself.

What Is COMPREHENSIVE?
COMPREHENSIVE IS the nations
largest franchisor of bookkeeping, accounting and tax
services, with more than 19.000
small business clients of all
kinds handled every month with
a system developed through 30
years of successful experience.
Nearly 200 independent
accountants utilize
COMPREHENSIVE 'S centralized
computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
With COMPREHENSIVE. I'm
backed by a team skilled in
accounting systems, practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre -sell
new clients.

How do 1 do it? With our
exclusive system, it's really not
too difficult. And here's what I
give each and every client
every month:
• Operating statement for both
the current month and
year -to -date, with
percentages for both
• Complete bank
reconciliations
• All tax returns
• Itemized employee payroll
records
• Detailed supporting ledgers
by account for each item on
the operating statement
• Balance sheets as necessary

What about money?
Before I became a
COMPREHENSIVE accountant, my
salary was $20,000. That was
three years ago, when I was 31.
So you know I'm not a
remarkable genius.
I'm not one of those Harvard
B- School types either. My
degree is from Mankato State
College in Minnesota. And
believe me, there were times I
thought I'd never get through. I
finally did, though, in 1967, and
went to work as an internal
auditor with Control Data.
Almost ten years and two
jobs later, I'd had it. I was tired
of slaving for a salary and going
nowhere. The time had come to

make a major decision —both
about my career and my life.

'These sales, profits or
earnings are of a specific
franchise and should no t be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any other f ranchise. The
franchisor does not represent
that any f ranchisee can
expect to attain these sales,
profits or earnings. There are
currently 190 acco untants in
the franchisor's Asso ciate
and Affiliate Programs. Mr,
Donahue is in the Af filiate
Program, which began in
1976. Of all Affiliates in the
program who had completed
at least one f ull calendar year
in practice as of January 1,
1979, six of 34 individuals (or
18 percent) achieved
annualized billings in excess
of $5,500 per mo nth during
their f irst calendar year in
practice. Of the six Affiliates
to practice for at least three
years as of July, 1979, gross
annualized billings ranged
from a low of $65,969 to a
high of M r. Donahue's
$213,543 with a median of
$107,497, Of these, only o ne
individual attained billings of
less than $100,000.

What happened?
I quit. And moved my family
to Colorado, where I hardly
knew a soul.
Most importantly, though, I
became a COMPREHENSIVE
affiliate and invested in my
future.
COMPREHENSIVE trained me to
use complete systems, from
marketing and sales through
production. The system is so
sound, it's almost incredible!
All the tools are there. You
don't have to be an inventor.
And I certainly don't consider
myself a super salesman. I'm
still nervous whenever I make a
new presentation.

Back to money
In my first year. I attained 59
monthly small business clients
and was billing at an annualized
rate of over $5,500" a month.
By July of 1979, my client list
was up to 142 accounts, with
annualized billings averaging
$17,800" a month.
That means an annualized
gross of over $213,000' after
only three years!
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.

Now what?
Obviously, you're not going to
rush out and Invest in becoming
a COMPREHENSIVE accountant
just on my say so.
So get the facts. Ask for
complete information on
earnings and profits of all
current COMPREHENSIVE
accountants, including me, Joe
Donahue. There's no obligation
—and it could be the most
important move you'll
ever make!

Legalese
Can you do as well as I did?
There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

How many clients?

CalI M. K. Savage

I free (800) 323 -9000
L An
M T01
her

A

By now, you've probably
found the average COMPRE
HENSIVE accountant has about
90 clients. That's right — 90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants in the
system have even more. In fact.
my own personal client list now
tops 140!

Yw

In Illinois,

e in the Continental U.S.
all collect (312) 896 -6868

I*d

like to know more about my
' opportunities as a COMPREHENSIVE accountant!
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(Best time to call)
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Mail to: Comprehensive Acco unting C orporation

Joe Donahue, a
COMPREHENSIVE affiliate
in Denver, Colorado
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2111 Comprehensive Drive, Aurora, llIhDia 60507
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Bob Donachie, NAA President, 1980 -81

12

By Robert F. Randall
NAA should exert its proper role in the resolution of financial accounting standards, economic policy, and business accounting practices, President -elect Donachie believes.

Auditing

Evaluating Internal Accounting Controls

15

By Neil J. Miotto
One of the areas in accounting that has received increasing concern is internal accounting
controls. Two primary factors that have influenced these controls have been the enactment of the Foreign Corrupt Practices Act and the issuance of Securities Exchange Act
Release No. 34- 15772.

Financial Planning and Accounting Control in Telephone
Companies

19

By Kenneth C. Leong and Jan L. Deur
Many telephone companies keep their books according to the Federal Communications
Commission's Uniform System of Accounts. Unfortunately, cost and profitability data for
individual telephone products and services cannot generally be monitored within this system. So how can utility accountants extract cost and profitability data in order to track the
success of a company's financial plan and to meet regulators' information requirements?

A Current Overview of the MIS Audit

23

By Henry R. Schwarzbach
An MIS is often a "black box" to top managers —they understand its output but find it
difficult to evaluate the performance of the system itself. A new survey examines the
current and potential uses of auditing MIS.

The Changing Nature of the EDP Audit

27

By Frank M. Mastromano
The dynamic changes that have occurred in data processing demand modifications in EDP
audit procedures. A vice president for MIS reviews the EDP audit and tells what auditors
must do to meet these challenges.
Lybrand Gold Medal Winner.

How to Communicate Financial Data More Effectively

31

By Gregory M. Leivian
A picture is still worth a thousand words — particularly to nonfinancial executives. Here's a
convenient way to present your data that tells the story with clarity and impact.

Management
Accounting
Issues

How Las Vegas Casinos Budget

35

James H. Bullock and Virginia H. Bakay
Licensed gambling complexes are big businesses which sweeten state revenues, both
directly and indirectly. If they were to incorporate better financial planning and control
techniques, they also could increase their "take" and control their costs better.
Lybrand Bronze Medal Winner.
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A Practical Approach to Productivity Measurement

40

By James L. Mammone
How do companies actually measure productivity? In the third article of the MAP series on
productivity, six brief case studies illustrate current practice.

Managing Accounts Receivable — Systematically

46

By Douglas A. Volk
Take another look at your accounts receivable. Is it organized to ensure that your company
has adequate cash flow and is using its resources for maximum return?

NAA
Research

Management Accounting Research Topics

Paris
Conference

NAA's First European Conference

52

The NAA Committee on Research invites proposals for research on a number of topics.

53

By Harold E. Arnett and Donald E. Keller
With the theme, "Management Accounting— Strategies in a Changing World," successful
conference in Paris attracted more than 225.
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Data Sheet refuting Metcalf report

8

Management Accounting Practices elements of financial statements

10

People in the News Chapman named Zieman chairman

56

Creative Accounting the liquid inventory that wasn't there

61

In the Library brief reviews of new publications

62

New Products a look at the marketplace

64

Management Accounting Careers is the focus of the August issue with articles
devoted to the Certificate in Management Accounting, the use of psychology on the job,
and the importance of management accounting courses to the student curriculum, among
others. Lybrand Award and chapter competition winners also will be announced. Authors
examine some international management accounting problems in the September issue.
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Who Reads MANAGEMENT ACCOUNTING?

GRANT W. NEWTON
EDI T O R

If you're preparing for the CMA exam
this year, you can now locate any
answer quickly and accurately with
the help of this unique six - volume
reference set, including the brand new, completely updated tax volume.
It's a valuable time and money -saver
you can't afford to be without.
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Obviously, it is important to get a "fix" on the readership of any magazine for planning and scheduling purposes. Beginning with the core
circle of subscribers, most publications know there is a pass -along
readership that scribes a greater circle. MANAGEMENT ACCOUNTING, in
addition to the more than 90,000 member - subscribers, has a strong
pass -along readership, although there is no recent survey corroborating this belief. Past surveys would indicate that this "pass- along" distribution swells readership to well over 100,000.
There is a more concrete indication of how well read the contents of
any issue is. It is based on the use of specific articles by other organizations. We regularly receive feedback on this use through requests
for permission to reprint.
Naturally, authors usually want reprints of their articles, but when
several organizations request reprints of a specific article, the editorial
staff has a pretty good confirmation of its usefulness to professionals
in the field. Of course, researchers are constantly citing articles from
MANAGEMENTACCOUNTING to buttress points they make In books, articles, and dissertations. We know this is going on, and it does add to
the exposure of the publication, but we have very little evidence of it
except via telephone calls to the NAA library or personal visits.
There are other "fixes" that the editors have regarding the readership of the magazine. A large number of publications summarize or
abstract articles from business, financial and accounting publications.
The articles chosen give us some indication of the value placed on the
topics.
One such publication, Management Literature in Brief, published by
Management Literature, Inc., Grandby, Mass., carries abstracts on a
quarterly basis. The Winter 1980 issue features abstracts on 30 articles in the "Accounting and Finance" section. Nineteen of them are
drawn from MANAGEMENTACCOUNTING.
Management Contents, published by Management Contents, Inc.,
Skokie, III, publishes the contents pages of a number of business publications including MANAGEMENTACCOUNTING. This exposure undoubtedly has widened our readership.
A❑new❑publication—Business Reprints — published by American Express Co. indexes selected articles from more than 200 periodicals.
The latest issue (No. 2) refers to two articles published in MANAGEMENT ACCOUNTING. Read ers who want copies of any articles mentioned in this publication can receive them by calling a toll -free number
and their American Express card is billed. NAA receives royalities, as
the copyright holder, for any reprints drawn from MANAGEMENT ACCOUNTING.
Who reads MANAGEMENT ACCOUNTING? Based upon our growth in
membership and the numbers of reprints being ordered, it would seem
an ever - widening circle of businessmen and women. Even more important is the answer to the question, "who us es MANAGEMENT
ACCOUNTING ?" We hope this number is a major segment of the
readership. After all, that 's o ne o f ou r ob ject ives in publishing this
magazine.
=i
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" O u r us e r
find the
Fixed Asset System
easy to use.
It's the right tool
for the job."
Joseph A. Juliano

Sr. Systems Analyst
The Stanley Wo rks
New Britain, Connecticut

"The Fortex Fixed Asset System is
truly a user oriented system. Our
user personnel were able to pick up
the system, work out the daily
problems and run with it without
a ny f orma l DP t ra i ni ng. The
documentation is that good"
What Mr. Juliano says about the
Fortex Fixed Asset System is just as
true for all Fortex software product
systems: fixed asset, credit or A/R.
All Fortex products are operational,
production - proven systems; concise and fully documented. And
they're easy to set -up and install because they are operational systems.
FORTEX systems are modularly designed so that
they can be easily adapted to meet any customer's specific functional requirements. All systems are completely
documented for easy set -up and customer operation
FORTEX systems feature two important customer
benefits: (1) They are designed to be used by nontechnical user personnel. (2) They can be readily adapted
to meet special customer requirements.
We design our Systems with a high degree of flexibility, because we believe a system user should be able to
talk "with" a computer... not talk "to" a computer. Talking
to a computer complicates performing the job function;
talking with a computer facilitates the job function.
Additionally, when a new system is easy to use it

reduces conversion trauma. It requires less training and less mental reorientation. 1l aining and use
are simpl ifi ed bec ause Fort ex
documentat ion l ogica lly l eads
the user step- by-step through the
process.
So, when your priorities dictate
that it is time to evaluate software
suppliers, remember FORTEX.
Fixed assets, credit or A/R; on -line or
batch, Fortex can provide you with a
proven modular package that features ease of use, technical support,
quick response, cost savings, DP
efficiency and maximum maintainability. Fortex Data Corporation, 10 S. Riverside Plaza,
Chicago, IL 60606. Telephone: 312/454 -1650.
RA
.sson•ta.
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Fortex-we're the dedicated software people.
A

X

FORTEX

Data Sheet
Robert F. Randall, Editor

Refutes Metcalf, Moss Reports
The Metcalf and Moss Committees assumed
that the Financial Accounting Standards Board
was unduly influenced in its decision making by
constituent groups, i.e., Big 8 firms, AICPA,
NAA, FEI. Not so, says Paul R. Brown, assistant professor of accounting at New York University, who completed a rigorous scientific
study by analyzing letters of comment on nine
standards. His conclusion: study results
"strongly refute any notion that the FASB is
consistently voting a certain constituency line."
He adds: "many differences among the Big 8
accounting firms seem to be well- documented." The study results will be published in the
Spring 1981 Journal of Accounting Research.

FASB Acts on Pension Disclosure
The latest standard issued by the Financial Accounting Standards Board —FAS No. 36 —requires the use of consistent methods for measuring accumulated pension benefits, both
vested and nonvested, and the assets available for those benefits. This standard is the
second part of a three - pronged FASB approach to accounting for pensions. The third
part, a comprehensive project to consider all
aspects of accounting by employers for the
cost of pensions and related benefits, is not expected to be completed before 1982,

`Where Are the Angry Young CPAs ?'
Writing in the New York Times, former SEC
Chief Accountant John C. Burton laments the
lack of "angry young accountants" in the profession as compared with the angry young lawyers who in the last 25 years worked for social
reform. He recommends that the potential
breadth of accounting be recognized in the literature and in practice, that the concept of the
audit be expanded, and that accounting education be broadened both in the classroom and

outside it_ "We must begin attracting 'angry
young accountants' motivated to achieve social
change." He adds, "While such students are
unsettling, they are also catalysts for improvement."

Foreign Corrupt Practices Act Costly
The anti - bribery section of the Foreign Corrupt
Practices Act has cost U.S. companies a billion
dollars a year in lost business, according to the
White House Task Force on Export Impediments. Congress is said to be considering
steps to ease compliance with its provisions.

CASB Staff Changes
At the Cost Accounting Standards Board, Arthur Schoenhaut has retired and Nelson H.
Shapiro has been selected to succeed him as
executive secretary. A member of the staff
since 1971, Mr. Shapiro came to the Board
from Peat, Marwick, Mitchell & Co.'s Dallas office. In recent testimony before the Appropriations Committees of Congress, Elmer Staats,
Board chairman, stated that the Board had substantially completed its major task, and presented a scaled -down 1981 budget estimate of
$961,000 including salary costs of 20 permanent positions —a reduction of eight from the
number estimated for fiscal year 1980.

Business /Accounting Briefs
Taking advantage of a provision in the Institute
bylaws, more than 200 members of the American Institute of CPAs have successfully petitioned for a special meeting of the membership. Purpose: to decide whether or not to submit a resolution for a membership vote that the
Institute refrain from incurring any additional expenses in connection with its sponsorship of,
and the activities of, the Division for CPA Firms
for which it is not reimbursed by that division.
... Arthur Young & Co. has combined its European offices with those of a group of firms in
Europe. A federation of firms to be called the
AMSA Group, it will have its headquarters in
Amsterdam and will commence operations on
July 1.... The Institute of Internal Auditors has
distributed copies of an "Executive Summary"
of a major study on internal auditing to 10,000
audit committee members of major corporations. The study, titled A Framework for Evaluating an Internal Audit Function, was written by
Franklin & Marshall College professors Alan S.
Glazer and Henry R. Jaenicke.
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PROBLEMS.
Keeping pace with today's competitive financial
community is a difficult. full -time job. And waiting for
solutions from computer programs that sometimes create
more problems than they solve can make it even harder,
So the next time you have a business problem you
think your computer should solve, try speaking English to it.
And use a MODEL Language.
MODEL is a versatile planning and modeling system
that uses the English language to help you make decisions.
Fast. Because MODEL offers all the advantages of
computer -based technology to everyone - without
requiring technical computer experience. Which means
anyone from executive management on down can use it.
And get the maximum return on your investment.
Now does MODEL do this? By making things
simpler. So you spend less valuable time and money
developing applications. And since you'll be
spending less time learning about your computers
you can devote more attention to something else:
your business.
But you'll find MODEL speaks your
language in more ways than one. Because all the
other functions MODEL offers also m ake your job
a lot easier. Like its own interactive editor, ''help"
commands, a "what if" prompter and libraries
of commonly used and specially designed
financial functions. (MODEL is also multilingual, for use in your overseas operations.)
•
As a matter of fact, we've already
developed applications for your industry
you could be using tomorrow.
•
Complex financial analysis,
budgeting /variance reporting,
•
financial modeling and
consolidated financial
statements are just a few.
MODEL is
available for inhouse use or
on

*1

a

commercial time- sharing. And to make everything even
simpler, MODEL will interface with most existing data bas es
languages and applications you may be using now
So if you're tired of having to speak a foreign
language in order to get results from your computer, use a
MODEL language. After all, why should the computer you
use create problems? When it's your business to solve them.

GETTING TO SEE A MODEL LANGUAGE
IS AS EASY AS USING ONE.
For more information on MODEL, put your
business card (or name on your company
letterhead) in an envelope and mail it today.
Or call (212) 422 -2111.
Lloyd Bush and Associates,
•
One Battery Park Plata,
24 State Street,
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Louis Bisgay, Editor

MAP Responds to FASB, AICPA
On behalf of NAA, the Management Accounting Practices Committee commented on the
FASB proposed Concepts Statement, "Elements of Financial Statements of Business Enterprises" (MAP, March '80). The MAP Committee's letter generally reflected a lack of
agreement with the definitions contained in the
exposure draft and with its overall philosophy.
Also carefully scrutinized was the proposed
AICPA Statement of Position, "Accounting for
Performance of Construction -Type and Certain
Production -Type Contracts" (MAP, April '80).
The MAP Committee was concerned over
whether adequate consideration was given to
unique accounting requirements of production type contracts but said that, on the whole,
adoption of the SOP should help to narrow the
alternatives available to contractors in accounting for basically similar circumstances. Copies
of both comment letters are available without
charge by written request to Ms. Rosemarie
Coppola at the NAA office.

FASB Issues Exposure Drafts
Three proposed Standards recently were released by the Financial Accounting Standards
Board for public comment: "Disclosure of Guarantees, Project Financing Arrangements, and
Other Similar Obligations," "Determining Materiality for Capitalization of Interest Cost," and
"Financial Reporting and Changing Prices:
Specialized Assets."
"Disclosure of Guarantees ..." constitutes
an amendment of FAS No. 5, "Accounting for
Contingencies," and would require that commitments such as those often found in project
financing arrangements be disclosed in a company's financial statements. The proposed new
wording would say, in part, "Disclosure of com10

will

Management
Accounting
Practices

mitments involving loss contingencies is required, even though the possibility of loss may
be remote." Disclosure requirements relating to
guarantees would be extended to include indirect guarantees and unconditional obligations.
In "Determining Materiality for Capitalization
of Interest Cost," the Board is proposing to
amend FAS No. 34 so as to clarify that the usual tests of materiality are to be used in determining whether "Capitalization of Interest
Cost" is to be implemented. The proposed
amendment would not permit the use of a pro
forma computation to make such a determination.
As a supplement to FAS No. 33, which requires supplemental reporting of information on
changing prices, the FASB released a proposal
to establish specific requirements for the forest
products, mining, oil and gas, and real estate
industries. Advisory task groups with special
knowledge of those industries
continue discussions with the Board on the intricacies of
implementation, and the FASB will hold a public hearing in New York City in July_

SEC Postpones Oil -Gas Audit Rules
In Accounting Series Release No. 253, the Securities & Exchange Commission announced financial accounting and reporting rules for oil
and gas producing companies that include requirements for disclosure of certain oil and gas
reserve information, including reserve quantities, estimated future net revenues, the present
value of future net revenues and changes
therein, and a summary of oil and gas activities
prepared on the basis of reserve recognition
accounting (RRA). ASR No. 270 authorized
such reserve information to be presented as
"unaudited" for fiscal years ending before December 26, 1980.
The latest Commission release, ASR No.
277, acknowledges that while the SEC continues to believe in the importance of the disclosures, it recognizes the uncertainty concerning
the costs and related benefits of requiring RRA
information to be audited as long as the information remains outside the primary financial
statements. Accordingly, the Commission in its
current action postpones the audit requirement
until such time as a decision on the feasibility of
RRA accounting in primary financial statements
is reached.
In another SEC matter, the staff issued Staff
Accounting Bulletin No. 38, which deals with
proxy statement disclosure of relationships with
independent public accountants. SAB No. 38
amends SAB No. 25 and establishes that an
Continued on page 59
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Computerize your distribution
operations in 60 days
for just $800 a month
Order Entry, Invoicing, Automatic Back Order, Inventory Control,
Accounts Receivable, Sales Analysis, Purchase Order Preparation
If your business is at a point where
you need to computerize now to stay
competitive and profitable but today's
economy makes you reluctant to
invest in your own computer, we have
an answer. Keydata's System 800
computer service, one of the most
sophisticated on -line distribution
management systems available
anywhere. For just $800 a month,
System 800 gives you the computer power you need to perform your business processing,
without locking you in to a longterm commitment. Through a
terminal in your office, you'll converse directly with Keydata's
computers via our nationwide communications network. And you'll use
the proven application programs we've
developed over 14 years of providing
distribution- oriented business processing to hundreds of companies
of all sizes.
System 800 delivers results: more
effective inventory utilization, improved
cash flow, better customer service,
immediate access to management
information, and improved return on
investment. It provides complete audit
trails for both input transactions and
accounting systems, offers flexible
pricing and discounting methods, and
lets multilocation users gather procedure and control totals daily on a cen-

$800 per month gives you this
complete data processing package
• A fully supported data processing
service with unlimited processing
power and computer storage.
• On -line processing to perform these
distribution - related applications:
order entry, invoicing, automatic

back order, inventory control,
accounts receivable, sales analysis,
and purchase order preparation.
• The inventory, sales analysis,
purchasing, and accounting reports
you need for sound management.
• A typewriter -like terminal installed in
your office, plus terminal maintenance

• Use of Keydata's nationwide communications network.
• The ability to get immediate answers on the current status of customer, inventory, purchasing, and
order records.
• The freedom to "manage by exception" because the computer automatically notifies you of conditions
requiring management attention.
• A staff of computer professionals to
run the computers and give you the
total support you need.
A system for today —and tomorrow
System 800 can grow right along with
your business without reprogramming. Or even interrupting your daily
processing. You can start with one
terminal and, as you need them, add
up to six more at $800 each in various
locations around the country.
To find out more about the $800
answer to your data processing needs,
mail the coupon today or call us at
(617) 237 -6930.

keqdaTa

20 William Street
Wellesley, Massachusetts 02181
Sales offices in principal cities

t r a l h a c i c a n a i n z t W h i r h F ( -) K A r o n n r t i n n

TO: Keydata Corporation, 20 William Street
Wellesley, Massachusetts 02181
Please send literature on your System 800
computer service.
Have your sales rep call me.
Please send me a copy of Points to
Consider before Selecting a Computer,
a white paper on the pros and cons of
owning a minicomputer.
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Bob Donachie
President,
1980 -81

"The mana gement a ccountant must become the anchor in the
stormy sea of change," says the executive vice president
of Earth Resources Company.

By Robert F, Randall
A lean, hard - driving executive, Robert J. Donachie has spent his career within the demanding
parameters of the industrial marketplace. As
newly- elected President of the National Association Accountants, he will emphasize the accounting and financial realities that molded his career
and which will guide him in his role as the leader
of the largest professional association in the field
of management accounting.
He was elected President of NAA at the Annual Conference in New Orleans, June 16, 1980.
Bob Donachie is Executive Vice President and
Secretary of Earth Resources Company, a Dallas based company engaged in petroleum products refining, transportation and marketing, silver and
gold mining, and paving materials and construction with annualized sales of more than $500 million. Earth Resources' operations range from the
Gulf Coast to Alaska and include Delta Refining
Co., Memphis, Tenn.; Delta Marketing Co. (retail
gasoline stations); North Pole Refining, North
Pole, Alaska; and Rogers & Babler, Anchorage,
Alaska, (paving materials) and the Delamar Silver Mine in south western Idaho. Other opera12
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tions include Valley Towing Service, Inc. (Barge
Transportation) and an investment in Louisiana
Marine Protein, Inc., Golden Meadow, La.
His early career began with accounting and financial positions at Corning Glass Works. Subsequently, he moved to Clark Bros. Co., a division
of Dresser Industries Inc. He served as vice president of Clark Bros. and then was named vice president and controller of Dresser. In 1968 he joined
Earth Resources Company helping to put this energy company together.
An Effective Voice
In Earth Resources' modern office in an office
complex designed for energy companies in sprawling Dallas, President Donachie discussed some of
his objectives for 1980 -81. We live in an era, he
pointed out, where the whole accounting profession is facing conflict, challenge and change.
Therefore, it is important that our 90,000- member
constituency has an effective voice in establishing
accounting standards.
Indeed, he believes that is the biggest challenge
facing the Association —to exert its proper role in
the resolution of financial accounting standards,
economic policy, and business accounting pracCopyright C 1980 by the National Association of Accountants

tices in a way that is cooperative with the other
standard - setting bodies. Generally, he plans to direct his efforts "toward continuing and accelerating the enhancement ofNAA's role as the leading
professional association in the field of management accounting through increasing both the
sphere and quality of our influence."
As a financial executive who regularly raises
funds in the capital markets and who has planned
and implemented acquisition programs for his
corporation, he is concerned particularly with the
state of the economy and the many rules and regulations laid down in recent years by both the
government and private bodies. He traces the beginning of this trend toward excessive regulation
of accounting and financial reporting back to the
transition period between the era of the Accounting Principles Board and the establishment ofthe
Financial Accounting Standards Board.
The vacuum ofthat period brought the regulatory agencies in, he believes. He sees that trend as
being accelerated by an atmosphere of general counting options which can produce significant
corporate distrust. "That distrust is translated fur- differences between cash flow and reported earnther into a lack of confidence, and I think that this ings per share."
is what we see being manifested in our capital
During his term as chairman (1972 -74), the
markets today —a lack of confidence in business Committee on Management Accounting Practices
and industry in general. I think that in trying to (MAP) initiated a project dealing with the subcure that we've gone to great lengths to attempt to ject of liquidity and focusing on the conflicts beestablish new, and often unnecessary, disclosure tween earnings and cash flow.Subsequently, the
and accounting requirements."
Committee on Research undertook a project dealThese efforts, however, do not go to the funda- ing with liquidity problems, which resulted in the
mental problems. "The fundamental problem in publication of Financial Reporting and Business
measuring business efficiency is what is the cash Liquidity.
generation capability of that business over an exMr. Donachie also served as Chairman of the
tended time to not only operate today but to pro- Committee on Research, 1977 -79. That is why he
vide for reinvestment for the future to provide for is convinced of the value of the management acthe continuation ofthe shareholder's participation counting research program, and one of his objecin the corporate benefits."
tives this year is to expand the program he was
Instead of more arbitrary rules for reporting fi- instrumental in starting, that is, soliciting funds
nancial information, we need to study cash flow for a broader research program.
and liquidity in modern corporations. The effort
In making the views ofmembers known, NAA
to match costs with revenues, he pointed out in a should support the FASB, President Donachie bespeech, often leads to a logical absurdity: "The lieves. For the embattled Board to succeed, he
simple truth is that it became possible to match thinks at least two conditions are necessary. Eicosts with revenues not yet realized —and go ther the government must back off from exerting
broke in the process."
pressures or the Board has to reach the level of
In public speeches and committee meetings, he self - determination to be able to resist those presstresses that the basic function ofaccounting is to sures. Second, it must work diligently in high priaccount for a transaction. Instead, "the effort has ority areas involving meaningful accounting data.
been bent in the direction of establishing criteria As an example of an objective standard, he points
for what a transaction will be. We seem to have to Financial Accounting Standard No. 7, "Acgone overboard in trying to force acounting to be counting and Reporting by Development Stage
a mechanism for disclosure rather than a tool for Enterprises," which requires that development
the management and evaluation ofa business."
companies do not capitalize doubtful development
Cash flow and earnings are not the same, and costs or similar intangibles. Earth Resources
the management accountant must keep this dis- Company had been following that conservative
tinction clear and "not succumb to the comfort of practice prior to the Board's action.
carefully contrived cocoons ofthe practices allowTo succeed, the FASB must demonstrate leadable for consistency of financial reporting when ership and performance and bite the bullet when it
rendering business decisions. There are many ac- is wrong, he suggests. It also must obtain the supMANAGEMENT ACCOUNTING/JULY 1980
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port of professional groups like NAA.
In discussing his objective to strengthen NAA
professional development programs, and make
them more effective, President Donachie draws on
his own personal experiences. He joined the Association in 1953, largely due to the urging of John
V. James, chairman and chief executive officer of
Dresser Industries, affiliating with the Elmira
Area Chapter. When asked to name the biggest
value he realized from his membership, he says,
"education and professional development. The
kinds of technical programs that a management
accountant always needs, NAA has typically
sponsored. If I had to find one phrase to characterize NAA, I'd say, professional development."
But service on the chapter boards including
president of the Olean-Bradford Chapter, national
director, committee chairman, and national vice
president also has been rewarding. He emphasizes
the opportunity to have exposure to a multitalented, multi - faceted membership. "This social and
business network is of inestimable value and we're
the winners."
Lybrand Silver Medal Winner
Because he found his active participation so rewarding, he will work to ensure that the Association continues to provide an effective vehicle for
every member to have a strong voice in the affairs
of the Association and its activities. At the same
time, he will attempt to initiate programs to foster
a better understanding of the accounting profession, opportunities within the profession, and the
value of membership in NAA.
These policies will be carried out in a framework of continued development of long -range financial and operating plans for the Association to
ensure its continued soundness so that it will be
able to meet the needs of members in changing
14

economic climates. As part of this long -range
planning, he intends to complete the implementation of the recommendations of the Program Evaluation Group (PEG).
Robert J. Donachie was born in Kingston, Pa.,
and received a B.S. degree in accounting from the
University of Scranton in 1952. He is an articulate
leader in the management accounting field and
has two coveted awards to prove it. He won a
Lybrand Silver Medal for an article titled "Converting to and Using Direct Costing" published
during 1958 -59, and another Silver Medal for
"Planning, Feedback —and Control," an article
published in 1963 -64. Other articles have earned
him NAA Certificates of Merit.
His responsibilities have progressively become
greater as he has advanced up the corporate ladder, but his NAA activity has continued to be
extensive and broad in scope. In addition to the
committees already mentioned, he has served on
the committees on Chapters and Education, and
has been a member of the Executive Committee
since 1974. In 1978, he was appointed to the steering committee of the Program Evaluation Group.
He has been a speaker at NAA chapter and regional meetings, as well as at annual conferences.
His enthusiasm for the potential of NAA remains strong. NAA is the management accounting organization that crosses a broad spectrum of
industries and professions within it, he notes.
"There is a vast, potential membership out there
that can utilize, needs, wants, desires — should
have — access to the kinds of services NAA provides. I think it's just a great untapped area."
President Donachie is one of those corporate
executives who has learned to live out of a suitcase. A trip to Alaska to visit Earth Resources'
refinery, the only one in the interior of the state, is
routine. He also handles the company's corporate
development and planning, and relations with the
investment community.
He has little time for recreation but enjoys
swimming and golf and treasures his season's tickets to the Dallas Cowboys' football games. He and
his wife, Ann, a former nurse, live in Dallas. They
have three children —Robert, Judith and Mark.
Robert is a medical student, but Judith and Mark
are accounting majors. Both are student members
of NAA: Judith, a graduate of Austin College
with a degree in Economics, is affiliated with Dallas Chapter like her father, and Mark is affiliated
with New Orleans Chapter.
President Robert J. Donachie has strong opinions concerning management accounting and the
role of the Association in the accounting and business world. During his term he will be speaking
out on the concerns that he believes management
accountants should be paying attention to. As an
NAA opinion leader and as a top corporate financial executive, he is well suited for that role.
MANAGEMENT ACCOUNTING /JULY 1980

Evaluating Internal
Accounting Controls
One of the most important factors in reviewing a company's
internal accounting controls is the game plan.

For the past several years internal accounting
controls have become the focal point of concern
on the part of corporate management, the public
accounting profession, and the Securities & Exchange Commission. Although various factors
have led to this increased concern, by far the primary causes have been the enactment of the Foreign Corrupt Practices Act of 1977 (FCPA) and
the issuance of Securities Exchange Act, Release
No. 3415772.
The FCPA requires registrants to devise and
maintain a system of internal accounting control
adequate to provide assurance that certain specific
control objectives are met. The SEC release proposes rules that would require a management
statement as to whether the system of internal accounting control of the company provided reasonable assurances that specified objectives of internal
accounting control are accomplished. While the
release states that the Commission is not setting
forth rules to ensure compliance with the internal
accounting control provisions of the FCPA, it appears that these proposals are aimed at ensuring
compliance by registrants with the FCPA.
The Accounting Standards section of the FCPA
requires all companies subject to SEC reporting
rules to:
(A) Make and keep books, records, and ac0025. 1690/80/6201- 3208/$01.00/0

counts, which, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the issuer,
and
(B) devise and maintain a system of internal
accounting controls sufficient to provide
reasonable assurances that —
(i) transactions are executed in accordance with management's general or
specific authorization;
( i i ) transactions are recorded as necessary (I) to permit preparation of financial statements in conformity
with generally accepted accounting
principles or any other criteria applicable to such statements, and (II) to
maintain accountability for assets;
access to assets is permitted only in
accordance with management's authorization; and
( i v ) the recorded accountability for assets
is compared with the existing assets
at reasonable intervals and appropriate action is taken with respect to
any differences.

Neil J. Miotto is a
partner in the
department of
professional practice in
the executive office of
Peat, Marwick, Mitchell
Co. He received his
BRA de gre e from
Baruch College. A CPA,
Mr. Miotto is a member
of the New York
Chapte r, through which
this article was
submitted.
&

By Neil J. Miotto

Items (i) through (iv) are also presented in
Section 320.28 ofthe AICPA's Statement on Auditing Standards No. l (SAS No. 1), which unfortunately merely defines accounting controls as
a plan oforganization, together with related proCopyright©1980 by the National Association of Accountants
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Virtually all
public
companies are
taking a close
look at their
internal
accounting
control systems.

cedures and records, all designed to achieve the
above objectives. It does not elaborate, however,
on what constitutes such a system. It is important
to note that the Act applies only to internal accounting controls and does not encompass administrative controls that pertain to a company's operational efficiency.
Shortly after the Act became law, the SEC issued Accounting Series Release (ASR) No. 242,
in which it suggested that companies subject to
the Act "... review their accounting procedures,
systems of internal accounting controls and business practices in order that they may take any
actions necessary to comply with the requirements
contained in the Act."
Compliance with the Act
In view of the requirements of the FCPA and
ASR No. 242, together with the proposed rules
for a management statement on internal accounting control, virtually all public companies are
taking a close look at their internal accounting
control systems. The question arises as to what
approach should be taken to determine whether
an internal accounting control system is adequate
to provide reasonable assurances that the objectives outlined in the FCPA are being met. While it
is impossible to develop an approach that is applicable to all companies, the following suggestions
can be adapted to most situations.
Internal Controls

con-

control

accounting

trol.

internal

internal

There is an important difference between the
and
terms
Internal control refers to all the methods and
procedures an entity employs to safeguard its
assets, check the accuracy and reliability of its
records, operate efficiently, and encourage compliance with management policies. Internal accounting control, on the other hand, pertains to the
plan of organization concerned with the safeguarding of assets and maintaining the reliability
of financial data, and also to the related procedures and records.
Other controls included in a system of internal
control are generally known as administrative
controls, and while they are important in a company's overall system of internal control, they
usually are not related directly to internal accounting controls. This article is limited to a discussion of internal accounting controls
Internal Accounting Controls

environ-

Game Plan
In order to perform a review of internal accounting controls adequately, management will
need a detailed plan of action. The following is a
discussion of one approach that might be considered in designing an internal accounting control
review game plan.
DEFINING OBJECTIVES
AND FIXING RESPONSIBILITY

It is essential that management first establish
the purpose of the review, which might be to provide a basis on which management could make a
public statement in its annual report expressing
belief that the company's system of internal accounting control provides reasonable assurance
that corporate assets are properly safeguarded,
and that accounting records produce reliable financial statements.
Another objective might be to provide general
assurance to management or the board of directors that the system of internal accounting control
has been appropriately designed and is functioning properly. Alternatively, a company might
wish to limit its review to selected locations, so as
to develop and improve its approach before committing itself to a more comprehensive review. In
this case, the company might wish to review only
the key systems at selected locations.
No matter how limited or comprehensive the
review is to be, the responsibility for the overall
administration of the review should be assigned to

ment

control

Internal accounting controls can be divided into
general controls and specific controls.
General controls relate to the atmosphere in
which data is produced, processed, reviewed, and
accumulated, but do not affect transactions directly, Instead, they affect the overall
of a company.

Specific controls are designed to achieve broad
objectives with respect to transactions, for example, authorization, accountability, and safeguarding of assets. A logical and efficient approach to
reviewing specific controls is to view them in
terms of transaction cycles.
A transaction cycle is a grouping of related
events that comprise one type of business activity,
such as purchasing, sales, production, and so on.
Each cycle is characterized by its own particular
control objectives and by various procedures designed to achieve those objectives. For example, in
the production cycle there are numerous control
procedures that pertain to the flow of raw materials from the time they are ordered from a supplier
to the point where they are shipped to a customer
in the finished stage. In a review of the controls of
a specific transaction cycle, the controls of various
departments are studied. The departments that
would be affected by a typical production cycle
most likely would be accounts payable, receiving
department, production department, warehouse,
and shipping department.
The transaction cycle approach is logical and
efficient, but if a company considers it inappropriate for its circumstances, internal accounting controls may be reviewed on a departmental basis.
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one person, who should have a profound knowledge of the company and its operations and
should understand the nature of internal accounting controls.
IDENTIFYING TRANSACTION CYCLES
AND CONTROL AREAS
Once the company has set the scope of its review (whether it be the entire system of internal
accounting controls or only certain controls in effect at selected locations), it must identify the
transaction cycles and other control considerations that apply to those locations.
DEFINING SPECIFIC CONTROL OBJECTIVES
When the transaction cycles and other control
considerations have been identified, specific control objectives should be defined that will allow
the company to determine whether the system of
internal accounting control is meeting the objectives of the company. For example, a specific control objective for the production cycle would call
for proper authorization of all movements or
transfers of materials and goods for production.
DOCUMENTING PROCEDURES
The next phase of the review is necessary to
determine what internal accounting control procedures are actually in effect. It is important to note
that a system of internal accounting control in any
entity can consist of many different types of policies, procedures, and practices that in many cases
are not formally documented.
Various approaches can be used to determine
exactly what controls are in effect. One approach
is to require all reporting units being reviewed to
describe their control procedures in a narrative
form, wherever possible presenting copies of control manuals or internally prepared flowcharts. If
control procedures are fairly standard throughout
the company, a detailed questionnaire could be
used to determine which procedures are in effect
at various locations.
After the internal accounting controls in place
have thus been inventoried, they should be documented in some formal manner. Although in
many companies internal accounting control procedures are described in various operating and
policy manuals, they are probably not completely
documented in any one manual, and there are
many obvious advantages to having the complete
system of internal accounting control In one manual.
Depending on company size, this compilation
of controls might include:
1. A description of the company's significant general controls and organization (indicating, for
example, whether the controls are centralized
or decentralized);
MANAGEMENT ACCOUNTING /JULY 1980

2. A summary of controls in effect at such corporate office departments as the treasurer's and
controller's departments.
3. A summary of controls in effect at reporting
units (it should be noted that larger companies
might have detailed control manuals at each
reporting unit).
Narrative presentations that serve to document
control systems and procedures can be enhanced
and made more concise by the use of flowcharts.
Evaluating and Testing
After internal accounting controls have been
identified and properly documented, they can be
evaluated. The key point is to determine first
whether the specific control objectives are adequately being dealt with by the procedures in
place. If they are, it may be concluded that the
internal accounting control system is designed satisfactorily, but this is the only conclusion that can
be drawn at this point.
The system must then be tested to determine if
it is actually functioning as designed. Testing
should not be viewed as a separate and independent phase of an initial review plan but as part of
the ongoing monitoring of the internal accounting
control system, and it should be applied to all aspects of the system. It should be performed all the
way from the point where authority is granted by
the board of directors to senior management down
to the performance of control procedures by a receiving clerk in a warehouse in one of the reporting units.
The frequency of testing also depends on management's objectives and, to a certain extent, on
the requirements of outside authorities. If, for example, the SEC proposals regarding a management statement on internal accounting controls
become effective as proposed, management would
have to report annually on the company's system
of internal accounting control, and testing would
have to be performed on a periodic basis. No matter how frequently the testing is performed, however, it should be done by persons independent of
those performing the control procedures, preferably by the corporate controller's staff, the staff of
the chief financial officer at an individual reporting unit, or the internal audit staff.
If the review of the system indicates that certain
procedures are not achieving the control objectives in certain areas and that corrective action
may be warranted, the procedures involved
should be revised so that the specific control objectives can be met.

Cost - benefit
judgments assist
management in
determining
what controls
are reasonable
for its
company.

Monitoring
Once a company has performed a review of its
internal accounting control system and taken the
necessary corrective action to ensure that the sys17

Responsibility
for the overall
administration
of the review
should be
assigned to one
person.

tem is achieving its objectives, a program for monitoring the system must be instituted. There are
several ways to monitor the system.
Testing is one way to determine whether a system is still functioning according to its design and
achieving its objectives. Testing ofthe system will
also help in assessing the impact of personnel
changes, new products, or new production methods on an existing system, to make sure that it is
adequate in the changed environment.
Another way of monitoring the system is
through the use of internal reporting procedures.
Companies with internal audit departments probably require periodic operational audits, and these
could be expanded to include a test ofthe internal
accounting control system in order to determine
whether it is meeting the specific control objectives and is responsive to changes in the operating
environment.
Companies without internal audit departments
can assign responsibility for monitoring the internal accounting control system to the financial officers ofeach division or unit.
Cost Benefit Considerations
Another important element in the evaluation of
a company's internal accounting control system is
a consideration of the benefits that result from additional controls (in terms of reducing the risk of
not meeting objectives) and the costs that are incurred. While it is obvious that management
would not want to spend more for a control pro-
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cedure than the benefit to be derived from achieving a particular control objective, it is important
to remember that cost considerations do not only
encompass direct monetary effects. They include
qualitative effects as well. SEC Release No. 3415772 points out that the benefit to be derived by
controls intended to prevent bribes and other illegal payments cannot be measured solely by the
amounts ofsuch payments that might be prevented (which are often insignificant), but rather by
the preservation of the company's reputation and
of the integrity of its management. These are significant benefits that must also be considered.
Cost - benefit judgments are an important part of
any internal accounting control system because
they assist management in determining what controls are reasonable for a company in light of its
particular circumstances.
Greater Emphasis on Management Review
Although the Foreign Corrupt Practices Act
has not really changed the purposes of having
good record keeping and adequate internal accounting control systems, it has made these objectives a matter of law and hence subjected them to
more emphasis. In addition, the SEC's proposed
requirement for public reporting on internal accounting control makes. it virtually mandatory
that public companies review their internal accounting control systems. The plan of action described presents one approach that management
may want to consider in performing a review.
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Financial Planning
and Accounting Control
in Telephone Companies
The success of a financial plan depends
to a great extent on whether or not the telephone company attains
not only its financial goals, but also those goals relating
to its customers, employees, and public.

By Kenneth C. Leong and Jan L. Deur
The telecommunications industry in the United
States is currently undergoing major changes in its
traditional business patterns. For instance, technological innovations such as fiber optics, satellite
communications, and digital switching systems
are expanding the capacity of telephone companies to offer innovative products and services.
These innovations have, in part, resulted in changes in regulatory philosophy on the part of the Federal Communications Commission (FCC) which,
in turn, has expedited the entry of competition
into the traditional monopoly of telecommunications markets.
Since 1935, telephone companies, including
AT &T (The Bell System) and several independent telephone companies have kept their books
of accounts according to the FCC's Uniform System of Accounts for Telephone Companies
(USOA). However, the USDA's roots actually go
back even further than 1935 —in fact, the USOA
evolved from an accounting system which was devised by the American Bell Telephone Co., predecessor of AT &T, during the period 1884 through
1913.
0025 - 1690180/6201. 3010 /$01.00/0

Historically, the USDA has been very useful in
assisting the FCC and the various state regulatory
commissions in performing their fiduciary role of
determining the overall rate base, operating revenues, operating expenses, and revenue requirements of telephone companies. However, because
the industry is now comprised of companies
which offer both competitive and monopoly services, regulators are concerned that telephone
companies do not cross- subsidize their competitive offerings with revenues derived from rate -regulated monopoly services. Accordingly, the FCC
has embarked upon an immense project to completely update and revise the USDA.
Because of the current design of the USOA,
cost and profitability data for various telephone
products and services are not generally monitored
on an individual basis within the USDA. Consequently, when telephone companies approach regulators for permission to establish new rate levels
and rate structures, tfie regulators often require
special studies and cost analyses in order to determine the propriety of the new rates. For, although
the USOA yields aggregate investment, revenue
and expense data on a total company basis, the
cost accounting capability of the USOA with reCopyright©1980 by the National Association of Accountants
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spect to disaggregated telephone products and
services is practically nonexistent. In fact, neither
the FCC nor the telephone companies make extensive use of the USDA to perform cost- of -service studies or other cost analyses. Rather, the
companies generally rely on supplementary records and special engineering and financial analyses to obtain the required data.
In June 1978, the FCC adopted a "Notice of
Proposed Rule- making" (FCC Docket No. 78196) which outlined a proposal to modify the
USDA in a manner which would permit it to be a
direct source of management accounting and cost of- service information, as well as being the basis of
a financial reporting system for telephone companies. At present it is uncertain when a new USOA
will be completed. However, the FCC appears
committed to the task of achieving it.
Challenges for Utility Accountants
While this new accounting system is under development, telephone companies are still faced
with the necessity of maintaining effective accounting controls and developing viable financial
plans. In many instances the present USOA is not
oriented toward meeting utility management's information needs. Therefore, in order to track the
success of the company's financial plan and to
meet regulators' information requirements, the
utility accountant must exercise ingenuity and
creativity to extract cost and profitability data
from the current USOA.
In addition, due to the service orientation of
telephone companies, the success of a financial
plan depends to a great extent on whether or not
the telephone company attains not only its financial goals, but also those goals relating to its customers, employees, and public. Because of the
complexities of a financial plan, an integrated financial plan should be developed. An integrated
financial plan should encompass a method to control investments, revenues, and expenses; plan for
ranking projects; a system for accounting and financial reporting and a means of ensuring that
resources within the company are integrated
towards achievement of the same goals.
The benefits of having programs specifically
identified with investments, revenues, and expenses include:
1. Management is provided with information on
the profitability of programs and the programs'
contribution to the company's earnings;
2. Programs can be ranked in order of profitability;
3. Unprofitable operations or programs can be
eliminated or made profitable through repricing or improved productivity;
4. Activities of the programs can be followed
more closely;
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5. Programs that support the financial plan can
be quantified;
6. More accurate analyses of costs and rates of
return on investment are available, thereby improving the basis of the pricing structure;
7. Managers' responsibilities in carrying out the
programs are clearly defined, thereby increasing the success of the programs.
Attaining Financial Goals
Three basic requirements have to be satisfied
before the company's financial goals can be attained.
RANKING OF INVESTMENT OPPORTUNITIES
The success of a financial plan depends to a
large degree on effective use of the company's resources. A method of ranking programs or projects in terms of their importance in satisfying the
company's objectives must be implemented. Return on investment, net present value, cost/benefit
relationships or some other criteria can be used as
measures to determine the ranking. The ranking
process and criteria must be dynamic as the environment and objectives are constantly changing.
Therefore, the salient criteria for a given time period may not be applicable, or decisive, at another
time. A key task of management is to determine
which criteria are relevant at a given point in
time. In addition, the company must ensure that
all affected departments are given an opportunity
to provide input to the ranking process. This will
help ensure that no important considerations are
overlooked.
TRACKING AND MEASURING INVESTMENT
OPPORTUNITIES
Management requires accurate and timely information on costs, rate of return on services,
profitability, and productivity because such information allows management to measure its effectiveness and to determine whether proper decisions were made. A company's information requirements are dynamic and must be identified.
Any information system must be matched against
the company's changing needs, regulatory requirements, available resources, and the benefits it
is expected to provide.
There are real risks in attempting to upgrade an
information system too quickly. It may be less
costly in the long run to introduce information
system improvements incrementally in a series of
smaller, more manageable segments.
The tracking of investment opportunities with
revenues and expenses can be accomplished
through a work order routine, a special subaccount system, or by a responsibility center
scheme. For the most part, this tracking requires
extra efforts by those involved. The work order
MANAGEMENT ACCOUNTING /JULY 1980

routine or a special subaccount system may work
for a few programs but can soon become overtaxed and burdensome in any across the board
implementation. They could be the vehicles, however, to track programs in an interim period until
a more sophisticated utility accounting system is
developed.
In order to be effective, a tracking system
should provide management with accurate and
timely information on investment, revenues, and
expenses. In addition, the system should have
built -in control and feedback features so that
management can adjust its plans to meet changing
business conditions. A tracking system must be
flexible as management information needs continue to change. Obviously, the cost -benefit relationship of an effective tracking system must be determined. Finally, the tracking system should, where
possible, anticipate future utility regulatory commission requests for information. This may greatly reduce the costs of special studies and cost analyses requested by the regulatory body. Preliminary discussions with the regulators may assist in
establishing a proper format for tracking.
ENSURING COMPANY RESOURCES ARE USED
EFFECTIVELY
Financial planning in today's telecommunications environment is a dynamic and continuous
process because it is greatly influenced by changing business conditions, limited capital resources,
the availability of qualified human resources, regulations, political pressure, and economic forecasts. A financial plan must have an effective control system to be viable. Financial planning and
accounting control, therefore, go hand in hand.
The more complex the business environment becomes the more integrated these functions must
become.

The Accounting Control System
Financial planning and accounting control affect the entire spectrum of the investment, revenue and expense flow and the accounting cycle as
shown in Figure 1. The control system can help
contribute to the attainment of corporate goals. If
the corporate goals (financial planning) are worthy, then an effective control system can facilitate
successful goal attainment. When the control
process is not working effectively, refinements in
the control process may be necessary to ensure
greater attainment of goals. Figure 1 assumes that
the control system is working and, therefore, the
benefits accruing to the customers, employees,
shareowners, and the public are in proper balance.
A useful approach in evaluating the adequacy
of a company's control system has recently been
outlined in the "Report of the Special Advisory
Committee on Internal Accounting Control," issued in 1979 by the American Institute of CPAs.
The committee suggested that management
should develop a classification system for the various business transactions in which it engages. This
classification might be by functions, operating
units, or by business cycles. Following this classification the broad objectives of internal accounting
control (which include management authorization of transactions, accounting for transactions,
and safeguarding of assets) should be converted
into specific objectives which are uniquely appropriate to the classification system. Finally, management should identify the existing control procedures and techniques, and evaluate whether the
specific objectives are being met. In this manner,
management can arrive at a determination concerning whether the broad objectives of internal
accounting control are being met.
It is important to note that the term accounting

For accounting
controls to be
effective, they
should be
performed at
the lowest
levels of
management.
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control does not mean that only the accounting
department is affected. Rather, accounting controls should affect every department and work
group within the company since each, in some
way, are responsible for authorizing certain transactions, accounting for these transactions, and
safeguarding the company's assets.
Although controls may appear adequate, each
department should satisfy itself that the relevant
controls are, in fact, working properly. Written
instructions and procedures are a strong element
of internal control, but are not a guarantee that
the controls are functioning. Budget variances,
productivity measurements, quality controls,
turnover rates, inventory levels, inventory losses,
asset write -offs, collection experiences, work order
variances, and on the spot supervisory and audit
observations are all useful indicators of the effectiveness of the internal accounting controls.
Minimum Control System
At a minimum each department, functional
gro u p , o r resp o n sib ility cen te r should h ave written in stru ction s an d pro cedu res, clear reporting
relation sh ip s an d ap p ro p riate assignm ent of re spon sib ility, written descrip tion of the departmen t's ex p en d itu res and th e related controls over
su ch ex p en d itu res, and p erio dic evaluation by appro priate p erso nn el as to th e adequacy of existing
co n tro ls. It also sh ou ld have productivity measu rem en ts th at accu rately m ea sure the m ajor ef-

forts of the work unit, use of the management -byobjectives process as a tool to control costs, and
policies and procedures concerning the hiring,
training, com pensation, and advancem ent of personnel to ensure the existence of a com petent, reliable workforce.
Fo r accounting controls to be effective, they
should be perform ed at the lowest levels of m anagem ent. Of c our se, perform ance goals are assum ed to be developed at those levels and, therefore, r espons ibilit y for goal a ttainm ent wo uld be
well defined.
A monthly perform ance reporting system on
productivity, budget variances, and project status,
would facilitate the investigation of below standard perform ances. It sh ould be em phasized that
quick action on substandard perform ance by those
responsible would help in the overall success of
financial planning and control.
Changes or a m en dm e nts to a plan should be
approved by the party originatin g the plan and a
higher level of auth ority. Dollar lim its on such
approvals would reduce the burden associated
with changing plans.
It is im portant to rem ember that the concept of
reasonable assurance recognizes that the costs of
contr ols are not t o ex ceed the expected benefits.
This is generally a subjective evaluation, and m ust
be carefully reviewed b y m anagem ent when considering
the establishm ent of appropriate
controls.
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A Current Overview
of the MIS Audit
MIS audits seem to increase the confidence
managers place on the system's output.

By Henry R. Schwambach
The problem with management information systems is that they often appear mysterious and
hard to understand —a black box. Frequently
managers understand the output or reports, but
they do not understand the system producing the
report. Better communications between MIS personnel and operating management can ease this
situation. However, often managers continue to
wonder how effective the MIS is and how reliable
the output is. Top management is interested in
insuring that the MIS is operating efficiently, but
it has a difficult time assessing actual performance.
In making such an evaluation an auditor has
much to offer. The auditor can independently
report to users on the reliability of the systems
output and can perform "operations audits" to
evaluate the effectiveness and efficiency of MIS
operations.
We conducted a survey of internal auditors and
operating managers that offers implications for
the future. The study and questionnaires were designed to determine the current sate of MIS auditing, its usefulness, and the correlations of audit
success.
Cover letters were mailed to a random sample
of internal auditors. Our sample was limited to
manufacturing companies that are publicly held
and traded on the New York Stock Exchange.
0025 - 1890/80/6201- 3006/$01.00/0

This was necessary in order to limit the scope of
the study and produce concrete findings. Combining manufacturers, retailers, and service organizations would not be possible since questions relevant to one group would be inappropriate to the
other. Despite this many of our findings can be
generalized to cover other types of organizations.
MIS Audits, a Widespread Practice
We found that the majority of large manufacturing firms carry out internal audits of their management information systems. Table 1 summarizes these findings. Our results were consistent
with the Institute of Internal Auditors' 1976 survey, which found that 60% of the large companies
surveyed performed internal audits of the MIS.'
In a 1968 Institute survey only 48% of the companies surveyed performed MIS audits. By 1975 this
percentage had increased to 60 %. Consistent with
this trend, thre -: of the respondents to the auditors' questionnaire said that although they did not
now audit their MIS, they planned to initiate such
audits within the current year.
We examined two factors in the audit plan.
First we posed the question of audit frequency
(See Table 2): As we can see, the results indicate
a lack of agreement on the optimal audit frequency. This is not surprising because of the complexity of corporate operations and the variability between companies.
The auditors were also asked how much effort
Copyright 0 1980 by the National Association of Accountants
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was expended for an average MIS audit. Audit
intensity was measured in man days spent on the
information system audit (Table 3).
Our analysis of the questionnaire responses
showed great variability in the frequency of MIS
audits and in the resources committed to such audits. The mode and median were 20 man days for
a typical MIS audit, Such an expenditure might
total approximately $2,000 to $3,000 (if one assumes a cost of $100 to $150 per man day). Additional opportunity costs would be consumed as

Table 1
Who Did What Kind of Audits?
Number
Co mp a nie s a ud itin g the M IS

% of sample

77

Co m pa n ie s n o t a ud itin g the M IS

62.5

43

37.5

120

100.0

Com pan ies p erform in g o nly a c o m p l ianc e aud it"

20

26.0

Companies pe rforming on ly an opera tions audit "

6

7.8

T otal res po nding to the question

Com pa nie s pe rfo rm in g b oth com plia nce a nd
opera tion s au dits

51

66.2

T o ta l nu m be r of co mp an ies a ud iting th eir M IS

77

100.0

'A compliance audit was described to the respondents as a review of the MIS to ascertain
whether procedures are being followed and that the reports are not erroneous.
"The operations audit was defined as an evaluation of the effectiveness and efficiency of the
MIS.

Table 2
How Often Were MIS Audits Performed?
Number of companies
%

Audit frequency

How satisfied are you with the formal management information system now in operation?
Highly
Unsatisfied

1 2

Highly
Neutral

3 4

Satisfied

5

6

7

The results were somewhat surprising. Although only I of the 86 managers who answered
ranked their level of satisfaction as 7, the mean
was 4.12 (about neutral). Only 27% of the managers were not satisfied (1, 2, and 3) with their
MIS. Only four were highly unsatisfied (1) . However, even with these results it appears that there
is room for improvement in most management information systems.
Auditors and managers were asked to list and
rank the benefits from past MIS audits. The benefits were listed for both "operational" type audits
and "compliance" audits. The auditors claimed
that there were three primary benefits from an operational audit of a MIS. It leads to improved efficiency of MIS operations; the audit results in improved internal control system reliability; and the
audit increases manager (user) understanding
and utilization of the MIS and thus improves decision making. Eight secondary benefits were also
listed by several auditors:

of total

Continuously

17

24.3

At lea st o nc e a ye ar

17

24.3

Every 1.2 ye ars

13

Othe r"

23

18.6
32.9

T otals

70

100.0

`Approximately half of these commented that this was the first audit. Four others said they had
no schedule and that audits were performed upon request.

MIS and management personnel provided time
and assistance to the auditors. However, even
with this consideration it appears that corporations are not spending a lot on MIS audits, Even if
an audit has only minor benefits, they would certainly exceed the cost of conducting the audit.
Ninety -seven percent of the auditors responding
to the questionnaire were college graduates, and
27% had advanced degrees. The majority had majored in accounting (62 %) with the next most
frequent degree being an MBA (20 % n ) .
Respondents were asked to give details on the
backgrounds of MIS auditors (Table 4).
How Effective Is the MIS?
Many companies have had problems with their
MIS.? The MIS audit was proposed as one alter24

native to aid in management control of the MIS.
In order to determine the current level of manager
satisfaction with the MIS, managers were asked
their opinions of the MIS in their company. The
question asked:

Improves timeliness of reports;
Increases accuracy of information;
Highlights weaknesses in EDP security;
Improves the design of new systems
(especially control aspects);
Improves report formats;
Improves MIS /user interface;
Educates divisional MIS personnel and management;
Makes MIS personnel more aware of corporate goals.
The survey seems to show that operational audits provide improved efficiency along with added
concern for controls. Compliance audits were
claimed to be primarily of benefit in insuring and
improving internal control of the MIS. Respondents also cited many secondary benefits:
Uncovers and improves information accuracy and reliability;
Uncovers and eliminates actions which do
not conform with corporate policies and procedures;
Uncovers areas of corporate policy which are
inefficient or ineffective;
MANAGEMENT ACCOUNTING /JULY 1980

Impact of MIS Audits on MIS Performance
A common view of the manager's role equates
management with decision making. Managers are
concerned with making decisions that result in the
achievement of corporate and personal goals.
Management tools (such as MIS audits) should
be used because they aid in goal attainment. In
order to investigate the effect of the MIS audit it
was hypothesized that MIS audits cause better
management decisions. Seventy -eight percent
(36) of the 46 managers who were polled felt that
MIS audits caused better manager decisions. This
may be because the audits and audit reports improve the confidence a manager places on MIS
output. To analyze this effect we asked managers:

Does the MIS audit allow you to place more confidence in the information you receive or not?
No.

1 2

Somewhat
More

Much
More

3 4

6 7

5

The mean response was 4.65, the median was
4.9 1, and the mode was 5.00. It appears that managers put more confidence in information that has
been audited, but not very much more.
Perhaps the audit's main contribution is in improvement of the MIS, because most managers
and auditors agreed that MIS audits do improve
MIS operations (Table 6).
Fifteen companies had managers who felt that
MIS improvement from audits was considerable
(ratings of 6 or 7). It would be interesting to determine what caused these high ratings and we
plan a follow -up. The important point here is that
many managers feel that the MIS audit significantly improves MIS operations.
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Audit intensity

% of total

27
27
6
1
61

44.3
44.3
9.8
1.6
100.0

Numbers of man -days for
an MIS "operations audit ":
1 10
11 20
21 30
31 40
41 50
51 120
Totals

15
17
7
3
4
5
51

29.4
33.3
13.7
5.9
7.7
9.8
100.0

•

-

-

Number of companies

Number of auditors used
in an MIS audit:
1
2
3
4
Totals

-

Internal auditing theory teaches that the contribution of an audit is partly preventative in nature— audits, like locks, help keep folks honest.'
Not one auditor mentioned this benefit. Perhaps
the concept was too difficult to verbalize. Operating managers were also asked to list and rank the
benefits of MIS audits. However, because managers' understanding of internal auditing is limited,
they were asked only:
What benefits do you feel the company has
gained from auditing its MIS? List and rank
them by order of importance.
No distinction was made between operations and
compliance audits (Table 5).

Table 3
How Much Effort in an Average MIS Audit?

-

Improves management's utilization of the
MIS;
Increases knowledge of MIS management
(acts as a communications link between
managers and MIS management);
Achieves cost savings;
Improves data input controls.

Table 4
What Is the Experience and Education of MIS Auditors?
Auditors have:
College degrees
Experience in accounting
More than three years auditing experience
Less than three years auditing experience
More than three years EDP experience
Less than three years EDP experience
Audit experience (number of years not provided)
Attended EDP seminars
Attended EDP audit seminars

Number
47
22
21
12
12
12
9
3

85
40
38
22
22
22
16

With companies listing the above factors n = 55

Auditing MIS Brings Many Benefits
The results of the managers' questionnaire support the view that managers feel that they make
better decisions when their MIS is audited. Because the primary purpose of the MIS audit improves the system's effectiveness.
The purpose of the compliance audit is to provide users with some independent opinion as to
the quality of MIS output. A positive audit report
suggests to the reader that the information is of
high quality. The results of the managers' questionnaire show that managers report increased
confidence in MIS output when it is audited.
There appears to be a trend toward auditing the
MIS. Companies that have a close relation between the auditors and operating managers seem
to receive greater benefits from such audits. Auditors also are involved with internal controls. This
is an area that apparently is overlooked by operating managers and MIS management. The auditors
should not be over concerned with internal controls, but judgment is necessary to determine a
satisfactory level of controls. At the moment there
25

Table 5
What Do Managers See as the Benefits of MIS Audits?
Ranking
1.
2.
3.
4.

Description
Increased management control and accuracy control o f the MIS
Increased MIS efficiency
Improvement in MIS understanding, utilization, and resulting
decisions
Fraud prevention and other impro vements in internal control

Table 6
Has the MIS Improved Because of Past Audits?
No

Managers (n = 51)
Auditors In = 62)

Somewhat

Very much

1

2

3

4

5

6

7

7.8

7.8

11

23.5

19.6

21.6

7.8

0

0

8.1

27.4

40

14.5

9.7

are no practical methods of determining an optimal set of internal controls. However, the literature is beginning to develop more sophisticated
techniques for analyzing internal controls. Accountants and auditors will need to keep up to
date on these techniques of growing importance.
Ten EDP managers were contacted and said
that they felt positive about the audit of MIS.
While they were critical of audits which were over
concerned with operational efficiency, they appreciated audits which concentrated on internal con-
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trols and MIS effectiveness. Perhaps efficiency
control could be best maintained through some
other technique. Profit center performance evaluation (with necessary attention given to the fact
that an MIS department or EDP department is
not a "true" profit center) is one such
alternative.'
The audit of the MIS should be considered as
one way to improve management control. An investigation of the benefits and costs for a specific
company could be undertaken by the audit department or management. Further MIS audits
could prove valuable for companies that appear to
have adequate management control of their MIS
as well as companies needing improved management control.
It is also important to remember that a company's EDP system is used for much more than the
MIS. The EDP could be audited as a separate unit
or it could be included in audits of functional activities such as "purchasing" and so forth.
MIS audits appear to be improving both the
quality and flow of information to managers. As
the MIS becomes more and more vital to management in the coming years, few firms will want to
pass up the help that an audit can provide.
El
1 Institute of Internal Auditors. Survey of Internal Auditing- 1976 The Institute of
Internal Auditors, New York, 1976.
2 R. Ackoff, "Management Misinformation Systems," Management Science. Dec.
1967.
3 Neil Churchill, "Behavioral Effects of an Audit: An Experimental Study," unpub.
lished Ph, D. dissertation. University or Michigan, 1962.
4 P.B.B. Turney and K.M. Vyar, "Profit Center Control for Corporate Manage.
ment Information Systems: An Organization Analysis.- Management International
Review, April 1974.
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The Changing Nature
of the EDP Audit
One auditor's recommendations may be put
into effect only to have a subsequent auditor
reviewing the same EDP system recommend other changes.

By Frank M. Mastromano
The evolution of the EDP audit has been gradual
when compared to the dramatic hardware and
software technological advances of the last two
decades. In light of these changes and the projected widespread use of computers in the 1980s,
EDP auditors must tailor their procedures and establish guidelines to reflect the advances in technology.
The need for more sophisticated EDP audits is
pointed up by the estimate that by 1985 even companies with fewer than 50 employees will be using
computers. The elements of security, control and
accuracy will continue to be addressed by EDP
audits but the nature of data processing audits
must change as information processing changes.
When computer systems first arrived, audit
staffs had neither a detailed understanding of
computers nor prior computer experience. All
programmers and systems analysts in an organization usually were found in the EDP activity. Companies adhering to the philosophies of the "total
system" or t he "MIS syst em" prevalent in the
mid -1960s tended to select members from within
the organization for training in computer techniques and transfer them to the EDP function.
A variation in this approach took place at a
later phase of computerization when the financial
auditor was given some training in computer tech0025 - 1690/80/6201- 3273/$01.00/0

nology so he could perform his audit when merchandized methods replaced manual systems of
data collection and reporting.
Still later down the road, a new member with a
new title appeared on audit staffs —the EDP auditor. This person had experience and /or education
in computer methods and was responsible for reviewing the EDP activity and supporting the financial auditor in determining the accuracy of the
information supplied. This information was examined in light of the degree of security and control
found in the EDP operations.
Recognizing the Need for Guidelines
The extension of the internal and external audit
review to the EDP department was a normal and
necessary development. Data reflected in the financial statements are derived from the computer
reports that summarize the processing of transactions received, so it is essential to review and evaluate the security, controls and accuracy of EDP
systems in order to render an opinion of the validity of the organization's financial reporting.
Over the years a set of generally accepted audit
guidelines has been developed relating to security,
control and accuracy of manual procedures.
Agreement evolved on such procedures as check
signing, locking up the signature facsimile plate,
sequential control of check numbers and document numbers, approval signatures on invoices,
Copyright 0 1980 by the National Association of Accountants
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The scope of
the EDP audit
has become far
wider than the
scope of the
manual system
audit.

and segregation of duties. There was a consensus
among the financial, audit, and management persons involved. In addition to understanding the
areas to be reviewed and the objectives and purposes of the controls, the groups were consistent
in their review of the various areas. While they
were concerned about the methods used in manual systems, they agreed that the methods could
take various forms and that the emphasis was on
meeting the control objectives.
There is a difference between conventional and
EDP audits, however, that goes beyond the approach taken. The scope of the EDP audit has
become far wider than the scope of the manual
system audit and in many instances addresses various aspects of the data processing function that
were not considered in manual system audits.
Thus, a need exists for initiating guidelines providing a clear definition of the areas to be evaluated in the data processing audit, EDP, financial,
auditing, and management personnel must be in
agreement if they wish to communicate and intelligently evaluate reviews of EDP security, control,
and accuracy.
Why have no generally accepted EDP audit
guidelines evolved? There is no single reason. No
one group has been lacking in establishing clear
and precise statements of what is required or what
should be provided. One possible answer is that
the rapid change from manual systems to computer systems has contributed to the subjective nature
of requirements rather than to objective standards
and guidelines.

only to have a completely different direction taken
when a successor becomes responsible for the operation. Likewise, the recommendations of one
auditor reviewing the data processing function
may be put into effect only to have a subsequent
auditor reviewing the same activity recommend
other changes.
Management's view of EDP is another subjective factor. While many organizations refer to the
computer activity as "MIS" or "Management Information Systems," the term used to describe the
actual review of the operations more frequently
has been the "EDP Audit." This is a narrow view.
The purpose of data processing is to collect, edit,
verify, store, process, and release information by
and for all users at all levels of the organization. It
is successful when the other functions in an organization are responsible and involved. As this happens it becomes less identifiable as a function in its
own right, and more an integral part of other
functions in the company. The extensive use of
computers in the future may bring about a change
in the nature of the EDP function as management's view of it changes. This will force the
"EDP Audit" to be changed from a review of a
physical function or activity to an overall review
of data processing across various functions and
activities in an organization.
Touching Common Ground

Despite this subjectivity, all EDP audits share
certain features. At the head of this list is access
control. If the first question raised in an EDP audit isn't "Who has access to the computer room
Grappling with Subjectivity
and tape library ?" it will probably be the second
Subjectivity enters the EDP picture even at the question asked. Audits frequently will lead to the
basic level of deciding when an audit is necessary installation of magnetic card locks on the entry
in a computer system review. There have been two doors to the computer room or some other variaopposing opinions held about this question. One is tion of a locking mechanism.
that the auditors should participate from the iniThe availability of accessing data stored in the
tial phase of the system at the time of the project computer by terminals outside the computer room
definition and justification. The other opinion is immediately brings a different perspective to acthat the auditors should remain at arm's length cess control. The audit guidelines should identify
until the project is fully implemented so they may who has access to the video or hard copy termibe independent in their evaluation of the controls nals and the degree to which these personnel are
and accuracy of the system. This group feels that restricted from accessing, updating, modifying or
participation compromises their ability to review adjusting computer files. This security of prothe system objectively because they were members grams and systems becomes an important considof the team who developed it.
eration when the terminals are available to develSubjectivity also stems from the existence of op or modify programs.
many different opinions as to the best approaches
Many systems using distributed processing
to the many technical aspects ofdata processing. place the computer equipment among the users of
A brief review of books and articles written on the system. Because the latest computers are less
specific areas such as controlling recording medi- expensive and more easily justified and do not
ums, backing up facilities, testing systems, docu- need precise temperatures or humidity to function
mentation and programming standards will reveal properly, they can be placed in a users' area rather
the existence of several opinions of what each than an isolated special room. When equipment is
should be and the proper approach for each area. physically located in various areas of one or more
It is not uncommon to have a particular ap- geographic sites, the audit guidelines must considproach developed by one data processing manager er different standards and requirements.
28

MANAGEMENT ACCOUNTING /JULY 1980

The audit guidelines also normally will need to
require plans designed to be put into effect in the
event that the computer equipment is inoperative
or "down" for a period oftime that will have an
effect on normal business operations. These may
be arranged through the computer manufacturer's
data centers or with service bureaus or other
firms.
Guidelines should identify the provisions to be
made to continue critical data processing in the
event ofa natural disaster at the central data processing facility. Because such a plan must assume
that the computer would be down for a long period, it is both critical and, at the same time, difficult to develop.
The installation of several machines in a distributed processing network tends to reduce the impact of down time or disaster because there are
other similar computers which can be shared until
the crippled computer is available again.
Another essential aspect of all EDP audit
guidelines involves system and program testing.
Test data and files are used as input, and performance is examined. A strong feature of test data is
that the results which should emerge are known in
advance. The audit should describe the test data
requirements to test all possible ways the computer can treat the input. All critical "logic paths" or
"permutations" must be tested to prevent the system from ever processing input data incorrectly.
However, recommending that all systems must
use the same degree oftesting for all changes may
not be as effective as reviewing each system as an
individual case before its method of testing is established.
In a distributed processing arrangement the
testing may not be required at all the locations.
One approach in installing a distributed processing network is to do all the programming at a
single location. Another point is that in many of
the mini - computers the only entry mode is the
terminal normally used to input the routine transactions. It would be time - consuming to enter all
the test conditions on this terminal in order to test
the changes.
There are alternatives to using test data, however. One possibility is to design adequate controls
in the routine reports produced whenever the system is run. The computer can give us the independent counts ofinputs and outputs as well as total
displays summarizing the results of each transaction processed. This method provides for a continuous process ofchecks and balances on the system
by both the EDP control personnel and the user
personnel. It may be necessary for the audit guidelines to establish recommendations on internal
control of the processing of distributed systems, as
the outputs may not be reviewed by the EDP control clerks but released directly from the remote
site to the operations at that site. The audit guideMANAGEMENT ACCOUNTING /JULY 1980

lines should not make generalized statements
about the need of controls without also specifically detailing what the controls should be.
Evaluating Documentation and Manuals
The guidelines for the EDP audit also must
tackle the question of documentation. The elements and requirements of documentation have
been and still remain the most subjective areas of
understanding between the computer professional
and the data processing auditor. There is a great
difference ofopinion as to what constitutes proper
system, programming and processing instruction
documentation. This aspect varies more than any
other aspect of the data processing audit and can
easily become an evaluation of approach rather
than a review of control. Documentation standards depend upon the philosophy of the management ofthe EDP activity or the philosophy ofthe
team of auditors performing the audit.
The recommendations should consider the degree of detail to be maintained and the contents of
each type ofdocumentation. Articles and manuals
on the various types of documentation tend to explain the various opinions rather than define acceptable levels of detail and the format. This lack
of standardization and definition can create a
great deal of confusion and misunderstanding in
the evaluation of the findings of the audit. It also
can create an increased work effort necessary to
implement and maintain systems when generalized recommendations are made across all systems with no specific reference to what is considered proper or acceptable.
In order to properly evaluate the quality of
documentation, it is essential that the guidelines
define the purpose of documentation in a clear,
precise statement of principle. The potential for
redundancy in documentation is great when varying opinions exist as to what should exist and the
format it should take. There should be an agreement on the specific segments of documentation
and the purpose to be served by each.
The documentation guidelines should address
the system description, which should define in
non - technical terms what the system provides using general, conceptual descriptions. The system
description should effectively relate user activity
and EDP activity, explaining the scope ofthe system, what is required, and what is provided. A
system description also should define the objectives of the system or sub - system application. It
should include three things —an outline ofthe objectives, a list and definitions of the input data
elements to be supplied by individual input transaction, and a list and definitions of the contents of
each output report issued.
Only changes to these three considerations
should require any change to the system description document. Changes in layout of input forms

Greater
emphasis will
have to be
placed on
standardized
guidelines for
data processing
to those
functions
involved.
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should not require a change to the system description document. Likewise, changes in the frequency of issuing the output reports or the way information is to be used need not require updates in
this section of documentation.
Some opinions exist that a system description
should be a documentation of all aspects of the
entire system. This is convenient for periodic reviews of a system, but it causes added work because any change must be recorded in an all -encompassing master document. The audit guidelines must evaluate the purpose and economics of
maintaining it in a complete and updated status.
The guidelines should consider recommendations for the documentation of the program specification. There are different opinions as to where
this information should be kept. It should contain
the structure of the various files to be used within
the program, the criteria to be used in determining the validity of the transactions supplied to the
program, the logic used in processing the data and
a description of how the information appears on
the output supplied. The purpose of program
specifications should be to make changes or review the functions of the program. The level of
detail should be sufficient to provide only what is
needed to make changes. It can be a separate document or it can be incorporated within the program code. Where it is maintained should not be
the subject of an audit review. The auditor's task
is to make sure that what exists is ample to enable
a member of the programming staff to maintain
and make required changes to the code. Merely
stating that program specifications should be of
sufficient detail to enable anyone to understand
what a program does rather than to enable any
programmer to modify that program is only a
very "safe" general recommendation.
In determining the degree of detail required in a
program, the guidelines should consider other related program specifications which exist, the exposure which can create improper maintenance of
the program, and how much the assets or profit
can be jeopardized by inaccurate results. The investment of resources in maintaining the same degree of program documentation in an accounts receivable system as in a telephone directory system
cannot be justified —even if it is done to satisfy the
requirement that all programs be fully documented. The audit guidelines should classify applications in presenting recommendations.
The job -run instructions describe for the computer operator the steps to be executed whenever
processing the system. The instructions should
provide for both the steps to be taken if the job
executes normally and the steps in case there is
any abnormal termination of the run.
There should be specific instructions of follow up actions to be taken whenever any notice of any
deviation from the normal processing sequence is

observed. If computer fraud and computer theft
are put aside for a moment, the greatest chance
for error in running a job relates to the failure to
maintain complete job -run instructions. When
such errors are detected they require reprocessing
of input transactions and re- running various jobs.
The quality of this segment of documentation has
a direct relationship to the number of times "the
computer goofed again" is heard in an organization. Given that a program documentation error
once detected and corrected resolves that possibility, the potential for a processing documentation
error to produce incorrect results exists every time
the system is run on the computer.
The job -run guideline instructions should provide for checking the report and control totals to
insure that the proper input was submitted to the
run and that the outputs contain the proper results of the processing that was performed.
Job scheduling documentation should contain
the frequency and time each job is scheduled to be
processed. Better communication and more efficient operations result if the schedule notifies users when the input of transactions is due, as well
as who is to receive the outputs and the time when
they should be available to the user. Changes in
schedules and number of reports to be printed for
each job need to be made to the job - scheduling
document. It should not be necessary to record
changes of this nature in the system description. It
should not be necessary to update program documentation for these types of changes.
Becoming Familiar with System
The guidelines should establish the need, availability and completeness of manuals and procedures which control the system and inform the
user how to use the system. The review evaluates
the effectiveness of the manuals and procedures in
communicating to the users of the system the
methods to be employed in use of the various systems. Manuals and procedures also provide the
auditor a way of becoming familiar with each system and reviewing the proper preparation of inputs against the documented methods.
The use of mini- computers contributes to
changes in the manner in which instructions are
communicated to the user of the system. The use
of visual display terminals provides the ability to
replace hard copy manuals with prompting directly on the terminals. The computer can catch errors as the user enters them and display the errors
on the screen. It also can take him through each
step in the proper sequence. All necessary data
elements must be entered correctly before the system accepts the transaction. The improved accuracy and consistency of transactions submitted to
a system incorporating the input instructions into
the software in this manner result in an effective
Continued on page 34
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How to Communicate
Financial Data More Effectively
Why wade through tables of numbers when a graph can do as
well —or better? Using the mind's eye can pay off in better
management comprehension and planning.

By Gregory M. Leivian
In today's world of minicomputers even relatively
small businesses have access to the information
capabilities that electronic data processing provides. Yet it is not uncommon for management of
a company using EDP to complain about the adequacy of management information. In many of
these cases, however, the problem is not a question of quality or quantity but rather the method
by which such information has been communicated to the user.
Traditionally, financial information has been
communicated using a numerical tabulation format. Accountants and other financial executives
may feel comfortable with this traditional approach because of their training and experience.
However, many management people—particular ly in small businesses —do not have the benefit of
such training or experience and therefore have difficulty interpreting the flood of numbers generated
by their management information systems.
In virtually every report to stockholders issued
by publicly -held companies you can find bar
charts, pie diagrams or other graphic presentations of selected financial and operating data. Apparently, the issuers of these reports believe
0025. 1690/80/6201. 30651$01.00/0

graphs are an effective means of communicating
financial data to nonfinancial users.
The beneficial use of graphs is not limited to
reporting to nonfinancial users. The vice president
of finance of one of the ten largest companies in
Mexico has reported in the Harvard Business Review that he used to update his mental picture of
his company by wading through approximately
150 pages of monthly reports.' He now gets a better picture from just one sheet of paper. It contains 20 small, simple graphs of selected key financial data.
However, in the author's experience with closely -held businesses this approach has not been
widely used as a financial reporting tool. Because
accountants and other financial people feel comfortable with traditional reporting methods, they
do not always consider the fact that the user of
financial reports may not have the same familiarity and level of understanding.
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Using Pictures Improves Memory
Your visual or pictorial memory is better than
your memory for numbers. For example, if you
were shown a group of 50 pictures and then asked
to recall which pictures out of a second showing
of a hundred pictures you had seen before, the
Copyright ©1980 by the National Association of Accountants
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Figure 1
Monthly Highlights- Graphic Presentation
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Graphs an Excellent Planning Tool
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The use of graphic presentations needs not be
limited to reporting historical information. Break even analysis is one of the more common ways to
use graphs as a planning tool. W. R. Purcell, Jr.,
in his course, "Accounting That Communicates,"
describes how to develop and use financial "what if' graphs to assist managers in making decisions
that will affect the financial future of their
businesses.'
For example, suppose a company plans to develop a new product line. Based on information
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chances are that you would get them all correct.
On the other hand, if you were given 50 telephone
numbers and were once again tested for recognition, your recollection likely would include many
gaps.' Ail individual is more likely to perceive and
retain information presented in graphic form as
opposed to such information presented as a numerical tabulation, particularly when the time to
study the given information is limited.
A graph, if properly designed, tends to highlight trends and relationships better than numerical tabulations do. Graphs also organize information more effectively and efficiently than do
numerical listings.
Graphs are extremely flexible and can be designed to fit the specific needs of a company, a
division of a company, or individual managers.
For example, consider the president and principal
stockholder of a small business, with little formal
financial training, who would like a monthly report showing sales, cash flow, effectiveness of inventory management and effectiveness of credit
and collection practices. Proper management of
these areas is vital to the successful operation of
this business.
Figure 1 shows a possible graphic presentation
of such a report. These graphs present the information as it would appear at the end of the company's fiscal year. The desired format is determined at the beginning of the year. Then the
monthly averages for the three prior years are
charted using bars. The budgeted data, industry
averages or prior year figures are added to the
graphs. At the end of each month during the year
the actual results are determined and the graphs
updated. At the end of the year a monthly average
for the current year may be computed and added
to the graphs.
Compare this presentation to Table 1, which
shows the same information using the traditional
numerical format. You can see that the graphs
tend to bring out trends and relationships, which
makes them easier to visualize. The numerical
tabulation, on the other hand, requires a more detailed reading and analysis to determine such
trends and relationships. More time and effort is
needed to uncover the same data.
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Table 1
Monthly Highlight - Tabular Presentation
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Figure 2
Profit Sensitivity Graph
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Management would like to know what the effect on pretax profit would be if any of the
amounts in the plan vary. This may seem like a
relatively simple chore to an accountant or other
financial advisor. But, how can all the various
possibilities best be communicated to nonfinancial
managers? Is there a tool we can give these managers which will allow them to see the financial
effects of variances from, or alternatives to, the
initial plan?
One possibility is a profit sensitivity graph (Figure 2). This graph shows at a glance the relative
sensitivity of each factor on the projected pretax
profits. The line with the greatest degree of slope
would indicate the most profit- sensitive factor.
Accordingly, profit will be most sensitive to a
change in selling price. Labor cost would be the
next most sensitive, followed by materials cost
and selling expense. Administrative expenses were
not charted because they are believed to be relatively fixed.
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Alternatively, management can quickly see that
an unfavorable varience in selling price of more
than approximately 8% will make the project a
losing proposition, other things being equal. In
other words, the point at which the line for a particular factor crosses the horizontal axis indicates
the percentage a particular factor could vary and
still result in a breakeven state for the project if all
other factors are constant.
If management needs to know the dollar effects
of a change in a factor, these also can be determined from the graphs. For example, a +2.5%
variance in selling price would result in pretax
profits of $52,500. This represents a $12,500 increase over the initial plan.
What if management believes that it could raise
its selling prices by 7.5% and maintain the projected volume if the selling expense budget was
increased by 25 %? The graph can tell us how this
would affect pretax profits. It indicates a $37,500
increase because of the increase in selling price
($77,500- $50,000) and a $17,500 decrease in
profits because of the increased selling expenses
($40,000 - $22,500). We can therefore quickly determine that the increase in pretax profits would
be $20,000, and that this is a preferable alternative

to the initial plan.
This type of graph cannot show all possible factors nor will it necessarily provide any easy answers to business problems. What it can do is provide management with a tool to assist it in its
decision making process. It is a tool that improves
a manager's ability to visualize the effects of various options. Imagine trying to provide numerical
tabulation of all the possible variations that can be
gleaned from such a graph! In addition, the type
of graph that can be used for planning purposes is
limited only by one's inventiveness and the two
dimensions of the graph.
The decision to use traditional or graphic methods, of course, should be based on the preferences
of the users. In some cases graphs may work best
as a supplement to traditional reporting methods
by tracking key financial data. In any event, if
your company or those companies you advise are
not now using graphs, you may want to explore
the use of this tool as an aid to better financial
management.
❑
'George B. Blake. "Graphic Shorthand as an Aid to Managers," Harvard BusinesT
Review. March -April 1978.
Lewis Frumkes, "Organize, Visualize— Remember;' Sky. November 1978.
r W. R. Purcell. Jr., "Accounting That Communicates —Do Managers Understand
and Use Your Numbers ?" A course given by the American Institute of CPAs,
Continuing Professional Education Division. 1979.
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THE CHANGING NATURE OF THE EDP AUDIT
Continued from page 30
dialogue between the system and the user although it eliminates the need for a library of manuals with all the instructions bound in one consolidated collection of instructions. The audit guidelines must consider these new techniques and factors when formulating recommendations.
Expanding the Scope of the EDP Audit
The dynamic changes which are taking place in
the hardware and software available for data processing in organizations will continue to create a
greater need for objective review and control of
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this function. The potential of transferring the collection, control and reporting of information to
functions outside the current EDP activity will
expand the scope of the areas involved in the EDP
audit. As a greater integration of man /machine
systems into the operations of the organization develops, greater emphasis will have to be placed on
standardized guidelines for data processing to
those organizational functions involved. It also
will be necessary to communicate the guideline
requirements to the line management, who will be
responsible not only for supervising these functions but also for evaluating the effectiveness with
which these functions perform their tasks.
❑
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How Las Vegas
Casinos Budget
Contrary to popular belief, casino gambling is
a stable business —for the "house."

By James H. Bullock and Virginia H. Bakay
Forty -nine of the larger hotel- casino complexes in
Nevada generated slightly more than $2 billion of
revenue during the fiscal year ended June 30,
1978. 1 Estimated net operating income before taxes realized by these hotel- casinos equaled 13.7%
of total revenues and 36.2% of owner's equity.
These same casinos employed nearly 60,000 persons during this period, paying them $574.2 million. Overall, the state of Nevada collected more
than $120 million in taxes as a result of 1978 gambling activity.2 Casino gambling is, indeed, "big
business."
Because of Nevada's strong economic performance in the "recession" period of the early 1970s,
other states are seriously considering legalizing
casino -type gambling to bolster their economies.
New Jersey has taken this step, and its experience
will guide the decisions ofother states. Appropriate financial controls for casino gaming operations
become particularly critical when the economic
impact of such operations on the state is significant.
In order to determine the effect of budgetary
planning and control methods on larger gaming
operations in Nevada, we studied 28 major hotel casino properties, most located in Las Vegas. Fiscal year 1978 total revenues of the participating
0025 - 1690/80/6201-3265/$01.00/0

companies is conservatively estimated to be in excess of $1 billion.
Eight of the 28 hotel- casinos do not engage in
budgeting. Because the purpose of the interviews
was to obtain in -depth information about the budgeting systems and procedures used by the various
participants, along with general information about
their financial and operating characteristics, we
interviewed personnel representing the remaining
20 in the spring of 1979.
Hotel- Casinos Are Well- Suited
To Financial Planning
Contrary to what might be expected, casino type gambling is a rather stable industry. It is
well- suited to the use of the same planning and
control techniques that have been widely and successfully applied in other industries. The house
statistical advantage is well- defined for the various
table games, slots, and other gambling activities,
and the relationship between the casino "drop"
and "hold" is remarkably predictable.`; Furthermore, the experiences of at least a few of the companies included in this study indicate that future
revenues and costs can be estimated reliably.
All of the hotel - casinos included in the interviews are licensed by the state of Nevada and are
subject to regulations of the Nevada Gaming
Commission and State Gaming Control Board, inCopyright © 1960 by the National Association of Accountants
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cluding Regulation 6, "Accounting Regulations." that is broken down into monthly segments in orEach licensee is required to establish a viable sys- der to measure conformity to plans. Only one hotem of internal accounting and administrative tel- casino prepares a five -year forecast. Budget decontrols and to submit to the State Gaming Con- velopment may begin as much as five to six
trol Board a written and diagrammatic explana- months ahead or as little as one month prior to
tion of the system of internal control relative to the start of the year for which the budget is made.
gaming operations. Material submitted must be
Most properties use participative budgeting,
accompanied by the report of an independent pub- which assumes that managers are more receptive
lic accountant which states that the systems con- to "making the budget work" if they have a voice
form substantially to state regulations or which in developing the figures for which they are to be
identifies the existence of material areas that don't held responsible. Also, the budget figures tend to
conform. The Board also prescribes a uniform be more reliable when input is obtained from
chart of accounts, accounting classifications and a managers at various levels. Budget development
standard format for financial statements and dis- generally proceeds from the department heads up,
although in a few cases, the controller or some
closures.
Most entities break down their operations into other executive develops the departmental figures
revenue - producing departments, such as rooms, with little input from department heads.
In approximately half the hotel - casinos studied,
food, beverages, sports book, casino (further classified as slots, keno, blackjack, poker, bingo, the annual budget is held sacrosanct with no adcraps, roulette, Big 6, baccarat), entertainment, justments allowed. The remaining properties
rental and other revenue, and service department. make monthly, quarterly, or semiannual adjustsuch as advertising and promotion, telephone, re- ments or revisions to reflect more current inforpairs and maintenance, utilities, security, occu- mation. Although time - consuming, the latter
pancy and corporate expense, and general and ad- practice results in more meaningful variances.
Figure 1 shows a recommended budget develministrative expense. Each revenue - producing
department reflects cost of goods sold, if any, la- opment and approval cycle for a hotel -casino
bor and labor - related costs, and direct departmen- complex. Historical data form the starting point.
tal expenses. Although there are variations in de- Such data should be based on cost classifications
tail, these procedures — especially with regard to to be used to prepare the budget and to report
revenue - producing departments — generally follow actual performance against the budget. The classification system also should provide for distinthe format required by the Board.
Board requirements thus ensure that account- guishing controllable from noncontrollable costs,
ing data will be recorded and reported in detail with controllable costs shown by responsibility
and will reflect a variety of revenue and cost clas- center.
The historical data are only a reference point
sifications and relationships. Furthermore, the
very nature of casino operations, particularly with for developing initial estimates because they reregard to handling huge amounts of cash, dictates flect prior years' inefficiencies so do not provide a
the implementation of strong internal controls. satisfactory base for performance comparisons.
These factors do not, however, ensure that effec- Work standards can be used for some labor catetive financial planning and control procedures ex- gories to help overcome this deficiency.
In addition to historical data, the budget proist nor that the available financial and operating
data will be scrutinized to identify potential areas jections must take into account significant internal
for improving performance. A strong budgetary and external changes anticipated during the budcontrol system is the means for accomplishing the get year. External factors might include the energy shortage or changes in competitive conditions.
latter goals.
Internal factors relate to capital expansion, price
Poor Budget Guidelines
changes, changes in promotional activities, and
The budgetary systems and procedures used by changes in departmental configuration such as
the interviewees vary greatly in degree of develop- discontinuing entertainment or adding a baccarat
ment and apparent effectiveness. Budget proce- table.
dures tend to be poorly defined; only a few of the
What about Standards?
participating companies have detailed budget
Top management's support of the budgeting efmanuals. This absence of clearly defined guidelines for budget development results in poor coor- fort is critical to the effectiveness of the budgetary
dination of the budgeting activity for most of the control system. A well - developed system will fail
hotel - casinos studied. The result is that depart- when this support is absent, or a crude, ad hoc
mental and profit - center budgets often seem to be approach to budgeting can have beneficial effects
developed independently of each other rather than given enough top management "push." Interviewees in 19 of the 20 participating hotel- casinos conemerging from an integrated effort.
Most hotel- casinos prepare an annual budget sidered such support to be "strong" overall even
MANAGEMENT ACCOUNTING /JULY 1980

Potential sales per bottle:
Cost of bottle:
Potential cost in relation to potential
sales:

1.5 oz.
32 oz.
$2
(32 oz. /1.5 oz)
21.3drinks
(21.3 x
$42.60
$6

$2)

($6/$42.60)
14.1%

_

Size ofdrink:
Size of bottle:
Price ofdrink:
Drinks per bottle:

_

though areas of weakness were identified frequently.
Operating budgets most often are based on historical cost adjusted for any abnormalities therein
and for projected differences due to special promotions, expansion and other such events.
There are few efforts to develop budgeting standards. For example, how many rooms should a
maid be able to service in one day? How many
covers should a waitress be able to serve in a given
time period? For an estimated drop, how many
blackjack tables must be used, and how many
dealers are needed per shift to staff these tables?
These areas are virtually unplowed ground for casino labor, although engineered work standards
based on time and motion studies or methods time- measurement have been adopted in the hotel restaurant area. Few properties make use of any
type of standards. Standard work loads, where
used, are based upon experience and common
sense rather than engineering studies or work
sampling. One complex has established such standards for a number ofjob classifications and says
they are beneficial. In a different approach to the
use of standards, the same hotel- casino company
calculates potential costs for its beverage sales.
The actual costs are then compared with potential
costs to determine if the actual costs are within
acceptable limits. The potential cost is based on
the beverage sales potential. The following is a
simplified example of the calculation:

_

A wide disparity between historical costs and potential costs for a given beverage outlet is a signal
for management to review the operation.
In budgeting interdepartmental transactions,
"comps" I are usually recorded at full retail, with
some exceptions in the case of pit drinks and a few
instances of room discounting. Food comps always are at menu rates.
Formal Quantitative Techniques Are Rare
The companies use few formal quantitative
techniques for budgeting purposes although one
entity is using regression analysis in forecasting
food and beverage revenues and has done some
MANAGEMENT ACCOUNTING /JULY 1980

Figure 1
Budget Preparation and Approval Cycle
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correlation studies between conventions and casino drop. Another entity uses time - series analysis
in the budgeting process.
Only one major company, consisting of six
properties, uses flexible budgeting.' Several companies viewed flexible budgeting as a desirable approach, but they had not yet attempted it because
of the difficulty in developing the needed cost data
and lack ofmanagerial understanding of the concept. Two companies indicate that they did not
need to use flexible budgeting because their occupancy rates were too constant. One cited an occupancy level for the hotel that varied between 90
and 9 4 % year- round, while the other —an almost
new facility— claimed an occupancy rate of 99 %.
Cost - behavior analysis to determine how various
costs react to changes in volume is a prerequisite
to the use offlexible budgeting, but only a few of
the hotel- casinos studied have made such analyses.
Although some hotel - casinos are booked almost
constantly, this situation may change with increased energy problems, particularly the gasoline
shortage and price increase. Also, there is evidence that occupancy levels do vary considerably.
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often amounted to little more than a half - hearted
discussion of the items. Two of the participating
companies have not yet incorporated the budget
data into the accounting and reporting system, so
they have not generated variance reports.

Figure 2
Nevada Hotel- Casino Room Occupancy Rate

Budgets Left Too Much to Chance
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Source: Nevada G aming Abstract, 1978, Carson Ci ty, Nev. , November 1978.

During the fiscal year ended June 30, 1978, the
percentage of room occupancy for Nevada hotel casino complexes with more than $2 million in
gross gaming revenue varied from a low of 68.4%
in December 1977, to a high of 93.4% in October
1977, for an average of 85.6 % . The variation is
much greater for smaller complexes than for larger ones as shown in Figure 2.
Budget comparison reports usually are prepared monthly and are available within ten to 20
days after the end of the month. Only a few interviewees stated that the reports were not available
on a timely basis. This situation might have been
cited as a problem more frequently if the reports
were utilized properly for control purposes.
Careful follow -up on budget variances is an essential element of effective budget control. Here
again, top management emphasis is critical. Fewer
than one -fourth of the companies studied have a
consistent systematic procedure for prompt investigation and explanation of variances. In most cases, at least monthly reviews are held in which department heads are asked to explain large budget
variances. Interviewees indicated that this review
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The application of sound budgeting principles
and techniques has developed slowly in the hotel casino industry partly because of the attitude that
casino -type gambling is less susceptible to such
controls. This attitude appears to be changing, as
indicated by the interview finding that most of the
hotel- casinos studied are focusing an increasing
amount of attention on budgeting. Because this
study concentrated on the larger hotel- casino
complexes, the practices observed probably present a more favorable "state of the art" with regard
to budgeting practices than really exists for the
Nevada industry as a whole. Even with this in
mind , the findings indicate that financial planning
and control through the budgeting activity could
be much improved in most entities by management ' s concentrating on several areas:
The overall budget program, including development, approval, reporting, and follow -up
procedures, should be carefully designed and
communicated to concerned personnel. More
effort should be devoted to educating managers
so they can appreciate and understand the budget program.
This effort will help ensure integration of the
various segments of the budget. For example, if
the capital expenditures budget provides for
purchases of additional gam ing devices, the casino d epartm ent b udget should reflect th e expected effect of the se devices on the handle
(the tot al am ou nt wage red) du ring th e m o nth
in which they are to be put into operation.
Although there generally is an a bu nda nc e of
operating and financial data available, there is a

lack of systematic analysis of these data. The
reliability of the budgeted figures is enhanced if
both revenue and cost behavior patterns are analyzed to determine how they respond to various factors. Casino revenues, for instance, are
affected by hotel occupancy, occupancy structure, entertainment and promotional activities,
conventions, and junkets. A few participants
have attempted to measure these relationships.
Based on such analyses, one hotel -casino discontinued its entertainment, used the vacated
space for expansion of its gaming operation,
and stopped catering to conventions. The result
was an increase in casino play with no decline
in hotel occupancy —which already was at
maximum practical capacity. A few other entities had analyzed the effect on gaming revenue
of convention business (including the gambling
MANAGEMENT ACCOUNTING /JULY 1980

behavior of various types of conventioneers
such as dentists, realtors, and others ), junkets,
and entertainment —almost always a losing operation . Sometimes significant policy changes
result , but most of the time managers have only
a vague idea as to the effect of such variables on
casino revenue.
Controlling costs is easier when management
knows how costs respond to changes in the level of activity. Yet, few of the entities studied
have analyzed cost behavior for the purpose of
classifying costs as fixed, variable or semivariable even though such classifications have obvious implications for control purposes. Most entities attempt to provide reports to managers
based on their controllable costs, but their effort is impeded somewhat by their failure to
make more detailed cost analyses . Allocation
and inclusion of indirect costs in departmental
reports, however, is avoided.
3. The hotel - casino operation is well - suited to the
use of flexible budgeting techniques, yet this
approach is rarely used. Failure to make the
types of cost analyses referred to under No. 2
almost precludes the use of flexible budgeting.
4 Hotel -casinos should rely less on historical cost
data in developing budgets. Again, historical
costs contain all the inefficiencies associated
with prior operations. Although historical data
provide a starting point , budget allowances for

future periods should be based on standards
that indicate what costs should be under normal, efficient operating conditions. Such standards, whether based on individual estimates
or on sophisticated analyses ( including engineering studies ), will provide a better basis for
both control actions and performance evaluation than will reliance on historical costs as a
comparison base.
The speed with which hotel - casinos initiate
budgetary improvements probably will depend a
great deal on economic conditions within the industry. Although there is a noticeable move
toward adopting improved techniques, the movement would be more pronounced if profit margins
were suddenly to diminish significantly.
❑
' About 60% of this figure consisted of casino revenues with rooms, rood, and
beverage departments accounting for an additional 13. 14, and 109E respectively.
' State Gaming Control Board, Nevado Gaming Abstract, 1978, Carson City, Nev..
November 1979.

a The -drop" is the amount received from customers who buy chips (the money is
placed in drop boxes): it is representative of the amount of money the customers
were willing to wager against the casino. The "hold" is the percentage of the drop
which the casino wins.
""Comps" are items provided on a complimentary basis. For example, a casino
manager may "comp" the hotel room of a premium customer. The hotel then
would charge the casino the regular rote for the room.
' A flexible, or variable, budget is one in which budget allowances are adjusted to
account for the fact that the actual level of activity attained differs from the pre•selected or expected level. For those hotel-casino expenses which vary in proportion
to s o me m ea s u re o f ac t iv it y, t he f le xible b ud ge t yields m or e mea ning fu l figu re s to

use in assessing performance. For example, if the costs of housekeeping in the hotel
are strictly variable and are known to average 5.50 per occupied room per day, then
the adjusted budget allowance for this item For the month in which room days of
occupancy equal 15,000 would be $7,500. The $7,500 is a reasonable norm against
which to compare the actual cost incurred at the room occupancy level attained.
The expected activity level may have been 18,000 occupied rooms, but it would be
inappropriate to compare actual costs at the 15,000 -room level with a budget allowance based on 18,000 room-days—as would be done using a fixed, or static, budget
approach.

Pu ll=
Are you
a banker
interest
rates
many of
your
money
interestfor
freeyour
thancustomers?
borrow. It's With
unfairhig
buth true
and it's
difficult
foryour
you customers
to control, would rather use
we have the answer.
Third party intervention is the answer. You can call, write, send sales people, and still wind up being paid
when your delinquent determines it's your turn. However, we can prove that a third parry contact to your
delinquent gets immediate response and payment. A third party contact indicates you're serious and your
delinquent realizes he can't stall any longer. But, third party contact by an agency or attorney can cost 25% to
50% of the balance... it isn't affordable. That's true with most, but not Parson- Bishop!
No percen t age fees. You can receive the
benefits of third party intervention and have a
guarantee that no collection will ever cost you
more than $60 regardles s of the balanc e For

example, a $2.000 balance would cost you

$500 to Si,00b with a traditional agency with
...
Parson- Bishop $58.33! Why pay the

difference?
Are we credi ble? P arson -Bishop has
representatives covering most of the country,
inc lud ing o v er 50 m a jo r cities. We ser ve

thousands of clients, which include Fortune
500 corporations, various manufacturers,
wholesalers, distributors, service organizations,
banks, hospitals and wide variety of other
clients.
will
sa v i ng s ,The
ef f e ct
i v everify
ne s s . the
a nd dramatic
p r o f es s i ocost
na li sm o f

'

Please till out and mail for additional information.
'
Name

'

Company Name

'

street
City

,

Telephone

'

Mail to: Parson - Bishop

,

1
State a

lp
'

Department M-4

7870 Camargo Road

our service. Many of these clients have
reduced their delinquent receivables by as
much as 75 %.

© IWO- Paroon- Bishop National Collections, Inc.

MA NA G E M E NT A C C O UNT I NG /J UL Y 1980

Cincinnati, hio 45243

'

39

PRODUCTIVITY —III

A Practical Approach
to Productivity Measurement
Productivity measurements that can be disproved
or which prove to be unrelated
to financial statement results will soon be discredited.

By James L. Mam mone,

Project Manager MAP
This is the third and last article in a series on productivity measurement based on work sponsored by
NAA's Management Accounting Practices Committee. The relationship between measurement on
a national scale and measurements on a company
or component level was discussed in the first article,
an approach to correlating productivity measurement at the company level with income statement
analysis was suggested. In the second article we discussed major conceptual approaches to productivity
measurement and offered a bibliography on the
subject. Here we present a field survey conducted
by NAA researchers, the results of which include
criteria to be considered when implementing a productivity measurement and analysis program.
As part of the MAP project on productivity
measurement, we interviewed executives on their
company's approach to measuring productivity.
As a result of this survey, and other research, we
compiled six case studies and developed criteria
for starting a productivity measurement and analysis program.
It was difficult to locate participants for the in40
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terview phase with true productivity measurement
systems. The systems of the first group of companies contacted were limited to comparisons of
current performance to standards (work measurement). As a result, however, of cooperation received from the National Center for Productivity
and Quality of Working Life (NCP) and the
American Productivity Center, Inc. (APC)', we
were able to identify companies that did have
measurement systems. The participants were cooperative and probably had more advanced productivity measurement systems than most organizations.
The research consisted of in -depth personal and
telephone interviews at eight firms actively engaged in attempting to improve or measure productivity. Brief case studies of the measurement
practices at six of the participants are presented
here. The first two cases illustrate the concept of
partial productivity, i.e., the ratio of total output
to partial input. A familiar example is the output
per man-hour ratio —the labor productivity index.
The third case presents a work measurement system employed by one of the participants. Total
factor productivity (TFP) systems are illustrated
in the last three cases, where TFP is calculated for
one firm at the company level, and at lower levels
in the remaining two cases.
copyright 0 1980 by the National Association of Accountants

Case I —a Simple Ratio
This firm uses what seems to be an overly simplistic measurement. It is the ratio:
Total Revenue
Total Pay
The numerator includes the sum of sales, rental
income, and service revenue. The denominator is
equal to wages plus all associated fringe benefits.
The numerator and denominator are not adjusted
to a base year as it is expected that they will be
equally affected by inflation. Because labor accounts for more than 50% of total cost, the company believes that this measure gives it a good
handle on total productivity.
Case II —a Metal Producer
This company, a leading metal producer, calculates a partial productivity measure — Output per
Employee Hour, which is also referred to as the
Productivity Index (PI). Primary components of
the PI index are first determined by calculating an
Output Value Index, expressed as the standard
cost of producing one pound of metal times actual
pounds produced (Current Output Value) divided by the same standard cost multiplied by the
pounds produced in the base year. The next component is termed an Employee Hour Index, which
is a measure of actual hours worked (Current
Employee Hours) divided by base years hours
(Base Employee Hours). This measure compares
actual hours worked, in the current and base
years, by all employees (production, administration, etc.). The hours for salaried personnel include all hours in a year less vacation, holiday,
etc. Only actual hours worked are accumulated
for hourly personnel. The formula summarized:
Productivity Index =

Output Value Index
Employee Hour Index

In the base year all indices will be 1.00. In subsequent years attention is focused on the changes
from previous years.
The company maintains that its very tight control over capital expenditures and energy costs, in
combination with the partial measurement technique, produces better control over productivity
than if it were to attempt to measure total factor
productivity.
Case III —from a Regulated Industry
This company, because of its position in a regulated industry, must closely monitor labor performance, necessitating the use of an elaborate
work measurement system.
Time and motion studies are used to develop
standards for all practical labor functions. If realMANAGEMENT ACCOUNTING /JULY 1980

istic standards cannot be determined for a job, the
worker is held accountable for its completion by a
certain date or within a specific number of man hours.
To assist supervisors in reviewing performance
of individual employees, a Summary of Employee's Production Report is prepared quarterly. The
headings of the report are:
(1)

Code

(2)

(3)
(4)
(5)
(Col. 1x2)
(Col. 3+4)
Jobs
Std hrs
Applic.
Act. hrs
Product Activity reported per job
std hrs
reported
ivity

The productivity figure above (col. 5) is simply
standard hours divided by actual hours.
In addition to individual evaluations, this system also provides for the evaluation of a group.
All jobs being measured must be reduced to a
common denominator — termed work units. Work
unit values are based upon the time requird for
each job. A comparative yearly report used to
monitor the performance of XYZ Division is
shown in Table 1.
Case IV —an Equipment Manufacturer
This firm, a major equipment manufacturer,
calculated a total factor productivity measure at
the division level. The ratio consisted of dollar
sales (output) divided by the sum of the components of basic inputs which apply to the related
output, consisting of employee compensation, facilities charge, direct material costs, and business
service costs. All values were expressed in terms
of a base year. A listing of the components of the
inputs and outputs, and a description of the pertinent criteria follows:
Output - consisted of sales billed which included:
a. The sales value of products and services
sold to external and internal customers;
b. The transfer value of products sold to other
divisions at cost; and
c. The increase or decrease in the inventory
accounts of unbilled shipments, contract engineering costs and expenses.
2. Employee compensation included:
a. Salaries, wages, bonus and commissions received by employees excluding overtime
and night shift premiums;
b. Related employee benefit costs; and
c. Charges received for employees borrowed
from other divisions.
3. Facilities charge included:
a. Depreciation on plant and equipment
owned;
b. Rental payments for facilities leased from
others, together with related charges for
41

tal factor productivity concept in developing three
measures of efficiency, The first measure is used to
assess the overall efficiency of the firm, the second
and third measures are used to compare the company to the industry and the economy, respectively. The three measures are:

Table 1
Performance of XYZ Division
Yearend
12131179

Variance
from 1978

1. Total work load
(in work units)

3,765

4,501

2. Hours wo rked

3,446

4,331

$21,937

$29,995

$8,058'

1.093

1.039

(—.054)

6.366

6.926

.560

3. Cost
2)

$

2)

736

1. Overall efficiency (firm):

885

Total Output
All Inputs (Labor + Capital + Materials, Rents + Services)

2. Gross Value Added:
Total Output — Materials, Rents + services
Labor + Gross Capital

+

5. Hourly rate (line 3

$

+

4. Productivity (line 1

$

+

+

Yearend
12131178

During the period, labor costs increased by $8,058. Using the
following equation, we can further analyze the increase in
labor costs:
X

Hourly rate

3. Net Value Added:

Payroll
=

Work load
Productivity

Total
increases

6. Increased cost attributed to greater wo rk load:

=

=

The work load for 1979 increased by 736 work units. If 1979
productivity and pay rates had remained the same as in 1978,
the payroll cost would have been:
4501
X
6.366
$26,215
1.093
the actual payroll for 1918
21,937
$4,278

=

=

7. Increased cost attributed to decreased productivity:
4501
X
6.366
$27,578
1.039
payroll cost based on 1978
26,215
productivity and pay rate
-

_

1,363

8, Increased cost attributed to higher wage rates:
4501

X

6.929

=

=

$30,004
1.039
payroll cost based on 1978 pay rate
27,578
and 1979 productivity
2,426
au nar:i

leasehold improvements;
c. Expenditures incurred for standard tools,
patterns and special tools (tooling costs);
and where applicable,
d. The cost of utilities and maintenance materials.
4. Direct materials costs included:
a. Expenditures for raw materials, parts and
devices purchased for inclusion in the end products or for resale including waste and
spoilage; and
b. Expenditures for boxing and packing materials.
5. Business services costs included:
a. Expenditures for certain resources of a service nature (sub- contracted engineering,
drafting and maintenance).
For a sample report comparing productivity in
1979 to 1978, see Table 2.
Case V— Telecommunications Company
This telecommunications company uses the to42

Total Output — Materials, Rents + Services — Depreciation
Labor + Net Capital

All amounts are in terms of constant dollars restated to a base year. The accounting records are
the source of most of the financial information.
The terms used are described this way:
Output —total revenues deflated for price increases to a base year. Indirect taxes (gross receipts, franchise, etc.) are excluded from input
and output components;
Labor —the number of hours worked is obtained from reports to the Bureau of Labor Statistics, and then multiplied by the base year wage
rate including fringes;
Capital —the restated cost of plant, at base year
prices, is multiplied by the opportunity cost of
capital to yield gross capital input. To determine
net value added, economic depreciation is subtracted from the numerator and from the plant in
determining net capital input;
Materials, Rents and Services (MRS)—amounts
are obtained from financial records and are deflated by using average or specific indices. To determine value added, the deflated cost of MRS is
deducted from both input and output.
Case VI —a Food Processor
This large food processor measures total factor
productivity at the plant level using the general
ratio of output to input. Output is calculated on a
value added basis, which consists of:
1. Base year materials (raw and packaging) lost
cost per unit x current year production volume;
2. Base year labor cost per unit x current year
production volume;
3. Base year overhead cost per unit x current year
production volume.
The cost of purchases is not included in the numerator or the denominator. Instead, the cost of
materials lost in production, an important measure in this industry, is separately determined. Input consists of:
Current year pounds of materials (raw and
MANAGEMENT ACCOUNTING /JULY 1980

1979 compared with 1978 idollars in 000's)
1979

Sales bille d

actual values

Price
index'

8,955
2,937
1,440
645

101.1
101.1
101.2
101.2

$13,977

101.1

$13,824

$14,340

5,349

101.1

5_,2
. 8_9

5,841_

1,734
1,089

102.8
102.8

1,686
1,069

2,085
972

2,823
723
8,895

102.8
85.2
100.1

2,745
849
8,883

3,057
771
9,669

P ro d uc t B
P ro d uc t C
P ro d uc t D
T o t al o u tp ut

$

8,859
2,904
1,425
636

8,160
3,993
1,227
960

$

D ire c t m ate r ials

$

B as ic inp ut

D ire c t lab o r
O the r la b o r

$

E m p l o ye e c o m p e ns at io n

$

T o tal b as ic i np ut
P ro d uc t ivi ty s tat is t ic s

O utp u t s o ld p e r d o lla r o f b as ic i np ut

1.556
4.99

P e rc e nt c h ang e f ro m 1978
'January 1979

1.483

100
=

Thus far the discussions in this and the two
preceding articles have centered on overall concepts of productivity measurement, the aggregate
environment in which it best functions, and general approaches used by particular companies as
outlined in this article. What is required at this
time, are some major guidelines to consider when
implementing a productivity measurement and
analysis program designed to lead to beneficial results in the form of productivity improvement.
A substantial commitment of management time
and enterprise resources is necessary to accomplish this objective. The management accountant
can well understand and appreciate the difficulties
involved, but line management should be properly
educated beforehand on the correct answers to a
series of fundamental questions. Otherwise,
though a form of productivity measurement could
ultimately be installed, the results would be meaningless.
The organization (manufacturing, service- relat-

1978

Revalued to Jan. 1979 prices
$

$

P ro d u c t A

Fac ilitie s c harg e

Criteria for Getting Started

1979

O utp ut s o ld

$

The cost of capital is determined by multiplying
net working capital plus net fixed assets (deflated
to base year) by the expected rate of return on
capital expenditures. A Productivity Report prepared by this company is shown in Table 3.

Table 2
Productivity Work Sheet

$

packaging) lost x base year purchase cost per
pound;
2. Current year hourly -rated labor hours worked
x base year average labor cost per hour;
3. Current year number of salaried employees x
base year average salary costs per employe;
4. Current year overhead cost deflated to base
year constant dollars;
5. Current year increases in cost of capital (deflated to base constant dollars) over base year
cost of capital.

The 4.9% increase in productivity indicated on the above report can be
further analyzed in detail on other reports into the following factors:
Reduction in waste and spoilage
Design changes and mechanization
Change in product mix
Change in volume

ed, or non - profit) must be engaged in using quantifiable inputs to produce determinable outputs by
way of a process with sufficient "structuredness"
to enable management to affix responsibility and
obtain agreement on goals through each level of
responsible management. In addition, the organization must accept as a basic tenet in productivity
analysis and measurement that quantifiable and
determinable input /output factors must be expressed in terms of money or numerical units. Organizations whose output may differ due to artis-

Table 3
Productivity Report Plant " A "
(dollars in 000's)
1975

1478

1977

1978

1979

$42.6
.3
25.4

$41.9
.3
25.5

$33.2
.3
19.2

$39.8
.3
22.7

$35.5
.3
19.9

$35.3
.3
19.4

$68.3

$67.7

$52.7

$62.8

$55.7

$55.0

$42.6
.3
25.4

$41.0
.3
25.3

$32.4
.3
26.3
.4

$37.9
.4
28.1
(.9)

$34.2
.3
25.3
(1.0)

$32.7
.3
25.9
(1.4)

$88.3

$66.6

$59.3

$65.5

$58.8

$57.5

1.000

1.017

.888

.958

.947

.956

18.1

17.6

14.5

16.2

13.5

12.5

1980 plan

O u tp ut
R aw m ate ri als l o s t i n p ro d uc ti o n
P ac kag ing m a te r ial s l o s t in p r o d u c ti o n
&

Lab o r

o ve r he ad

T o t al o u tp ut
I np ut
R aw m at e ri al s lo s t in p ro d uc ti o n
P ac kag ing m a te r ial s l o s t in p r o d u c ti o n
L ab o r t7 o ve rhe ad
I nc re as e in c o s t o f c ap ital
T o t al inp ut
P ro d u c ti vi ty in d e x (o u tp ut
+

inp ut)

V o lum e (m il lio ns o f u nits )
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The last
ingredient for a
comprehensive
productivity
measurement
approach is an
integrated MIS.
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tic, scientific or other qualitative characteristics
will find productivity measurement difficult to apply to the total operations.
Finally, before starting on the program of productivity measurement, the organization must be
able to determine which productivity factors are
relevant as indicators of performance and organizational success. For example, there may be a traditional concentration on labor productivity in an
industry in which the capital input exceeds that
expressed in man - hours. Also, some industries
have traditionally focused on output volume per
unit of input when sales dollars per input - dollar
would be far more appropriate. Furthermore, top
management and the responsible management accountant must assure themselves that, within the
organization, all concerned levels of management
are focusing on a comparatively limited number of
productivity relationships which, in total, reflect
organization success.
The last ingredient necessary for a comprehensive productivity measurement approach is a integrated management information system. This may
be accomplished by modifying the organization's
existing cost accounting system. If the organization's accounting system does not include comprehensive cost accounting, additional effort may be
necessary, because the productivity measurement
system should evolve from the firm's cost accounting system. If establishing an accounting
system is required, the central objective should be
an integration of accounting and productivity
measurement concepts. The productivity measurement system must be used to explain changes,
variations from budgets, trends, etc., as indicated
in the organization's financial statements and operating results. Another reason for integration is
to assure validity and integrity of the information
system as a whole. The internal accounting and
administrative controls must be brought to bear
upon the productivity information system. Productivity measurements that can be disproved or

which prove to be unrelated to the results that top
management finds displayed in periodic financial
statements will soon be discredited.
Many accounting systems will be found to be
extremely complete as to dollars and as to quantities, e.g., inventory or units sold. However, there
may well be deficiencies in what might be termed
operating statistics, such as machine hours, quantities of fuel and power consumed, quantities of
input materials not processed through raw materials inventories and the like. Remedial efforts in
this area may be necessary at an early stage of the
productivity project.
The output financial accounts and the administrative statistics may require refinement for productivity measurement. The output financial account data must be in a form in which it can be
tied to the related unit output, as in a thorough
cost accounting system. The output statistics
should be accomplishment- oriented; performance
criteria are needed for comparative purposes and
levels of productivity should not evolve from
make -work output. For example, a service department could perform unneeded repairs or modifications to plant machinery and appear to be very
productive. Similarly, too much aggregation of
the outputs might allow excessive production of
units or unprofitable outputs to mark insufficient
and /or inefficient production of units where genuine demand exists.
The integrated management information system
should be reasonably stable and comparable over
time. The impact of inflation and its relationship
to productivity indexes, stated in terms of dollars,
should be considered when making year -to -year
comparisons or when making a comparison between units of the organization.
❑
'The NCP is a federal agency created in 1973 to encourage more effective ways to
improve and measure productivity. Subsequently. it was terminated, its mission
assigned to other existing governmental agencies. The APC is a privately funded,
nonprofit organization which was recently formed and which is headquartered in
Houston, Tex. With the assistance of corporate and foundation contributions, it is
engaged in developing new ways to measure and improve productivity.
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The use of DSO ratios can help you meet the objectives of a
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In o rd er to pro du ce max im um incoming cash
flow, m an agem en t o f acco u n ts receivable should
b e co o rd in ated with in th e fram ework of a m aster
plan . Th e fun ction can b e b roken down into seven
basic areas of co n cen tratio n : organization, system s, p erson n el, po licy , ob jectives, m onitoring of
perfo rman ce, an d cash flo w fo recasting.
Direct co llection activity with customers should
be h an d led b y train ed co llection personnel. Matters in volving time - con sum in g problem s associated with p ro d u ct q u ality , d elivery, term s and condition s, sh ip ment in tegrity, returns, and the like
sho uld be han dled by ad justment personnel
train ed to investigate an d adjudicate problems.
Th is sy stem o f o rgan izatio n results in specialized
co n centratio n o n th e two critical areas that usually d elay collection s. First, co llec tor s are ab le to
devo te th eir effo rts to collection techniques and
cu sto m er liq uid ity p ro b lem s without getting sidetracked by ad m in istrative o r operational problem s. Seco nd , adjustm ent clerks are able to resolve
noncollection prob lems with o ut getting involved
in a cu sto m er's ab ility o r willingness to pay. Another b en efit m ay accrue because a lower skill and
salary grad e m igh t b e ap p ro p riate for adjustm ent
personn el.
Id eally, the sales and service departm ents
0025. 1690/80/6201 - 2925/$01.00/0

should supplement the efforts of the collection and
adjustment people. One way to encourage help
from the sales an d service depart m ents is to provide incentives in the comm ission arrangem ents
(for example, a provision that final com m issions
will not be paid until the related receivable is collected). A key point: internal collection efforts, includ ing the he lp o f t he s ale s an d s ervice depa rtments, should be exhausted before turning to collection agencies or legal action.
Order entry, shipping, billing, cash application
and other support personnel should be held responsible for assisting the adjustm ent personnel
where necessary. It a lso is im por tant tha t ap propriate norm al lines of comm unication are established between the collection, adjustment and other personnel who m ay be involved in the accounts
receivable activity. In addition, knowledgeable accounting departments provide safety -valve lines of
com m unication for those occasions when the normal lines break down.
Evaluate Trade -offs
The question of centralization vs. decentralization may be answered best by evaluating the
trade -offs involved. Centralization is advantageous when economies of scale are available either
in system s or personnel utilization. Centralization
generally requires a relatively homogeneous cusCopyright

', 1980 by the National Association of Accountants

tomer and business base so the central collection
and adjustment staffs can cope with the problems
likely to arise. On the other hand, decentralization
is advantageous when a high concentration of specialized effort is required to resolve problems and
where there are dissimilarities in customer and
business categories (for example, direct product
sales vs. service sales vs. long -term contract or
systems engineering sales).
The optimum benefit may be obtained by centralizing the accounts receivable data -base operation (in other words, the posting of sales, cash
receipts, and maintenance of customer accounts).
The collection and adjustment personnel can be
decentralized on the basis of the specialized abilities they require to resolve problems of dissimilar
customer and business categories. Reports designed for the specialized information needs of
each collection and adjustment group should be
used to get data from the centralized data -base
operation to the decentralized collectors and adjustors.
A lock box receipts system may be appropriate

when volumes warrant. In addition to lower administrative and direct costs, such a system can
pay for itself through improving incoming cash
flow by eliminating a portion of the so- called
"float time."
A company's accounts receivable system should
be designed to respond to the normal workload,
provide timely information to satisfy internal and
customer inquiries, apply cash properly, provide
for systematic review of customers for creditworthiness, apply "credit holds," and produce useful
and timely data about customer account status
and necessary statistical information about billings, collections, and customer balances. Reports
produced by the system should include agings of
accounts and analysis of actual vs. planned performance by areas of responsibility. The system
should be easy to understand, operate and maintain, and it should be integrated with related systems such as order entry and billing.
Many software companies have developed software packages that provide for all of the above
requirements, and more, at competitive prices. A

A DSO ratio is
an effective
measurement
of the
efficiency with
which net sales
or billings are
collected from
customers.

Figure 1
ACCOUNTS RECEIVABLE
DSO RATIOS
COMPARISON OF DIFFERENT METHODS OF CALCULATION
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Refer to Table 1 for the raw data
used as a basis for the calculations.
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Table 1
A GUIDE TO THE METHODS
Data used (000's)
Current
month

Mo nth

Accounts
receivable

Days outstanding calculated
Method 1
Method 2
Me thod 3

1,000

$10,700

$3,400

$3,300

113

88

88

1,300

11,300

3,500

3,700

120

96

95

Marc h

1,600

12,100

3,900

3,800

115

89

87

A p ril

1,100

12,700

4,000

3,300

95

75

74

May

1,300

13,400

4,000

3,200

87

73

75

J u ne

1,200

13,900

3,600

3,200

84

81

79

J u ly

1,100

14,100

3,600

3,200

83

81

81

A ug us t

1,800

15,000

4,100

3,400

83

75

73

S e p te m b e r

1,900

16,000

4,800

3,800

87

72

63

O c to b e r

2,200

16,900

5,900

4,300

93

66

63

No ve m b e r

2,400

18,000

6,500

4,200

85

59

2,400

19,300

7,000

4,700

89

61

55
59

$

J a nu ar y
F e b ruary

December

$19,300

Method 3:

DSO

=

Net accounts receivable X 91
Net sales or billings of latest three months' period
Net accounts receivable reduced by current and
proceeding months net sales or billings with a
time factor of 30 days being allotted to each
month. For example, December DSO of 59 days
is calculated as follows:
Accounts receivable- December
$4,700
December net sales or billings
(2,400)
November net sales or billings

2,300
2.400

30 Days
=

DSO

.96 X 30

29 Days
=

Method 2:

Net accounts receivable X 365
Net sales or billings of latest 12- months period

=

DSO
=

Method I.

-

By using DSO
ratio you can
forecast cash
flow from the
collection of
accounts
receivable
within a narrow
range of
precision

Net sales or billings
Latest
Latest
12 months
three months

59 Days

Total DSO, representing 100% or 30 Days
of December, and 96% or 29 Days of
November net sales or billings.

company occasionally should review some of the
available packages because it can obtain new ideas
at little cost -or even at no cost.
Even the best systems, however, are vulnerable
to data inaccuracies. The errors can be minimized
by careful design of procedures and controls. In
the sales and order entry departments, procedures
and controls should be designed to prevent duplication of orders, specification errors, erroneous
codings, inaccurate information about ship -to and
bill -to designations, billing terms, sales tax handling, freight charges and routings. In manufacturing departments, procedures and controls
should be designed to minimize late shipments,
shipments of incorrect materials, and shipments
after order cancellation. Proper controls should be
provided in the billing department to ensure correctness of invoice information, including pricing,
codings, billing for freight and sales tax, handling
of partials and addressing. The accounts receivable data -base controls should protect against mechanical errors entering the system.
How to Choose Personnel
Experience is a key factor in selecting employees for those positions that involve higher degrees
of complexity or that require the ability to deal
48

effectively with customers and other people. Formal initial training and continuing on-the-job
training are essential for the master plan to work.
In addition, personnel must be properly motivated, supervised, and evaluated. The use of job
descriptions, mutual agreement upon formal goals
and objectives, and an evaluation system that relies upon comparisons of actual performance vs.
the goals and objectives are necessary to achieve
optimum personnel performance.
Policies and Objectives Must Be Established
Comprehensive policies should be established
with respect to credit and payment terms, credit
approval, credit limits, credit holds, invoicing, adjustments, and issuance of credit memos. Also,
standard terms and conditions of sales and standard forms of contracts should be reviewed, improved upon (ifnecessary), and published as part
of the company's policies for dealing with customers. Procedures for the approval of deviations
from established terms should be spelled out
clearly.
Using DSO Ratios
The lack of a valid common standard which
will apply to companies within the same industry
MANAGEMENT ACCOUNTING /JULY 1980

Figu r e 2
ACCOUNTS RECEIVABLE D AYS SAL ES OUTS TANDING
MO NTHL Y P LA N VS . A CTUA L CO M PA RISO N
(SAMPLE REPORT — UPDATE MONTHLY)
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Refer to Table 1 for the raw data
used as a basis for the calculations.

or even to different categories of business within a
particular company can make the task of establishing measurable objectives difficult. A ratio that
is commonly used is the "days' sales outstanding"
(DSO) ratio. This ratio may be calculated in one
of the following ways:
Method 1:
DSO = Net accounts receivable X 365
Net sales or billing of latest 12-month period

Method 2:
DSO = Net accounts receivable X 91
Net sales or billing of latest three -month period

Method 3:
Net accounts receivable reduced by current and pre DSO = c eeding month's net sales or billing with a time
factor of 30 days being alloted to each month.

Selection of the method often depends on what
others in the same industry are doing so that
meaningful comparisons are possible. Each method probably will give a somewhat different DSO
MANAGEMENT ACCOUNTING /JULY 1980

ratio. Figure 1 illustrates this point. The difference
in ratios among methods can be quite large where
net sales or billings fluctuate significantly from period to period. If net sales or billings remained
fairly equal each period, there would be little difference in the ratios regardless of the method
used. Generally, the methods will indicate a similar trend of improvement or deterioration.
In the hypothetical information in Table 1,
there is a significant upward trend in net sales or
billings, so Method 1 will lag behind the other two
methods in terms of absolute DSO values. An important benefit of the use of the DSO ratio, however, lies in the depiction of trends, not necessarily
in the absolute value of the calculated DSO. The
absolute values are appropriate for comparing actual performance against a targeted DSO.
Once the appropriate formula is selected, objectives expressed in terms of DSO can be established. In setting objectives, a company should
consider any collection or adjustment problems
that may exist, the potential negative impact these
problems may have upon collections, and the
49

Monitoring Performance
To monitor performance, reports comparing actual and targeted DSO's should be prepared by
area of responsibility. For example, an individual
collector's report should cover the customers that
have been assigned to him. It also is important to
have everyone connected with credit, collections
and adjustments working toward the established
objectives. In some cases, it may be difficult to
segregate a specific group of customers for which
an individual or department is responsible, so
company -wide or other broader reporting may
have to suffice.
Each group and each individual should have
specific goals explained to them with an understanding as to where they fit into the total picture.
Chart presentations can be used effectively for reporting performance and in connection with the
explanation of goals.
Figure 2 illustrates this method of presentation.
The chart (in this example, based on DSO Method
2) is updated and issued to management each
month. It compares actual with planned performance and shows how well the actual trend is following the planned trend, thus indicating when
corrective action on the part of management is
necessary. On the example chart as shown, an adverse deviation from plan was noted in February,
so the company took action to increase collections. The effect of that action is shown in March
through June as a favorable deviation from plan.

Subsequent corrective action and tracking continue for the duration of the plan. For example, at
the end of December, the DSO of 61 days tracks
the 60-day plan level fairly closely. As the DSO's
decrease, the company will reach a point where a
higher degree of effort is required to continue to
achieve DSO improvements. The situation needs
watching to ensure that the return expected from
the accounts receivable management action plan
justifies the resources expended.
Another element of the use of the DSO ratio is
illustrated by determining the potential dollar impact on projected cash flows of deviations from
the planned DSO. For example, in December the
actual DSO was unfavorable by one day as shown
in Table 2. As a result, cash flow from collections
was less than plan by $85,000. In other words, if
the actual DSO in December had been equal to
the plan, cash flow from collections would have
been $85,000 greater than it was.
The DSO ratio is an effective measurement of
the
with which net sales or billings are
collected from customers. It is an extremely useful
tool because it enables the company to evaluate
the effectiveness of collection efforts independent
of absolute increases or decreases in the accounts
receivable asset base.
Other information about accounts receivable
also should be included in the reports generated in
connection with an accounts receivable management program. Such information might include
the effect of retainages upon the DSO when that is
applicable and should include account aging data.
Percentages of the aging categories to the total
accounts receivable also are useful, especially
when evaluating the levels of reserve amounts for
potential bad debts or returns and allowances exposures. Table 2 illustrates a receivables aging
presentation in connection with the presentation
of other receivables information.
efficiency

speed with the problems can be expected to be
corrected. The company should take into account
the DSO performance of recognized leaders and
other well- managed companies in the industry
when setting its target ratios. Objectives should be
modified as necessary but not casually because of
the need for a consistent standard against which
actual performance can be measured.

Table 2
ACCOUNTS RECEIVABLE ANALYSIS (SAMPLE REPORT - UPDATE MONTHLY)

J an.

Feb.
Mar.
A p r.
May
June
J u ly
A ug .
Se pt.

Oct.
No v.
De c.

Method 2.•

50

88
90
90
87
85
83
77
75
68
66
63
60

$1,000
1,300
1,600
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efficiency

The Table 2 report depicts an overall view of
the condition of the accounts receivable, including
comparisons of actual historical data from period
to period. Actual DSO vs. plan is shown graphically in Figure 2. Figure 2 normally would be distributed to all levels of management concerned
with receivables, whereas Table 2 is more valuable
to those managers directly involved with the accounts receivable management action plan. In addition to the improvement in the DSO trend that
indicates increasing
of the collection effort, the decrease in the past -due aging percentages is a valid indication that the quality of the accounts receivable asset base is improving. In other
words, the exposure to possible bad debt losses
has been decreasing.
Other information also may be shown usefully
in the report such as the number of items past due
in each aging category and a declining chronological date sequence of the items past due 91 or more
days. This procedure will enable prompt follow up of delinquent items before they move into a
"no hope" category, The previous report formats
and information can be valuable if they can be
broken down and made available for each credit
and collection person's assigned group or groups
of accounts. In this fashion, the performance of
credit and collection personnel can be measured
and compared, and reasonable standards of performance can be determined for each individual,
Cash Flow Forecasting
An advantage of employing the DSO ratio is
that it can be used for forecasting cash flow from
the collection of accounts receivable within a narrow range of precision. Such forecasting is based
on the mathematical relationship between reasonably predictable data such as net sales or billings
estimates and projected DSO levels and the
known current accounts receivable balance.
To forecast a particular quarter's cash flow
from collections, for example, merely divide the
projected net sales or billings for the quarter by 91
days. Multiply the result by the DSO projected at
the end of the quarter to estimate the projected
accounts receivable balance at the end of the quarter. Add the projected net sales or billings for the
quarter to the actual accounts receivable balance
at the beginning of the quarter, and deduct the
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Table 3
PROJECTION OF CASH FLOWS WHEN DSO
METHOD 2 IS IN USE
Problem:
Project the cash flows from collectio ns fo r the fo urth quarter
Measurable variables:
Refer to Table 2.
• Accounts receivable balance at the end of September is $3,800,000
• Projected net sales or billings for the fourth quarter is $7,000,000
• Projected DSO at the end of the fourth quarter is 60 days
Calculation:
1. Net sales 4th Quarter x 60 DSO
91 days
2. Accounts receivable September
3. Net sales or billings 4th quarter
4. Cash f low f rom collections in
the fourth quarter

60 DSO
projected

61 D50
projected

$14,615,000)

$(4,700,000)

3,800,000
7,000,000

3,800,000
7,000,000

$ 6,185,000

$ 6,100,000

The actual collections in the fourth quarter aggregated $85,000 less than the amu
ont projected.
The $85.000 is the quantified value of the difference of one day between the 60 DSO projected
and the 61 DSO actual.

projected accounts receivable balance at the end
of the quarter. The remainder is the amount of
projected cash collections for the quarter. This
modeling technique is illustrated in Table 3. The
advantages of the modeling technique are that it
uses measurable variables and is easy to monitor,
evaluate and adjust. This cash flow forecasting
procedure is even better when the accounts receivable and sales or billing data can be segregated by
categories because different factors may influence
DSO in each separate category. Even overall data
are likely to be more accurate if they are developed from separate data for each category when
categories truly differ from one another.
DSO graphs can be compared against graphs of
other available trend indicators such as the bank
prime rate, rate of capital spending, and money
supply levels such as Ml and M2. In a given industry, various correlations may be noted, permitting improvements in the accuracy of DSO and
cash flow projections.
The importance of accounts receivable management should not be overlooked. Higher returns on
investment and other benefits, such as more accurate forecasting of cash flow, can result from a
good program of receivables management.
❑
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Management Accounting
Research Topics

The National Association of Accountants is soliciting proposals to do research on the following topics in management
accounting:
Behavioral Research in Management Accounting. The
study will cover some or all of the behavioral aspects of
the management accounting profession such as motivation, job satisfaction, organizational role and status and
professional demands and expectations.
Accounting and Management Practices in Small Companies: Depreciation Methods and Strategies, Inventory
Handling, Capital Expenditures and Automation. The
study will address current practices in the operational and
strategic decision- making areas considered and thereby
provide a tool for optimizing decisions in these areas.
3. Board of Directors and Audit Committees: Management
Information Needs and Interface with Management Accountants, Internal and External Auditors. The study will
define the information needed by boards of directors and
their audit committees to fulfill their responsibilities. The
actual extent and nature of the interface between boards of
directors, their audit committees, management accountants, and internal and external auditors, and the adequacy
of this interface will be examined.
4. Descriptive Studies of Business Decision Processes: (a)
New Products, (b) Product Abandonment, and (c) Manpower Planning. Another three releases in NAA's continuing research effort in the area of business decision models. Prescriptive decision- making processes have been
surveyed in NAA's Normative Models in Managerial Decision- Making, 1975. The descriptive studies are designed to
lead to the development of management accounting systems consistent with actual managerial decision - making
processes and uses of accounting information. These studies have been co- sponsored by the NAA and the SMAC
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and such co- sponsoring is expected to continue.
5. Measuring Productivity: Economic, Behavioral and Accounting Aspects. The study is designed to consider the
resources (external and internal) that affect productivity
and to develop a system or systems for measuring effective
resource utilization in the production process. Economic,
behavioral, accounting, theoretical and practical (including case studies) considerations of productivity measurement will be addressed.
Outlines or prospectuses for each of the above topics are
available on request from the Association. The prospectuses
are not all inclusive but are designed to serve as guides to
researchers in developing proposals.
The proposal should indicate the objectives and scope of
the research project. The prospectus should be carefully reviewed so that the researcher adopts a correct orientation in
preparing an appropriate research design.
The research effort must be organized in phases which result in interim reports or products. The proposal must state
the nature of the effort, the deliverable result and the time
period of each phase. The proposal must also describe the
research methodology to be employed —that is, literature survey, mail survey, interviews, case studies, etc.
A prospective researcher desiring more rigorous guidelines
in preparing a proposal as well as in conducting research activity may order NAA's monograph, Research Methodology
and Business Decisions, 1976. NAA awards research work on
a contractual, fee -plus- expenses basis.
A researcher's fees are paid as phases are completed. Expenses are reimbursed as reported. The proposal should list
the fees and expenses associated with each project phase.
Each proposal will receive careful consideration for possible
action by the Committee on Research at its November 1980
meeting. For further information, contact Leonard Porochnia, NAA Research Associate, (212)754 -9895, Proposals
must be submitted by September 15, 1980.
❑
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By Harold E. Arnett
and Donald E. Keller
It was an experiment. It had not been
tried before. It was an outstanding success. Of course, we are talking about the
first NAA European Conference, April
24 -26, 1980, in Paris. The Conference,
held in one of the most beautiful cities
in the world with its centuries -old culture, countless artistic attractions, and
superior cuisine, featured an outstanding program and roster of speakers put
together by Jean Cohen- Scali, conference chairman and president, NAA France, and ably assisted by Roger Blin,
past president of the affiliate. All combined to assure the success ofthis meeting.
Some 225 persons attended from ten
European countries, United States and
Australia. Outstanding speakers covered a wide range of topics designed to
carry through the theme of the Conference: "Management Accounting—Strategies in a Changing World." A major
benefit of the Conference was the opportunity it gave participants to exchange
ideas and develop a feeling of comraderie too often missing in this complex
world.
Strategy for Survival
Martin V. Alonzo, senior vice president, AMAX, Inc., used data and experiences from his company to convey
three basic approaches that can be used
in order to survive and prosper in an
inflationary environment. The extent to
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which each can be used depends to a
considerable extent upon the nature of
the firm's operations, of course, but all,
or a combination, of the approaches
should be given consideration.
Investment strategy — explore for, buy
and develop resources as a hedge
against inflation. A key aspect is timing.
Recessionary periods may offer some
opportunities to negotiate cost- effective
engineering, construction and labor
contracts.
Continue
construction
through the ups and downs of the economic cycle because delays guarantee
higher capital costs because of inflation,
reduced productivity, and recurring
close -down and start-up costs.
Financing strategy —often financing
through long -term obligations and sinking fund preferred stock is advantageous because during inflationary periods such financings are repaid in cheaper dollars. Generally, do not defer
capital investments because of the possibility that interest rates are high and
may decrease in a few years. Project
cost increases due to inflation often exceed savings from a possible reduction
in interest rates.
Operating strategy —The LIFO valuation method can be used to combat inflation. Sometimes, during periods of
Above, three participants in Paris
Conference discuss session. Right,
outside Hotellnter- Continental/. -r.,
Charles T. Smith, Jr., J. Cohen- Scali,
Friedrich Thom4e and Walter Hanson.

oversupply, inventory positions can be
built up advantageously after evaluating
supply- demand projections, production
costs, financing costs, and overall cash
requirements.
NAA President R. Lee Brummet suggested that management accounting
should be viewed as the function or
process which enables organizations,
first, to articulate their objectives in
some detail while keeping a clear focus;
second, to measure and monitor performance and progress toward the fulfillment of these articulated objectives;
and, third, to provide appropriate creditable information to legitimate constituencies. In so doing, accounting impacts on human resources in every organization. It is not neutral and will never
be so.

He recommended that we consider
two of the most basic areas in the setting ofthree ofthe most basic principles
ofbehavioral accounting, and search for
some dependable generalizations. The
two areas are planning and budgeting
and decentralized profit control. The
three basic principles relate first to degrees of participation; second, to levels
of aspiration; and, third, to human and
organizational consequences.
After discussing a number of specifics
related to these broad areas and principles, he concluded by saying that "in
the future we should see, and I think we
will see, accounting performing a broader and more results- oriented function in
our various countries. It will be generally accomplishment- oriented rather than
just profit- or control - oriented. It will
include the assessment of the dynamics
oforganizational human capital. It will
be responsive to our increasing perception of human behavior. I believe we
should all extend our efforts to quicken
this realization."

es ofraising capital needs. In particular,
he pointed out a number of potential
pitfalls in operating in other countries
and the actions which might be taken to
avoid, or at least soften, these pitfalls.
Dr. Thomee emphasized that it is
management's responsibility to plan for
the 1990s now. Of course we do not
know now what the work hours, productivity, worker morality, political climate and social trends will be in the
1990s, other than they all will probably
be different from those of today. Management must consider alternate ways
of organizing employees and business.
Significant events he sees that may
happen in the 1990s include a change in
government's attitude toward business
and unions, a crisis because of national
isolationism, a major capital shortage,
liquidity becoming increasingly important for many businesses, changes in
transportation patterns because of energy cost increases, and increased use of
integrated global information systems.
Herbert H. Seiffert, assistant treasur-

Conference participants dine in Salon Imperial, a historic landmark in Paris.
Plan for 1990s Now
Friedrich Thomee, finance director
Volkswagenwerk AG, using his company as a backdrop, offered some insights
into how management accounting can
be highly useful in operating a company
efficiently and effectively, determining
the most appropriate timing for entry
into foreign markets, and the best sourc54

er, Johnson & Johnson, after briefly giving the background of the Foreign Corrupt Practices Act of 1977, covered the
two major provisions of the act: the
anti - bribery provisions, and the accounting requirements provisions.
He indicated managements should
have a code of business conduct or policy statement on conducting business.
He listed eight specific items which

Management accountants gathered in genera
might be contained in such a policy or
code. A letter from the chief executive
officer of the company should accompany the policy statement stating the purpose of the policy, the background for
having the policy, and a reaffirmation
that it has the total backing of the board
ofdirectors.
Edoardo de Pedys, corporate planning manager, ESSO Europe, Inc., covered four areas related to the world energy issue: Why the energy problem
came about, which are the main features of the problem ?, what should the
industrialized world do ?, and can it be
done?
Technically speaking, the problem
came about because of a major change
from cheap energy based on oil at a
cost - related price to dear energy based
on the perception of the producers that
oil was not an infinite resource and its
value should be related to their own
needs and objectives.
The energy problem is characterized
by two main features. First, and foremost, given the slow entry that alternative sources can make, we must further
conserve energy, especially oil. Conservation alone, however, is not sufficient.
Second, of course, is to act on the supply side, mounting a major effort
toward accelerating the developments of
alternative energy sources over and beyond the current forecasts.
What should the industrialized world
do? The most obvious thing is to price
energy correctly, that is, reflect full
costs and adequate return. There also
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ession during NAA Conference.

may be a need for additional measures
such as selective tax action and mandates, such as giving priority in the use
of oil to those sectors where substitution
with other sources is not feasible.
Can it be done? The answer is "yes ",
provided three fundamental changes
take place: (1) Energy usage must be
limited and more paid for it. (2) A
strong and continuing government commitment to the goal, that translates into
clear policies which planners can take
as basic assumptions with some confidence. (3) A fundamental change in attitude toward cooperation must occur at
various levels such as the governments/
industry, consuming countries, and the
consuming and producing countries.

out increasing output. (2) The surge in
the cost of energy which has comparable adverse effects on costs and profits.
(3) The decline in capital investment in
the U. S. relative to other industrialized
countries.
Most studies of productivity, and of
ways to improve it, have been done in
the manufacturing area. Given that
60% of Americans working in business
work in the service areas and the percentages are similar for other industrialized countries, more needs to be done in
the service industries regarding productivity. The industrialized nations must
vigorously exploit their areas of comparative advantage, those areas in
which they still lead the world. Those
consist of educated, skillful, knowledgeable people —our human capital.
Capital investment must increase.
Systems engineering, designing and implementing systems which permit people to work more effectively, must
accelerate. Management must work to
develop more positive attitudes in the
work force, and sensitivity to this issue
will become increasingly important
throughout the balance of the century.
Michel Euvrard, finance director,
Societe Nationale Industriello Aerospatiale, gave many insights into the difficulties of managing government owned businesses. Political and social
consequences often are paramount in
making business decisions, rather than
profit maximizations.

Increased Productivity the Key
Executive Director W.M. Young, Jr.,
spoke on "The Challenge of Change" at
the banquet, pointing out the changes
which have taken place in NAA over
the years and its present situation and
condition, including the many and varied opportunities and services it provides its members.
Alva O. Way, vice chairman, American Express Co., said that increased
productivity is the path to slowing the
pace of inflation. Too often, missing
from the debate as to how to slow inflation have been remedies focused on the
supply side of the economic equation.
There are three reasons for decreased
productivity in the United States: (1)
Increased government regulation, which
adds to costs and reduces profits withMANAGEMENT ACCOUNTING /JULY 1980

Above, Roger Blin, past president of
Paris Affiliate, reviews notes. At right,
Michel Euvrard listens to
simultaneous translation.

As outlined by Mr. Euvrard, management had to make some very difficult
decisions in the early 1970s regarding
Aerospatiale. These were: (1) how to
handle the serious treasury situation of
a company operating in very bright red;
(2) employee job security often overriding cost cutting; (3) the need to establish a reliable and acceptable management information system; (4) the need
to develop a good planning and budgeting system before focusing on the control system; and (5) the need to keep
goals in mind while operating with a
flexible operating system.
Walter Hanson, chairman of Peat
Marwick International, indicated that
accounting methods do vary from country to country, and financial statements
do not always reveal the information
necessary to disclose the effects of
adopting alternative methods of accounting. Because the nations of the
world are becoming more interdependent, there is a need to harmonize accounting and reporting standards.
There are a number of governmental
and private sector groups trying to do
that, and Mr. Hanson briefly summarized the activities of the major groups.
He pointed out that international accounting standards are never going to
be bought unless they are sold, and they
are not going to be sold unless they can
be shown to meet essential user needs —
they must be seen to contribute to the
usefulness, credibility, and comprehensibility of financial statements.

People in the News
Bob Chapman :'Famed Chairman
at Zieman
Robert G. Chapman, Los Angeles, was
named chairman of the board and treasurer of Zieman Manufacturing Co. He
has been an NAA member since 1949,
serving as Los Angeles Chapter president. in 1956 -57 and NAA president in
1973 -74.

Promotions and New Positions
Ric har d M . Ro d erick, Ban go r, Me., h as
accepted a co n tro llersh ip p o sitio n with
th e D e ad R iv er C o . .. . P h illip B. F o s ter, South Po rtlan d , Me., was nam ed
president o f Talm a, Inc. Bo th are m em bers of So ut hern Ma in e Ch ap ter,
John N. Hartq u ist, Belleview, Wash.,
has been n am ed assistant corpo rate con troller of Paccar, In c: . . . Fra n k B.
Horre ll, Miss io n , Kan s ., h as b een p ro moted to assistan t vice president —con troller's o ffice with th e Marley Co o lin g
Tower Co m p an y .

IS THERE A
DIFFERENCE
AMONG
RECRUITING
FIRMS?
Yes. In service, dependability.
professionalism. At Foster McKay,
our stand ards reflect those
differences.
A high d egree of sensitivity and
perception; an ability to recognize
and evaluate q uality of s kills,
adaptability, s elf m otivation, attitude.
In-dep th id entificatio n and
prescreening of candidates, beyond
the expecte d, until the ass ignme nt is
completed.
The difference, then?
It's all in a name.

U N

foster mckay
� M

n Mp
c.4.

Financial Specialists

535 Fifth Ave.,
New York. NY 10017 (212) 8675780
30 Vreeland Road
Florham Park. NJ 07932 (201) 966.0909
11222 S. LaCienega Blvd.,
Inglewood, CA 90304 (213) 670.6600
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Charles N. Fox, Bound Brook, N.J., has
become manager — financial planning
and analysis for GAF Corp. He is a
member of Raritan Valley Chapter.
Jack B. Levine, Bridgeport, was elected
vice president and comptroller of City
Savings Bank.
David C. Bramer, Bridgeville, Pa., has
been appointed controller for H. L. Ballinger, Inc. He is a memb er of Pittsburgh Chapter.
Howard M. Loonan, Bridgewater, N.J.,
has joined R, L. Stevens Associates, Inc.
as president. He is a member of Raritan
Valley Chapter.

CHAPMAN
Los Angeles

PAVELSKY
Rochester

Fr an k A . Ram pin o, Br ooklyn , N.Y., is
now co n troller of St. Johns Episcopal
Ho sp ital. He is a m em ber of the Brooklyn- Queens Chapter.
Dennis L. Mur doc k, Cedar Rapids, has
been app ointed assistant general m anager o f th e Centr al Iowa Power C ooperative.
Dan Hackney, Charlotte, N.C., was
nam ed president of Crystal Packaging
Co rp . He is a past president of Charlotte
Blu e Ch apter. , .. E r ne st B. W hit e ha s
been n am ed vice president for Barclays
Am erican /Com m ercial. He is a member of Charlotte Gold Chapter.
Gerald J . Miller , Chicago, is now a
man agem ent auditor with the U.S. General Acco unting Office. He is a m em ber
of Bu ffalo Chapter.
Mich ael Sousa, Cum berland, R.I., is assist an t co n tro lle r at An ne & Ho pe. He
is a m em ber of Fall River -New Bedford
Ch ap ter.
Fred erick Gra swald, Danie lson, Conn.,
was named tre as ur er of D elta Rubber
Co. . . . Paul D. Straight, Pawtucket,
R.I., is now corporate controller of

Cooley, Inc. Both are mem bers of Providence Chapter.
Ro b e rt P . Hensley, Dayton past president, was elected assistant treasurer of
Dayton Malleable, Inc.
John J . Radlinger, Decatur, Ill., was
nam ed group controller for Archer
Daniels Midland Co., Gary L. Bachm an wa s nam ed division cont rolle r for
the Soybean Division of A D M , and
Richard L . Wetherell is now division
controller for the Corn Sweetners Division. All are mem bers of Sangamon
Valley.
D. Edward Sparber, Derry, Pa., has
joined Pr yse Machine and Ma nufacturing Co. as president. He is a m ember of
West moreland Count y Chapter.
Dona ld J. Bru sh, Des Moines, has been
named vice president —trust of the
Iowa -Des Moines National Bank. . . .
Robert D. Hayes has been nam ed assistant controller at Hon Industries. . . .
Duane A. Willie has been appointed division controller at A M F Lawn and
Gar de n Div.
Preston Hopper, Detroit, has joined
Michigan Wisconsin Pipeline as general
auditor. . . . Pa tr ic ia A . Sr igle y is n ow
assistant adm inistrative officer of the
Natio nal Bank of De troit Tro y Bra nch.
. George B. Roberts is now vice president— finance of the Autom otive Division o f Grow Group , Inc.
Gerald T. Pryse, Eau Claire, Wis., is
now senior vice president of the Am erican National Ba nk a nd Trus t Co . He is
a m em ber of Northern Wisconsin.
Julian N. Freedm an, Elm wood Par k,
N.J., has been prom ot ed to vice p resident of Newspaper Business System s.
He is a m em ber of Essex Count y.
Ray m on d J . S aus er, J r., Eu gen e, Ore .,
has been appointed quality control m anage r fo r J. W . Ca llah an & C o. He is a
mem ber of the Eugene - Springfield.
Raymond E . Wright, Evansville past
president, has been elected a vice president and nam ed general m anager of the
Therm oplastics Division o f t h e Fer ro
Corp.
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Kenneth S. Fujinaka, Hawaii, has been
promoted to senior vice president and
treasurer for Honolulu Federal Savings
and Loan Assn.
Gary N. Benfield, Hickory, N.C., was
named plant controller of Superior Cable Corp. He is a member of the Catawba Valley Chapter.
Thomas J. Ferguson, High Point, N.C.,
has been appointed vice president of administration and controller of Monarch
Furniture. He is a member of Piedmont
High Point Chapter.
Michael Killeen, Irvington, N.Y., has
been promoted to controller by the
Burnham Corporation. He is a member
of Westchester Chapter.
Ken M. Wahl, Jacksonville, has been
named controller for WJCT -TV.
Gerard T . Pavelsky, Leicester, N.Y,,
has been named corporate controller of
CPAC, Inc. He is a member of Rochester Chapter.
William T . Frain , Jr., Manchester,
N.H., is now comptroller at Public
Service Company. . . . Richard McInnis, Milford, N.H., has been promoted
to corporate controller at Hitchiner
Manufacturing. Both are members of
the New Hampshire Chapter.
Lorne D. Walker, Milford, Mass., is
now corporate manager of accounting,
budgeting and analysis with Water Associates. She is a member of the Boston
Chapter.

Bu n k er R am o Corp. He is a mem ber of
Ca lu met Ch apter.

Joseph D. Cantrell, Orlando, Fla., has
been elected treasurer of Sentinel Star
Co. .. - Eugenio S. Delmonte is now
controller for Sentinel Star Co. Both are
members of Mid- Florida Chapter.

Charles David Bushley, New York, has
been named director of corporate budgeting for Merrill Lynch & Co. He has a
Certificate in Man agem en t Acco u n tin g.
Fran k J . Gallo , No rristo wn , Pa., has
joined A. P. DeSan n o & So n , In c., as
corporate manager of accounting and
taxes. He is a m em b er o f No rth Pen n
Chapter.
Eugene P . Seifer t, Oak Broo k, Ill., was
elected vice p resid en t an d treasu rer o f
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Steve Wells, Owensboro, Ky., has been
named comptroller of the Owensboro
Federal Savings & Loan . He is a member of the Owensboro Area Chapter.
Richard Ross, Pittsburgh, has been
named vice president -controller - treasurer for Bakaert Steel Wire Corp.
Richard M. Brooks, Portland, Ore., was
named senior vice president and chief
finance officer of Amfac Inc., based in
Ho n o lu lu , Hawaii. Jo hn W . Lightowler
has been named vice president of finan ce fo r E. G. Stassens Realtors. Both
are memb ers of Portland Wi llamet t e
Ch ap ter.
Jo h n F. Drain , Poughkeepsie, N.Y., has
b een p ro m o ted to controlle r of Central
Hu d so n Ga s and Electric Co. H e is
presiden t of Mid- Hudson Chapter.

"FED UP"

with corporate po litics? loin the ■
leader in Business counseling!
The PBS program has enjoyed 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 practices, streamlined
by our own computer systems.
PBS will provide...
- Training Seminar *Computer Service
- Starter Kit - Annual Tax Guide - Marketing Film - Support & Consultation
• Fairchild Projector • Wats Line
"Dial -An- Answer" - 3,000 Qualified
Leads - Monthly Tax Newsletter - Sales
Presentation Kit - Travel, Meals &
Lodging - Training Manuals - Your InHouse PBS Computer (Optional)
Totallnvestment $10,500.
For more information and a sample 1111110
startup kit, call now, toll free.
800/638 -9390. In Maryland, call
301/727 -4600.
Thomas J. Morris Ill, V.P.
Professional Business Systems
Suite 253 /The World Trade Center
Baltimore, Maryland 21202

PROFESSIONAL
BUSINESS
SYSTEMS, INC.

MAYBE YOU'RE HAPPY WITH YOUR
ACCOUNTING /FINANCIAL JOB TODAY...
But what about later? You may begin to feel cramped or
underutilized. You may want to live In a different part of the country
or be part of a larger or smaller firm.
It really is easier to look for a new position when you already have
one. And Accounting Financial Associates makes it even easier.
We're asked by small and large companies across the country to
refer talented professionals to them for unpublished positions.
You can contact an AFA representative to confidence anytime, even
it you're not actively seeking a position. We will be your eyes and
ears to immediate and future opportunities.

Jerome L. Langenecker, Milwaukee,
has been elected vice president of finance for The Brady Company. He will
continue as secretary -treasurer,
Donna M. Niewola, New Bedford,
Mass., is now assistant controller at Aerovox. She is a member of the Fall River -New Bedford Chapter.

0 ACCO UNTANTS1

Let us help you open up your career options The day that you're not
"quite happy" about your current job could be anytime.
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ACCOUNTING PERSONNEL
C O N S UL T A N T S O F D A L L A S
Da ll as , T x
1214) 386 -4770
R O C K Y M O UN T A I N
R E C R UIT E R S
De nv e r, C O

13031321 -8005
COMPASS. INC.
Hartford. CT
12031549 -4240

ACCOUNTING PERSONNEL
OF MINNESOTA
Mp l a ., MN
(612) 544 -1005
A C C O U NT IN G P E R S O N NE L
C O UNS UL T A NT S O F
NE W O R L E A NS

41�c,�,C),� i

PASSAGE A ASSOCIATES
Seattl e, WA
ii>Orr�!•):,�1;1100
-

A C C O UN T IN G A F IN A NC IA L
P E R S O NN E L
So u th f i el d , MI

New Ortaans, LA
(504) 581 -7800

(3131353-1161

CAREER ASSOCIATES. INC.
N. Miami, FL
(305) 893 -0810

CFA ASSOCIATES
PERSONNEL, INC.
Syracuse, NY
(315) 463 -5225

ACCOUNTING PERSONNEL
Pittsburgh, PA
(412) 261 -1015
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Who reads
MANAGEMENT
ACCOUNTING?

John E. Harper, Raleigh, N.C., has
been named corporate comptroller of
L. P. Cox Company, Inc. He is a member of the Raleigh Area Chapter.
Jeffrey S. Loeb, Richmond, has been
promoted to controller of Wards Co.,
In c . . . . Edward J. Mazur has been appointed state controller for the Commonwealth of Virginia.

r

A
JO S E P H L . BR U MIT

Staff Vice President, Special Services
Trans World Airlines

TWA
"Managem ent c ontrols in today 's
business are determined by its
financ ial c ontrols, " says Mr. Brumit.
"I read Management Accounting to
update my knowledge of the
techniques, systems, hardware and
services I need. I recommend
Management Accounting to all who
would become financial leaders. "

Mr. Brumit is responsible for TWA's
worldwide outside service contracts
and oversees management and
technical service agreements with
other air carriers.
After serving in numerous capacities
within TWA's Controllers Department
he was named "General Manager Ethiopian Airlines S.C." under a TWA
management contract. On his return to
TWA, he moved into TWA's marketing
management, serving as Regional Vice
President -Far East, Regional Vice
President - Western and Staff Vice
President - Industry Affairs, reaching
his current position in 1979.
He was President of the National
Association of Accountants in
1965.1966.
Mr. Brumit i s one of the

25,000

top financial ex ecutives
leading our

90,000

read ers at all levels of bus iness.

MANAGEMENT
ACCOUNTING
919 Third Avenue, NY, NY 10022
(212) 7 54.9785
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Member -at -Large

Sangamon Valley

William T. McCarter, Rootstown,
Ohio, has been named controller of the
Aluminum and Magnesium Plant for
A. C. Williams Co. He is a member of
Cuyahoga Valley Chapter.
William F. Waechter, San Antonio, is
now controller for La Quinta Motor
Inns.
Thomas F. Bibb, San Antonio, Tex., has
been promoted to executive vice president— administration at Conroy, Inc.
He is a Member -at- Large.
Luther E. Ewing, Shreveport, has been
promoted to manager of the tax department of Arkansas Louisiana Gas Co.

hi

Steven J. Albano, Rochester, has been
named corporate controller of Pennant
Products ... Harry E. Hooley, Jr., was
elected vice president — financial planning of B ausch & Lomb .... Paul M.
Skeels is now treasurer for Spectrum
Office Products, Inc. . . . Richard A.
Vaccaro has been promoted to manager,
general accounting at Mixing Equipment Co. ... Mark T. Wilgus is the new
controller of the Abrasive Brush Division, Schlegel Corp. , , . Paul J. Worthington has been elected assistant vice
president — controller of
Dollinger
Corp.
Three Rockford members have been
named at Barber - Coleman Co. Ronald
L. Blomquist has been named director
of accounting and budgeting, Michael
L- Moore has been promoted to internal
audit manager, and Charles M. Valentine has been made divisional controller
of the Environmental Controls Division.

William E. Barfield, St. Louis, has
J oined Hardy Salt Co. as assistant controller. . . . William E. Faulkner has
been promoted to controller of St. Joe
Lead Company. . . . Terrence J. Fyfe
has joined Anchor Marketing, Inc. as
assistant controller.... Robert W. Godwin is now assistant controller of Boatmen's Bancshares Inc. . . . George L.
Sachs, Jr. was promoted to executive
vice president of Cutting Tools, Inc....
Thomas J. Size was named general
manager of the Furlsten Nut Division of
Pet, Inc.
Richard D. Carlton, Tucson, has been
promoted to assistant controller for the
Arizona Daily Star
Carolyn J. Peck, Utica, N.Y., has been
appointed assistant treasurer of Homestead Savings and Loan. She is a member of Mohawk Valley Chapter.
David L. Zimmerman, Willcox, Ariz.,
has been promoted to assistant general
manager of Cyprus Johnson Copper Co.
He is a member of the Tucson Chapter.
Susan J. Glazier, Windsor, Conn., is
now manager of cost and budgeting at
Stanadyne. She is a member of Hartford.

Donald Dobrindt, Youngstown, Ohio,
•THRUINDEPENDENTCORRESPONDENCESTUDY' has been appointed secretary of Metal
*GRADUATES QUALIFY FOR ADMISSION CA BAR,
Carbides Corp. He is a member of the
U S Federal Courts, U S. Supreme Court, U. S Tax
Courts plus Administrative Courts as CA Attorney
Greater Youngstown Area Chapter.
*CALIFORNIA RESIDENCY NOT REQUIRED
• REGISTERED LAW SCHOOL. State of California.
Committee of Bar Examiners.
Nationwide toll -free

Calif. Residents

800 -423 -4530

213 -795 -5558

SOUTHLAND LAW SCHOOL
69 N. Catalina, Dept. E33
Pasadena, California 91106

Organkation Service
John F. Ruffle, New York, was elected
to the board of directors of the Student
Loan Marketing Assn. (Sallie Mae). He
is executive vice president and comptroller of Morgan Guaranty Trust Company of New York.
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Author
William J. Tebeaux, Houston, has coauthored a college -level mathematics texbook, Operational Mathematics for
Business. He is a manager with Southwestern Bell Inc.

Emeritus Life Associates
Irwin Albrecht, St. Louis.
Emile A. Alt, New Orleans.
Elmer A. Andrews, Eugene - Springfield,
Jack P. Blair, Kansas City past president.
James F. Braswell, Piedmont Winston Salem.
Robert G. Brennan, El Paso.
C. Arnold Carlson, Oakland County
past president. Stuart Cameron McLeod
Society.
Hubert E. Clark, Reading.
Robert J. Connor, Cedar Rapids.
Frederick R. Cronmiller, Delaware.
Sydney C. Dalcher, Charlotte Gold past.
president. SCMS.
T. F. Ellis, Evansville past president.
Frank F. Foster, Bangor - Waterville past
president
H. Leon Frantz, Reading.
I..inwood A. Fuller, Jr., St. Louis.
Harvey A. Gobis, Milwaukee.
Milton L. Grout, Seattle past president;
past national director, 1953 -55.
John G. Herbst, St. Louis.
Fred Hupp, Jr., North Penn.
Walter R. Klinger, North Central Ohio
past president. SCMS.
Robert E. Koe, Bridgeport.
Glenn T. Kunz, Rochester.
Frederick A. Loesing, Member -atLarge, USA.
Daniel E. Malone, St. Louis.
Frank V. McConkey, Jr., York past
president. SCMS.
Thomas E. McDonald, Buffalo.
John W. Parthum, Detroit.
Ervin N. Peterson, St. Paul.
Marie Pflederer, Peoria.
Alex F. Ryback, Bridgeport past president. SCMS.
Angelo B. Rucci, Hartford.
Paul A. Selzer, Cincinnati.
Fred J. Sengstacke, New York past
president; past national director, 196163; past national vice president, 196566. SCMS.
Fred O. Sloane, Cleveland.
Robert C. Smith, Member -at- Large,
USA.
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F. L. Smithson, Fort Wayne.
John J. Valentino, Mid - Hudson.
Malcolm B. Varney, Brooklyn- Queens
past president; past national director,
1953 -55. SCMS.

does not meet the criterion of "services provided in connection with the
audit function," as was stated in SAB
No. 25.

In Memoriam

IASC Issues Three Papers

Ivan M. Bremer, 61, Member -at- Large,
USA, 1978.
T. Bunting, Jr., 68, Philadelphia, 1941.
W.A. Caddick, 76, Evansville, 1944.
Vernon W. Campbell, 55, Peoria, 1973.
G. Howard Chappell, 74, Buffalo, past
president, 1935. Stuart Cameron
McLeod Society. Emeritus Life Associate.
P.M. Chiz, 60, Lehigh Valley, 1952,
Donald H. Cothard, 59, Buffalo, 1968.
Robert N. Grube, 52, Rochester, 1961.
Raymond J. Hannon, Albany. ELA.
H. Graham Hartzell, 53, Member -atLarge, England, 1953.
Wilbert H. Hembree, 64, Atlanta Central, 1946,
Donald C. Heverin, 52, Louisville, 1959.
Jenny Hodge, 67, Pomona Valley, past
president, 1968. ELA.
Albert Kramer, 59, San Fernando Valley, 1968.
Franz E. Miller, 62, Long Beach, 1957.
Harold L. Mizisin, 71, Northwestern
Michigan. ELA.
Karlene N. Reed, 59, Kokomo Area,
1976.
Raymond L. Schneider, 53, Toledo,
1961.
Lee Roy S. Simmons, 66, Spokane Area,
1956.
Viva E. Smith, 59, Mt. Rainier, 1977.
William R. Tabler, 88, Mason - Dixon,
1947. ELA.
Franklin A. Tober, 66, Buffalo, 1940.
ELA.

The International Accounting Standards Committee released for comment an issues paper and two proposed standards. A discussion paper,
"Disclosures in Financial Statements
of Banks," has two main sections:
(1) a consideration of the need to
harmonize bank reporting standards
and (2) guidelines for the development of disclosures in financial statements of banks. The comment deadline is September 30.
Exposure Draft 15, "Reporting Financial Information by Segment," focuses on two key aspects of a company's operations . . . industry segments and geographical segments. A
company would provide information
about both if they are applicable to its
operations. Industry segment information would be based on general
groups of products and services or
types of customers. Geographical
segment information would be based
on the locations of a company's operating units and markets. Firms complying with FAS No. 14 regarding segment reporting also would be in compliance with IASC ED 15. Comments
are requested by September 30.
ED 16, "Accounting for Retirement
Benefits in the Financial Statements
of Employers," would permit either
the accrued - benefit method or the
projected- benefit method to be used
for allocating current service costs of
retirement benefits over the working
lives of covered employees. The accrued- benefit method calculates benefits based on services already rendered; the projected- benefit method
is based on both service already performed and yet to be performed. Also
covered in the proposal are the accounting treatment of past service
costs, effects of changes in actuarial
assumptions, frequency of actuarial
valuations, and various required disclosures. Those following APB Opinion No. 8 on pension plan costs would
be in compliance with this proposed
standard.

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 10
auditor's review of internal accounting
controls for the purpose of determining the adequacy of the system or reviewing procedures for making such a
determination qualifies as being related to the audit function. The SAB reasserts that designing or redesigning
an internal accounting control system
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Or is y ou r situ atio n simp ly th at so m e m em b ers of your staff have knowledge gaps or need a refresher? If you are
in terested in an y o f th e activity areas listed b elow, the continuing education faculty of the National Association
of A cc o u n ta n t s can help . Th ey are ready to bring their expertise and experience on 34 different financial
m an a gem e n t su b j ect s righ t to y o u r d o o r.
NAA estab lish ed its In -Ho u se Pro gram sp ecifically for organizations where em ployees can't be spared the tim e
away o r wh ere th e ex p en ses o f travel p ro ve to o costly for training budgets. In these days of soaring travel costs,
do es n 't it m ake sen se t o p a y t h e e x p en ses o f one inst ruct or rath er t han 10 -20 participants?
If w e b r in g th e co u r se t o y o u , it will b e co n ducted on yo ur o rgan iz at io n's p ro pe rt y, a t a ho te l nea r you , or
wh erever y o u ch o o se. Yo u 'll set th e tim e sch edule, too — daytim e, e venings, or a weekend.
Yo u r p eo p le wh o p a rticip ate will rec eive a ll the cours e m at erial that p articipants at one of NA A's tim e - t ested
Co n tin u in g Ed u catio n Pro gram s receive. A set of readings to prepare for the course will be provided in advance
fo r eac h p a rticip a n t.
Call (o r send co u p o n belo w) No rm an Had ad at the NAA office, 919 Th ir d Ave., New Yo rk, NY 10022,
telep h o n e (212) 754 -9757 to learn th e d etails of this cost - effective program .

HERE ARE 34 COURSES WE
CAN BRING TO YOU.
17 Managing by Objectives for the Financial

1 Budgeting and Performonce Reporting for

_

r

Service Industries
2 Internal Control for Management
Accountants

Manager
( Mr. Norman Hadad
18 Corporate Income Tax Principles and Policies
National Association of Accountants
19 Economic Evaluation of Capital Expenditures ( 919 Third Avenue, New York. NY 10022

3 The New Accounting for Leases
4
Developing
and Using
Costs
5 Flexible
Budgeting
andStandard
Performance

20 Effective Cash Management
21
Financial Accounting
Standards
Review
22 Inventory
Management
and Control

Reporting
6 Planning
Direct Costing
and Contribution
Accounting
7
and Control
of the Maintenance

23 Material Requirements Planning
24
Auditing
25 Operational
Problem Solving
Methods for Accountants

Please send me more details on the I
I ❑following courses(s)
I
(

__

' 11 Please call me to discuss our par -

I

Function
8 Accounting for Planning and Control of Not
for Profit Organizations
9 Management Accounting for Banks
10 Management Accounting for Hospitals
11 Modern Budgeting Methods for Local
Governments and Nonprofit Institutions

and Administrators
ticular situation.
26 Zero -Base Budgeting
I
27 Fundamentals of Management Information
Systems Design
Name
28 Data Processing- Concepts and Information
Systems Design
Title
29 Computer Security and Internal Control
Company

12 Retail Financial Control Systems
13 Management Accounting for Nonoccountants
14 Long -Range Strategic Planning and Analysis
15 Financial Aspects of Long -Range Planning
16 Accounting Information for Pricing Policies
and Decisions

30 Management Science for Budgeting and
Profit Planning
31 Statistical Sampling for Accountants and
Auditors
32 Communications and Reporl Writing
33 Oral Communications Skills and Techniques
34 Time Management

Address
City
State

L

I
_

-Zip

Telephone

The courses offered by NAA are accredited by the Council for Noncollegiate Continuing Education.

Creating Oil from Air
In the late 1950s, Allied Crude Vegetable Oil Refining Corp. had vegetable oil stored in its tanks. It entered
into field warehousing agreements
with several warehousing companies.
By late 1963, warehouse receipts for
almost two billion pounds of vegetable oil were outstanding, even though
the tanks contained only 130 million
pounds of vegetable oil. The nonexistent 1.8 billion pounds of oil were
worth about $175 million, thus making
MANAGEMENT ACCOUNTING /JULY 1980

The CMA has become the newest
measure of professionalism in management accounting. More and more
companies are looking to CMA holders
for favored management positions.
Questions and answers of prior CMA
examinations are available in bound
copies. The answers aren't official, but
they've been prepared by experts in
the fields covered by the examinations.
As such, they represent well - considered
responses by qualified
professionals to the
issues raised in the
examinations.
all

this case the first nine - figure swindle
in decades.
How can an inventory be overstated by a factor of 15? For one thing,
the various warehousing companies
kept pads of their blank warehouse
receipts on Allied's premises in an unlocked cabinet in the office of an Allied employee. It was simple to steal
and forge these blank warehouse receipts. By November 1963, about $40
million in forged warehouse receipts
were outstanding.
Most of the other 1.4 billion pound
overstatement involved deceiving auditors about just how much oil was actually in the tanks. Tank contents
were customarily measured by climbing the 42 -foot tank and measuring
the distance between the tank top
and the liquid surface with a tape
measure. If the tape read 15 feet, that
meant there were 27 vertical feet of
liquid in the tank. It was customary for
an employee to operate the tape and
call out the tape measure to a warehouse company employee. It was
also customary for employees to
short the measure by 10 to 20 feet,
creating between a fourth to a half
tank of oil out of air, and apparently
this went undiscovered by the auditors prior to November 1963.
These are only the simpler devices
used in the salad oil scandal. Next
month's column focuses on other devices to overstate liquid inventory. f

Let us help ■
make the ■
CMAa
reality for you
■

How effective are accounting controls
for a field warehouse? Not very effective, one might say in the context of
the salad oil scandal of the early
1960s. In this, the first of two columns, we describe a case in which
few accounting controls worked. The
resulting losses are estimated at between $150 million and $200 million,
net of insurance proceeds.
Those unfamiliar with field warehousing can quickly grasp the basic
ideas involved. A company surrenders control of its inventory storage
facility to an independent warehousing company. Based on its count, the
warehousing company issues receipts representing the quantity of
goods in storage at that facility. By
carefully checking inventory movement and by frequent audits, the
warehousing company keeps the receipts in line with the goods on hand.
Meanwhile, since the receipt may be
pledged as collateral or sold, it passes through many hands and eventually is sold to a company wishing to
take possession of the goods. The
holder presents the receipt at the
warehouse and hauls away the
goods.

'

The Liquid Inventory that Wasn't There

Should
there be i
Certificat
inManagement
Accounting in
your future

M A I L F O R M A N D R E M I TTA N C E TO
Nati onal Assoc i ati on of Ac c ountants
Speci al Or der D ept.
919 Thi r d Ave . , N. Y. , N. Y. 10022

`

I

Cer ti f i c ate i n Management Ac c ounti ng
Exami nati on Questi ons and Unof f i c i al Answer s

I Ouan.
I

No.
7359
7467
7577
79115
7683
7788
77 94
78103
791 12
791 16
801 19

D ate
Pgs. Price
Dec. '72
56 4. 00
Dec. '73
56 4. 00
Dec. '74
62 4. 00
' 72 - ' 7 3' 74 18 2 8. 00
(c ombi ned)
J une ' 75
74 4. 00
J une ' 76
76 4. 00
Jun o '77
73 4. 00
Dec
66 4. 00
June ' 78
71 4. 00
Dec. ' 78
72 4. 00
June ' 79
85 4. 00

Tot al

I

Total
10% Member D i sc ount

The accounting events presented
here are not representative of usual
practice and are recounted only for
educational purposes. This information is not intended to embarrass or to
reflect on the ability or performance
of any person or organization.

TO T A L
Name

'

Address
Ci ty , State, Zi p
Chec k enclosed
Mem be r Ac c t. N o.

[_

Money or der

I I I I I I II
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L i b r a r y B N E F REVIEWS OF NEWS PUBLICATIONS

The Art of Software Testing
Glenford J. Myers, John Wiley & Sons,
605 Third Ave., New York, NY 10016,
1979, 178 pp.— Although it is possible
to discuss program testing in a theoretical sense, this book is intended to be a
practical handbook for the professional
programmer or student of computer science on how to test a program.
Auditing Standards and Procedures
9th ed., Arthur W. Holmes and David C.
Burns, Richard D. Irwin, Inc., 1818
Ridge Rd., Homewood, IL 60430, 1979,
876 pp.—The authors present conventional auditing standards and procedures in the context of an analytical
audit - planning and decision- making
methodology. This new emphasis on audit methodology should help the reader
understand how the audit fits together
and why various procedures are performed in practice.
Zero -Base Budgeting: a Decision
Package Manual
L. Allen Austin and Logan M. Cheek,
AMACOM, 135 West 50th St., New
York, NY 10020, 1979, 207 pp.—This
manual was produced in response to a
need for an opportunity to examine and
compare the actual practices, procedures and zero -base forms of various organizations that have successfully installed a zero -base budgeting system. In
it., the authors present sample decision
packages and ranking sheets from many
public and private organizations.
Taxes and You
Charles A. Nickerson and James F. Nasuti, McGraw -Hill Book Co., 1221 Ave.
of the Americas, New York, NY 10020,
1979, 344 pp.—Not intended as a tax
manual, this authoritative work instead
features concise and thorough explanations of the fundamental concepts and
structure of federal taxation, emphasizing taxes and the individual. The book
focuses on the principal facets of the individual's income tax, social security,
estate and gift taxes.
82

Any book reviewed here is available
from the NAA Library . Members may
borrow books fora two -week loan period
by mail, telephone or personal visit. Address Ms. Elton Shappe, Manager, Li•
brary Services, NAA, 919 Third Avenue,
New York, N. Y 10022 —(212) 754 -9735.

Computer Augmented Accounting
Wilbur F. Pillsbury, South - Western Publishing Co., 5101 Madison Rd., Cincinnati, OH 45227, 1979, 190 pp.—Designed to introduce the beginning accounting student. to the capabilities of a
programming language and computer in
a business setting, the book is primarily
for use in the first -year accounting
course at the college level.
How to Manage Management
William E Perry, Vanguard Press, 424
Madison Ave., New York, NY 10017,
1979, 271 pp. —If you've ever wondered
who really controls an organization,
look at the bottom of the organizational
chart —not the top. With tongue in
cheek and good humor, the author presents sound managerial concepts and
solid advice to those going up the
corporate ladder.
Dynamic Cost Reduction
Irving Dlugatch, John Wiley & Sons,
605 Third Ave., New York, NY 10016,
1979, 195 pp. —The author introduces a
new approach for setting readily achievable cost standards for every phase of
company operations, not just for production. The stress is on interpreting
data rather than on how the data were
obtained.
Accounting and Information Systems
John Page and Paul Hopper, Reston
Publishing Co., Reston, VA 22090, 1979,
478 pp.—This innovative volume incorporates and extends traditional accounting models and applies them through an
information systems approach. This integration and extension of accounting
brings a useful view of data processing
to those with experience in manual accounting procedures.

Computerized Accounting
Henry J. Beck and Roy James Parrish,
Jr., Charles E. Merrill Publishing Co.,
1300 Alum Creek Dr., Columbus, OH
43216, 1977, 136 pp. - -A series of computer programs used in this book introduces the student to the problem-solving capability of the computer while
reinforcing knowledge of the accounting
cycle. Methods are presented in logical
order for teaching students to process
accounting data produced by the computer.
The Executive's Guide to Management
Accounting and Control Systems
William Rotch, Brandt R. Allen and C.
Ray Smith, Dame Publications, Inc.,
P.O. Box 3556, Houston, TX 77035,
1978, 169 pp.— Oriented toward management accounting, the book includes
those internal accounting systems designed to help managers run an enterprise. It is a short book wherein the authors attempt to provide a foundation
on which to build.
Business Management for Loggers
Herbert G. Lambert, ed., Miller Freeman Publications, Inc., 500 Howard St.,
San Francisco, CA 94105, 1977, 157
pp. —The combination of guidelines and
shared experiences— learned the hard
way— advice and some cautions is what
this book is all about. Logging techniques are not discussed because it is
taken for granted that most loggers
know their trade. The reader will find
sound business information to complement that logging knowledge.
The Break -Even Handbook: Techniques
for Profit Planning and Control
Clifford C. Harris, Prentice -Hall, Inc.,
Englewood Cliffs,NJ 07632, 1978, 232
pp.— Practical, full- tested break -even
techniques that have been proven to be
profitable when used in tough, real -life
situations form the core of this book.
Cases cited are drawn from businesses
ranging from "mom and pop" stores, to
giant companies.
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Capital
Budgeting.,

,oncepts and Techniques...

Core
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ANNOUNCEMENT!
Here at last is a Self -Study Course that discusses,
in depth, the four primary CAPITAL BUDGETING screening techniques: ACCOUNTING
RATE OF RETURN ... NET PRESENT VALUE
... PAYBACK ... TIME ADJUSTED (OR INTERNAL) RATE OF RETURN... AND MORE! ,

q
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r

�

A
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This course, naturally, is a NEW— Energy saver —Selfitudy Program designed to yield a high level of understanding
ind comprehension via the combined "Text- Cassette"
ipproach ... A Learning System Concept to help you pick up
he mathematical intricacies and the main arguments in
.APITAL BUDGETING easily!
MATHEMATICAL EXAMPLES areclearly and carefully detailed
vith special attention paid to each step along the way. Major
!mphasis is placed on ACQUISITION & CONTROL OF GROWTH
vhile examining negative growth and retrenchment.

SGIM

:APITAL BUDGETING: Concepts and Techniques is a uniquely imaginative and thought - provoking experience in
earning ... AN ABSOLUTE MUST!

SPECIAL FEATURES ...

0 DEALS WITH INFLATION!
0 Carefully details mathematics so
participants receive a fuller understanding of CAPITAL BUDGETING
principles.
I Amplification & Development of the

THEORY of CAPITAL BUDGETING.
Improves COMMAND of mathematics; the "validity" of the content
will make you comfortable with the
newest and the latest developments.
Presents examples drawn from the

RealWorld!
Many thoroughly worked out solutions
to complex problems.
Reinforces learning and retention with
Audiocassette tape (60 minutes) vividly
coupled with dramatized situations!

P.S. ENCOUNTER MODERN METHODOLOGY IN CAPITAL BUDGETING TODAY!

Mail to:
National Association of Accountants
919 Third Ave., New York, N.Y. 10022
Att: Self -Study Programs
� �YES,�please�send�me
Units) of
CAPITAL BUDGETING: Concepts and
I'
ITechniques
am considering additional purchases

for�my�� �Class�� �Company�� �other(s)

Name
Address
City, State, Zip
Home Phone

'
(area code)

Business Phone

'

List:
Cost $65. —10%�DISCOUNT�FOR�MEMBERS

(area code)
I
I
I

M e mb e r No .

'

Recommenced Continuing Education Credit
—�12�Hours

� �P aym ent �E nclo sed � � N o n m e m b e r

I

I

New Products /Services
P.O. Box 2017, Torrance, Calif. 90510.

L �
0
i i

Toshiba Model BC- 1275PV calculator
Toshiba Am erica, In c. has in tro du ced
three heavy -duty business calcu lato rs
with large -size keys that are used most
often. Mo d el BC -1273P is a no -frills
desk -top p rin tin g calcu lato r. A 10 -key
machine with a gran d total, h igh -sp eed
2.8 line s p e r se co n d p rin ter , b lack an d
red ribb o n , an d m o re. Th e BC- 1274PV
adds a visu al d isp lay to th e tap e; o th erwise it is identical to th e first mo del.
Model BC- 1275PV is a p rint /visual un it
with m em o ries. Call To s h ib a Am er ica,
Inc., Business Eq uip m en t Division , Fu lfillm ent Dep t., P.O. Bo x 846, Bellm o re,
N.Y. 11710.
Panaso n ic has in tro du ced a desk -top
com pu ter th at featu res o ne -tou ch keyboard an d d oub le - sid ed , d oub le density
floppy d isk d rives. Th e un it, m o d el BC5000, ca n b e u s e d a s a s m a ll business
com puter or intelligen t termin al fo r d istribute d d ata processing. Fo r in fo r m ation, call Ju stin Camerlen go , (201) 3487182; Ro n To m czy k, (2 01 ) 348 -7183;
or Rich Ad am o n is, (201) 348 -7185.
Eliminate th e need fo r a stamp pad with
new Xstam p ers. Xsta m p e rs c arr y th eir
own in k su p p ly an d are re - in kab le fo r
instant an d co n stan t u se. Th ey co m e in
140 sto ck titles, d aters an d n o velties o r
can be cu sto m o rd ered . Fo u r in k co lo rs
are furn ish ed : red , b lack, b lu e or green .
One of th e Xstam p ers p rin ts two co lo rs
simultan eo usly . Fo r in fo rm atio n , write
Shac hih a ta I n c., 3035 Kash iwa Street,
64

Raytheon Data Systems Company has
announced a family of microprocessor based intelligent terminals, the PTA 2000 information display system. For
information, call Raytheon, (617) 7626700 ext. 608.
Telex Computer Products has introduced two new interactive keyboard/
display terminals modeled after the
3278 - compatible Telex 278. The first is
the Telex 310, a Teletype compatible
terminal offering features beyond those
of the IBM 3101. The second is Telex
278E, the first IBM 3278 - compatible
keyb o ard display term inal for standard size o ffice desks, shelves or other space.
Call Jo h n Ha wkins, (918) 627 -1111.
Meth o d s Research Corp. has designed a
Bu d get Progress Board where, at a
glan ce, you can see the total planned
bud get, th e am ou nt s pe nt t o da te a nd
th e b alan ce. The 2' x 3' e xecut ive gray
bo ard has a V grid pattern lithograp h ed to its surface. The simple, easy
system helps keep you on t arget. Call
toll free 1 -800- 631 -2233.
Su p rem e Equipm ent & Syst em s Co rp.
has designed ThinLine Consery -a -file, a
m o d u lar filing syst em for acc ountants.
It is available in the standard letter
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depth of 133/ 16" and has tiers for use
with top tab or side tab folders, expandable folders, binders, EDP tape reels
and forms. Call Sharon Krutzel, (212)
492 -7777.
American Management System's Corporate General Ledger system includes
such capabilities as foreign currency
transactions in full compliance with
FAS No. 8, line of business or segment
reporting for SEC or FTC reporting,
and up to 99 budgets with both monetary and statistical amounts. Contact
AMS, David A. Cogar ( 703) 841 -6000.
A new "Account- Rite" payroll software
package has been release d by AM Jacquard Syst em s. Des igned f or th e d ivision's J100 shared logic and J500 stand
alone m inicom puter system s, the package feat ures au tom a tic payr oll generation for salaried em ployees, capacity for
storing voluntary deductions, job classification inform a tion an d standa rd m ulti -state tax capabilities. Contact Anthony M. Pace, (213) 556 -9639.
S S I has released M A C P A C K , a new
software applications product for corporate m erger and acquisitions analysis. It
is written in SIMPLANTM, also avail-

able from SSI. It provides the user with
an evaluation of the worth of the target
firm and shows the impact of acquisition under pooling of interests and purchase method. Call Paul E. Clift (919)
493 -2495.
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MANAGEMENT ACCOUNTING /JULY 1980

COURSE DESCRIPTION
The Controller: Role and Techniques
2 Day Course (Mon, -Tue.)
This course is designed for those preparing for or
currently involved in certain aspects of controllership. The functions of the controller in planning,
controlling and reporting are developed. Decision making techniques employed in the planning of
capital expenditures, inventories and cash are
stressed. The computer as an aid is discussed.
The objective of this course is to provide an
understanding of the concepts and practices that
contribute to effective controllership.
COURSE OUTLINE
MONDAY 8:30-12:00
Role and Responsibilities
From back office to management team /chief
accountant and profit planner /provider of advice,

influence for production, marketing, investment
decisions/ anticipatory controllership— monitoring
budget goals/ communication
Planning, Budgeting and Controlling
Corporate objectives/ relationships —"dotted" or
"solid" line /planning and control process /keys to
planning and control/ standards, contribution reporting and flexible budgeting /kinds of budgets/
measuring performance.

TUESDAY 8:30 -12:00
Capital Expenditure Decision- Making Techniques
Capital budgeting and long -range planning /project selection methods — ranking and appraisal / cost
of capital / risk and sensitivity analysis / post audits
and administration
Cash Management Techniques
Annual cash budget /forecasting methods /daily
cash reporting/ cash receiving Er disbursing control
tec hnique s/ DTC 's/ wire transf ers /lock -b ox/
concentration systems
1:00 -4:30
Inventory Control Decision- Making Techniques
Inventory costs subject to control - holding,
replenishment and shortage /ABC classification/
reorder point /E00 /cycle systems/ GMROI/transfer pricing
The Computer and the Controller
Optimizing the benefits of accounting information
systems /the feasibility study/ controller responsibility in systems design and management/ systems
to match company needs/ EDP management

1:00-4:30
Internal Reporting
Cost accounting concepts for production /job
order, process and standard costs /full absorption
vs direct cost / setting selling prices / planning, control and status reports for production, marketing
and administration
External Reporting
Objectives of external reporting /conformance
with GAAP /accounting standards /SEC - SX and
ASR's / taxes/ consolidated balance sheet, operating and changes in financial position statements

(Please type or print)
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Registration Information
To register for this Course, fill out and

the registration form together with
I return
your check to:
I 919
National Association of Accountants
Avenue
I NewThird
York, N.Y. 10022
(212) 754 -9758
I Att: CEP Registrar
Members Nonmembers*
I AllWash.
D.C.
$250
$300
other
I locations $290
$340

Name
Title

Social Security No

Division, Plant or Office

I Company
I Street Address
I City, State, Zip Code
Principal Product or Service
I Firm'sNAA
(Chapter)
I CMA Member
Holder (Cert.#t
I Please register me for the following Course:
I Print or type complete name of Course
I
I

Business Phone
(Account No.)
)

Dates

Nonmember

Location

Fee

S

I
I

The fee for this NAA Course includes daily
luncheons, refreshments, and all technical
materials.
'Nonmembers: The differential per
Course for nonmembers may be applied to
NAA member- ship; 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, 1982.

® Ac c redited by the Counc il for N oncollegiate Continuing Education

P.S. Participation is limited— Register early to reserve the location of your choice!
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MIS Director
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Auditor
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Accountant

4

Ail
Financial V.P.

Name the one specialist qualified
to fill all of these positions
It's the Robert Half organization. And filling a
position means carefully matching the individual to
your precise requirements.
We start with the largest selection of the best
accounting, financial and edp professionals. The best
people on the job market come to us first because
word has gotten around that the best companies,
large and small, have come to us for over 30 years.
Next the trained accounting, financial and edp

professionals who staff our over 65 offices use the
latest personnel evaluation techniques to zero in on
the candidates best suited to your requirements. And
because our people are professionals, they understand your requirements.
The result you get the right person without time consuming searching and interviewing— reducing
costly employee turnover. Contact the Robert Half
specialist. You'll find us in the White Pages.

O
ROBERT IMLF
0 accounting, financial and edp personnel specialists
ALBUQUERQUE • ALLENT OW N • ATLA NTA • BALT IMORE • BI RMINGHAM • BLOOMINGT ON (MN) • BOSTON • B UFFALO • C HICAGO • C INCINNATI
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KANSAS CITY • LANCASTER • LEXI NGTON • LONG ISLAND • LOS ANGE LES • LOUISVILLE • MEMPHIS • MIAMI • MILW AUKEE . MINNEAPOLIS
NEW ORLEANS • NEW YORK • OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND
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