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No other General Ledger provides as mu ch easy -to-use
reporting power. Some systems have as many as three different report writers. But with our powerful Variable Report
Writer an d sim p le English instru ction s, users can generate
almost any report, any lime, in the format best suited to meet
their needs.
Even better, users can have access to current, on -line
information at virtually any tim e an d at virtually any summary level.
Th e So ftware Internatio nal Gen eral Led ger can be
installed quickly. Many u sers rep ort th at within a few short
months, they are closing their books faster, producing reports
in hours instead of days, and gen erating more relevant information for business decisions.
Becau se n o b u sin ess o p erates so lely fro m a General
Ledger, our system Int _

k
5l"

:� i

Payable, Accounts Receivable, Fixed Asset, and PayrollJ
Personnel packages to form a comprehensive financial
database.
Best of all, THE SOFTWARE gives you something extra:
Confidence. Confidence in first - class, thorough training and
documentation. Confidence in continual product enhancements and stringent quality control. And confidence in our
customer support because of the high caliber of our people.
As part of General Electric Information Services Company,
we are a member of a worldwide family of computer and business professionals.
More account - ability is the most important reason why
more than 4,000 users worldwide selected our General
Ledger over the competition.
Call or write today( You'll s e e that THE SOFTWARE
ount on.
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Don't settle for too little, too late.
Subscribe to
The Wall Street Journal
and get all the business news
you need... when you need it.

Give The Journal just 26 weeks
to help you do better in your business,
your investing, your career.
Please make checks payable to The Wall Street Journal
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THE WALL STREET JOURNAL
c/o Management Accounting
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Please charge my:
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Diners Club

❑

❑

American Express

Visa

#

Expires

'

Card

'

'

❑

'

❑

Check enclosed

'

❑
❑

'

'

'

❑

'

919 Third Avenue
New York, N.Y. 10022
Please enter my subscription to The Journal for
six months (26 weeks) at $47.
I prefer one year (52 weeks) at $89.

'

'

Signature

'

'

Name

'

Address
'

If you're in business and serious about
getting ahead, you have to search around to get
all the business news you need these days.
Even the best daily newspapers give you only a
section of business news. And if you have to
wait a week to read a business magazine, the
news may not be news anymore. You wind up
getting too little, too late.
There is one publication that gives you all
the business news you need when you need it.
The Wall Street Journal. Everyone who is
serious about business knows that The Journal
is serious business. That's why most successful executives start their day with The
Journal. They just open its pages and the world
of business is laid out for them —like a map of
opportunity. It's where the big business stories
break. Its unmatched in providing valuable information. It's the way the word gets around.
Every business day, The Journal reports
anything happening anywhere in the world that
can affect business —your. business. It tells

you what new products and services are being
developed. Where markets are opening up.
How companies are coping with inflation and
energy problems. Which companies are merging. Whose sales are surging. And along the
way you'll probably discover many pointers to
help direct your company to bigger profits and
boost your own career.
And of course, there's The Journal's
famous coverage of investment news designed
to help you manage your money more profitably. There are regular feature articles on
personal finance with subjects such as tax
shelters, mortgages, C. D.'s, stock and bond
selection, tax rulings and much, much more.
If you're serious about how you manage
your business, your finances, your career,
don't settle for "too little, too late." Subscribe
to The Wall Street Journal and get all the
business news you need... when you need it.
You can have The Journal rushed to you
every business day for six months (26 weeks)
for only $47— that's about $1.80 per week. All
you have to do is mail the coupon. Do it now!
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Limited time offer —good in Continental U.S. only
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Accounting Problems that Nobody Talks About

14

By Vincent J. Giovinazzo
There are seven principal problems that can affect the productivity and efficiency of accounting departments but very little is written about these issues in the literature. The problems are identified here and some solutions suggested as a way of increasing the efficiency and productivity of corporate accounting departments.
Lybrand Gold Medal, 1981 -82

Accounting &
Reporting for
Divisions

The Control of Capital Investment in Divisionalized Companies

24

By J. Timothy Sale and Robert W. Scapens
Corporate control of capital investment need not be so restrictive that entrepreneurial creativity is stifled at the division level. From the results of a survey of the Fortune 500, the authors conclude that the techniques for evaluating divisional performance are not as important as the way they are combined and interpreted.

How a Division's Reports Can Reflect Inflation

32

By Michael Schiff, Roger M. Campbell, Leslie E. Halprin, and Judith P. Murphy.
Companies need to make their internal reports show the effects of inflation in order to
make clear -cut, effective decisions and to evaluate their employees' and divisions' perf ormance properly. Management accountants can be at the forefront of this trend and set the
stage for more accurate reporting.

Management
Accounting
Issues

Controlling Intracompany Freight Costs

37

By William D. Burton
This investigation of a company's objectives regarding its shipping, inventory, and warehousing divisions casts light upon potentially costly practices resulting from an incomplete
definition of the total cost package. Discovering the optimum solution to a departmental
problem is shown to be only the beginning of the decision process.

Cost Analyses of Commercial Bank Portfolios

47

By Herbert L. Jensen
Significant changes have occurred in the net returns, costs, and break -even level of individual commercial banks. In fact, the composition of a bank's portfolio of assets and liabilities coupled with the net rates of return and cost of each portfolio item are prime determinants of its net profits. This study presents the results of a statistical cost analysis of
commercial bank portfolios in different regions of the U.S. for the 1973 -75 period.
Certificate of Merit, 1981 -82

Auditing

What Is Cycle Auditing?

52

By Susan R. Whisnant and J.W. Martin
Cycle auditing is more than a buzz word —it's a new technique that has been developed to
improve the efficiency and reliability of an audit. The concept is still new, however, and
may not be advantageous or cost effective for small companies. This overview is designed
to introduce financial officers and managers to the technique.
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Research

Current Collection and Credit Practices

56

By Anker V. Andersen
As migh t be ex pected in a recessionary period, corporate credit policies and procedures
have changed. NAA su rveyed a sample of NAA members to find out just how credit practices have changed . Th e resu lts indicate trends in this crucial area.

NAA Solicits Research Proposals

60

The Com mittee o n Research provides a list of topics for accounting researchers.
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NAA Annual Report, 1981 -82
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Perspectives MAP's pioneering work

4

Opinion ran do m tho ugh ts on a hot summer evening

6

Taxes wh at the 1982 Tax Act m eans

8

Future
Issues

61

What the Asso ciation accom plished during the past year is summarized in text and financial statements.

Management Information Systems improving data controls
Letters to the Editor we need a management accounting foundation

12

Data Sheet SEC ex ten ds shelf registration

20

Management Accounting Practices tentative pension conclusions
Institute of Management Accounting June 1982 exam results

42

13

In the Library

81
83

People in the News

84

New Products /Services

88

Advertisers' Index

88

Accounting Education and Professionalism—you can't have one without the
other. Contro llers sound off about this topic in the November issue; also, look for an
award - winning article on the shortage of Ph.D.s and what can be done about it from a marketing standpo int. December features cost accounting applications today as they are practiced at American Gy psu m, Dutch Pantry, Drug Plastic & Glass, Celanese, and Warner Lamb ert. Th e Janu ary issue will focus on m ergers and acquisitions, while the February
theme is strictly bottom line — earnings and profits.

Cover: Photo by Stephen McCrea.
Views expre ssed herein are authors' a nd do not repres ent Association policy unless s o sta ted. Quantity reprints of any articles in MANAGEMENT ACCOUNTING or back issues (subject to availability), may be
obtained from Special Order Dept., NAA, 919 Third Ave., New York, 10022.
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MAP's Pioneering Work
For several years I have been enthusias tic about the work of a sm all
NAA com mittee that most of you have heard about, I am talking about
the 12- member Comm ittee on Managem ent Ac counting Practices.
The c urrent c hairm an is J ohn F. Chironna, who is director of accounting, U.S.
operations, IBM. Other m embers are listed below ,'
Th e Co m m it te e ha s t w o f u nc ti o ns ,
one res pons ive and the other as an initiator. In i ts res pon sive r ole , t he MAP
Co m m it te e ac ts a s s po ke sp er so n fo r
NAA on c urrent ac c ounting issues before the Financ ial Accounting Standards
Board, the Sec urities & Exchange Comm is s ion, the International Accounting
Standards Comm ittee and other organizations that set s tandards and rules in
the accounting field. For example, c om menting on a FASB proposed
statement on "Extinguishm ent of Debt Made to Satisfy Sinking Fund
Requirem ents ," MAP said it believed the "one- year" tim efram e w as
arbitrary and should not, by itself, be a criterion for ordinary vs. extraordinary classific ation of gains or loss es on suc h extinguishments.
This Com mittee also is charged with the responsibility of developing
statem ents on m anagem ent ac counting prac tic es. Next m onth , the
Com mittee will publis h in MANAGEMENT ACCOUNTING a statement on
the objec tives of management accounting. This s tatement also will be
published as a s eparate public ation in the s eries, "Stat em ent s on
Managem ent Ac counting." Other projec ts MAP Com mittee m em bers
are work ing on include the development of concepts for management
accounting, and managem ent accounting practices and techniques.
The w ork the MAP Committee is doing is very valuable to the managem ent ac c ounting com munity. In almost every aspect of its operations, the Committee is breaking new ground, helping to create a structu re d f r am e w o rk th a t w il l un de rl ie t he m a n ag e m e n t a cc o un t in g
discipline. Its w ork is w ell res pec ted and our liaison w ith the FASB,
SEC, and other private and public organizations —both dom estic and
international —is strong and c ontinuing.
To b e an ef fec t ive voi c e for the NAA m em bership, how ever, the
Committee needs c onstant input. I urge you to make your views known
on current is sues by w riting to the Comm ittee, care of the NAA office.
The Comm ittee w elc om es opinions from everyone and will carefully
consider all c omm ents . If we all vigorously s upport this vital Com mittee, w e can truly m ak e it the voic e of the management accountant.
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You won't have to prepare these forms until January 1983.
But why prepare them at all?
The MSA Fixed Assets Accounting System can
prepare them for you. Automatically.
You get complete, up-to -date compliance with
this year's IRS, SEC, and FASB requirements
(including the new ACRS guidelines).
Your system includes a full year of maintenance
at no cbar4e. So your system stays up- to- cite.

changes affect your company, we respond promptly
with updates and enhancements for your system.
With MSA's online Fixed Assets System, you get
property control information that's not only up-todate, but up- to-the- minute.

can g enerate reports instantl y using the
sequence and format for the locations and other

Carpenter at (404) 239-2000. Or clip this coupon.
(Please be sure to include information on your
computer type and model so we can send you
detailed information.)
r ---I
I

du only canprrlrnsia Onli
ne
Fixed Asut Acwuninj System currmfty available

MSA o f -

At MSA, we keep track of chanTing tax laws
and accounting procedures. And when those

Management Science America, Inc

t

I
I

I

Computer Type: Mtxid:

I

control information you specify.
The system accommodates all depreciation
methods and first -year conventions. Not only does
the system comply with the most current ACRS
requirements, but it also complies with ADR, CLS,
and Facts and Circumstances.
The system simplifies federal and state tax
reporting as well as total Property control.
The online MSA Fixed Assets Accounting
System is available now. And our experienced
implementation teams can help you install it in time
to handle year -end tax reporting.
For more information on the MSA Fixed Assets
Accounting System, please contact Robert

- - - - - - - - - - - - - - -----� -�-�-�-�-�

3445 Peachtree Road. N P., Atlanta, Georgia 30326
(Tease send me detailed intormation on the MSA Rxed Assets
Acawnting System
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Mr. Forbes.

Opinion
Robert L. Shultis

Random Thoughts on a
Hot Sum mer Evening
Late August seems to be a time for letting the
mind wander and letting the thoughts stray
where they will. That's particularly true if they
can be accompanied by a blazing red sunset
over the western hills — western New Jersey,
that is.
So here goes.
06600

High on the reading priority list this month is
a new research study just received from the Financial Accounting Standards Board. It's titled
"Recognition in Financial Statements: Underlying Concepts and Practical Conventions" and
is by L. Todd Johnson and Reed K. Storey. The
Board and its Accounting Recognition Task
Force have been struggling with the accounting
recognition phase of the conceptual framework
project for a couple of years now. As the letter
accompanying my copy of the research report
said: "It [the accounting recognition project]
has been characterized as `the receptacle for
all the contentious issues that were not addressed in Concepts Statements 1, 2 and 3.' "
Having participated in some of the deliberations, I can agree.
The report supplies excellent background
material which should be useful for coming to
grips with these knotty issues. Make no mistake; they affect us all. The report is not quite
hammock reading, but should be on top of the
pile anyway.

• • 6 • •

Saxon Industries with its "phony," or at least,
overstated inventories is not even the latest.
Now we have Flight Transportation Corp., (New
York Times, Aug. 29, 1982), with some strange
goings -on concerning revenues booked for
some group charter flights that may never have
taken place. To quote Th e New York Times:
"John C. Burton, former Chief Accountant for
the S.E.C. and now dean of Columbia University's graduate school of business, said he believes that the absence of an official watchdog
may help explain why no one looked beneath
the surface in the Flight Transportation case,"
A call for more regulations and more activist
enforcement? We hope not.
But here we have two more examples of why
a start needs to be made in defining ethical
standards for the management accountant. As
Perrin Lang of Lippen Analytical Services was
quoted in the same article, "The managing underwriter could definitely have been more thorough_ Instead of talking to the top people, they
should have talked to the bottom."
6000•

Must viewing for all of us will be the Washington '82 Conference film soon to be released to
all the chapters, via the national vice presidents. Right now it's been edited from 12 hours
of tapes down to about 20 minutes, so most of
us will end up on the cutting room floor, Even
so, it'll give those who were lucky enough to attend a chance to renew happy times and those
who couldn't attend a chance to see what it
was like.
X6000

Talk about standards overload. Have you
seen the just - released "Accounting Standards"
volume of original pronouncements of the
FASB and its predecessor bodies? Two -andone -half inches thick, fine print and over 2,000
pages! As I recall, there was one three years or
so ago —one inch thick, fine print and about
600 pages. Of course, there's now a slightly
slimmer (1700 pages) volume, too. We hope
•6666
standards- setting progress isn't being meaIf there is a better - edited business periodical sured in the number of inches of shelf space
being published today (MANAGEMENT ACCOUNT- that is needed.
0000•
ING excepted) than Forbes, I haven't seen it.
For a book on communications and the acAnd when they blow one, to use their phrase,
they admit it. Witness the editor's letter in the countant which, I hope, will see the light of day
July 19th issue which leads off, "We were tak- next year, we could use some good examples
en," when they wrote their original article on of communications problems as they affect the
Saxon Industries —taken in by "phony book- accountant. Contributions would be much apkeeping," they say. Yes, but with generous preciated and gratefully acknowledged,
0000•
parts of chicanery, collusion and gullibility
We're
finding
more
and more instances
thrown in. And not just on the part of the book0-1110- 86
keepers (or management accountants) either,
MANAGEMENT ACCOUNTING /OCTOBER1982

CYrexplains what happens after
you buy a word processor.
I

f you bought any of the new
CPT8500n' models, two things
willhappen right away.
First, your CPT representative
willarrange an installation date
that's convenient for you. And
second, he'll get your staff started
immediately in CPT's personalized training program; so they
will be ready when the equipment arrives.
The big day
On the appointed day, after
the installers depart, you're left
with an impressive new system.
So you sit down at one of
the workstations.
after a few hesitant
moments, you're typing onCPT'sunique
video screen. Mistakes are
corrected easily, right before your
eyes. When your first document is
letter - perfect, you print it out, via
electronic printer, at 540 words a
minute.
Best yet, you have a permanent record of what you've typed, stored on a
"floppy" magnetic disk.
New discoveries
In the next few months, you'll be continuously amazed by how the new
system speeds up work. How CPT's
10 -key number pad on the keyboard
makes it easy to handle figures. How

i::R%
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Relay CPT will take care of all the deudh of insmlling your new word processing system.

Your automated office
As your office growsto rely on word
processing more, you may want to
expand. And that's when you'll be
glad you bought a CPT system.
The CPT 8500 seriesisactually four
word rocessors in one. The entrylevel
8510 can easily be upgraded to the more powerful 8515 or
8520 —even the top -of -the -line 8525.

CPT

we're turning out work
dd have been imposible with our old
p set -up.

the display screen's preview area lets
you review your floppy disk files—
even while another document is being
typed. And how easy - to-use software
programs can help you handle payroll, manage inventory —even do sales
forecasting.
But believe
it orthe
not,potential
you've ust
begun
to tap into
of
your new CPT word processors.

For extra flexibility, CPT's
new Disk Units let you store
between 150 and 2,600 pages of
information at each workstation.
And when the time comes,
CPT can even help you tie your
word processing system into your
larger array of office equipment.
Thanks to a new device called
Office Dialog Link"," different

Specifications subject tochange without notice at the discretionof CPT.

makes of word processors, computers,
copiers, and other electronic equipment can freely exchange information.
Office Dialog Link actually translates
the various electronic languages of
these different office machines —a
real breakthrough in office automation.
If you'd like to take the first step
towards automating your office, simply mail the coupon below.

CVr

MA-33

Mail to: CPT Corporation
P.O. Box 17
Minneapolis.MN 55440
Or call 1-800.447-4700 (In Mini,, 1.800. 322 -4400)
Please send me your free booklet: CPT Shows
You Hour To Get IntoWord Processing —A Step At
A Time.
1'd like a CPT sales representative to call me.
Name

Phonef
C?'Ttakes the mystery out of word proc essing.

What the 1982 Tax Act Means to You and Your Business
The recently enacted Tax Equity and Fiscal Responsibility Act of 1982 represents a major
piece of tax legislation that will have a significant impact on both individual taxpayers and
businesses alike. Below we summarize the
more important provisions contained in the Act.
Provisions Affecting Individuals
Medical Deductions— Beginning in 1983, an individual taxpayer who itemizes his deductions
will generally be allowed a medical expense deduction only to the extent that the expenses exceed 5% of his adjusted gross income (AGI); at
present, the threshold is 3% of AGI. Individual
taxpayers also will no longer be permitted to
deduct, as they currently may, one -half (up to
$150) of the cost of health insurance premiums
regardless of the amount of their AGI. In addition, beginning in 1984, only prescription drugs
and insulin will be deductible as medical expenses for drugs and medicines, and these
costs will be included with all other medical expenses subject to the 5% threshold.
Casualty Deductions— Beginning in 1983, uninsured personal casualty losses will be deductible only to the extent that total losses sustained during the year exceed 10% of AGI. As
under the present law, the first $100 of loss for
each casualty is in all cases not deductible.
Minimum Tax— Beginning in 1983, only one
minimum tax (the "alternative minimum tax ")
will be applicable to tax preference items, and it
will be applied at a flat 20% tax rate to all "alternative mimimum taxable income" in excess
of $30,000 ($40,000 for married persons filing
joint returns). Also, the category of tax preference items has been substantially expanded.
Unemployment Benefits— Effective for the current 1982 year, unemployment benefits will become taxable if a taxpayer's AGI (including the
unemployment benefits) exceeds $12,000 for a
single person or $18,000 for married persons
filing joint returns. Under prior law, thresholds
were $20,000 and $25,000, respectively.
Pensions— Beginning in 1984, maximum deductible contributions to Keogh pension plans
by self - employed individuals will be increased
from the current $15,000 per year to $30,000.
Moreover, an individual will be permitted to act
as the trustee for his own Keogh plan_ Generally effective for 1983, new rules and restrictions
for employee benefit plans will be in effect, including a reduction to $30,000, generally, in the
maximum annual amount that may be contributed on behalf of an employee by a defined
contribution plan; a reduction to $90,000, gen-

erally, in the maximum annual benefits that may
be provided to any individual by a defined benefit plan; and stricter rules on loans by qualified
pension or profit- sharing plans to plan participants. Sole proprietors and partners will be
able to obtain substantially the same retirement
benefits as corporate employees, so the tax
advantage of incorporating will be reduced.
Withholding on Interest and Dividends —Effective July 1, 1983, financial institutions and corporations will generally be required to withhold
10% of taxable interest and dividends distributable to individuals, estates, trusts or partnerships; corporate recipients are exempt. Exceptions are provided for recipients receiving less
than $150 per year in interest; individuals
whose tax liability for the prior year was less
than $600 ($1,000 for married persons filing
joint returns); and individuals 65 or older whose
tax liability for the prior year was less than
$1,500 ($2,500 for married persons filing joint
returns).
Provisions Affecting Businesses
Accelerated Depreciation —The Economic Recovery Tax Act of 1981 (ERTA) established the

Taxes
Jerold M. W eiss and
Israel Blumenfrucht, Editors

Accelerated Cost Recovery System (ACRS)
which essentially allows taxpayers to depreciate property placed into service after 1980 at
an accelerated rate equivalent to 150% of the
declining balance. The ERTA also provided for
write -offs of up to 200% of the declining balance for property placed into service after
1984. The new Act repeals this post -1984 provision and requires that the 150% ACRS rates
now in effect be applied after 1984 as well.
Basis Adjustment for Investment Tax Credits —
Taxpayers are presently allowed to use the entire tax basis of qualified property when determining their depreciation deduction, even if an
investment tax credit was claimed on the property. Beginning in 1983, taxpayers computing
their depreciation deduction will generally be
required to reduce the tax basis of their proper 10, 10-35
MANAGEMENT ACCOUNTING /OCTOBER 1962

We can help correct your clients' cash flow,
business refinancing, debt consolidation, and
need for immediate cash.
We're the cash support specialists for people with
pressing business needs. Your clients' specialized
luirements call for our individualized solutions, with
;ured lending programs to help with accounts
;eivable financing, inventory and equipment loans,
urgers and acquisitions, and complete
inancing plans.
r help with your client's cash flow problems, you've
t NAC.

THE
C
O
U
N
T
A
N
T
'
S
COMMERCIALFINANCECOMPANY
Last year, we provided over 4 billion dollars for business and industry's cash requirements.

Estab lish e d to 1922

W3

National Acceptance Company of America

CELEBRATING
OUR
60TH YEAR

Bankers Bldg., 15 West Adams St., Chicago, Illinois 60603

REGIONAL OFFICES: Chicago / Atlanta / Baltimore / Denver / Los Angeles / Overland Park (Kansas) / Phoenix / Salt Lake City
St. Louis / San Francisco / San Jose / Santa Ana / Seattle / Southfield (Detroit) / Tampa / Westlake (Cleveland)
Accounts Receivable a Inventory Loans a Equipment Loans a Equipment Leasing and Financing
Sale -Lease Back a Re- Financing a Money for Mergers and Acquisitions

UCC is a subsidiary of Wyly Corporation (NYSE),
For more information and an annual report, write:
1000 UCC T-Aver,Exchange Park, Dallas, Texas75235

WHAT DO YOU HAVE
WHEN YOU'VE INSTALLED
OVER 6,000 SOFTWARE
SYSTEMS AROUND THE
WORLD? EXPERIENCE!
And there's no more experienced software
company than UCC.
Our software is up and working at thousands of sites on
all six continents. And, as a worldwide leader in
software, it is no surprise that UCC is also a major force
in Financial Software for business applications.
Today customers all over the world count on
our software to improve productivity and profitability.
We're doing it for them with systems like:
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Improving Data Controls
Because new releases of computer hardware
and software continue at an incredible pace,
now may be an appropriate time to evaluate
some of the basic considerations that involve
the methods and costs of supporting current
data processing capabilities. For example, the
need to reduce administrative costs in some organizations has resulted in the termination of
staff. While the personnel department was normally aware of those to be dismissed, the employee would be notified before others in a
company are made aware of the situation. In
the current use of on -line and timesharing computer facilities, however, it is necessary to advise the data processing control activity in order to secure access to data files before the
employees are notified so that any concern for
the potential risk to the data is minimized. What
senior management should be aware of is that
the interest in employing new technologies can
overshadow the need for proper foundations
for adequate controls in the data processing,
user, and accounting activities.
The commercial and trade media tend to report sensational, humorous, or embarrassing
situations involving computers. Data processing and business periodicals feature articles on
exposures to computer fraud or expensive
computer errors. 'Computer goofs' can arise
because of an unintentional act or omission. To
some extent both possibilities existed before
the advent of EDP, but with computers, the lack
of visibility and, to some degree, lack of understanding as to how it could happen tends to
create a fear of the potential financial exposure
to the organization.
The impact on financial results is a major reason safeguards and controls are established
and monitored. Although the costs of data processing control methods cannot be precisely
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calculated or documented, it would not be surprising to find the cost exceeds the exposure to
accidental actions to specific data transactions.
Users, accountants, and data processors
should evaluate and review how the data are
collected, processed, and validated. Unfortunately, auditors sometime provide general recommendations that may not rationalize cost
versus exposure. In many situations audit recommendations are implemented without evaluating the costs and exposures. Auditors do not
always make specific recommendations because they can not be expected to fully comprehend all aspects of the reporting structures.
Actually, an audit report should present a consideration for action. Then the appropriate
functions in the organization should evaluate
the recommendation and implement controls
that are effective from both a control and cost
viewpoint_
One important step in reviewing data controls is to identify who should validate the processing of data through various systems. A
computer system should accept data and produce summaries to provide adequate information to users for verification. The responsibility
for the verification of data should be placed
with the activity responsible for the data. The
principle of internal control can be satisfied by
separating the responsibility in the user activities. The normal argument is that the data processing department should be responsible to
see that all the data it received is processed
properly. It is more important to determine that
all the data received in the data processing activity represents the transactions that should be
submitted. This responsibility should not be delegated to the data control group in the computer department.
Who should define the controls that should
be provided by the programming effort? Users,
management accountants and data processors
should bear this responsibility. The determination of the controls should not be established
by the programming activity by default.
The controls should be classified into two
categories. A control should be established to
ensure that all the data input was processed
completely and accurately. The control reports
should also provide the necessary data for verification that the data submitted was complete
and correctly reflects the transactions to be recorded. Proper review of the second segment
should be a user function responsibility.
An analysis of the resources required to verify the accuracy of data processed should also
be performed. Using sampling techniques, redundancy checks and hash totals can be cost
0-110-78
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LetterS

TO THE EDITOR
We Need a Management Accounting
Foundation

was a need for the development of uniform accounting rules and procedures.
The FASB entered as the accounting
I'm in total agreement with Robert L. profession's third attempt toward the
Shultis's "Opinion" column in the June development of a comprehensive set of
issue of MANAGEMENT ACCOUNTING. rules, currently called the "Conceptual
I have been involved in Southern Cali- Framework for Financial Accounting
fornia trying to promote management and Reporting." The attempts by the
accounting as a career at some of the FASB to develop such a set of rules
universities that I'm fami liar with. I have, for the most part, been a slow,
have served on accounting curriculum painstaking procedure, but, we hope,
committees and spoken to accounting one that will prove highly productive in
groups on careers in management ac- the near future.
counting, but this type of activity is just
In the meantime, the FASB has emnot adequate! I t ot al ly su pp ort M r. barked on a process of issuing a number
Shultis's idea for an NAA- sponsored of detailed opinions that cover a wide
Management Accounting Foundation.
range of specialized topics. Rather than
Robert L. Woolheater limit the number of statements, so that
Vice President the impact of a pronouncement would
Treasurer and Controller be greater or try to identify basic conCraig Corp. cepts that would support the conceptual
Compton, Calif.
framewo rk b ein g develo p ed b y t h e
Board, the FASB has issued a number
of unrelated rules, a practice similar to
FASB: A Warning
that of prior rule - making bodies.
It is my belief that the frequency and
One of the reasons for studying history specificity of the opinions have, at least
is to learn from the mistakes of others. in part, been counterproductive. Many
It would appear that the Financial Ac- in the profession have found it difficult
counting Standards Board (FASB) has to assimilate the pronouncements benot totally accepted this axiom of con- cause so many have been issued in reventional wisdom and has, in part, re- cent years. Moreover, the subjects covtraced the footsteps of prior governing ered by the Board often concern topics
councils. These governing councils — that rarely confront the practicing acCommittee on Accounting Procedures, countant. Instead of trying to identify
1938 -1959, and the Accounting Princi- important concepts, the FASB presents
ples Board, 1959- 1971 —were given the the statements as though they were of
responsibility of developing a uniform equal value to the profession. It is diffiset of accounting rules and regulations. cult to believe that Statement No. 31,
For a variety of reasons, however, each "Accounting for Tax Benefits Related
failed to accomplish its assigned task. to U. K. Tax Legislation Concerning
Finally, in an attempt to give guidance Stock Relief," a pronouncement that
to the profession, each of the governing would appear to have limited applicabodies narrowed its focus by writing a tion to the profession, should be given
series of individual opinions that estab- the same level of importance as Statelished one particular accounting proce- ment No. 33, "Financial Reporting and
dure as being superior within closely de- Changing Prices," a statement that has
fined ci rcums t ances . As mi g h t b e had a profound effect on the accounting
expected, the end result was the cre- profession.
ation of a set of accounting opinions
One could find other examples of spethat were often confusing and conflict- cialized topics th at have been given
ing, and, above all, that failed to give greater importance than the subjects
the accountant guidance on matters not warrant (i.e., reporting changing prices
directly related to the questions an- for timberland, oil and gas, real estate,
swered by the Institute. In short, there or accounting for motor carriers). This
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is not to say that the topics covered by
these statements are not worthy of comment; rather, they lack universal appeal
to the profession and should be listed in
an interpretation of technical bulletins.
The FASB should identify those elements in the decision - making process
that are most important to the profession. Then concepts that are of lesser
importance would be considered only
by those directly affected. If the FASB,
like prior governing bodies, is unwilling
or unable to determine the degree of importance of a particular topic, the accounting profession may be forced into
formulating a fourth rule - making body.
Dr. William D. Cooper
Dept. of Accounting
The University of North Carolina
Greensboro, N. C.

An Acceptable Alternative
I thought that the "opinion" column,
"He, She or It," in the March 1982 issue made a lot of sense. Let's stop worrying about gender in written communicat i o n s an d get o n wi t h t h e mo re
important task of eliminating sex bias in
employment.
Looking over our accounting department, I see seven females on a staff of
about 30 professionals, all of whom are
the same grade and salary level as their
male counterparts.
Judging from letters in subsequent issues of Management Accounting, others
attach a great deal more importance to
he and she than Robert Shultis or I. In
the July issue of Association Leader, the
cumbersome "his or her" is used six
times. Bob Max, who made a fine presentation at the Conference in Washington, D.C., on effective written communication, would be horrified.
Why can't we just alternate the use of
he or she. The first time it comes up, let's
use "she" and the next time, use "he ".
This should offend no one and make our
use of the language flow smoothly.
G. E. Nelson, Jr.
Assistant Corporate Controller
ICI Americas Inc.
Wilmington, Del.
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Accounting Problems
Nobody Talks About
Formidable human relations problems —as well as
technical�problems—�confront�management
accountants as they pursue their day -to -day tasks.
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By Vincent J. Giovinazzo
In carry in g o u t th e acco u n tin g function, controllers an d th eir st affs are co n fronted with several
man agerial prob lems which are seldom , if ever,
men tio n ed in acco u n tin g literature. These proble m s c an be co n sid ered th e infrequently-m en tioned realities o f th e ac co u n t ing wo rk environment an d co m mo nly p revail in organizations of all
ty p es an d sizes. My pu rp ose her e is t o ide ntify
th ese pro b lem areas, b ecau s e exp licit cons ideratio n o f th eir ex ist en ce is th e fir st step towards
th eir reso lu tio n . In ad dition , so m e suggestions are
pro vid ed fo r effectively d ealin g with these item s
or at least m inim izin g th eir tro ublesom e effects.
Th ese issu es d erive fro m a variety of organizatio n al, h u m an relatio n s an d system s characteristics an d n o rm ally ar e presen t to so m e degree,
regard less o f ho w effectively accounting m anagemen t m eets its resp on sibilities. The prim ary problem areas th at are in ad eq u ately discussed in acco u n tin g literatu re are:
1. So u rce Data Vuln erab ility of the System ,
2, No n - Accou ntin g Perso nn el Involvement in
Acco u n tin g Wo rk,
3. Reliance o n Non - In tegrated Accounting
Systems,
4. Pro cessin g an d Rep o rtin g Lags,
5. Un even Worklo ad s,
6. Ease With Wh ich Time Req uirem ents for Various Accou ntin g Tasks Can be Underestimated,
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7. Significant Hum an Relations Problem s.
A sha rp awareness that, many if not all, of
these characteris tics generally will crop up is the
fir st st ep in dealing with them effectively. Furtherm ore, it is im por tant from a psychological
standpoint that accountants realize that these environmental conditions arise because of the nature
of ac co un ting wo r k a n d it s de m a nd s on other
parts of the organization, that in the best run accounting departm ents m ost of t hese realities are
still present, and that one must accept these "environm enta l fa cts of life" and lea rn h ow t o ha ndle
these issues as pragmatically as is possible.
Enviro nm ent al Fac ts of Life
SOURCE DATA VULNERABILITY OF THE SYSTEM
Th e ac c o u nt in g system can br ea k down in
m any ways and at m any points. Jo u r na lizin g
transactions, processing forms, keypunching, using flawed application program s, and equipm ent
m a lf un ct ion in g ar e only so m e of t h e activities
which can contribute to erroneous inform ation being posted to files and presen ted on rep orts. The
point in the system most likely to generate inaccuracies, however, is the beginning step in the system s work flow —the collection of source data at
the locations where the activities take place.
This erroneous reporting of physical and financial activity at the source results from a variety of
causes. First, there are all t he com m on errors relate d to miscalculations, typing, postings to the
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wrong slots on forms, digit transformations, misinterpretations, unclear or unreadable writing,
and missing data. Many of these kinds of errors
can never be eliminated completely, but actions
can be taken which reduce them to tolerable
levels.
Second, in computerized systems, coding is a
formidable task. As more detailed classifications
for analysis are developed, the demands on source
data preparers or processors to correctly code
transactions become quite severe. Indeed, the
Achilles heel of computerized systems is inconsistency in correctly applying long codes (more than
seven to ten digits) to transactions prior to inputting them into accounting files.
Third, many purposeful errors are entered into
the system. Managers and personnel being tracked
by responsibility accounting or standard cost systems quickly realize that they provide the raw
data on which their own performances are evaluated. This realization stimulates source data manipulation in many ways including: delaying or
advancing the reporting of transfers, production
or sales so that such activities are in line with budgeted levels; assigning expenditures to accounts
where budget is available by miscoding; not reporting spoilage, shortages and idle time; and actually falsifying production figures.
In countless seminars on managing the accounting function, controllers and accounting
managers from all sizes and types of organizations
have indicated that they are constantly confronted
with these source data problems. Indeed, a significant amount of accountants' work time is spent
verifying questionable source data figures and
tracking down operating personnel who can explain or provide information on detected
discrepancies.
INVOLVING NONACCOLINTING PERSONNEL
In the performance of the accounting function,
the effort and assistance of several groups outside
the accounting department are needed. First, employees in a variety of operational areas, including
production, sales, receiving, shipping, purchasing
and credit, must all provide source data to the system. Many, if not most, of these people feel —incorrectly —that the generation of source data
should really be performed by the accounting department. Consequently, they often resent the obligation to prepare such data.
Second, there are line managers at all levels
who regularly are upset that they and their staffs
must continually "accommodate" accounting in
data preparation, budgeting, and follow -up processes to track errors and explain unusual deviations from plans or normal results. Many managers frequently complain that they receive meager
payback for their cooperative efforts, because
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many of the accounting reports arrive too late to
affect decisions and in their view frequently present a distorted picture of their performance.
Third, much of the source data relied upon by
accountants is derived from sources outside the
firm. The ability of an accounting department to
control the clarity of presentation, accuracy and
timeliness of such outside data is limited. For example, the situation often arises where a critical
supplier of raw materials or a gifted designer of
finished goods operates with the most abysmal
billing and documentation systems. In these cases,
physical counts, dollar amounts, code numbers
and adjustments are frequently specified incorrectly on bill s of l ading, invoices and credit
memos received from such companies. In addition, the lack of well - specified organizational responsibilities and procedures in such companies
make it virtually impossible to smoothly reach
agreement on di screp ancies or verify figures
easily.
Nevertheless, production and marketing considerations must take precedence in selecting vendors, and so the accounting department must find
a way to process the faulty data provided from
such companies. Thus, accounting may be faced
with the unenviable task of dealing with erratic
and undependable documentation from such suppliers (or customers) on a long -term basis.
Lastly, the department in charge of computerized data processing now shares the responsibility
for processing accounting data. This department,
which is most often called the EDP department,
frequently is at loggerheads with the accounting
department. Indeed, discussions with over 500
companies indicate that in a very high percentage
of organizations a substantial degree of friction
and distrust commonly prevails between the two
groups.
Accountants often accuse the EDP groups of
not giving accounting's needs sufficient priority,
generating unacceptable error levels, never adhering to or fulfilling scheduled completion dates on
modifications or new systems, and covering up
EDP's shortcomings with technical jargon. EDP,
on the other hand, accuses accounting of making
unreasonable demands, not understanding the
constraints imposed by the equipment and programming, not specifying their needs properly,
and relying too heavily on computerized error edits in cases where more substantial manual controls are required. In short, there is a tremendous
amount of trading of accusations ( "finger pointing") that takes place between the two groups.

Accountants
must accept
some
'environmental
facts of life.'

RELIANCE ON NONINTEGRATED SYSTEMS
The accounting system generally consists of a
series of subsystems operating with varying degrees of interdependence. Despite the "conceptual
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The Achilles
heel of
computerized
systems is
inconsistency
in applying
long codes.

cohesiveness" of the double -entry framework, the
system really lacks integration in at least four important ways. First, many of the different subunits
are physically dispersed. For example, accounts
receivable may be performed next to the sales department, accounts payable may be operating
within the purchasing department, while the payroll section may be located adjacent to the production area. In fact, often the only system actually being operated in the accounting department is
the general ledger.
Second, many accounting systems are only partially computerized. For example, there are many
companies, including some very large ones, which
have their receivables, payables and payroll systems computerized but maintain a manual general
ledger system. Furthermore, many organizations
have some divisions, factories or sales offices that
operate fully computerized accounting systems,
while other units of the firms use manual systems.
A third complexity is that often a combination
of in -house and service bureau systems is relied
upon. In addition, the degree of manual procedures required to process unusual transactions
and exceptions through a particular computerized
application can vary quite substantially.
Finally, to operate and manage an accounting
subsystem effectively, a management accountant
needs a great deal of detailed knowledge of codes,
types of transactions, procedures, location of pertinent information, identity of responsible personnel, exceptions which have to be handled, and so
on. In developing such detailed knowledge, many
accounting managers and clerks necessarily become minutiae specialists with respect to their
particular subsystem which results in the staffs in
these sections having a very narrow perspective
with little understanding or knowledge of the accounting subsystems outside their control.
Thus, with the exception of those working in
the general ledger section, there is often little understanding of how the overall system fits together. Most significantly this lack of awareness regarding the interrelationships and dependencies of
the various subsystems causes the staffs of each
section to develop a "we- versus - they" orientation.
PROCESSING AND REPORTING LAGS

Virtually all organizations experience lags between the time that transactions actually occur
and when such activities are reported on accounting reports.
Quarterly and, particularly annual, reports usually require additional processing time and so lags
are n o rmall y in creas ed s omewh at fo r t h es e
periods.
A great many steps can be taken to reduce these
lags to minimal levels, but the sheer volume of
data and documents which must be examined,
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verified, investigated and processed simply makes
it physically impossible to eliminate such lags
completely. These delays in reporting impede operating managers in responding to problems on a
timely basis_ In addition, such lags generate a
great deal of negative feeling toward accounting,
and stimulate an unwillingness to cooperate with
accounting in source data preparation.
UNEVEN WORKLOAD

The amount of work which needs to be performed by accounting personnel varies significantly from day to day. In many organizations the last
few days of the month and the first week of the
next mo nth (cl osi ng p eri od) are particularly
heavy. In addition, the workload increases substantially when physical inventories are taken and
audits are being performed, when the budget is being prepared, when systems are being modified or
implemented, when periodic tax and regulatory
reports are being prepared, and at year -end.
This characteristic of uneven workloads creates
several problems in managing the accounting
function, including;
• The necessity of using overtime on a regular basis, because it is generally uneconomical to employ staff of a size large enough to handle peak
work periods during normal hours only.
• The creation of stressful, demoralizing environments in many of the accounting subunits, such
as the accounts receivable, inventory or payroll
sections. Many of the individuals who are continuously required to work a substantial amount
of overtime begin to feel that hard work and
dedication are only rewarded with understaffing
and the demand for more sacrifices. This morale
problem is further exacerbated when it is perceived that the individual workload in different
sections is unequal, as is often unavoidably the
case.
• Given the need to meet deadlines and the late
hours that are required, accounting personnel
often short -cut procedural controls during
heavy workload periods in order to accelerate
the completion of the work. Thus, during the
very periods when the work is peaking and error
rates are in all likelihood at their highest levels
due to tiredness and hastiness, accounting clercial staffs may be prone to short-cut important
controls.
UNDERESTIMATING TIME REQUIREMENTS

The man hours required to perform various
types of accounting tasks are repeatedly underestimated by both management accountants and operating personnel. The fundamental causes of this
underestimating tendency are not readily obvious,
and accountants frequently have difficulty in explaining why their work is taking longer to perMANAGEMENT ACCOUNTING /OCTOBER 1982

form than it would appear, at first impression, to
be necessary.
Several factors have an impact of the time requirements. First, the level of detail which must
be handled cannot be processed beyond a certain
speed. Although aggregated, rounded figures are
more than sufficient for decision making in most
operating units, the accountant must still maintain accuracy in the system to a very precise level.
But the numerous calculations and control techniques necessary to ensure such accuracy, and the
related time demands, are not always obvious on
the surface.
Second, a great deal of time is expended by accounting personnel performing detailed verification and follow -up analyses. Such investigative
work results in constant "start- and - stop" type interruptive patterns while waiting for needed information. Simply identifying and tracking down the
appropriate individual to verify a number or explain a discrepancy can be very time consuming
and frustrating. Many of these people are unavailable when needed, may not return calls, or will
only investigate a problem (which they created)
when their own work schedule permits. Understandably, operating personnel use their time according to their own circumstances and priorities
and are annoyed when accountants make such inquiries. Nevertheless, in such cases, it becomes
virtually impossible for accountants to expedite
their own work very rapidly.
Management accountants frequently are involved in modifying forms and procedures, or in
altering, designing, implementing or computerizing new systems. All of these activities, because of
causes beyond the control of accountants, are notorious with respect to the frequency with which
time and cost overruns occur.
Indeed, it would be difficult to identify any other functional group which has the twofold problem of dealing with activities at such a detailed
level, and requiring input and assistance from so
many diverse operational units over which no line
authority can be exerted. Controllers and accounting managers often find it difficult to document
manpower problems and convince top management that their approved staff sizes are inadequate
given the volume of accounting work for which
they are responsible.
SIGNIFICANT HUMAN RELATIONS PROBLEMS

A significant amount of stress generally prevails
in the accounting work environment for a variety
of reasons. First, personnel required to fill out
source document frequently view this task as one
which should be carried out by accounting personnel rather than those with operations- related
responsibilities. Particularly resented are the demands to adhere to submission deadlines and to
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participate in resolving discrepancies in reported
data.
Second, in attempting to aid top management in
interpreting results, the accountant often takes a
scrutinizing, somewhat conservative, devil's advocate -type role. This approach is both appropriate
and effective, but frequently has the effect of irritating many line managers. In addition, managers
feel that accounting reports often provide a distorted view of their performance and only raise
awkward questions beyond the point in time when
any corrective action can be taken.
Finally, computer data processing departments
now share the responsibility with accountants for
operating the information system. Given the overlapping responsibilities, uneven workloads, and
deadline pressures which both groups constantly
face, so me fri cti on between th e gro u p s is
unavoidable.
The somewhat negative, sometimes emotional,
opinions which various groups often have of accountants are quite real. And however unfair and
inappropriate such views may be, accountants
must find pragmatic ways to deal with this condition, which might be referred to as the "damn accountant" syndrome.

The EDP
department is
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loggerheads
with the
accounting
department.

How to Manage These Factors
Management accountants should constantly remember that the problems discussed above commonly exist to some degree in every organization.
Thus it is unwarranted to automatically assume
that the accounting function is being managed ineffectively if some of these conditions are present
in the organization. On the other hand, a careful
evaluation to determine if some of these problems
could be eliminated or alleviated via some acco u n t i n g d e p a rt me n t act i o n s is need ed
periodically.
Accountants should keenly realize that to be effective they must continuously work at reducing
the human problems caused by the source data
demands and performance measurement characteristics of the accounting function. The head of
the accounting and /or financial function, particularly, must consciously devote time and energies
to communicating the supportive needs of accounting to top management.
Top management must be made aware that the
accounting function can not be performed accurately and smoothly without the cooperation of
operating personnel. And those with line responsibility must aid accounting by stimulating their
people to fulfill their accounting- related responsibilities promptly and accurately. Accounting simply does not have the leverage, generally, to directly insist upon such cooperation.
The most effective way to generate the support
of operating managers is to help them understand
17

the figures presented on accounting reports. Too
often accounting personnel view the end objective
of their responsibilities as relating solely to the
preparation of financial statements. Any inquiries
from middle -level managers for assistance is considered to be an intrusion on accounting's time,
worse yet, this attitude is often conveyed to the
operating managers requesting assistance.

accounts, but if time constraints do not permit its
full development, then definitions should at least
be established for troublesome accounts. Usually
90% of all classification errors are related to 10%
of all accounts, so that only a small portion of all
accounts definitely need to be defined. Here, and
in many other areas of accounting work, clever
co ns id erat io n o f th e "2 0/ 80 " rule should be
made.'

How Accountants Can Help

Provide some
early warning
when figures in
process may
cause
embarrassment.
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Support from operating managers can best be
obtained if accountants help them in some of the
following ways:
1. Provide internal reports that really affect decisions and have a managerial rather than a financial accounting orientation. Such reports
should present timely figures precise only to
the necessary degree, integrate physical statistics with financial data, and track the key factors the organizational unit needs to control.
2. Cooperate in tracking errors and explaining
discrepancies, and always be ready to assist in
interpreting reported results. Make managers
aware of the limitations of accounting reports,
how some of their people could be "managing"
the reported results, and how cut -off problems
can distort the reported figures for any one
period.
3. Provide some early warnings through a telephone call or over lunch when figures that are
being compiled look like they will cause some
embarrassment or require extensive analysis to
be explained.
The accuracy and reliability of source data can
be significantly improved by effectively instituting
such internal controls as good forms design, effective training, well- understood procedures, a clearly- defined chart of accounts, mnemonic codes and
pre- coding, error edits, manual reviews, closing
work schedules, and prompt feedback on errors.
The time required for designing effective forms
should not be underestimated, and given the number of details which must be considered, accountants would be wise to use a form design checklist
during the development process. Certainly those
operating personnel who will be required to fill
out the forms should be allowed to participate in
their design.
Even the accuracy of data received from external sources can be significantly improved by effective form design. Many companies send out cleverly- designed, machi n e- read ab l e forms to
customers that are to be returned to the organization when related financial transactions or physical movements occur.
Definitions of at least those revenue and expense accounts which constantly raise classification problems should be developed. It is advantageous, of course, to have a fully defined chart of

How EDP Should Be Used
Computerized systems can relieve several problems mentioned here. First, intelligent terminals
that code and edit input data at the moment it is
being entered greatly improve the accuracy of
source data. These devices have had a particularly
significant impact on data collected from retail
outlets and manufacturing environments using
standard cost systems.
Second, in the development of computerized
systems, accountants should insist that explicit
consideration be given to the question of integration. The objective should be to have a series of
computerized subsystems ultimately (payroll, account s receivable, et c.) which tie in via programmed subroutines to the general ledger. Thus,
the systems should be designed so that relevant
data is automatically transmitted among related
application files. Integration also should be the
aim for the sales, manufacturing accounting, and
budgetary reporting systems.
Third, the day when accountants should settle
for computerized systems that do not have at least
some real -time capabilities has passed. Computerized systems in which files are updated as transactions are entered and which allow managers to
make up -to- the - minute inquiries should be generally insisted upon. Accounting (and EDP's) position with operating managers is significantly enhan ced when su ch real -time services can be
provided. Greater cooperation from such managers usually follows.
Friction between accounting and EDP personnel revolve around two basic areas: the design and
implementation of computerized systems, and the
routine processing of accounting data through the
computerized system.
To reduce friction related to the developmental
process two key steps are suggested:
1. A clearly- defined process for establishing design priorities must be set up. EDP departments are constantly beseiged by requests for
computerized applications. Groups whose requests are not given priority often feel that favoritism and politics determine where available
design time is directed. Decisions on the allocation of available design time should be made
instead by a committee composed of top -level
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managers of each functional area. Accounting
will undoubtedly still be disappointed and frustrated when its requests have not been assigned
near- future priority. But at least it will be assured that its needs have received a fair hearing
and due consideration. In addition, any ill will
and hard feelings will be directed towards the
committee (and perhaps its own representative)
and not the EDP department.
2. In the design of computerized systems, management accountants must take the major role
in defining their information and processing
needs. EDP systems analysts and programmers
should not normally be expected to be experts
in accounting applications. Accountants must
specify the classifications (data breakdowns),
reports and other output, and computerized
accounting controls needed. In addition, they
must identify the exceptions and unusual transactions that the system must be capable of handling, and the degree offlexibility which must
be available for future cl assificat ions and
growth in activity levels.
The delays and errors which result during processing of accounting data contribute to the ongoing friction between the two groups. To relieve
this problem, work schedules for major accounting applications should be jointly developed by
the two departments. Such schedules are particularly important for the monthly closing and any
applications processed in a batch mode.
It is accounting's responsibility to assure that
source data reaches data processing in the proper
form at the scheduled time. And it is data processing's responsibility to set up its run schedules so
that accounting work is then completed within the
agreed -upon turnaround time.
A realistic analysis must also be made when an
application is being designed regarding the kinds
of errors which computerized error edits can be
expected to screen out. In addition, procedures for
handling detected errors must also be established.
There are few activities which can cause greater
disruptions to EDP's schedule than delays and reruns because of sloppy,erroneous source data and
frustrating waits for the development ofcorrected
figures.
Analyze Workloads
Workloads should be leveled to the fullest extent possible. Analyzing processing activities in
terms of volume counts by workday or week will
clearly highlight the periods during the month
when the workload builds up to crushing levels.
First it must be determined ifa buildup is due to
physical flows and /or late data arrivals beyond
accounting's control or to inappropriate processMANAGEMENT ACCOUNTING /OCTOBER 1982

ing procedures. To the extent that ill- formed procedures or practices are the causal factor, such uneven workloads can often be significantly leveled
by establishing more effective procedures and additional discipline.
Acco u n t in g p ers on n el s ho u l d b e ro t at ed
through different work sections on some scheduled basis, ifpractical. Besides aiding the technical development of the staff, such movements
greatly improve the level of general understanding
of how data flows through the system, what work
is performed in different units, and how the entire
system interrelates. Most important, such practices dampen some of the adversary attitudes
which often prevail among the various accounting
subunits.
To manage the accounting function effectively,
it is important that activity statistics be collected
on work performed. Basic work measurement
techniques can easily be instituted in the accounting routine. Logs tracking items like consumed
man hours, the number of invoices and purchase
orders prepared, claims handled, collection calls
made, etc., can easily be maintained. In fact, serial
numbering and computerized systems allow very
detailed volume counts to be measured. For example, even the number of line items prepared on invoices and the number of journal entries posted
can be counted.
Such data pro vide accounti ng management
with the means to more intelligently smooth and
distribute the workload. In addition, such documentation persuasively demonstrates to top management any changes in the volume ofaccounting
work and just why additional staffing may be
warranted.
Error rates by individual source document and
organizational unit also should be determined. If
computerized error edits are being applied, such
statistics are relatively easy to compile. Such figures aid accounting managers in convincing the
heads ofoperating units that their people are not
adequately meeting their accounting - related
responsibilities.
There is a variety of steps which can be taken to
reduce reporting lags. The action which generally
has the greatest impact is the development of a
detailed closing work schedule specifying each
work step, the individual responsible for performing each step, and required completion times. An
extensive description of the measures which can
be taken to speed up interim closings is presented
in the author's article on this issue.'
Accounting departments should place greater
emphasis on personality and communicative skills
in their hiring practices. Whereas technical skills
can develop with experience, negative personality
traits may be far more difficult to change.
10-10-36
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Robert F. Randall, Editor

SEC Extends Shelf Registration
The Securities & Exchange Commission has
extended for one year Rule 415, usually referred to as "shelf registration." The rule was
adopted earlier this year and would have expired Dec. 10, 1982. Under its provisions companies can sell their securities to the public
without the delay inherent in the regular registration process.

Morgan Retires from FASB
Robert A. Morgan, 64, member of the Financial
Accounting Standards Board, has asked not to
be considered for reappointment when his term
ends on December 31. At the same time, the
trustees of the Financial Accounting Foundation announced that they had appointed David
Mosso to a second five -year term as a member
of the Board, beginning January 1, 1983. Prior
to his joining the FASB at the beginning of
1978, Mr. Morgan had been controller with Caterpillar Tractor Co.

Saving on Long Distance Calls
Americans could easily save more than $4.9
billion on their long distance calling, according
to a new report called Long Distance for Less.
The report makes these points: there are now
more than 124 ways to call between most major cities, almost any business can cut its long
distance bill by 20% to 50% —even if it stays
entirely with Bell, but it can often cut its bill further if it uses one or more of Bell's newer competitors —such as MCI, Sprint, ITT, or U.S. Tel,
and the telephone bill is the worst managed expense in American industry. The 336 -page report can be obtained from the Telecom Library,
205 West 19 St., New York, N.Y. 10011.

Accounting Job Outlook: Promising
Job opportunities for experienced executives in
accounting and finance are finally opening up,
according to Stephen H. Berger, founder and
20

Inflation -Based Insurance Offered
A new form of liability insurance that will adjust
coverage to reflect inflation when a claim is
filed as long as five years after an initial policy
expires is being offered by Johnson & Higgins,
an international insurance firm. The insurance
is geared to manufacturers who suffer from "latent claim problems" and who need insurance
exceeding $1 million.

Business /Accounting Briefs
Peter R. Scanlon, 51, has been elected chairman
of Coopers & Lybrand, succeeding Norman E.
Auerbach, who is retiring.... Mergers: Laventhol
& Horwath and Green, Shampain & Co. of New
York have agreed to merge their practices; Mehen, Edwards, Anderson & Co. of Phoenix, Ariz_,
merge its practice with Pannell Kerr Forster.... A 16- minute color film on the FASB's objectives, background, structure, and procedures
is being made available by the Board. The 16
mm. film is available for rental through the Order
Department, FASB, High Ridge Park, Stamford,
Conn. 06905.... A 24- hour -a -day, toll -free hotline has been established by Ibex Pension Actuaries, Inc., of New York and Florida to provide
attorneys, accountants and executives with
weekly information on new developments in the
pension field and how they will be affected. The
nationwide toll -free number is 1- 800 - 223 -3000; in
New York state, the number is 212 -6955669.... The Third International Conference on
Information Systems will be held in Ann Arbor,
Mich., on December 13 -15, 1982. The conference is sponsored by the Society for Management Information Systems and the Institute of
Management Sciences in cooperation with the
Association of Computing Machinery.... The
New York office of Touche Ross and the School
of Business at the University of Albany will cohost the first regional presentation of the Robert
M. Trueblood Seminar in Albany on October 1516, 1982.
will

Data Sheet

president of Howard Sloan Associates executive search firm. He said that a number of the
Fortune 500 companies which initiated hiring
freezes in 1981 are beginning to replenish their
ranks in the internal audit area. Although the
normal replacement process was temporarily
suspended during the last year, companies frequently used the audit group as a talent pool
from which to recruit for other job openings in
the organization. Search West, Inc., of Los Angeles also noted that demand for executives in
finance and administration has risen, particularly in the last quarter.
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The Control of
Capital Investment
in Divisionalized Companies
Beca use ca pital investment is a funda menta l component of corpora te stra tegy,
93.2% of the respondents require central control of divisional investment.
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Balancing central control of capital investment
decisions with divisional authority for such decisions is a problem faced by divisionalized companies. Divisional managers are encouraged to operate th eir di vis ion s as entrepreneurs , whil e a
rational corporate strategy for the 1980s is likely
to emphasize the need for more central control of
capital investment and financing decisions.' Those
who would give top management an even stronger
hand through increasing centralization, however,
may well stifle an important entrepreneurial spirit
existing at the divisional level and within operating units. Through the results of a survey of Fortune 500 companies in January 1980, we describe
how large corporations are now attempting to balance these conflicting needs by delegating authority to divisional managers within limits imposed
by corporate guidelines.
The survey examined the control of capital investment projects in divisionalized companies and
was conducted primarily to identify the various
accounting measures available for evaluating the
performance of divisionalized operations. In the
past, analysts of divisional performance measures
have generally looked at the use of return on investment and residual income in investment centers.' Such analysts have not, however, studied
the crucial difference between profit centers, orga-

nizational units responsible for their own profitability, and investment centers, organizational
units responsible for both profitability and a capital asset base. These earlier studies have regarded
the use of either return on investment or residual
income as evidence of an investment center. If the
distinction between an investment center and a
profit center is to be anything but cosmetic, the
manager of an investment center must have some
responsibility for his capital asset base; the manager of a profit center does not have such responsibility. It is the scope of the authority delegated
to divisional managers that is important, not the
accounting measure used.
Once we recognize this distinction, we can analyze the popularity of accounting performance
measures, such as return on investment, alongside
the control divisional capital investment. When
divisional managers have some authority to decide
on capital investment, a performance measure
which allows for explicit adjustment of the capital
asset base is necessary to eliminate questions
about the accountability for divisional capital investment. Two accounting methods for capital investment control are project appraisal at corporate headquarters and ex post reviews of divisional
capital spending. In general, however, and especapital investment decisions,
cially in the area
we need to examine the accounting methods used
in divisionalized companies in the context of the
Copyright
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s
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By J. Timothy Sale and Hobert W. Scapens

Of the questionnaires mailed to the Fortune 500
in January 1980, 247 companies replied, a response rate of 49.4 %. The survey defined a division as "a section within the organization where
the divisional chief executive has responsibility for
costs, revenues, and at least some discretion over
capital expenditures (e.g., working capital management, capital projects up to a specified sum,
etc.)." The 205 respondents who indicated that
their companies were divisionalized according to
this definition provided the data for the information that follows. Because the questionnaires were
addressed to the corporate headquarters with instructions that they should be completed by corporate accounting personnel, the responses reflect
the corporate headquarters' perceptions of the accounting systems and, thus, may not fully describe
the realities within individual divisions. They do,
however, indicate the mechanisms used by corporate management in attempting to control divisional operations.
Characteristics of the Responding Companies
Table 1 shows the wide variety of industries
represented by the responding companies. The annual sales and net income after taxes of the responding companies are shown in Table 2, while
Table 3 indicates their total annual capital expenditures (from the most recently published annual
reports). Over three - quarters of the responding
companies have been divisionalized for 15 years or
longer.
Companies are divisionalized by product type,
geographic area, production technology, markets
served, or a combination of these, A more significant feature for our purposes, however, is the relationship between the divisions and corporate
headquarters and among the divisions themselves.
The issue of interdivisional relationships is particularly important because the pressure toward
greater central coordination and control may be
expected to increase with the complexity of such
relationships. From the survey, the most widely
acknowledged interdependencies were: interdivisional transfers of finished and semi - finished
products (85.6 %), use o f co rporate services
(83.1%), divisional cash flows returned to a corporate pool of funds (95.0 %), and competition for
corporate funds (81.3 %). The last of these, the
competition for corporate funds, will be discussed
in lat er sectio ns co vering di vis ion al capital
investment.
In general, transfers of finished or semi - finished
products to other divisions represent a relatively
low percentage of sales to third parties. Of the respondents who identified transfers as a major area
MANAGEMENT ACCOUNTING /OCTOBER 1982

Table 1
Principal Activities of Responding Firms
Mining, crude -oil production
Food
Tobacco
Textiles, vinyl flooring
Apparel
Paper, fiber and wood products
Publishing, printing
Chemicals
Petroleum refining
Rubber, plastic products
Leather
Glass, concrete abrasizes
Metal manufacturing
Metal products

6
19
3
6
4
8
3
13
17
2
2
11
18
8

Electronics, appliances
Shipbuilding, railroads
and transportation equipment
Measuring, scientific,
photographic equipment
Motor vehicles
Aerospace
Pharmaceuticals
Soaps, cosmetics
Office equipment
Industrial and farm equipment
Broadcasting, motion pictures
Beverages
No answer

15

9
13
4
5
4
4
19
1
5
3

Table 2
Annual Sales and Net Income After Taxes
for Responding Firms
Annual sales
$ million

2,000
over
1,500 — 2,000
1,000
1,499
500 —
999
200 —
499

Average in millions

Net income after taxes
No.

73
18
25
56
33

$1,635.61

$ mllllon

over
150 —
100
50 —
20 —
10 —
less than
—

Survey Taps Corporate Headquarters

—

authority delegated to divisional managers.

No.

200
200
149
99
49
19
10

Average in millions

39
12
24
42
55
21
12
$108.54

of interdependency, 94.0% also reported that the
products transferred could be sold outside, indicating that market prices are normally available
and that divisional managers presumably negotiate only the discounts for interdivisional sales.
Even though a substantial minority of companies
(29.8 %) set transfer prices at corporate headquarters, the availability of market prices limits the
need for excessive centralization of transfer pricing decisions.
The services which are provided centrally for
divisions consist of accounting and finance services, computer services, personnel and safety
matters, and research and development. These
service departments generally provide advice and
support for divisional managers without interfering in the day -to -day running of the divisions. As
with transfer pricing decisions, authority for the
use of corporate services tends to be delegated relatively freely to the divisional managers.
A third area of interdependency in contrast
with the above two suggests a very widespread
centralization of an important element of divisional activities —its cash flow. When divisions are required to transfer cash resources to a common
25
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pool of funds and then compete for these funds
according to their needs, such a requirement severely restricts divisional autonomy. If divisional
managers cannot exercise discretion over their
cash flow, they are deprived of the major source of
financing for capital investments. The general pattern of cash transfers to corporate headquarters is
quite restrictive; of the respondents, 75.6% require divisions to transfer all surplus cash or all
cash generated, with 86.9% requiring at least a
weekly transfer.
In general, the extent of these three interdependencies is affected by corporate size. Larger companies appear to have more complex relationships
between their divisions and many more internal
transfers as a proportion of total sales. Companies
in the petroleum refining, metal manufacturing,
and motor vehicle industries, for example, reported a higher percentage of internal transfers. The
overall extent of the interdependencies suggests an
increasing pressure for central management to
take a strong hand in divisional affairs. One main
feature of this centralization is the pooling of divisional cash resources.
Divisional Operating Autonomy
In examining divisional responsibility for operating decisions, we investigated budget methods
and administration of the budget, approval of
large purchase contracts, and price setting for new
Table 3
Total Annual Capital Expenditures
for Responding Firms
S million

over

—
—
—
—

100
20
10
4

less than
no answer

Divisional Responsibility For Capital
Expenditures

No.

200

51

200
99
19
9
4

34
84
23
5
1

Average in millions

7

$130.41

Table 4
Divisional Responsibility for Operating Budgets
Divisional managers responsible for both determining
budgeting methods and gathering the information
required
Divisional managers responsible for gathering information, but methods determined by corporate headquarters
Both budget methods and information determined
centrally

28

and existing products. Table 4 summarizes the
number of respondents whose divisional managers
are responsible for determining operating budget
methods (i.e., the techniques used) and for gathering the necessary information. In a significant minority of companies (23.9 %), divisional managers
do have complete control of their budget preparation. Typically, however, methods of budget preparation are determined centrally, with divisions
responsible for data collection and for budget
preparation of corporate headquarters. The general picture of divisional responsibility for operating
budgets is thus one of authority within centrally
determined guidelines.
Similar "au th ori ty within guidelines" was
found with respect to divisional responsibility for
purchase contracts and selling prices. In 41.4% of
the responding companies, divisional managers
are responsible for purchases, and 45,8% for selling prices.
In addition, 54.7% of the companies give divisional managers responsibility for day -to -day purchasees or for purchases up to a certain amount.
Corporate intervention does become a factor,
however, where large purchases, long -term contracts, or prices for major products are involved.
Within corporate guidelines, divisional managers
enjoy considerable autonomy in determining their
daily operating activities. Where operating decisions have long -term implications, this responsibility is then balanced by much greater intervention by central management.

No.

%

49

23.9

143

69.8

13

6.3

205

100.0

To look more closely at divisional responsibilities for decisions with long -term implications, we
need to examine the major area of interest of this
study— investment activities and the responsibility
for investment decisions. There, in the very widespread use of formal procedures for the authorization of capital expenditures, a pattern emerges
that is somewhat different from the operating procedures discussed in the preceding section. In the
majority of companies (89.3 %), divisional managers must obtain authorization for capital projects
above certain limits; in most of the others, all capital expenditures must have received corporate approval or have been previously authorized in the
budget. The limit (averaging $ 136,000) on individual projects are generally quite low ensuring that
all but very minor items of capital investment require authorization. On the whole, although ceilings increase with corporate size, they do not vary
with the nature of the project or the size or focus
of the division.
As indicated earlier, most divisions must transfer some or all cash to a central pool of funds. Accordingly, the approval of a capital project will
MANAGEMENTACCOUNTING/OCTOBER
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generally involve an allocation of the necessary financing, with only 12.4% of the divisions having
the authority to raise financing externally. Those
who do have such authority are usually restricted
to short -term sources, suitable primarily for financing working capital requirements rather than
fixed capital investment.
What are the reasons for imposing such ceilings
on the capital projects? Most respondents (93.2 %)
see capital investment decisions as being of such
importance for the whole organization that they
require central control. Only 15.3% identified a
corporate shortage of cash funds as a reason.
Where there is low investment, it is generally because of a lack of acceptable projects, not a shortage of funds.
Although central control of investment and financing decisions is seen as necessary to facilitate
strategic planning, the evidence does not indicate
a total absence of divisional responsibility for capital investment projects. Divisional managers do
have substantial influence over projects submitted
for authorization. In most cases where capital investment projects are being considered, consultation between corporate and divisional managers
does occur prior to formal authorization. On the
few occasions when proposals are not authorized,
it is frequently because of insufficient information;
the proposals are then referred back to the division but not rejected entirely. Formal authorization can thus be seen as corporate monitoring of
decisions that are essentially the responsibility of
the divisional managers. Only projects preferred
by the divisional manager will be put forward, and
these will typically be approved.
Informal contacts with central management,
however, make divisional managers aware of
which proposals will be accepted. It is these informal contacts (and not the formal authorization
procedures) that can destroy or foster the entrepreneurial spirit of divisional managers. The commonly observed pattern of "delegation within
guidelines" can help companies in balancing the
need for central direction of corporate strategy
against the desirability of maintaining the entrepreneurial spirit of divisional managers. Other
steps can be taken as well. A small proportion of
companies (15.4 %), for instance, avoids setting
required rates-of return for divisional projects or
identifying other criteria for acceptable projects.
This encourages divisional managers to consider a
wider range of projects and helps to preserve divisional creativity. Central management must be
aware of th e dan ger of defeat i ng t hi s s pi ri t
through informal contacts that represent excessive
interference in divisional activities.

mance evaluation. See Table 5.
A parallel stu dy in the U.K. indicated that
achievement of a target cash flow figure is regarded as much more important than in U.S. companies. Of the U.K. respondents, 41.7% use cash
flow to evaluate divisional managers as compared
to only 21.5 %n of U.S. companies. The high rates
of inflation in recent years, and the accompanying
cash flow problems have led responding U.K.
companies to rely more on such measures of performance than U.S. respondents. Although U.S.
companies still depend more on profit measures,
an increase in inflation may well shift the emphasis from profit to cash flow measures.
As noted earlier, previous U.S. studies have regarded a performance measure which explicitly
relates divisional profits to its capital asset base as
necessary in evaluating an investment center. In
some companies, divisional managers have such
limited responsibilities for capital assets that relating profitability to the capital asset base is questionable. Some companies, therefore, use performance measures that do not reflect the capital
asset base for divisions having authority for capital expenditures. Such measures may not encourage managers to make efficient use of capital assets. But if expenditure decisions are evaluated in
ways that ensure optimal capital assets are used,
then these performance measures may foster corporate objectives.

Measuring Divisional Performance

Control of Divisional Investment Projects

No single approach will balance the conflicting
MANAGEMENT ACCOUNTING /OCTOBER 1982

needs for both centralization and delegation of authority. But even though the circumstances of individual companies will vary, this conflict needs
to be considered in designing appropriate accounting systems for evaluating d ivisional performances. At present, no single method is used by
even most of the companies for divisional perforTable 5
Criteria Used to Evaluate the
Performance of Divisional Managers
Achievement of a target rate of return imposed by the
corporation
Achievement of a target profit after charging interest on
total capital employed by the division
Achievement of a target profit before interest and taxes
Achievement of a target cash flow figure
Ability to stay within the budget
Other
Total responses
No answer

No.

%'

106

51.7

59
93
44
101
42
205
0
205

28.8
45.4
21.5
49.3
20.5

Percentage of respondents (excluding no answers) using each criterion—multiple
responses were permitted.

Methods of controlling divisional capital expen27

Pressure
towards greater
central
coordination
and control
may be
expected to
increase with
the complexity
of
ivterdivisional
relationships.
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ditures are particularly important when the divisional capital asset base is not reflected in the performance measure. Yet some control measures
reserve capital expenditure decisions for central
management and thereby restrict divisional autonomy. To maintain such autonomy, control procedures should tend more to monitor and review divisional decisions.
Divisional investment projects are typically
controlled by three techniques:
1. Procedures that encourage divisional managers
to pursue investment projects that are in the
long -term interests of the whole corporation,
2. Financial analysis techniques to evaluate formal divisional investment proposals, and
3. Post - authorization controls.
To align divisional projects with corporate objectives, a minority of the respondents (32.2 %)
use long -term corporate plans prepared by the
headquarters as a way of communicating investment goals to the divisions; by contrast, a majority
(66.8 %) issue broad guidelines to divisions which
are then expected to produce their own long -term
plans. The most widely used control procedure,
however, is t he capi tal expenditures budget
(93.7 %). But direct corporate involvement in the
preparation of these budgets would severely limit
divisional responsibility for capital expenditures.
In almost every case, divisions of the companies
surveyed prepare their own budgets subject to corporate approval. While budgets are prepared in
detail only one or two years ahead, many companies have summarized budgets for much longer
periods. Most (88.4 %), however, subsequently review budgets and make necessary modifications to
reflect changing circumstances.
The second level of control is concerned with
financial analyses produced for formal authorization of divisional projects when, for example, the
proposed expenditures exceeds a certain limit.
This level is rather limited and usually avoids the
complex mathematical techniques suggested in
the academic literature. Discounted cash flow
techniques are widely adopted (84.3 %), as are
payback (56.4 %) and accounting rates of return
(40.7 %). Of the respondents using discounted
cash flow, 49% have special procedures for dealing with uncertain outcomes. These special procedures include sensitivity analysis, adjustments to
the required rate of return, and complex risk analysis techniques. About two - thirds of such companies require all appropriate capital projects to provide a minimum rate of return, the rates varying
from 10% to 40% and averaging 17.1 %.
Since required return rates are usually known
at the divisional level, divisional managers will
tend to ad van ce o nly p ro jects pu rp ortin g to

achieve that rate. This may induce over - optimistic
estimates for projects that might otherwise be rejected. At least two approaches ensure realistic estimates: first, detailed questioning of divisional
proposals and use of nonfinancial criteria in the
evaluation and, second, review of the outcomes of
investment projects and comparison with the forecasts. Although respondents generally see financial criteria as more important then nonfinancial,
other criteria do enter into the evaluations, including "he who shouts the loudest."
The above picture does not suggest rigorous financial analysis of the capital investment proposals put forward by divisions. As in other areas examined here, divisional managers generally have
responsibility for capital investment decisions
within the guidelines imposed by corporate directives. The formal authorization process ensures
that these guidelines have been followed but does
not necessarily restrict the divisional responsibility. Given this general picture, the third level of
control over divisional investment projects (post authorization control) is particularly important.
To monitor the progress of authorized capital
expenditures, 56.9% of the respondents use project accounts, normally the responsibility of the divisional accountants. Post - completion audits are
undertaken by 84.2% of the companies. In some
companies, divisions audit their own projects; in
others, corporate personnel undertake the audits.
Post - completion audits of capital investment projects are sometimes of limited value because it may
be very difficult to identify the benefits being produced. Despite the difficulties, however, such
audits are still widely used. One corporate accountant explained: "Since introducing post completion audits we have found a substantial improvement in project proposals ... the effect (of
post - completion audits) is mainly psychological."
Divisional managers who know their projects may
or will be audited plan more carefully, avoid overstating their forecasts, and give greater attention
to project implementation. Most companies using
such audits do not review all projects; either a
random selection is made, or only larger projects
may be audited.
Post - completion audits thus provide an additional element of accountability for divisional capital expenditures. The formal authorization of
capital expenditures ensures that divisional proposals stay in line with corporate guidelines. Postcompletion audits reinforce these guidelines and
encourage efficient implementation of the project.
Divisional managers, when planning capital expenditures, will know that their decisions will be
monitored at the time of authorization and again
after implementation. Companies not already doing so should seriously consider introducing post completion audits,
MANAGEMENT ACCOUNTING /OCTOBER 1982

A typical control system for divisional investment projects thus starts with a budgeting process
in which capital budgets prepared by divisions are
considered and approved by central management.
The project proposals included in these budgets
are monitored by central management in its approval of all projects above the capital expenditure
ceiling. Finally, project implementation is reviewed through a system of post- completion audits. If such control processes are thought to be
effective, the accounting measure used to evaluate
the periodic operating performance of divisions
does not necessarily have to reflect the capital asset base. The above control process should ensure
that divisions use the appropriate capital assets,
and the operating performance measures should
thus encourage divisions to be profitable (given
those capital assets). Such a performance measure
need not relate profitabiltity to the capital asset
base. If it does, it merely provides a reinforcement
of the capital investment controls.
One ex ceptio n, however, needs to be mentioned. When divisional managers, through their
operating activities, can influence the amount invested in working capital, this capital may not be
fully controlled through the monitoring and review of capital investment projects as described
above. Consequently, some control must be exercised through the operating performance measure.
A Slice Is Only a Piece of the Pie
The survey shows that, in practice, a number of
accounting measures are used to evaluate divisional performance and th at many companies use
more than one. No consistently significant rela-

tionshi ps emerge fo r relat ing th e acco unting
methods used by the responding companies either
to their industry and size or to the extent of the
authority they delegate to divisional managers for
capital investment. This absence of relationships
suggests that a set of "most appropriate" accounting methods may not exist. Most measures are
recognized to have limitations when used alone,
but a combination of measures may be satisfactory, particularly if coupled with appropriate
methods to control divisional capital expenditures. Although it is important to consider the
package of techniques used to evaluate and control divisional activities, it is not the particular set
of methods that is significant, but the way the
methods are combined and interpreted.
As suggested earlier, the informal contacts between central and divisional managers can do
more harm to divisional autonomy than can the
formal authorization system. If central management wishes to encourage an entrepreneurial spirit at the divisional level, the existing structure of
divisionalized companies and their accounting
methods would seem generally suitable. Divisional managers have autonomy within centrally determined guidelines. These guidelines, however,
should not be too restrictive, and informal pressures should not be exerted in such a way as to
totally remove decision - making responsibilities
from divisional managers.
❑
'For instance, central control may be needed to pnserve corporate flexibility; we
M. G, Walkins, Jr., "Financial Flexibility in the I980's," Harvard BusinessReview,
March - April, 1980.
'For instance, J. S. Reece and W. R. Cool, "Measuring Investment Center Perfor.
mance,' Harvard Business Review.May -June, 1978. A similar study was undertaken much earlier by J. Mauriel and R. N. Anthony. "Misevaluation of Investment
Center Performance," Harvard Business Review, March - April, 1966.
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How a Division's Reports
Can Reflect Inflation
Internal, like external, reports should be adjusted for inflation,
but management a ccounta nts can do it their wa y.

By Michael Schiff, Roger M. Campbell, Leslie E.
Halprin, and Judith P. Murphy
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Although FAS No. 33 requires companies to adjust their external financial reports to show the effects of inflation, there is no similar requirement
for internalreporting even though it, too, is greatly affected. Company managements at all levels
make crucial internal decisions and need an ongoing reporting system for performance evaluation,
and if a company doesn't incorporate the effects of
inflation in internal reporting, it might make
poorer decisions and not evaluate performance
properly. Yet, despite this need, progress in modification of internal reporting has been slow.
BCD Company, a Fortune 500 company, decided to modify an internal financial reporting system for its major manufacturing division. It focus ed on inflatio n- adju st ed di vis i on al
performance reporting and standard costs reflecting its concern about the validity of its historical based internal reporting system. By using the new
system it developed, BCD can make better decisions overall using more realistic information and
evaluate its performance more effectively.
Management decided that recasting of the performance evaluation report could be achieved
with relative ease, so it addressed this area first.
0025- 1690/82/6404- 0310/$01.00/0

BCD Company uses return on investment (ROI)
as a key summary measure of performance and
has shown an interest in the use of residual income (RI) as a supplemental or substitute measure. Table 1 shows the calculations as practiced
by the BCD company, with suggested adjustment
for inflation, and explains the figures in depth.
To the extent that ROI or RI is used to evaluate
performance and is used as a relevant indicator in
decisions to allocate scarce corporate resources,
the determination of these indicators must be realistic for the company to survive. Managers' performance should be evaluated in terms of today's
sales, costs, expenses and assets and not on irrelevant historical values. Similarly, the allocation of
resources is made in current dollars and should be
directed to those segments of the business on the
basis of performance in similar dollars.
Management accountants should be at the forefront in urging companies to adopt inflation -adjusted internal evaluation measures. The incremental effort needed to achieve a change from
irrelevant historically based measures is not that
significant and is warranted by the benefits of
more realistic measures for performance evaluation and decision making. Specifically, a company
can derive inflation- adjusted divisional performance reports and similar reports for segments of
Copyright

V

1982 by the National

Association of Accountants

MMM
VEs

I am interested in more information
about the Life Insurance Plan for NAA
Members.
check one

O I am already covered under this Plan.
D 1 am not covered under this Plan.

Name
Address
City

State

Zip
10/82

Association
Unit

NO POSTAGE
NECESSARY
IF MAILED
IN THE
UNITED STATES

BUSINESSREPLYMAIL
FIRST CLASS

PERMIT NO 56

HARTFORD. CONN.

POSTAGE W ILL BE PAID BY ADDRESSEE

NAA LIFE INSURANCE TRUST PROGRAM
Connecticut General Life Insurance Company
Hartford, Conn. 06101

MANAGEMENT ACCOUNTING /OCTOBER 1982

Inflation
adjusted

Percentage
difference

Incom e:
Net sales
Cost of goods sold
Expenses

$183.1
$150.0
21.6

$186.4
$150.0
22.0

1.80%
1.85%

Operating income

171.6
$ 11.5

172.0
$ 14.4

25.2 %

Ass et b as e:
Accounts receivable
Inventories
Accounts payable
Net fixed assets
R01:

$ 15.3
17.8
(9.3)
32.0
$ 55.8
20.6%

15.6
35.6
(9.5)
108.8
150.5
9.6%

2.0
100.0
(2.2)
240.0 %
169.7 %
-53. 4

The dramatic decrease in Division X's ROI is caused primarily by a
restatement of the asset base. To understand the calculations, one
should examine each element explanation.
Sales:
The actual sales were adjusted to equate the purchasing power of dollars
received at different times during the year. The company derived the calculation by using a specific products index selected from among approximately 2,800 producer price indexes (PPI) published by the Bureau of
Labor Statistics. The division used regression analysis to choose the approximate index. The calculation of the adjustment used the following formula:
Historical cost x Dec. 1979 + Dec. 1980 PPI
2-Alternatively, the unadjusted sales dollar could have been used in the in.
itial attempt at modifying the report.
Cost of goods sold:
The company has been operating on a LIFO basis for a number of years so
extended the use of LIFO for internal reporting. In Division X, Inventory
turnover is rapid, and accordingly, no adjustment is required because the
LIFO cost of goods sold as reported approximates its price- adjusted
value. In addition, the products provided by Division X are
so if materials are expressed in current cost, the value of the finished
product will approximate its current cost. The company adjusted
depreciation to current value, but because of the nature of the products
the effect was not significant.
Expenses:
The adjustment follows the approach described under Sales.
Accounts receivable:
The adjustment approach parallels the one used for Sales.
Inventories:
Because the company and Division X operate on a LIFO basis, they
change inventory values to reflect current value (FIFO). The source for the
values was the company data base used in external reporting under FAS
inten-

The c om p an y t h e n h ad to d esign a m o d el fo r
developing inflatio n - ad ju sted standard co sts b ecause it used th ese co sts as a b ase fo r p ricin g fo r
perf orm a n ce eva lu at io n an d an aly zin g pro du ct
profitability.
Division X's p erceived n eed was great b ecau se
it produces a b road lin e o f p rod ucts u tilizin g stan dard com pon en ts an d p ro cesses -b ut with eno u gh
variation in th e fin al pro d u ct to warr an t b e in g
classified as "m ad e t o c u s to m er s p ec if ica tio n . "
The divisio n regu larly uses stand ard co sts in p ricing products. Th e co m p an y , like m an y o th ers, h as
reacted to co nstantly rising p rices of raw m aterials
and other elemen ts of co st b y b uildin g a crud e estim ate ofex pected price increases into the p rocess
of annual stan d ard co st settin g.
BCD Co m p an y m a d e two d ecisio n s b efo re d eveloping th e m od el. First, it selected a p rice in dex
for elem en t s o f co st d e riv ed basically fro m th e
Producer Price In dex es (PPI). Th e co m p any justified this d ecisio n on th e gro u n d s th at a co st
should reflect th e sacrifice mad e un d er existin g
oper ating c o n d itio n s an d th a t d ata o n p ric es are
readily availab le. Fu rth er, using specific in d ex es
results in a co st ap p ro x im atin g rep lacem en t co st
of the prod u ct at th e tim e o f sale. Th e co m p an y 's
second decision relates to th e tim e sp an d u rin g
which stan d ard co sts ar e t o b e u se d . Stan d ard
costs typically are set at the end o f a year an d ap ply to the fo r th co m in g y ea r. Acco rd in gly , th e
standard sh ou ld represen t th e averag e ex p ected
cost through th e y e ar o r m o d if ie d at differen t
tim es du rin g th e y ear. BCD Co m p an y su ggested
that the m ea n s fo r p erio d ic ad ju s tm en t o f stan dards d urin g t h e y ear were n o t availab le ( ex cep t
for very significan t ch an ges o n prices) so opted for
the a nnual stan d ard co st. Tab le 2 s h o w s a st an dar d cos t sh e et fo r a p ro d u c t in Divis io n X a n d
the adjustments m ad e for inflatio n by usin g specific price ind exes. It sh ou ld b e n oted th at th e pro d uct selec ted fo r th e tab le was se lected b y d esign
and shows th at th e itflat ion -ad justed stan d ard
cost is lower th an the un ad ju sted co st. As on e can
see, this choice p erm its a bro ad er d iscussion of the
problem s faced in d evelo pin g ad ju sted stan d ard s.
Again, an ex p lanatio n of th e elements of cost fo llows the calcu lation s.
The d ivisio n ran ks p ro d u c ts b y p ro fitab ility
(m arket price m in u s stan d ard co st) in d evelo p in g
m arke ting strategies an d in evalu atin g pro d u ct
managers. Th e distortio n resulting fro m th e u se of

Historical

material

Developing a Model for Standard Costs

Table 1
X Division -1980 ROI Calculation (in millions)

sive,

a division b y d isaggregatin g in ven to ry and fixed asset curren t -co st in fo rm at io n it d evelo p ed in
com plying with FAS No. 33. Wh en m an agem en t
sees the disto rtio n s resulting fro m histo rical reporting, it p ro bab ly will en co u rage mo re exten sive
modificatio n in in tern al rep o rtin g.

No. 33.

Accounts payable:
The adjustment follows the approach used for Sales.
Net fixed assets:
The values represent adjustment using specific machinery and equipment
commodity price indexes from the PPI. Alternatively, the data base use in
reporting replacement values in compliance with FAS No. 33 may be used.
The calculation of residual income (RI) is straightforward given a rate of
interest for the assets committed to Division X. In this case the company
used a 15% rate for all assets. The calculation of RI follows:

Operating income (above)
Imputed interest (c 15 %:
15% x 55.8 (above)
15% x 150.5 (above)
Residual income

Historical
cost
$11.5

Inflation
adjusted
$14.4

8.4
$ 3.1

22,5
( L 8.
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Table 2
Standard Cost Sheet for Product S466 (1981)
Unadjusted
Rates
Cost

Units

Adjusted
Price
Cost

Change in cost
Amount Percent

6.51
10.86
10.45
99.94
8.50

.304
.495
.4275
3.340
109. 950

$136.26

6.56
11.01
9.22
72.02
9.57

$

.302
.488
.4848
4.635
97.720

$

21.5625
22.250
21.5625
21.5625
.087

$

Ma te ria l ha ndling
*RM A
RM B
RM C
Proc e s s ing

.05
.15
(1.23)
(27.92)
1.07

1
1
(12)
(28)
13

$108.38

S(27.88)

(20)%

.90
13. 13
42.28
10. 23
3.79

0
S (2.40)
(5.34)
1.14
(.98)

0%
(15)
(11)
13
(20)

$70.33

(7.58)

(10)%

.01
.22
(1.60)

2%
2
(17)

(1.37)

(7)%

Process II
21.875
21.875
21.875
.093
3. 5%

S

.041
_7098
2.177
97.7720

.90
15.53
47.62
9.09
4.77

.041
.600
1.933
109. 950

77.91

$

-

-

Ma te ria l ha ndling
RM D
RM E
Proc e s s ing
Shor t a ge

$

Roger M. Campbell is
a s enior pla nning
consulta nt for the
Prudential Insurance
Co. of America,
Newark, N. J. He has
an MBA de gre e from
New York University.

$

Process I

.52
10.26
8.04

S
$

.0216
51.29

$

P a c k i ng
T otal

$18.82

5.84

5.84

$240.20

$203.37

$

20.19
$

$

-

.51
10.04
9.64

$

$

.0212
50.19
-

24.0
.20
4.5

%

Leslie Halprin is an
internal consultant at
Che mica l Bank. She
rec eive d a ma ster's
de gre e in busines s
administration in
finance from New York
University.

RM F
Proc e s s ing
Shor t a ge

$

Process III

0
$(36.83)

0
(15)%

'Raw material
Ma te ria ls ha ndling a nd pro c e s s ing:
In e a c h c a s e , t he c omp a ny re s ta t e d c os t c e nte r bud ge ts fo r s u ppl ie s a nd
de pre c ia tion ba s e d on s p e c ific pric e indic e s . F or a ll c os t s , the a djus te d c os t is
gre a te r tha n t he una djus te d c o s t.
Ra w ma te ria ls :
T he c ompa ny s e t s ta nda rds for ra w ma te ria ls by us ing a fla t e xpe c t e d ra te of
pric e inc re a s e whic h wa s a c rude proje c tion of futur e ra w ma te ria ls pric e s , a
pra c tic e In vogue in Ame rica n indus try in re c e nt ye a rs . Divis ion X's e s tima te s
we re fa r gre a t e r tha n the s p e c ific inc re a s e s a s re fle c t e d on t he PPI, whic h
re s ulte d in a s ignific a nt ove rs ta te me nt o f c os ts vita lly a ffe c ting the divis ion's
pric ing s tra te gy a nd re s ulting in a de c line i n ma rke t s ha re .

Judith P. Murphy is a
senior financial analyst
for Travelers Cheque
Product, American
Expre ss Co. She ha s
a MBA degree in
acc ounting from the
NYU Gradua te School
of Bus ine ss
Administration.
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p l a nt a n d e q u i p me nt , ge ne r a l l y will re s ult in a

c ia l r a n k i n g a n d e v a l u a t i o n - b o t h r e s u l t i n g i n a

la r ge r i nfl a ti o n - a d ju s te d t o ta l c o s t ov e r his t or i c a l

ne ga t i v e i mp a c t o n t he d i v i s i o n.

c os t.

It

isimp o r t a nt

t o no t e t ha t a k e y f a c t o r c o nt r i b -

u t i ng t o t he d i s t o r t i o n is a c ha r a c te r i s t i c of P r o d uc t S466 a s r e p o r t e d i n T a b l e 2 . T h e p r o d u c t i s
ma t e r i a l i nt e ns i v e wi t h r a w ma t e r i a l s i n t o t a l
e q u a l to

76% of

una d j u s t e d s t a nd a r d c os t. T h e

C o m p a n i e s c a n m a k e t he i r i nt e r n a l r e p o r t i ng
re fl e c t the e ffe c ts

fully

of inf la t io n ifthe y

p ro c ee d c a re -

wh e n t he y a d j u s t d i v i s i o n p e r f o r m a n c e r e -

costs f o r i nf l a t i o n. T he m e t hof s p e c i f ic pr i c e ind ic e s
a v a i l a b l e a nd which a p p r o xi -

re l a t i v e o v e r s ta t e me nt o f r a w ma t e r ia l wa s gr e a t e r

p o r t s a nd s t a n d a r d

t h a n t he i nc r e a s e i n m a t e r i a l s ha nd l i ng a nd p r o -

o d o l o gy r e q u i r e s t he u s e

c e s s i ng c o s ts a s a d j u s te d , whi c h r e s u l t e d i n a n u n-

whi c h a r e re a di ly

a d j u s t e d to t a l c o s t e x c e e d i ng t he a d j u s t e d c o s t .

ma t e r e p l a c e me nt c o s t . R e s t a t e d e v a l u a t i o n re -

T hi s r e s u l t hi ghl i ght s t he we a k ne s s of a s y s t e m u s -

p o r t s a n d s t a nd a r d c o s t s a c c o r d i ng l y a r e fr e e d

i ng c r u d e i nf l a t i o n a d j u s t me nt .

fro m their b onds

of t he

p a s t a nd a v o i d o v e r s t a t e -

c o mp a ny we r e t o d e v e l o p a s t a nd a r d c o s t f o r a p r o d u c t

me nt o f i nf l a t io n e f f e c t s d e r iv e d b y c r u d e a c r o s s the - b o a rd a d j u s t me nt . T he r e s u l t is mo r e re a l i s t i c

whic h i s c a p i ta l i nt e ns i ve . T he a d ju s te d p ro c e s s ing

i nf o r ma t i o n f o r a c o mp a n y t o u s e i n i t s d e c i s i o n
ma k i ng a n d p e r f o r m a nc e e v a l u a t i o n s .
❑

T he re s u l ts wou l d be q ui t e di f f e r e nt

ifa

a nd s e r vi c e c os ts , whic h r e f le c t a s ignif i c a nt us e of
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ty by 1/ 2 of most investment tax credits claimed
on the property. Businesses may use the property's entire tax basis for determining the depreciation deduction if they elect to reduce the
regular investment tax credit rate by 2% (e.g.,
from 10% to 8 %).
Investment Tax Credit Benefit —Under the current tax law, taxpayers may apply their investment tax credit to offset the first $25,000 of tax
liability plus 90% of any liability in excess of
$25,000. Beginning in 1983, the 90% maximum
will be reduced to 85 %.
Safe - Harbor Leasing —The 1981 tax act permitted companies to sell their unused tax benefits,
such as depreciation deductions and tax credits, to companies which could benefit from
these items. The new law repeals this provision
entirely after 1983 and provides strict transitional rules until the end of 1983. However, new
"finance lease" provisions that will be effective
in 1984 will liberalize the tax treatment for traditional leasing transactions.
Corporate Estimated Tax Payments—Effective
for tax year 1983, corporations will be required
to make quarterly estimated tax payments
equal to 90% of their current year's tax liability,
rather than 80% as presently in effect. However, the penalty for failure to pay the additional
10% will only be 3/ 4 of the normal penalty. A
new exception is provided if estimated payments are properly made and based on the average of the corporation's annualized income
over the previous three years.
Completed Contracts —The Treasury Department has been directed to issue regulations, effective for tax year 1983, which will serve to
sharply restrict the use of the completed contract method of accounting to defer the recognition of income.
Corporate Tax Preferences — Generally effective for tax year 1983, a number of special corporate tax preferences will be reduced by 15 %.
The affected provisions include the depreciation recapture rules, the depletion deduction for
coal and iron ore, the bad debt reserve deduction for certain financial institutions, the deduction for intangible drilling costs, and for mineral
exploration and development costs.
Mergers and Acquisitions— Generally effective
as of September 1, 1982, certain tax benefits
heretofore available in the area of mergers and
acquisitions have been eliminated or reduced.
The affected transactions include corporate liquidations (including partial liquidations), distributions of appreciated property in redemption
MANAGEMENT ACCOUNTING /OCTOBER 1982

of stock, transactions between related corporation s an d "S ec tion 3 06 " preferred st oc k
distributions.
Corporate Operations in Puerto Rico —A number of tax benefits available to corporations
with business operations in Puerto Rico (or other designated U.S. possessions) have been reduced or eliminated. The primary tax areas affected are those relating to investment income
and intangible property income.
Original Issue Discount Bonds —The tax benefits previously available to corporations issuing
deep discount or zero coupon bonds have
been generally eliminated for bonds issued after July 1, 1982.
Industrial Development Bonds (IDB)— Effective
in 1983, the issuance of tax - exempt IDBs to finance private (i.e., nongovernment) purchases
of property will be restricted.
Targeted Jobs Tax Credit —The targeted jobs
credit available to businesses for hiring "targeted" hard -to- employ and disadvantaged individuals has been expanded and extended until
December 31, 1984,
Reporting of Tips—Beginning in 1983, restaurants with more than 10 employees will be required to report their gross income and the portion thereof allocated to each employee as
income from tips. It is assumed that each employee is to be allocated at least 8% of the restaurant's gross income as tip income.
Tax Compliance Measures
The new Act also provides additional rules and
stiffer penalties to ensure compliance with the
tax laws. These include the following: brokers
be required to file information returns on
transactions effected by their clients; debt obligations issued after December 31, 1982 will
have to be in registered, rather than bearer,
form; state and local governments will be required to report any tax refunds of $10 or more
issued to taxpayers after December 31, 1982;
beginning in 1983, the current law requiring
persons engaged in a trade or business who
pay more than $600 a year to any person or
entity for services rendered to report such payments to the IRS, will be expanded to include
recipients who are "independent contractors"
or "direct sellers "; for questionable deductions
taken that are not adequately disclosed or for
which the taxpayer has no substantial authority,
a new "substantial underpayment" penalty of
generally 10% of the underpayment will be assessed; new penalties and other sanctions to
prevent abusive tax shelter programs; and new,
stiffer penalties for taxpayers and other persons who fail to provide required information to
the IRS.
L
will

Taxes
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Accounting Problems Nobody Talks About
19 - 4- 4

Need for Management Accounting Skills

Internal
accountants
must maintain
an unemotional,
Objective
posture,
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For many managerial accounting positions,
someone with a CMA may have a far more relevant professional orientation than a CPA counterpart. Certainly the applicability of a candidate's
extensive public accounting experience for key
management positions in internal accounting operations should not automatically be assumed.
It is important that internal accountants maintain an unemotional, objective, professional posture. Accountants should demonstrate sympathy
for operating personnel who must generate source
data while duties of higher priority are pressing.
Every effort should be made to minimize input requirements and avoid any demands which compel
operating units to report the same activity on
more than one form.
On the other hand, an apologetic attitude regarding the demands and orientation of account-

ing is entirely unwarranted. Much of the detailed
data needed to manage a company can only be
collected at the location where the activity takes
place. In addition, it is an accounting responsibility to apply an objective, even conservative, viewpoint when interpreting performance figures, analyzing budgets and reviewing projections.
Contrary to widely -held impressions, operating
the accounting function requires more than the
straightforward application of technical skills. Accountants are confronted with formidable human
relations problems, and it is important that they
develop the same managerial and organizational
skills needed by every manager. Accounting education should deal more explicitly with the issues
identified here, and, in general, increase its emphasis on managerial accounting topics.
E
' 20/80 Rule: A small portion of the items (approximately 20 %) of almost any
group will be responsible for a large percentage (roughly 80%r.) of the activity, dollars, or problems.
' "S p ee d in g Up I n te r im Clo s in gs . " M AN AG E ME N T Ac c o uN n NG , D e c e m be r 1 9 81 .
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Controlling Intracompany
Freight Costs
An intracompany trucking fleet may not be
delivering even when the goods arrive on time.

As a common practice, multiplant manufacturing
companies operate their own intermill trucking
fleets which bind widely dispersed manufacturing
and warehousing locations into one production
process. The fleets provide continuous and timely
movement of goods among plants performing sequential operations and finished goods warehouses. But without proper freight accounting
and control procedures, the intermill trucking operations of a firm may not be cost efficient.
Based upon a study of the operating procedures
of an intermill trucking division, I suggest here
ways to reduce freight costs so that total costs are
reduced and to improve freight accounting and
cost control procedures.
Conflicting Objectives
It is sometimes a common practice for freight
to move in and out of the various plants and warehouses on a daily basis. For the particular company studied, daily shipments were not part of a designed freight policy, b u t rat h er a n at u ral
consequence of other accepted company practices.
For example, the planning system operated within
the constraints of two perceived but unwritten
policies that are fundamental objectives for any
manufacturing operation:
0025 - 1690/6404- 0837/$01.00/0

• Sufficient inventory had to be maintained at
each facility to avoid shutting down equipment,
and
• Inventories had to be maintained at an absolute
minimum.
However, these objectives may actually result in
increased overall costs when applied in isolation
from other related factors, as with freight costs in
this instance. In fact, the company, whose practice was to maintain inventories at a minimum
working level and to operate all scheduled equipment, had no corresponding practice for the control of freight costs that would have assured a balanced perspective for the total cost picture.
The consid erat ion o f an inventory /freight
trade -off among the plants had largely been ignored up to the time of this study. The plants
were continuously measured against inventory
and efficiency standards, but were not subject to
any measurement on freight costs. The expected
result was that freight moved daily, and in some
instances more often, to satisfy inventory requirements. This is not to say that satisfying these requirements also satisfied manufacturing needs at a
minimum cost. Because the cost of freight had
never been factored into the cost equation, no one
was exactly sure how these policies affected the
total cost curve.
Copyright
c
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Formula 1
(C)
(A)
(B)
Annual f reight cost($) = [M iles x $/ mile x 365) + [S turnaround x 365
Days
(D)

O
r --___

Where: (A) - One way miles between locations. (Assumes truck will continue from next stop with other shipments.)
(B) - Actual (or standard) out -of- pocket truck costs per mile.
(Includes all variable costs plus depreciation for the life of the
equipment on a straightline basis.)
(C) - Actual (or standard) out -of- pocket cost per truck stop.
(Primarily driver pay plus payroll charges.)
(D) - S hipping frequency in days.

Formula 2
(D)
(E)
(F)
(G)
Annual inventory carrying cost (S) = Days x Lb /day x $11b x Carrying charges
Where: (D) - Shipping frequency in days.
(E) - Normal net pounds required on a daily basis.
(F) - Inventory value of the product in dollars per net pound.
(G) - Annual carrying cost for the product as a percentage. (Normally
considered to be about 20% to 30% including obsolescence.)

Formula 3

K

s (D)=

(A)
(B)
(C)
[_Miles x $ /mile x 3651 + [$/turn x 365]
Lbs/day x $llb x Carrying charges
(E)
(F)
(G)

+

Ano th er procedu re of t he co mpany was to
charge all freight costs to the receiving location,
rendering the receiver accountable for freight cost
control. This is a very common practice of the
freight industry, but one which has a number of
undesirable side effects on freight costs because it
creates conflicting objectives. By shipping collect,
the shipping plants relieved themselves of all responsibility for freight costs, and minimized their
inventory by shipping out goods at a high frequency without regard for freight or total costs. The
receiver was then responsible for the difficult task
of evaluating freight costs from multiple shipping
plants and controlling load sizes which directly
impacted freight costs. Needless to say these tasks
were not done very well.
Since the transportation division is service -oriented, it attempted to provide service at the request of the individual plants without regard to
cost. The task of routing intermiff trucks was handled through the transportation operations center
(TOC). TOC received the majority of the day's
shipping requirements from the plants by 8:30
a.m., and this information was transmitted via
computer terminal giving origin, destination,
commodity and amount. A Ship From Report of
all requests was prepared for the dispatcher covering shipments from 9:00 a.m. to 12:00 noon. Additional requests were prepared by 2:30 p.m. for
the new planning report for the afternoon freight
movements; therefore, a complete schedule could
not be given to a driver at the beginning of the day
becau se t he mills had not ful ly relayed t heir
freight requirements.

Table 1
Cost Breakeven Table
One -way
miles

10,000 Net Pounds Per Day Required
Trip frequency - days
INV$
FRT$
TOT$
INV$

1
4,000
116,800
120,800
4,000

2
8,000
58,400
66,400
8,000

3
12,000
38,933
50,933
12,000

4
16,000
29,200
45,200
16,000

5
20,000
23,360
43,360
2
0, 00

FRT$
TOT$

62,050
66,050

31,025
39,025

20,683
32,683

15,513
31,513

12,410
32,410

100

INV$
FRT$
TOT$

4,000
43,800
47,800

8,000
21,900
29,900

12,000
14,600
26,600

16,000
10,950
26,950

20,000
8,760
28,760

50

INV$
FRT$
TOT$

4,000
25,550
29,550

8,000
12,775
20,775

12,000
8,517
20,517

16,000
6,387
22,387

20,000
5,110
25,110

25

INV$
FRT$
TOT$

4,000
16,425
20,425

8,000
8,213
16,213

12,000
5,475
17,475

16,000
4,106
20,106

20,000
3,285
23,285

300
150

Note: Theoretically, total costs are minimized when inventory carrying and freight costs are equal. Certain limits to the
solution are discussed in the text for cases where it is necessary to allow for multiple shipments and to avoid
excessive Inventory buildup for a negligible return.
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• Lack of understanding by the users of complex
frei gh t t ab l es in t erp reted ex cl u si vel y b y
transportation.
• Freight rates based on tariff miles that exceed
actual miles by an average of 20 %.
• Freight rates set in 50 -mile increments. Most
shipping distances were less than 100 miles, so
this procedure resulted in a very large error in
allocating actual costs affecting product costs
and inventory values.
• Intrastate and interstate rates differed by 15%
to 20% with no difference in actual costs.
• Absence of consideration in the billing system
for turnaround costs which accounted for up to
one -third of a trucking day.

making fewer but larger shipments and carrying
more inventory at the plants, and by improving
the routing of existing freight requirements. Both
approaches are designed to reduce miles traveled
and hours worked, but they must be applied in
harmony with other business considerations. It
should be the objective of an intracompany freight
system to move goods between locations so that
`Calculation 1
Variables:

r

Because of the tight inventories and equipment
schedules, TOC spent a great portion of each day
taking calls from dispatchers who had freight requirements not included in the Ship From Reports. These constant changes prevented TOC
from routing the intermill trucks as effectively as
it could otherwise have done.
The act ual amo unts bi lled to the pl ants by
transportation were the commercial freight rates
split into two portions. One portion approximately equaled transportation's expenses and became a
part of product costs and inventory values. The
other portion represented the profit in the commerci al rat e an d was ch arged t o a s eparat e
account.
Standard product freight costs were established
by the corporate cost accounting department with
very little input from the plants. Unlike other
variable costs, there was virtually no analysis of
freight costs and variances. Until this study, there
was an underlying belief that freight costs were
not properly co nt rol led , b ut th ere was l itt le
knowledge or understanding of the causes or extent of the problems. In addition to these weaknesses in the system, the intermill trucking division operated as a profit center. Therefore, the
division was more strongly motivated to maximize
its own revenue and profits th an to minimize
overall costs.
Other factors contributing to less than optimum
conditions included:

(B)
C}
(E)
(F)
G)

Freight in- transit co st =
$1.00 /mile
Freight turnaro und co st =
$20 /stop.
Inventory daily requirements = 10,000 lb.
Invento ry value =
S1.6011b.
Inventory carrying cost =
25%

Testing Breakeven Shipping Frequency
The foregoing policies and procedures were
confusing and counterproductive at best. At worst
they seriously biased management decisions which
led to a low utilization of trailer capacity and significantly increased total costs to the company.
The net effect was to minimize inventory costs
and to maximize or at least to inflate freight costs
above an optimum level.
Scheduling the Cost Route

I

Days (D) =

1100 miles x $1.00 /mile x 3651 + ($20 /tum x 3651
10,000 lb /day x a1.60111b. x 25%

ys (D) _

43,800

=

10.95

= 3.3

4,000
(D)
(E)
Optimum = 3.3 days x 10,000 Lb /day = 33,000 Net lbs.
shipment

Freight costs can be reduced in two ways: by
MANAGEMENT ACCOUNTING /OCTOBER 1982
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• Inventory carrying cost,
• Obsolescence of inventory,
• Service to associates,
• Com m itm ent to cu stom ers,
• Tru ck ro ut in g,
• Storage space,
• Pro duction lead t im e.

Figure 2
Freight and Inventory Carrying Cost
— 300 miles
150 miles
,000,

dey

- - 100 miles
• • •50 mli

120,000

Seve ral of thes e it em s are subject to m anagem ent int erpreta tion, b ut the f irst th ree are easily
quantified and ac count for t he bu lk of the c osts.
Annu al f reight a nd inven tory car ryin g co sts can
be calculated using Form ulas 1 and 2.
By equating annual freight costs and annual inventory carrying cost, we can solve for the optim um ship ping fre quen cy in Da ys(D ) in For m ula

25 m

110,000
100,000
90,000
80,000
N

°,
c

C

a

70,000

3.

60,000

Given the variables for Formula 3, Table 1 and
Figures 1 and 2 illustrate the relationship between

50,000
40,000
30,000

• • • • • •

.

. . ..

r

s .

...

20,000
10,000 -

1
Trip frequency -days

I

"

,

Formula 4

Added one -way
breakeven miles

(D)
(E)
(F)
(G)
(C)
(1/2 days, x Lb./day x $ /Ib. x Carrying chgs] - J$Aum x 3651
365 x $ /mile

A

Calculation 2
(B)
(C)
(D)
(E)
(F)
(G)

$1.00 /mile
Freight intransit cost =
$20 /stop.
Freight turnaro und co st =
Shipping f requency days =
3.3
Inventory daily requirements = 10,000 lb.
$1.60 /lb.
invento ry value =
25%
Inventory carrying cost =

Added breakeven miles =
[1 /2 x (3.3 Days), x 10,000 Lb /day x $1.60/Lb x 25 %) - [$20f
365 x $1.00/Mile
Added breakeven miles = 40 M iles.

the total costs to the company are minimized.
Factors to consider in satisfying this objective are:
•

40

Actu al freigh t co st,

freight cost and inventory carrying cost for one set
of conditions. (Calculation 1, page 39).
Theoretically, total costs are m inim ized when
inventory carrying costs and freight costs are
equal assum ing other subjective considerations do
not seriously bias the results. The apparent breakeven shipping frequency of 3.3 days in Figure 1
can be tested in Form ula 3. (pp.38,39).
As s how n in Ta ble 1, the apparent lowest cost
frequency for moving 10,000 net pounds 100 miles
is three days. As illustrated in Figure 1 and as calculated in Form ula 3, it is more precisely 3.3 days.
Figure 2 shows the total cost curve for 10,000 net
pounds m oving at various distances; the optim um
solution for ea ch cur ve would be at its lowest
point.
But for various reasons the theoretical solutions
discussed an d exhibited in Table 1 and Figures 1
and 2 m ay not be the best solution for application.
For exam ple, Figure 2 de m onstrates t hat m ost of
the cost savings for those locations shipping daily
will be achieved by shipping every two days. Beyon d t wo da ys the cost savin gs co nt in ue to increase for m o st situations but at a dec lining rate.
To avoid excessive inventory buildup for a negligible return and in consideration of other subjective
considerations listed above, it is suggested that a
more frequent shipping frequency be selected than
the theoretical optim um .
Another factor to bear in m ind is that the foregoing solutions were bas ed on exclusive use of a
trailer. An a ddit iona l qu estion t o be ans were d is
whether two plants should ship independently or
togeth er to a m u tual d estin ation . If t he op tim um
shipping frequency and shipm ent size for the com pany is 3.3 days and 33,000 pounds, respectively,
from A t o C a n d fr o m B t o C , pla n ts A an d B
could ship together or separately. With two locations sharing a trailer, m arginal inventories could
be reduced up to 50%. The re is a price to pay for
MANAGEMENT ACCOUNTING /OCTOBER 1982

this inventory reduction , however. That trade -off
is in the form of added miles and stops. Obviously,
if two shippers share a trailer, one additional stop
would be required. Added stops can cost up to
$20 each in driver pay and related costs. Adjacent
plants would require little added mileage. However, any distance a truck has to vary its direct route
to make an added pick - up reduces the inventory
advantage of two plants shipping together. In Formula 4 , breakeven miles for an additional stop
that will maintain satisfactory inventory levels
may be determined.
In the example for Formula 4, it would be bett er fo r a t ru ck t o ma k e u p t h e l o ad at t wo
plants up to 40 miles apart rather than service
each independently . Each situation should be
evaluated separately.
The formulas can serve as an important tool in
evaluating inventory / freight trade-offs and in setting freight standards for minimum total cost.
While relatively simple in concept, they are very
important to the success of the overall program
and may contribute greatly to a reduction in cost.
Shifting Loads
As discussed earlier, there are two ways to reduce freight costs. Other than good management
and scheduling techniques, improved routing is

dependent upon receiving advance notice of shipments . To facilitate scheduling , requests for
freight movement may be required by 3:00 p.m. of
the day prior to the shipment . The exact time is
not as important as replacing a chaotic planning
environment with a more disciplined one.
Another change is to begin shipping all freight
prepaid . When manufacturing plants are measured against only one variable, inventory carrying costs, for example, the predicted result is emphasis on that variable to the possible detriment of
other cost factors. By making the plants responsible for both freight costs and inventory carrying
costs, a more evenhanded approach with overall
reduced costs are expected.
A complete new system was developed to correct deficiencies in the billing structure. A new
rate structure based on a standard cost per mile
and a standard cost per stop was proposed. Also
recommended was that transportation be operated
as a cost center rather than as a profit center, with
emphasis on providing service at the lowest cost
rather than on generating paper profits.
Although the suggestions are radical departures
from the current, rigid structure of the freight industry , the potentially significant reductions in
freight cost and the added features of cost control
certainly justify investigation.
El

Theoretically,
total costs are
minimized
when inventory
carrying costs
and freight
costs are equal.
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Profit maximization is not the single
goal of most firms — contrary to
popular belief. Corporations also are
concerned with ratio of return on
investment, market share and total
sales. This information, and more,
was uncovered in personal interviews
(based around a structured questionmire) with participating managers in
22 companies in the United States

and 22 companies in Canada. These
organizations were involved in the
manufacturing activities of at least
one of four industries — food processing, chemical, transportation
equipment, or heavy equipment —
and they represented a large portion
of their industry's annual sales, total
assets and number of employees.
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Management
Accounting
Practices
Louis Bisgay, Editor

assets.
• Intangible assets created as a result of plan
changes should be amortized in a manner
similar to the measurement valuation allowance —over a period based on the weighted
average remaining working lives of the employees involved.
A document explaining the Board's tentative
conclusions has been scheduled to be issued
late in the third quarter of 1982.

FASB Rethinks "Reporting Income"

Tentative Pension Conclusions
In February 1981, the Financial Accounting
Standards Board issued a Discussion Memorandum regarding Employers' Accounting for
Pensions and Other Postemployment Benefits.
After deliberating over those issues for almost
one year, the Board has drawn certain tentative
conclusions:
• in measuring the pension liability at any point
or the expense for a period, pension costs
should be attributed to specific years by using
a "benefit" approach, which ass igns an
amount of pension benefits to each period of
service and computes the present value of
the benefits earned each year. The basis for
allocating costs should be years of service
rather than amounts of compensation.
• For flat benefit and career average plans,
which do not use benefit formulas that take
into account future compensation in determining benefits attributable to current service,
the "accumulated benefits" approach (which
does not consider future compensation)
should be used in attributing cost. Where a
plan employs a formula based on future compensation (a final pay plan), the effects of future salary changes should be explicitly considered in measuring the pension expense
and liability.
• Future plan amendments should not be consid ered in m easu ring expens e and t he
liability.
*Pension plan assets should be measured at
fair value.
• Changes in the pension liability resulting from
experience gains and losses and changes in
assumptions should be deferred using a measurement valuation allowance and amortized
over subsequent periods, with similar treatment for changes in the fair value of plan
42

After reviewing comments received on its proposed concepts statement, Reporting Income,
Cash Flows, and Financial Position, the FASB
decided not to proceed toward a final statement at this time. Instead, its staff is conducting
additional work on the comprehensive income
concept, including the definitions of its significant components and their interrelationships.
Also the Board will work with the Financial Executives Institute to encourage voluntary reporting of cash flows as the focus of the Statement of Changes in Financial Position rather
than reporting of changes in working capital.
In its comment letter on the proposed statement to the Board (MAP July 1982), NAA's
Management Accounting Practices Committee
had expressed support for the cash flow reporting approach, but criticized various other aspects of the exposure draft, particularly the notion of comprehensive income.

MAP On "Oil and Gas" And "R &D"
The MAP Committee often looks favorably on
FASB proposals, but is not hesitant about criticizing those it feels are inappropriate. Two such
examples are the exposure brafts dealing with
Disclosures about Oil and Gas Producing Activities and Res earch and De ve lo pmen t
Arrangements,
The focus of the Committee's comments on
"Oil and Gas" is the proposed computation
and disclosure of a "standardized measure of
discounted future net cash flows." The Committee concurred with three dissenting Board
members who oppose such disclosure because the measure (1) lacks relevance and reliability, (2) is too dependent on subjective analysis and forecast of future production quantities,
(3) imposes on one industry requirements in an
area in which the Board has yet to take a position, (4) lacks validity as a benchmark for comparing different enterprises, and (5) is likely to
involve costs that would exceed the limited
► ► 87
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Electronic banking— defined in simple,
everyday terms.

How electronic banking can meet
your specific business needs.

Forget the fancy terminology and terminals.
At Citibank, electronic banking is simply an
electronic connection between your office and ours,
A connection that produces and delivers financial
services at a moment's notice. Giving you the exact
information you need, when you need it. Helping
you use management and financial resources more
efficiently and more effectively by speeding such
time- consuming processes as balance reporting,
funds transfers, and daily reconcilement.
Sounds overly optimistic? Consider the facts,
then call your local Citibanker for Citibank's
electronic banking guide.

Citibankers can tailor electronic banking services
to help you manage your staff, your money, your
entire financial operation.
Case -in- point: Security. Passwords can be
assigned to provide access to information by dollar
amounts. By specific accounts. By type of transaction.
Even by time of day.
Numerous other electronic banking services
can be adapted to your needs, such as automating
funds transfers and other repetitive processes.
Or consolidating information on balances in all of
your accounts —even if your accounts are with several
banks. Or in several countries.
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How electronic banking removes
barriers of time and distance.

The key component in electronic
banking -the people behind it.

From cash management to information management, Citibank brings you unprecedented speed and
accuracy.
For example, in the time it takes to read this line,
electronic banking can speed funds transfer instructions from New York to Tokyo. Or anywhere else.
At any time.
The secret? The largest financial telecommunications network of any bank anywhere — including over
2,300 worldwide offices and our own communications
satellite channels. Citibank's unmatched capabilities
can help you mobilize your cash resources and make
decisions more quickly and effectively.

Technology didn't put Citibank at the forefront
of electronic banking. Citibankers did. Including
Citibankers in 22 major U.S. cities —from coast to
coast.
Our technical consultants and specialists can
objectively help you develop and impplement creative
cash management solutions. Citibankers can also give
your staff personalized electronic banking training,
taking as much time as necessary. And should problems
arise, your staff can directly contact our customer
service rofessionals for immediate answers.
To earn more, send for the electronic banking
brochure on the next page.
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Cost Analyses of
Commercial
Bank Portfolios
Individual banks have been able to protect
their margins of net revenues over net costs by cost reducing innovations and organizational changes.

By Herbert L. Jensen
Research dealing with commercial bank performance and portfolio behavior has increased sharply in recent years, in response to a wide variety of
needs. The bank regulatory authorities, especially
the Federal Reserve System and the Federal Deposit Insurance Corporation, have raised questions concerning the responsiveness of individual
banks to changes in credit conditions and monetary policy. They also are particularly concerned
with the possibility of bank failures arising from
co n d i ti o n s n o t wi t h i n t h e co n t ro l o f b an k
managers.'
Bank management has been concerned with
earnings and portfolio behavior in order to insure
an adequate return to the institution's shareholders and to protect capital positions in the face of
strictly enforced regulatory standards.' Knowledge of a bank's responsiveness to internal decision- making and external forces is, of course, vital
to intelligent management control and effective
policy- making. By focusing upon the linkages between bank portfolio composition and earnings,
one can assume that the composition of an individual bank's portfolio of assets and liabilities coupled with the net rates of return and cost on each
002 5 - 1 690 /82 /6 404 - 038 6/$ 01 .00 /0

portfolio item are prime determinants of its net
profits.
Analytical Framework: A Model
of the Banking Firm
In order to estimate the net impact of different
portfolio items on bank profitability, a model of
the banking firm is required which leads to the
specification of an appropriate regression function. Most theoretical studies of bank behavior assume that banking markets are monopolistically
competitive or, at least, imperfectly competitive so
that individual banks have at least some control
over prices quoted or the quality of credit accepted. Commercial banks compete for both sources
and uses of funds, but each institution sells a
somewhat differentiated product. Commercial
banks are basically multiproduct firms selling
loans, deposits, and other financial services in a
variety of separate markets characterized by different demand elasticities. For example in markets
for securities traditionally purchased by commercial banks (such as Treasury bills or commercial
paper) the elasticity of demand tends to be high
with prices being purely market determined and
no one institution having a perceptible influence
on price. In contrast, in the markets for consumer
Copyright
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loans and small and moderate -size business loans,
the borrower frequently has few real alternatives
and the elasticity of demand tends to be low.
Because the general analytic framework used
here is similar to that of earlier comprehensive
studies of commercial bank profitability' and is
compatible with the current theoretical literature
on bank portfolio behavior,' the equation on bank
profit maximation is not derived here. An analysis
of the equation by the author is available upon

The
aggregation of
bank earnings,
expenses, and
portfolio items
across a
nationwide
sample is
mis leading.

request.
Financial data was drawn from the annual Reports of Income and Reports of Condition submitted to the federal banking agencies by all U.S. insured commercial banks in continuous operation
during the years 1970 through 1975.5 Regressions
were run for three separate years -1973, 1974,
and 1975.5 The first two were years of economic
recession, while 1975 was a year of recovery and
expansion. The number of commercial banks per
Federal Reserve District used in the sample and
present in the total population are shown in Table
1. Note that at least 86% of the entire population
of U.S. commercial banks was included in the
sample for each of the study years.

Despite general consistency in goodness of fit
and stability of coefficient signs, considerable variation in net rates of return pervails among elements of U.S. commercial bank portfolios across
years and regions. For example, the imputed net
rate of return after cost on U.S. Government securities (X1) ranges from a low of 3.58% for Federal
Reserve District 1 (New England) to a high of
5.57% for District 10 (Kansas City). This degree
of variation in net returns on various loan and security holdings probably reflects widely differing
quality and maturity distributions of these assets
by individual bank and by U.S. region.
Another example of substantial variation in net
rates on assets is provided by other (mainly municipal) securities. The estimated net returns on
these securities ranged from a low of 3.12% for
District 12 (San Francisco) to a high of 5.52% for
District 2 (New York). Because of the federal tax
subsidy on interest earned on municipal bonds,
the a priori expectation is that the coefficients for
other securities (Xa ) are lower than those for Xl;
this is the case for five of 12 districts. The returns
on municipals were slightly higher than those on
U.S. government obligations overall, however, re-

i

Table
Number and Geographic Distribution
of Commercial Banks in U.S. Sample, 1973.75
Federal
reserve
district

1st
2nd
3rd
4th
5th
6th
7th
' 8th
9th
10th
11th
12th
Totals

Number in
sample
1973.1975

307
332
358
725
641
1481
2462
1332
1328
1911
1274
304
12,455

1973
Total
population

376
445
418
766
761
1828
2633
1403
1382
2137
1409
418
13,976

Sample
percent

81.65%
74.61
85.65
94.65
84.23
81.02
93.51
94.94
96.09
89.42
88.50
72.73
89.12%

1974
Total
population

368
433
401
764
785
1937
2659
1416
1390
2166
1459
437
14,215

sample
percent

83.42%
76.67
89.28
94.90
83.79
76.46
92.59
94.07
95.54
88.23
85.47
69.57
87.62%

1975
Total
population

362
422
392
765
795
1985
2679
1423
1397
2197
1490
459
14,366

Sample
percent

84.81%
78.67
91.33
94.77
80.63
74.61
91.90
93.61
95.06
86.98
83.69
66.23
86.70%

Source: Data tapes supplied by the Board of Governors of the Federal Reserve System.

Least square equations were estimated for each
of the 12 Federal Reserve districts for each year of
the 1973 -75 period. Then these samples were regrouped and regressions run covering the sample
observations for all three years in each Federal
Reserve district. In addition, the sample data was
totally pooled and regressions estimated covering
all 12 Federal Reserve districts for all years. Table
2 presents the regression results for the model using pooled observations for the three -year period,
1973 -1975, for each district and for all 12 districts
collectively.'
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fleeting both higher perceived risk on municipal
obligations during the study years - perhaps a
symptom of the financial problems encountered
by some of the nation's largest cities -and a recent tendency of commercial banks to lengthen
their municipal portfolios to take advantage of
higher long -term, tax - exempt yields.
The net returns on real estate loans (X9 ) relative to those on farm loans (X4 ) trace an interesting picture. Net ret urn s on real est ate l oans
ranged from a low of 2.37% in District 12 (San
Francisco) to a high of 5.33% in District 5 (RichMANAGEMENT ACCOUNTING /OCTOBER 1982

Table 2
Imput Net Rates of Return and Cost on U.S. Bank Portfolios, 1973.1975

Other loans/Assets
Bat. with banks /Assets
Demand deposits /Assets
Time dep !Assess
Fed, iunds8.R.p.'s /Asssta
Nondeposltkab.) Assets
R2
F

-0. 11

(0.41)
- 3. 31'
(0.45)
- 4. 61'
(0.85)
0.7115
172.294'

F.R.
Dist.

4

F.R.
Dist.

5

F.R.
Dist.

6

7

F.R.
Dist.

F.R.
Dist.

_a_

9

F.R.
Dist.

10

F.R.
Dist.

F.R.
Dist

11

12

Districts
-

-

-

98.88
t 194.36•
267.87
70.63 -576,77 423.91' -- 74 010 978.67 -563. 25 - 1092.98'
(426.12)
(157.49)
(239.19)
(125.99)
(81.30)
(84.82)
(82.25)
(65.07)
(122.48)
(349.72)
5.21'
5.03'
5.19'
3.76'
4.56'
5.06'
4.65'
5.57'
4.38'
4.00'
(0.54)
(0.30)
(0.35)
(0.24)
15)
(0.21)
(0.22)
(0.20)
(0.29)
(0.42)
4.36•
5.04'
4.64'
4.49'
4.53'
5.06'
5.08'
5.40'
5.38'
3.12'
(0.49)
(0.29)
(0.31)
(0.21)
(0.14)
(0.20)
(0.20)
(0.19)
(0.26)
(0.41)
5.19'
4.42'
5.33'
4.07'
4.40'
4.51'
4.97'
5.23'
3.95'
2.37'
(0.50)
(0,31)
(0.34)
(0.22)
(0.15)
(0.22)
(0.22)
(0.24)
(0.32)
(0.45)
5.89'
4.30'
4.88'
5.76'
4.85•
4.57'
5.38'
5.85'
5.24•
4.29'
(0.76)
(0.38)
(0.58)
(0.34)
(0.15)
(0.24)
(0211,
(0.19)
(0.29)
(0.51)
2.80'
2.94•
3.42'
2.94'
3.81'
4.16'
5.16'
4.96'
3.74•
1.36•
(0.57)
(0.35)
(0.41)
(0.26)
(0.18)
(0.25)
(0.26)
(0.23)
(0.30)
(0.45)
3.75'
4.19'
3.74'
2.95'
3.25•
3.75'
3.78'
4153'
4.41'
1.33•
(0.50)
(0.29)
(0.32)
(0.22)
(0.16)
(0.23)
(0.23)
(0,22)
(0.28)
(0.48)
4.23'
6.01'
6.99'
5.98•
5.20•
3.97'
5.06'
6.05'
28 7 '
1.54'
(1.35)
(1.08)
(1.19)
(0.53)
(0.34)
(0.58)
(0.64)
(0.57)
(0.66)
(1.17)
1.46
2.18'
1.38•
1.92'
2.48'
2.93'
1.79'
2.82'
2.44'
0.31
(1.14)
(0.41)
(0.53)
(0.31)
(0.21)
(0.27)
(0.28)
(0.25)
(0.33)
(0.75)
5.53'
5.15'
5.31'
3.80•
5.03'
5.24•
4.61'
5.84'
4.88'
3.49•
(0.64)
(0.33)
(0.38)
(0.27)
(0.17)
(0.24)
(0.26)
(0.221
(0.31)
(0.51)
-1. 89,
1.22'
1.48'
- 1. 00'
- 1. 81'
1.75'
2.04'
2.33'
- 1. 45'
-0.54
(0.50)
(0.28)
(0.30)
(0.21)
(0.14)
(0.21)
(021)
(0.20)
(0.26)
(0.39)
- 3. 97'
-4. 06•
- 4. 17'
-3. 41•
- 3. 67'
- 4. 22'
- 4. 32'
- 4. 73'
- 4. 16'
- 1. 54'
(0.49)
(0.29)
(0.33)
(0.21)
(0.15)
(0.21)
(0.22)
(0.20)
(0.26)
(0.40)
- 4. 43'
- 3. 99'
- 4. 83'
- 5. 16'
- 3. 30'
- 4. 43'
- 3. 09'
- 4. 51'
-4. 01•
- 11.118*
(1.02)
(0.44)
(0.63)
(0.51)
(0.26)
(0.44)
(0.42)
(0.36)
(0.64)
(0.74)
0,7702
0.6641
0.8190
0.7501
0.6605
0.8684
0.8802
0.8493
0.7644
0.7028
273.550' 1D57.410' 664.906' 1022.780' 3498.253' 2020.897' 2244.723' 2480,350'
950.496' 163.518'

(a

664.37'
(34.71
4.52'

(0107)
4.65•
ID.07)
4,43'
(0.08)
4.81'
(0.07)
3.33'
(0.09)
162'
(0.08)
5.25'
(0.20)
2.41'
(0.10)
4.79'
(0.09)
1.40'
(0.07)
- 3. 81'
(0.07)
- 4. 19
(0.14)
0.81
12328.78'
-

Business IoanslAssets

F.R.
Dist.

-

Consumer LoanslAssets

201.74
(497.17)
5.16'
(0.57)
5.52'
(0.49)
5.14•
(0.55)
7.11'
(1.01)
1.49•
(0.52)
3.05'
(0.53)
13.14'
(1.06)
2.18'
(0.76)
4.02'
(0.62)
2.13'
(0.43)
- 3. 95'
(0.49)
- 6. 35'
(0.77)
0.6215
124.184'

3

-

Farm (oans)Assets

1338.23'
(385.64)
3.58'
(0.59)
5.27'
(0.49)
4.54'
(0.51)
6.78'
(1.51)
1. 18"
(0.50)
2.34'
(0.52)
4.04'
(1.48)
- 1. 96
(0.68)
2.66'
(0.53)

F.R.
Dist.

-

R.E. loansfAssels

2

-

Other see)Assels

F.R.
Dist.

1

-

U.S, govtslAssets

F.R.
Dist.

-

-

Independent
Variables
I!ro1aI assets

No t es :
Table c ont ai ns par ti al r egr es si on c oef f i c i e nts f or ea c h i n depe ndent var i able wi th
thei r as soc i ated stan dar d er r or s s h o w n i n pa r enth eses. ' - i ndi c ates
si gni f i c ant at the one per c ent r i sk level. " - i n di c a te s p ar am et er
par ameter
si gni f i c a nt at the per c ent r i sk level. The dep end ent var i able
the r ati o
of net c ur r ent op er ati ng i n c ome t o tot al ass ets f or ea c h ban k. Sa mple s i zes ar e s hown i n Tab le 5
1.

is

mo n d ) -a s pread o f nearly t hree percent age
points. Farm loan returns ranged from a low of
4.29% in District 12 to a high of 7.11% in District 2 (New York) -again a three percentage
point spread. Profitable opportunities for funds
arbitraging across geographic boundaries appeared to exist without being exploited fully.
However, regulatory pressure on commercial
banks and the customer relationship doctrine both
strongly encourage banks to make loans within
their own local market areas, discouraging a free
flow o f funds over wider regions, Interesting, too,
is that the net rates o f return on farm loans during
the 1973 -1975 period were conspicuously higher
than the net returns on real estate loans in all Federal Reserve districts except 4 (Cleveland) and 5
(Richmond). This is consistent with the generally
high profitability of farm operations and the significant depression in residential home construction during the study period.
Net retu rn s on co ns umer l oans (X 5 ) were
among the most extreme of any portfolio categories. The lowest net return was recorded in the
New England area (District 1) at 1.8% and the
highest, in the Midwest (District 9) at 5.16 %. Net
returns on consumer loans above the grand mean
of 3.3% were concentrated in Districts 7, 8, 9, 10,
and 11. All but one of these districts cover that
portion of the United States lying between the
Mississippi River and the Rocky Mountains. In
contrast, net returns on consumer loans on either
coast were much lower -in the 1 to 3% range.
MANAGEMENT ACCOUNTINGIOCT08ER 1982
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This division of the country broadly parallels the
distribution of unit banking versus limited and
statewide branch banking states. The higher returns for consumer loans in unit banking states
provide limited support, then, for the contention
that bran ch b anki ng p romot es more stro ngly
competitive market conditions for consumer oriented lending.
Net rates of return on commercial and industrial loan (X 6 ) were lower than on other categories
of bank loans and on security holdings. These net
returns ranged from 1.33% in the Pacific Coast
region (District 12) to 4.53% in the Midwest area
(District 10) with most rates in the 3 to 4% range.
These returns were more uniform across Federal
Reserve districts than the returns on consumer
loans, probably reflecting the greater bargaining
power of business firms compared to individual
consumers in most bank loan markets and the access of larger business borrowers to regional and
national funds markets. The relatively low net rate
of return on commercial and industrial loans reflects, in part, the substantial losses on these loans
experienced by commercial banks following the
oil embargo during the winter of 1973 -74 and significant write -offs and loan delinquencies which
occurred in the ensuing recession of 1974 - 1975. 7
Demand balances held with other banks (X a)
produced low net rates of return. However, the estimated overall net return of only 2.41% is consistent with previous studies and with a priori expectations. Correspondent balances typically earn
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services for smaller banks (including portfolio, tax
management, and data processing services) but
carry low or nonexistent explicit yields. The net
return was actually a net cost in District 1 (New
England) at — 1.96 %. In Districts 3 (Philadelphia) and 12 (Pacific Coast) the net return on correspondent balances was not significantly different
from zero. The maximum positive net return on
demand balances occurred in the Midwest region,
where large numbers of smaller banks in rural areas and smaller cities depend heavily upon larger
correspondent banks upstream for funds management and check clearing services.
Turning to the sources of funds side of the balance sheet, an interesting anomaly appears: the
coefficient associated with demand deposits are
positive, contrary to theoretical expectations.'
Moveover, the associated regression coefficients
are relatively large, ranging from 2.66% in District 1 (Boston) to 5.84% in District 10 (Kansas
City). All coefficients are statistically significant
at the 1% risk level. Quite probably, a substantial
proportion of the net returns directly earned on
loans in individual bank portfolios is attributed in
the equations to the demand deposit element. The
results suggest, too, that the offering of demand

Table 3
Covariance Test for Equality of Regression Coefficients Across Federal Reserve Districts, 1973.75
Degrees of
freedom
37326
26
37352
54.9714'

Mean
square
0.3779
20.7737
0.3921

=

Sum of
squares
14106.1930
540.1166
14646.3096
20.7737/0.3779
F
=

Squared
error terms
SC
SB
SA

1Slgnificant at the 0.01 risk level

sow

Definitio ns of squared erro r terms:
SA- residual sum of squared erro rs for entire sample.
SB - incremental sum of squared errors between regressions f or subsamples and for the entire sample.
SC -sum of residual sums of squared errors for sub - sample regressions.

deposit services is a powerful marketing tool. Indeed, the offering of NOW accounts by mutual
savings banks and savings and loan associations in
the New England area and credit union share
drafts nationwide is more understandable in light
of the net returns shown in Table 2 for demand
deposit balances.
The regression coefficients for time and savings
deposits are negative, as expected, and carry reasonable magnitudes. Average net costs on time deposits were highest in District 10 (Kansas City) at
2.33% and the lowest in District 1 (New England)
with a coefficient not statistically different from
zero. Thus, the New England area, where NOW
accounts originated, appears to have the lowest
50

net returns on demand deposits and the lowest net
costs for time and savings deposits.
Federal funds purchased and repurchase agreement s (RP 's) t u rn o u t to be t h e mo s t co s tl y
sources of bank funds, averaging —3.81% for all
Federal Reserve districts and reaching a high of
— 4.73% in the Midwest region (District 10). This
district also displays the highest net rates of return
for several categories of earning assets. The Pacific Coast region (District 12) recorded the lowest
net cost for nondeposit funds (Federal funds and
RP's) at 1.54% and the lowest net rates of return
for various earning assets. Since most of the transactions involving federal funds and repurchase
agreements are made to meet reserve requirements, it is clear that those reserve adjustments —
bearing an average net cost of 3.81%—imposes a
s u b s t an t i al b u r d en upon i n d i vi d u al b an k
profitability.
The last major element in commercial bank
portfolios consists of miscellaneous nondeposit liabilities including Eurodollars, mortgage indebtedness, and capital notes and debentures. Since
these sources of funds tend to have the longest
maturity and carry the greatest perceived risk for
investors, it is not at all surprising that the average cost of these miscellaneous borrowings is
higher than on any other bank source of funds.
The overall cost for all 12 Federal reserve districts
was — 4.19% compared to — 3.81% for borrowings of Federal funds and RP's and —1.40% for
time and savings deposits. Nondeposit borrowings
were cheapest in the Pacific Coast region (District
12) with a net cost of 1.88 %, but most expensive
in the New York region (District 2) at 6.35 %.
The average cost of nondeposit liabilities averaged slightly less than the net returns earned on
U.S. Government securities, other securities, real
estate loans, agricultural loans, and miscellaneous
loans. The spread between the returns on the least
risky of these portfolio items and the cost of nondeposit liabilities of about one - quarter percentage
point is probably close to the minimum spread
necessary to induce the process of financial intermediation. The Midwest region (District 10),
which contains a significant number of the nation's smallest banks, displays the highest rates of
return on several earnings assets and also the
highest net cost for most sources of funds. Similarly, the Pacific Coast region (District 12), which
contains several of the nation's largest banks, reports the lowest net returns on several revenue elements and lowest net costs for several expense
items ih U.S. commercial bank portfolios. Clearly,
the regressions for individual districts or regions
produce earnings information that is distinctly
different from a pooled sample of all banks in the
nation. This study suggests quite strongly that aggregation of bank earnings, expenses, and portfoMANAGEMENT ACCOUNTING /OCTOBER 1982
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The constant term in the earnings equations
may be used to determine the minimum size needed for a bank to break even. The estimate of net
fixed costs per bank (Be ) was statistically for Districts 1, 4, 7, 9, 10, 11, and for all Federal Reserve
Districts pooled as indicated in Table 2. Break even size for these districts may be computed by
Table 4
Comparing Imputed Net Rates of Return or Cost on Bank
Portfolio Items in Federal Reserve District 10,
1956.59 and 1973.75
Variable /Total assets

1956.1959

Co nstant term
U. S. government obligations
Other securities
Real estate loans
Farm loans
Consumer loans
Commercial and Industrial loans
Other loans
Demand balances with commercial banks
Total demand depo sits
Total time and savings deposits

1973.1975

-2. 885
4.48
4.24
5.38
5.28
7.41 a
5.80
6.69
2.69
-2- 77
-4 .3 6

-978.67
5.57
5.40
5.23
5.85
4.96
4.53
6.05
2.82
5.84
-2 .3 3

R2
F

0.3334
54.35b

0.8493
2480.350b

-

Studies of the relation between banking structure and performance generally suggest that earnings, prices, and portfolio allocations are sensitive
to variations in market structure and competition.a The substantial variety of banking market
structures scattered among the 12 U.S. Federal
Reserve districts would be expected to produce
significantly different bank operating results. Because there are no commercial banks in the U.S.
with national market coverage for the entire bundle of banking services, a single U.S. market for
all banking services does not exist. Rather, geographically separate markets exist for most commercial banking services, especially demand deposits and consumer loans. If this is the case, then
the pooled regressions for the entire U.S. will not
be appropriate for describing the portfolio or
earnings experience of any particular Federal Reserve district or region. We would expect to reject
the null hypothesis that net rates of return (or
cost) do not differ across districts. Covariance
analysis is used to test this hypothesis and the results are indicated in Table 3. 10 As expected, the
null hypothesis of equal coefficients must be rejected at the 1% risk level. Some Federal Reserve
districts reported unique operating experiences for
the 1973 -1975 period in terms of differing net
rates of return on assets and differing net costs on
major sources of bank funds.
The regression coefficients estimated for commercial banks in Federal Reserve District 10
(Kansas City) for the 1973 -1975 period may be
compared to the coefficients reported for the
1956 -1959 period by Hester and Zoellner11 in an
earlier study employing similar methodology. As
shown in Table 4, fixed costs and net returns on
federal, state, and municipal securities were substantially higher during the 1970's than in the earlier period. In contrast, the
cost of deposits
was significantly reduced between the late 1950's
and the mid- 1970's, probably reflecting increased
use of automation in the industry and more careful pricing of deposit services.
It is important to note the substantial increase
in the explanatory power and goodness of fit of
the regressions between the two time periods. R's
lower than 30% were reported for most of the regressions estimated by Hester and Zoellner. R's
above 60% occurred in all regressions presented
in this study, reflecting perhaps more consistency
in management practices, the broadening of banking markets, and the rapid growth of holding
company organizations which have tied large

Estimates of Efficient Bank Size

Note: 1956.59 coefficients derived from Hester•Zoellner
a Parameter is signif icant at least at the 0.01 risk level.
b Parameter is significant at least at the 0.05 risk level.

T able 5
Co mp a ri s o n o f C o mm er c ia l B a nks
S elect ed Dis tri cts 19 73. 75

-

Covariance Analysis

numbers of small unit banks together under common management or ownership.

-

lio items across a nation -wide sample is, at best,
misleading and probably of little relevance for either public policy or bank management decision making.

Federal reserve
dis tricts

Mean break-even
size in
total assets
(S millions)

1

$1.32

4
7
8
9
10
11

0.95
0.49
0.32
0.62
0.68
0.41

All districts

$0.53

dividing the estimate of net fixed cost by the average ratio of net current operating income to assets.
Table 5 indicates the various break -even sizes
for those districts where /3 was statistically significant. The mean asset size required to break -even
in Districts 1 and 4 was 1.5 to 2 times larger than
that required in Districts 7, 8, 9, 10, and 11. RefIII,► 79
51

What Is Cycle Auditing?
Cycle auditing is designed to meet the challenge of computerized accounting
systems and the diverse operations of a large organization.

By Susan R. Whisnant and J.W. Martin

profession. These joint pressures of cost and credibility are compelling both financial executives and
practicing accountants to reappraise the auditing

While a rose is a rose is a rose, one cannot say
with equal precision that an audit is an audit is an process.
Within the broad framework of an audit, each
audit. The standardized audit report, however,
CPA
firm devises its own methods for satisfying
creates the illusion that all audits are alike. Not
only do the numerous judgments made by audi- the objectives of expressing an opinion on the fairtors render each audit different, but audit technol- ness of its clients' financial statements. While the
Susan R. Whisnant is
ogy
—that is, the audit procedures and the audit auditor sets the scope of the audit and determines
a member of the
faculty at Virginia tests that are selected and performed— affects the audit technology to be employed, the enterTech. A CPA, she
holds a Ph.D. degree both the cost of the audit and the credibility that prise chooses the auditor and may select one that
from the University of
emphasizes cycle auditing. Client demand may
Texas — Austin. She is can be imputed to the audit report.
Audit technology is developing newer methods hasten the application by auditors of this ima member of the
Roanoke Chapter, and tools to promote the efficiency and the effec- proved technology just as customer demand accelthrough which this
article was submitted. tiveness of auditing, to reduce the expense of the erates the availability of consumer products.
audit, and to increase its conclusiveness. Cycle auEvolution of Cycle Auditing
diting represents a new approach to reviewing inA new consumer product is often an innovative
ternal accounting control as an intermediate step
adaptation
of a previous one. So, too, is cycle auin forming an opinion on the financial statements.
diting
a
derivative
of traditional auditing methStatistical auditing methods and generalized audit
software programs also are affecting audit meth- ods. Cycle auditing has evolved in response to a
changed environment. It accommodates the inods and are often integrated into cycle auditing.
The concept of cycle auditing may be new to creased complexity, the geographic dispersion, the
controllers and to audit committee members. Our diverse activities of large enterprises, and the sopurpose here is to bring cycle auditing to the at- phistication of computer -based financial informatention of those who are responsible for securing tion systems. In an audit the processing of transaudit services for their enterprises. Inflation and actions and the handling of as sets within the
other factors have increased the expense of per- accounting area are studied to determine where
forming audits; audit failures and subsequent accounting control measures should exist and
widely publicized liability suits have embarrassed whether these control measures do exist.
Cycle auditing, however, may offer little attracboth the business community and the accounting
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t.ion to the small company that is simple, centralized in one location, engaged in a relatively narrow range of activities, and uses manual or simple
mechanized accounting record - keeping methods.
The traditional audit approach is well adapted to
such situations, and cycle auditing offers few additional advantages.
Difference from Traditional Auditing
How does cycle auditing differ from traditional
auditing? In fact, what is n ew ab ou t cycle
auditing?
Primarily, the difference is one of audit emphasis rather than of audit content per se. On the one
hand, the traditional audit centers on the verificatio n of b al an ce s heet an d in co me s tatement
amounts. Those figures are outputs from the accounting process. The cycle audit, on the other
hand, focuses on the accounting process itself and
the accounting controls that are built into the system. Cycle auditing allows the auditor to transcend enterprise units and permits the auditor to
manage an audit engagement without having to
separate closely intertwined parts of the accounting process.
A cycle audit, of course, does not neglect an audit review of account balances. Just as in the traditional audit, the review and evaluation of the internal accounting control system under the cycle
approach aids the auditor to determine the nature,
extent, and timing of the substantive tests. Substantive tests provide evidence of the validity and
propriety of the balances in the financial statements and the underlying transaction.
Cycle auditing is sometimes called transaction
flow or transaction cycle auditing because it concentrates on the authorization, execution, and recording of financial transactions and the accountability of the resulting assets. Because these
actions are comprised in the accounting system,
others refer to cycle auditing as systems -based auditing. Other descriptive terms probably will be
coined as cycle auditing comes into more general
usage. The largest accounting firms are applying
their own particular names for cycle auditing and
have developed easy -to- remember acronyms to
identify their cycle auditing methods.
As the term cycle auditing implies, the accounting cycle is audited. Each business has a unique
set of cycles. Revenue, expenditure, production,
investing and financial cycles, however, are common to most manufacturing enterprises. In a retail
organization the cycle perhaps would be designated as sales and collection cycles; payroll and personnel cycles; acquisition of goods and services
and payment cycles; inventory and warehousing
cycles; and capital acquisition and repayment cycles. One of the large CPA firms classifies transactions into four functional groups: treasury cycle,
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expenditure cycle, conversion cycle, and revenue
cycle. Other labels may be used for the characteristic cycles of enterprises.
Each cycle is comprised of repetitive transactions. In turn, each transaction has its own steps
or functions which occur in sequence. This sequence, or flow of transactions through the accounting system, receives primary attention in cycle auditing. Cycle auditing demands that the
auditor understand the relationship between the
accou nt in g system an d th e cl ien t's bu si ness
operations.

J. W. Martin, CPA, is
associate professor of
accounting at Virginia
Polytechnic Institute
and State University.

Advantages of Cycle Auditing
What are the advantages of the cycle auditing
approach? Fundamentally, the audit becomes less
routinized and more purposeful because the auditor scrutinizes a transaction from its inception to
its ultimate effect on the financial statement. Conceptually, it is an active method of auditing while
traditional auditing is passive.
In cycle auditing, the auditor is both directly
and indirectly involved with the client's internal
control systems —that is, with the safeguards the
client has introduced into the financial accounting
system to prevent errors (unintentional mistakes)
or irregularities (deliberate falsifications) from occurring or to detect them on a timely basis if they
should occur. The stronger the system of internal
control, the more the auditor can rely on it and
hence limit additional audit procedures and tests.
This limiting of scope makes the audit less costly
to the client. The quality of the audit is not jeopardized but is enhanced. A cycle audit then can be
more efficient than the traditional audit while also
being more effective.
The premise is that if the internal control system is appropriate for the company, ifit is operating, and ifit is functioning as planned, then the
dollar amounts generated by the financial accounting system will be reliable.
The study and evaluation of internal control
have become more important as a result of the
passage of the Foreign Corrupt Practices Act
(FCPA) of 1977. This law makes corporate officers of companies registered with the Securities &
Exchange Commission personally responsible for
a strong system of internal control.
The responsibility of auditors under FCPA has
not been clearly established. This delineation will
be made as court cases resolve the issues the law
raises. Nevertheless, both clients and auditors are
more concerned with appraisal of internal control
systems than in the past because of the implications of the Act.
Audits made by CPAs must conform to the requirements stipulated by the generally accepted
auditing standards (GAAS) of the American Institute of CPAs. Statements on Auditing Stan53

The cycle audit
focuses on the
accounting
process itself
and the
accounting
controls.

dards are promulgated by the Institute's Auditing
Standards Board (ASB) to interpret the standards.
The present statements of the ASB define internal
control in terms of the flow of transactions, but
they do not mandate cycle auditing. However, one
of these standards (SAS 20) requires independent
auditors to report on material weaknesses they
note in the internal accounting control systems of
their audit clients.
Anoth er st atement (S AS 30 ) suggests that
transactions be studied according to some commonality, such as cycle or business function. It
also delineates the procedures to use when an auditor reports on the entity's system of accounting
control, and it describes the different forms of the
accountant's report to be issued in connection
With such engagements.
Computerized Accounting Systems
The increasing sophistication and complexity of
accounting systems and the reliance on computer based information systems —all demand more vigilance in the appraisal of the internal control in
enterprises, whether or not the obligation of so
doing is imposed by regulatory agencies or by the
accounting profession. In an audit of a manual accounting system the auditor evaluates the functions of (1) authorizing transactions, (2) recording
transactions, (3) maintaining custody of assets,
and (4) comparing recorded accountability with
assets. These same functions receive attention in a
computerized accounting system. However, additional attention must be directed to internal control in the latter case because of the indirect relati o ns h ip s of s u ch pers o n n el as co mp u t er
programmers and operators. This indirect access
to assets is pointed out in SAS 3 (AU section
321.22):
EDP (Electronic Data Processing) personnel have access to assets if the EDP activity
includes the preparation or processing of
documents that lead to the use or disposition of assets. EDP personnel have direct access to cash, for example, if the EDP activity includes the preparation and signing of
disbursement checks. Sometimes access by
EDP personnel to assets may not be readily
apparent because the access is indirect. For
example, EDP may generate payment orders authorizing issuance of checks, shipping orders authorizing release of inventory,
or transfer orders authorizing release of customer -owned securities.
The audit of computerized accounting systems
poses additional complexities and requires particular safeguards in the control system. While cycle
auditing is appropriate for both manual and com-
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puterized accounting systems, it is particularly
well adapted to the latter. Furthermore, the larger
and more diverse the enterprise, the more it relies
on computerized accounting systems.
Cycle auditing requires a review of the controls
in transaction cycles that affect many ledger accounts. This approach contrasts with traditional
audits in which the controls in specific ledger accounts are reviewed individually. Cycle auditing is
therefore particularly appropriate for gathering
sufficient, competent, evidential matter for expressing an opinion on the fairness of presentation
of financial statement amounts that have been developed in the contorted and circuitous routes of
complex accounting systems.
Cycle Auditing in Practice
How fast is cycle auditing being introduced into
practice? The rate of adoption of this technology
is dependent on the accounting profession's endorsement of cycle auditing and the client's acceptance of it, as well as the auditor's familiarity with
this audit approach.
CPAs are introduced to audit technology in
their undergraduate years, and like other professionals, auditors develop a mind set in their academic careers which may be difficult to change in
later years. Although the cycle approach has substantial support, some audit educators and textbook writers favor retaining the traditional audit
approach. Perhaps `old shoes" are comfortable.
The first audit textbook reference to a transaction -like approach is thought to be in the mid 1960s with Skinner and Anderson's Analytical
Auditing and Stettler's Systems Based Independent
Audits. Internal control is in the present limelight, and currently some authors are inserting
paragraphs —and others, chapters —on cycle auditing into their revised editions, others are adopting cycle auditing as the theme for the entire textbook. The flyer for one of these, for instance,
states: "The authors see auditing as a collection of
systems —with the emphasis on transaction processing cycles and the controls incorporated into
them." Newer textbooks, however, whether they
only allude to cycle auditing or emphasize it, are
making accounting students aware of this audit
technology. Present textbook s demons trate a
range of author attitude to cycle auditing from
nominal acceptance to enthusiastic endorsement.
Educators and Cycle Auditing
To determine the attitudes of audit educators to
cycle auditing, we questioned accounting educators who were listed in the 1979 -80 Prentice -Hall
Accounting Faculty Directory as interested in
teaching or doing research in the audit area. From
a mailing to 451 educators, 177 usable questionnaires were returned.
MANAGEMENT ACCOUNTING /OCTOBER 1982

Teaching Cycle Auditing: Pros and Cons
At this time, it is difficult to assess whether or
not the cycle approach should be emphasized in
the collegiate classroom to the exclusion of the
traditional approach. Most local CPA firms probably use the traditional approach. These CPAs
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is an active
method while
traditional
auditing is
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deal with smaller -sized businesses which have centralized locations. The cycles in these businesses
are less pronounced, and the conduct of the business is more integrated but less routinized, Lack
of segregation of duties in these small enterprises
also makes internal control more dependent on
personal integrity. Under these conditions, a cycle
approach may be no more desirable than traditional audit approaches. If the majority of accounting graduates are employed by the smaller
firms, auditing educators may do their graduates
an injustice in stressing the cycle approach and
omitting the traditional auditing approach.
Of course, not all of the larger auditing firms
have adopted cycle auditing. Further, the audit
firms that have adopted this technology have tailored their methods so that there may be little
similarity between the classroom presentation of
cycle auditing and the auditing firm's adaptation
of cycle auditing. Each audit firm seems to be developing its own unique approach. This fact may
be a reason why it would not be desirable to focus
solely on cycle auditing in the classroom: an audit
firm may prefer to give specific training in cycle
auditing to its new recruits. But it could also be
that, for students entering larger auditing firms,
classroom experience with the systems -based approach wo uld smoot h the transition from accounting student to auditing professional. On the
other hand, the transition may be impaired if the
student has been taught a traditional approach to
auditing in the college classroom.
Auditing educators in our survey favor cycle
auditing, and some of the larger accounting firms
are developing and implementing their customized approaches to cycle auditing. Controllers and
members of audit committees of boards of directors or others who buy auditing services can hasten the diffusion of this newer audit technology by
becoming familiar with the concepts of cycle auditing and by showing their preference for it. ❑

passi

We found that our respondents, like textbook
authors, differed widely in their opinions. However, a large number (86 compared with 24) favored
cycle auditing to the traditional approach. A large
majority (134 of 177) either preferred cycle auditing or found it equally as desirable as the traditional approach.
In their comments, some of the respondents
complained of the lack of textbooks which treat
cycle auditing adequately. We cannot determine
from our data whether or not these educators are
familiar with the texts that have chosen to emphasize cycle auditing or whether they simply do not
co n s i d er t reat men t s in th es e tex t b o ok s as
adequate.
When asked about changes that could be expected in auditing education in the foreseeable future, only 10% of our respondents noted an emphasis on cycle auditing. (Again, our data do not
provide insight into their present classroom emphasis on cycle auditing.) However, cycle auditing
is integrally linked with the consideration of internal control, and 83% of these respondents ranked
this topic as "critically important" in the auditing
core course; the remaining respondents ranked it
"important."
One educator indicated that although he had
changed to the transaction approach in teaching
auditing, he still is not convinced it's the best approach. Another posited that audit procedures are
best taught by concentrating on objectives and encouraging use of common sense. Many expressed
the view that cycle auditing is the "new generation" approach. Some believed there is not enough
evidence to prove which method is most successful in teaching auditing concepts. Others pointed
to deficiencies in both approaches.

'The❑names❑used❑by❑some❑of❑these❑companies❑are:❑Peat,❑Marwick,❑Mitchell❑&❑Co.—
Systems❑Evaluation❑Approach❑(SEA);❑Arthur❑Andersen❑&❑Co.—❑Transaction❑Flow
Auditing❑(TFA);❑Touche❑Ross❑and❑Co.❑—Audit❑Process❑(TRAP);❑Coopers❑&❑Lybrand—Audit❑Plan.
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NAA
Research
Current Collection and Credit Practices

By Anker V. Andersen
The National Association of Accountants surveyed a sample of its members to determine the combined impact of the current rec es sion ,
inflation, and high interest rates during the period from April 1, 1981 to
April 1, 1982, on collection procedures, the extent of credit, and credit
policies.
The survey was designed to determine how collection and credit practices have changed over time rather
than to determine any single position
at a point in time. The survey questionnaire was included with a renewal
notice to NAA members and mailed
to more than 8,000 members in April
1982. Survey results are based on
400 usable replies received during
April to June of 1982. (See Table 1)
Because of the low return, the results
have to be viewed with some caution;
however, they do serve to indicate
general trends.
The majority of the companies responding have changed their collection procedures. The changes include
a greater use of existing methods, direct earlier contact with the debtor,
and more attention to the collection
process.
The amount of credit sales is increasing and the length of time between the date of sale and the date of
collection also has increased. Both
factors have created larger receivables in a period of concern about liquidity. This concern is caused in part
by high interest rates and the resulting difficulties in obtaining external
funds by the sale of bonds or capital
stock.
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Certain credit policies were examined to determine if firms are attempting to affect the quality and /or quantity of the receivables. The functions
examined were the use of credit to
encourage sales, the determination of
which customer should be granted
credit, the limits of credit to a customer, and the determination of when to
cease credit to a customer. Only a minority believed the environmental
changes during the period were significant enough to require changes in
the procedures used to operate these
functions. To the extent there have
been changes, they are attempts to
speed up the collection process and
to improve the quality of the firm's
customers who use credit.
Changing Collection Procedures
The procedures used to encourage
payments before they become overdue, and to collect overdue accounts
were examined to det ermine the
changes that had occurred during the
period (question 9). Usually one
wants to collect the money owed in
such a way as to promote repeat business. If all one wants is to collect the
money, one can be more aggressive.
However, if one wants to keep the
customer's goodwill and future business, one has to more diplomatic.
Collection procedures involve the
determination of the collection tools
to be used, such as letters, telephone, visits, and the use of collection agencies. Of course, it is not just
the tool but how the tool is used that
determines the quality of the finished
product. Some examples of replies illustrating the change in use of collection tools were: "Faster follow -up, use

telephone more and give to collection
agency sooner," "Much more personal contact by office and sales personnel," and "Accounts are reviewed on
a weekly basis — phone calls are
made to past -due accounts."
Collection procedures also include
determining the reason the debtor is
overdue. Some firms have the money
but need reminding before they will
pay; others are temporarily short because of seasonal business. Some
have problems such as labor troubles, but should be all right in time.
Others are short because of under capitalization and may end up in trouble. Different collection attitudes
should be shown to each group, On
the questionnaire, only a very few
firms gave an indication of specialized
treatment. An overdue account was
an overdue account. Several firms
held up orders; some only shipped
C.O.D. to customers with past -due
balances. There were no indicated
differences in handling because of
overdue accounts.
Some 59% (or 235) of the firms
surveyed changed their collection
procedures during the last year. Even
though many firms used more than
one technique, the 235 changes are
summarized below:
More attention and earlier
26%
follow -up
More direct telephoning 26%
More contact using various
13%
methods
More and better trained
credit personnel
12%
Improved procedures
10%
Miscellaneous changes
6%
No comments
7%

(62)
(61)
(31)
(28)
(24)
(13)
(16)

Companies improved their collection efforts primarily by more effective
use of previously existing techniques.
Some other common changes were
getting the sales people more involved in the collection process, having senior management pay closer attention to collections, and using more
and better trained credit personnel.
As for changes in interest charges
on outstanding balances (question 3),
90 companies did not answer. Most of
the 90 stated they do not use interest
► ► 58
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charges. Also an unknown number of
those an swering ''rem ain ed th e
same" may not use interest charges.
Of those companies whose interest
charges changed, 137 increased and
10 decreased. This result indicates a
significant change in the direction of
greater use of interest charges during
the year.
Asked what changes in cash discounts were offered during the year
(question 10), 48 firms replied as
follows:
More generous offerings 52% (25)
Less generous offerings 29% (14)
Other miscellaneous
changes
6% ( 3)
No comments given
13% ( 6)
Moreover, several companies stated that some customers were asking
for discounts and the discounts were
sometimes granted. Asked if there
had been a change in the pattern of
customers taking cash discounts
(Question 11), 79 companies noted
they had ob served chan ges as
follows:

(

%

(

Less taking of cash
46% (36)
discounts
More, due to taking unearned
20% (16)
discount
More, due to other
reasons
15% (12)
6)
8%
Other miscellaneous
9)
11
No comments given
Extent of Credit Changes
It has been said that the American
economy is based on credit. Whether
this is true or not, the contemporary
economy is based more on credit
than it was a year ago. Not only is the
amount of credit increasing, but the
length of time between the date of
sale and the date of collection has
been increasing.
Data on credit sales were obtained
through three questions. First, the absolute amount of credit sales was
questioned (Question 1). A second
question probed credit sales as a proportion to total sales (Question 2). Are
customers using more credit and less
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cash for their purchases? Third, we
queried the length of time between a
credit sale and the collection from
that sale. Are customers delaying
payment for purchases?
Nearly half the firms have experienced an increase in their receivables. Forty -six percent (184) of the
firms said the absolute amount of
their credit sales had increased during
this period. A significant number remained the same and only 23% (91)
firms had reduced credit sales. For
every firm that decreased credit sales
more than two increased their absolute amount of credit sales.
It is more difficult to determine
whether credit sales are a larger proportion of total sales (Question 3). According to the respondents, 58% or
230 firms, retained the same proportion. This response, however, included those firms whose entire sales are
on credit. If we look at just those that
changed, i.e_, granting more or less
credit, we find 114 increased and 48
dec reas ed cred it sales. In oth er
words, of those who changed, 2.4
firms increased for every firm that decreased credit sales. Based on the results of these two questions, it appears customers are increasing their
use of credit for purchases of goods
and services.
It is widely recognized that a source
of capital is through the use of credit.
Both firms and individuals can use
suppliers as a source of capital by
buying on credit. While this is a short term source, maintaining the balance
of accounts payables and turning
them over provides, in effect, a permanent source. It is also widely believed that during a period of cash
shortage, firms will delay their payment on payables, thereby increasing
the "loan" from suppliers. Therefore
the firms were asked about days outstanding, the average number of days
between sale and collection (Question 4)_ Over 62% or 249 of the firms
increased their length of time to collect credit sales. Of those firms, 91 %
or 228 increased days outstanding
prim arily b ecau se of s lower p ayments. There were 89 firms whose
days sales outstanding decreased.
However, 84% or 75 stated this result
was caused primarily because of ex-

tra collection effort. There were 2.8
firms that had slower collections to
every one that had faster collections.
The customers of the companies surveyed are both increasing their credit
purchases and delaying paying for
those purchases.
An increase in the amount of receivables caused both by more credit
sales and by slower collections reduces the liquidity of the firm. While
profitability is a measure of success,
liquidity is a measure of survival. Success without survival is not too rewarding; therefore, particularly in a
period of tight money supply, firms
are concerned about the size and col lectability of receivables.
Credit Policy Changes
The credit policy of a firm affects
both the quality and quantity of the receivables. By relaxing the restrictions
on the granting of credit, one can increase the quantity of the firm's sales
and receivables. But such a policy
also will increase the uncoIIectable
accounts from the credit sales by reducing the quality. A conservative
credit policy usually involves detailed
investigations of each customer and
is restrictive in the granting of credit
and in the limits of credit. A liberal
credit policy is characterized by minimal investigation, leniency in giving
credit, and leniency in the amount of
credit granted.
A firm's customer has two types of
credit, merchandise and commercial
credit. The customer borrows money
with trade payables by postponing
spending. Firms also can increase
available funds with loans from lending agencies; therefore, when a firm
extends credit to customers, it is lending them money. Firms should make a
determination of the value of making
a loan in the form of trade credit. This
element should be considered in setting credit policy.
An optimal credit policy is generally
agreed to be one that maximizes profits. If the credit policy is too loose,
there will be a high bad debt expense,
which will result in low profits. If the
credit policy is too strin gent, not
enough people will buy the merchandise on credit, reducing sales and
profits. The marginal cost of credit is
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Interested in improving the
quality of credit sales
49%
Interested in increasing
credit sales
20%
Interested in reducing credit
sales
17%
Mixed signals toward credit
sales
7%

(37)
(15)
(13)
( 5)

No comments given

7%

( 5)

Some examples of changes made
in the use of credit to encourage
sales were as follows: "Very determined effort to avoid credit sales at all
costs," "Credit will be under tighter
control than ever before in the future," and "The risks have become
too great to use credit terms to spur
sales."
An essential element of a credit
policy is deciding to whom credit
should be granted. Firms have to
make a judgment on whether they will
extend credit to a particular customer.
This judgment is made by evaluating
prospective customers to determine
their ability and willingness to pay
through an analysis of credit reports
and financial statements and is done
through references and personal
evaluation of character. The analysis
process is more of an art form than a
science and can be done superficially, in great depth, or to all degrees in
between.
Most of the firms, 65 %, believe
their approach was adequate to the
changing circumstances, while 35%
or 140 firms stated they had changed
their procedures (Question 6). The
changes are:

slightly" and "More lenient."
Another aspect of granting credit is
setting the maximum amount of credit
a firm will automatically grant to a
customer, i.e., credit limits (Question
7). All firms have some form of limits,
because no firm has the resources for
unlimited receivables. Firms handle
the limits problem in different ways.
Some have the same limits for all customers; others set different limits for
different categories of customers. Often new customers are given lower
limits until they have "proved" themselves by several credit purchases
and payments. A simple form of limit
is to provide no additional credit sales
to customers who have a past due
bill.
When a customer reaches his limit,
special permission has to be granted
for additional credit. This policy is an
example of management by exception and simplifies the approval process. Management by exception is
useful for two reasons. First, it allows
management to pay more attention to
fewer and more important problems.
Second, if the decision maker has too
many credit sales to approve, it becomes routine and not enough attention will be paid to each application.
Most of the firms did not believe
that the changes in the economic
conditions were significant enough to
require changes in the limits of credit
granted to a customer. Only 25% or
98 of th e firms ch an ged . Thes e
changes in procedures summarized:

(

(

More checking on
customers
31% (43)
Setting and /or tightened
standards
23% (32)
Procedures changed to reduce
credit
14% (20)
More conservative
Improved limit reviewing
procedures
9% (13) procedures
35% (34)
More attention to existing
Reduced limits
20% (20)
procedures
7% (10) Increased use of limits
13% (13)
More liberal policies
5%
7) More conservative procedures and
Miscellaneous
5%
7) limits
12% (12)
No comments given
6%
8) More liberal procedures and
limits
9%
9)
Most firms paid more attention to No comments
10% (10)
choosing customers to whom credit is
granted. Some typical comments
Some specific remarks were, "Stop
were "More selective on n ew ac- shipments until payment is received,"
counts— increased information re- "Larger down payments required —
quirements." Also, "Looking at cre- Better checks on customer's ability to
ditworthiness more closely. Putting pay," and "Tighter controls on limits."
more restraints on active customers."
A reduction in the limit of credit
Only a small number of firms liberal- granted to creditors causes a spreadized their policies to gain sales. For ing or reducing of risk, because the
example, "Relaxed credit guidelines amount of the receivable is the maxi(

(

the increase in bad debt expense,
and the cost of maintaining increased
receivables resulting from an increase
in credit sales. The marginal revenue
of credit is the additional contribution
(selling price minus selling costs) received from an increase in credit
sales. When the two are equal, the
firm has maximized profits with respect to credit policy.
The credit policy, in addition to being the initial step of the collection
process, is also a marketing tool.
Credit procedures will determine the
caliber of a firm's debtors, which affects the quality and collectibility of
the receivables, The procedures also
will affect the quantity of the receivables by easing or making more difficult the availability of credit sales.
Some of the functions for which procedures have to be developed are:
the use of credit to encourage sales,
the determination as to which customers should be granted credit, the
limits of credit to a customer, and the
determination of when to stop credit
to a customer. Because these functions are applied through procedures,
the firms were asked to provide information about changes in the credit
procedures during the year.
More than 80% of the firms have
not changed their attitudes toward
their use of credit (Question 5). Only
19% or 7 5 of t h e f irm s felt t h e
changes in economic environment
were severe enough to cause a responsive change in the use of credit
policy as a sales - producing technique. Of these firms, most tightened
their credit policies through such
means as requiring partial payments
at the time of sale, refining and tightening criteria for granting credit, being
more conservative toward selected
industries, and reducing the length of
the t erms of credit. Management
changes in attitude toward credit
sales included these reasons:
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Stricter procedures related
to limits
25%
Miscellaneous changes
5%
No comment
11%

mum amount that can be lost if the
customer's account is uncollected.
The conclusion is that those who
changed their determination of credit
limits generally became more concerned and restrictive about the credit
granted to a customer.
Another element in the credit policy
as it relates to collection of receivables is the determination of the appropriate time to cease credit to a
specific customer (Question 8). At the
most restrictive, firms would refuse to
ship on credit any order of the customer if he or she has any past due
balance. At the most generous, a firm
would refuse to ship on credit when
the new credit order produces a balance in excess of the credit limits.
Ab out 29 % or 115 of t h e firm s
changed their procedures in this element. The categories of changes in
procedures for ceasing credit are:
Cut off at earlier date
32%
More attention to outstanding
balances
27%

(29)
( 6)
(12)

The most common response was
closer attention and faster reaction to
negative symptoms. There is often a
shifting to C.O.D. for slow payers, and
a partial payment required from all
customers. Examples of the actual
comments included: "Overdue customers are cut off sooner," "Closer
scrutiny to all accounts," "Habitual
`slow - payers' are placed on cash in
advance. Time between end of net 30
day terms and start of collection efforts is reduced."
There was a significant change in
credit policies. From 19% to 35% of
the firms changed, depending on the
function measured. The companies
that changed first attempted to improve the quality of their debtors, and
then attempted to reduce the quantity
of the receivables by limiting credit
sales.
[I

(37)
(31)

Table 1
Summary of Mail Questionnaire on Credit and Collections
No

Increased
significantly

Increased
slightly

Remained
the same

Decreased
slightly

Decreased
significantly

answer

1.

What has happened to credit
sales, in absolute terms,
during the past year?

70

114

123

67

24

02

2.

What has happened to credit
sales, as a proportion of
total sales, during the past
year?

32

82

230

35

13

08

3.

W hat has happened to the
interest charges on outstanding balances during
the past year?

45

92

163

08

02

90

4.

W hat has happened to the
figure on days sales outstanding during the past year?

73

176

53

68

21

09

Yee

No

No
answer

5.

Has top management changed its opinion
about relying on the extension of credit
to spur sales?

75

321

04

6.

Has your division or firm changed its procedures, during the past year, pertaining
to whether or not credit should be extended to a customer?

140

260

00

7.

Has there been any change in the procedures setting the limits of credit
for a customer?

96

302

00

8.

Have there been any changes in the procedures used to decide when to cease
credit to a customer, during
the past year?

115

285

00

9.

Have there been any changes in the procedures to maximize the collection of
receivables within a reasonable time?

235

164

01

10 Have there been changes in cash discounts offered during the past year?

48

293

59

11. Have there been changes in the pattern
of customers taking cash discounts?

79

265

56

Note: In 3, 10, and 11 the "no" answers include the "not applicable" because not offered.

60

NAA Solicits
Research Proposals
The National Association of Accountants is soliciting proposals to conduct research on four topics:
1. The Use of Mathematical Formulas. This research will investigate
how mathematical formulas can be
useful in analyzing and preparing
financial data. The research will
paa simple reference primer which
will describe different mathematical formulas and techniques used
in busin ess dec isions. The research will also explain the various
math symbols used in the
formulas.
2. Taxation. This research will examine the importance of taxes in business decision making, both from a
theoretical and applied perspective. The research will address the
issue of optimizing business decisions with taxation as a major decision variable. An examination of
the impact of various tapes of taxation will also be considered.
3. Budgeting. This research will explore the latest budgeting policies
used by firms with well - established
budget systems. The study will focus on those practices whose applications result in significant improvem en t s in t h e budgeting
process. Emphasis will be on the
manner in which firms make their
budget system an integral part of t
planning and control activities.
4- The Relationship of Management
Accounting and Data Processing.
This study will address the relationship between management accountants and data processing
personnel. Organizational, educational, and behavioral aspects will
be explored relative to the change
from a traditional accounting method to a computerized data -based
corporate information system. Researchers selecting this topic must
state their experience and knowledge in b oth m anag ement accounting and data processing.
An outline or prospectus for each of
the above topics is available upon reto.► 78
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Report of the President
and Executive Director

Emil Scharff

Robert L. Shultis

Chief executive officers and others
writing their annual letters to stockholders will find the task a little more
stressful, a little more worrisome than
usual this year. It has been a difficult
year so far, with the economy in the
doldrums, with inflation still with us,
although somewhat modified, and with
the worldwide political and economic
scene in a constant state of turmoil.
Nevertheless, despite these factors,
the National Association of Accountants has had a productive and a professionally profitable year. Perhaps, on
the other hand, it is because of these

factors that NAA has had such a successful year. Accounting— management accounting in particular —can
contribute most to its constituencies
during periods of adversity and we feel
that the NAA has gone far to fulfill its
responsibilities during the past year.
Progress at NAA is a continuum, of
course. Much of the progress that was
achieved in 1981 -82 has benefited
from programs set in motion in earlier
periods and from the hard work and
dedication of those who have served
before us. Much of what has been
started this year will, we hope, serve as
a foundation upon what future administrations will accomplish for the
Association and for the profession
which it serves. Specifics are detailed
elsewhere in this report but certain activities have been of sufficient importance to warrant further comment.
The Association's greatest strength
lies with its chapters and the active
members who work within and give
support to these chapters. In this area.

the NAA is alive, well and growing.
Positive confirmation of this statement
lies in the privilege we have had during
this past year to charter seven new
chapters and one new foreign affiliate.
In addition, future growth for the NAA
seems assured by the revitalization of
the student affiliate groups. There are
now 17 such groups and plans are
under way to set up many more
throughout the country. Increasing the
student awareness of management accounting as a rewarding career remains an important goal of the
Association.
The trip to Australia to attend the annual conference of the Australian Society of Accountants further corroborated the oft- repeated characterization of
the NAA as the leading professional organization in the world devoted to the
interests and education of the management accountant. Our members
should be proud of the esteem with
which the NAA is held throughout the
world. Further evidence that management accounting is worldwide in scope
and influence was the presence of
Derrick Willingham, incoming president of the Institute of Cost and
Management Accountants of the
United Kingdom, as a featured speaker
at the Annual Conference in Washington and the acceptance by Ron Cotton,
incoming president of the Australian
Society of Accountants, of an invitation
to speak at the Houston '83 conference. Currently under way and continuing under the new administration is a
thorough examination of what NAA's
role should be on the international
scene. Certainly we recognize our
responsibilities, particularly to many of
the developing nations in the third
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Professional Services
world. At this writing the path toward
this goal is not entirely clear, but we expect an evolutionary program will help
us achieve this objective over the next
few years.
One of the key characteristics of any
profession is a widely- accepted standard of ethical conduct. Neither the
NAA nor management accounting has
such a standard or code today. However, during the past year, the Association published an important research
study by C. Mike Metz and David E.
Groebner, entitled "Toward a Code of
Ethics for Management Accountants."
Former NAA President Grant U.
Meyers is chairing a select committee
to study and act upon this important
work. It is expected that this committee
will report the results of its deliberations
during the current 1982 -83 year.
For the first time, we have included
financial information for the past five
years, both on a historical cost basis
and adjusted for inflation using the
average Consumer Price Index (C.P.I.)
as a basis. While the year 1981 -82 represents a substantial improvement financially over the preceding two years,
and while nearly all of the excess of expenses over revenues can be attributed to special projects not anticipated
before the year began, clearly the Association has not yet overcome the
ravages of double digit inflation from
which we have suffered in recent
years. Although annual dues have increased about 30% during this period,

inflation, as measured by the C.P.I.,
has exceeded 50% during the same
period. Revenues from member dues
have declined from 66x/0 of total revenues to 57x/0, as other sources of
revenues have become relatively more
important to the Association. Every effort will be made to continue this trend
so that the Association can bring its
members the broadest possible services at the lowest possible cost.

EMIL SCHARFF
President, 1981 -82

ROBERT L. SHULTIS
Executive Director

Research
The research department had a very
productive year. Significant results were
achieved in all parts of the expanded
research program, though the level of
funding was considerably lower than
planned.
Four major studies were published —
"The Allocation of Corporate Indirect
Costs," "Financial Planning and
Evaluation for the Nonprofit Organization," ''The Impact of Inflation on Internal Planning and Control," and "Toward
a Code of Ethics for Management Accountants." Three additional major
studies were approved and are scheduled for publication during the coming
months — "The Minicomputer: To Buy or
Not To Buy ?," "Managing Corporate
Energy Needs: The Role of Management Accountants," and "The Profile of
the Management Accountant."
Substantial successes also were attained by other projects designed to
meet the continuing need for "how -to"
treatments of various topics, to explore
the matters perceived as "hot" topics,
and to provide research services to NAA
committees and the FASB. One practice
report is in printing production —
"Graphs as Used by Management
Accountants."
Ten major studies are in progress. Six
of them are undertaken jointly with other
organizations —five with The Society of
Management Accountants of Canada
and one with the National Council of
Physical Distribution Management.

Management Accounting
Practices
A number of developments have made
the past year noteworthy in regard to the
development of Statements on Management Accounting. They reflect the beginning of a new era on MAP Committee contributions to the professional
literature.

Final approval was given by the Committee to publish "Objectives of Management Accounting," which will be
released as Statement No. 1 B. The work
was directed by the Subcommittee on
Statement Promulgation, and was
reviewed by several other NAA committees concerned with the subject. Other
significant developments include
preparing "Management Accounting
Terminology" for review by the MAP
Committee, drafting an outline of
''Management Accounting Concepts,"
and organizing material on several
"practices" and "techniques" projects
selected from the numerous suggestions offered by controllers of Fortune
1,000 corporations.
In line with its policy of addressing important financial accounting and reporting issues that confront management
accountants, the MAP Committee submitted 36 comment letters on behalf of
the Association. Major recipients of the
letters were the FASB and the SEC.
Comments were also directed to the International Accounting Standards Committee, the American Institute of CPA's,
the Federal Trade Commission and two
Congressional subcommittees.
MAP Committee member Francis
McAllister and staff director Louis
Bisgay testified at the FASB public hearing on Accounting for Pensions and
Other Post Employment Benefits.

that "setting standards in foreign exchange is a little like boxing in a round
ring — there are no neutral corners."
Then in May, Chicago was the site of the
Association's Second Annual Computer
Conference. It began with a workshop
on small business computer systems for
growing businesses. The workshop was
videotaped for future presentations. The
conference closed with a vendor -user
outlook panel discussion on the electronics office of the future.
Also during the year, the proceedings of
the Second Annual Computer ConSpecial Conferences
Three special conferences were held ference, held in Chicago in 1981, were
during the year, and it is no exaggera- published in March 1982, and were very
tion to claim unqualified success for favorably received.
each of them.
In October, the Third Annual Controllers' Professional Extension
Conference was held, attracting the larg- Program
est attendance of the series. A one -day The Association's In -House Program
conference on FAS 52 (Foreign Curren- received a new designation during the
cy Translation) held in March updated year: Professio,ial Extension Program.
a large group of controllers, financial The acronym PEP is symbolic of a new
analysts and bankers on that controver- and more aggressive marketing apsial subject. In a luncheon address proach that is planned to increase sales
David Mosso, member of the Financial in this area. Decisions have been made
Accounting Standards Board, remarked to provide chapters and councils with
course materials and to arrange for their
own instructors. The material will be furnished at reduced prices. More flexibili-

many participants. At the same time
several new courses have been developed to appeal to our members. Revising and updating existing courses continues as an ongoing process.
Attendance during the year achieved
82% of budget, but this appears traceable to the weak economy and cutbacks
by companies in supporting course attendance. Other organizations in the
seminar business report similar or greater reduction in attendance figures.

Continuing Education Courses
A tightening of the program of courses
offered in the Continuing Education Program was achieved by dropping several
courses that had not been drawing

Senator ''Scoop" Jackson, Representative Philip Crane and Leslie R.
Stahl (correspondent for CBS television who served as moderator),
share a moment of laughter. They were discussing Congress and its
effect on administration programs at the annual conference in
Washington. Attendees generally agreed that the entire technical program was "the best yet. "
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ty will be exercised in modifying course
content and length to suit the customer's
requirements. New promotional techniques, including a promotion kit, are
designed to stimulate more interest in
on -site course presentations.
The year saw an increase in revenues
of 34% as compared with 1980 -81. The
improvement was due in part to additional course days and participants
(14 %) and increase in price structure (20 %).

Self -Study Program
Several new developments during the
year attest to the imaginative efforts being made to increase the usefulness of
the self -study course program. An
agreement has been negotiated with
Education for Management, Inc., permitting NAA to market to our members
and audiences five courses developed
by EFM. NAA will share in the proceeds.
In April, an agreement was concluded

with the Society of Accountants of
France which will translate two self study courses in French; and in May, the
Australian Society of Accountants
agreed to serve as distributor of courses
and certain publications in Australia, the
Pacific Islands, Malaysia, Singapore
and New Zealand. We have also received approval from the Society of
Management Accountants of Canada to
extend our marketing opportunities to all
their affiliated chapters in the dominion's
seven provinces.
The 1850 courses sold during the year
repres ent an increase of 8% over the

prior year. Two new courses were
started during the year: one to be
released in late 1982, the other in
early 1983.

Public Relations
Merger and Takeover Survey
When the chief financial officers of the
Fortune 500 corporations were asked
how mergers and acquisitions were impacting on their organizations, the rather

surprising feedback was that half of the
respondents considered their companies vulnerable to a takeover. Thirty seven percent of the corporations, the
survey revealed, were seeking to acquire other companies. Associated
Press reporter and syndicated columnist
John T. Cuniff based an entire column
on the survey's findings, and newspapers all over the nation gave it wide
coverage to the definite benefit of NAA
which was generously mentioned.
Other important news coverage grew
out of the talk that Secretary of the
Treasury Donald T. Regan gave at the
keynote luncheon during the annual
conference. His criticism of the Federal
Reserve Board's handling of the nation's money supply and other comments affecting the economy received
widespread attention by the media.
Requests for the accounting career
booklet "There's A Future in Accounting" from students, guidance counselors, educators and career centers exceeded 6,000 in the year. The publication is popular among NAA chapters,
too, where it is used in connection with
activities involving local high schools
and other educational institutions.
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The Association's new travelling display

Herb Knortz makes a comment during one of several meetings held
during the year by the Subcommittee on MAP Statement Promulgation. Listening intently are Bob Sweeney and Herb Seiffert, Chairman
and member respectively of the Subcommittee.

was first created for the Accounting Show,
a major exhibit event held annually in New
York City. It was also installed at the annual
conference and more recently at a convention of the American Accounting Association. It received considerable attention and
attendance at each location.

Publications & Member
Services
Membership Activity

=
=
=

2.0%

Educational Level
2.0% High School
7.8% Attended College
47.9% College Graduates
23.8% Advanced Degrees
18.5% Postgraduates

&

November 1, 1981
North Central
Iowa (Ft. Dodge)
Colorado South February 1, 1982
(Pueblo)
February 1, 1982
Indiana Dunes
(Valparaiso)
Pinellas Suncoast April 1, 1982
(Clearwater
St. Petersburg,
Florida)
West Tennessee April 1, 1982
(Jackson)
Boca Raton Area June 1, 1982
(Florida)
Bellevue Eastside July 1, 1982
(Seattle)
July 1, 1982
Cairo, Egypt
(Affiliate)

Household Income Before Taxes
Under $25,000
13.4%
$25- $49.999
52.4%
$50- $99,999
29.9%
$100 4500,000
4.3%
=

As the year ended, the membership in
the Association had grown to 95,845
members, somewhat less than a 1 % increase, which in view of the state of the
economy and budget cutbacks by companies, was nevertheless encouraging.
An analysis portrays the typical member
as a youthful (median 38 years) person,
who graduated from college (98 %), did
postgraduate work (42 %), possessed a
postgraduate degree (24 %), and accrued an average household income of
$50,140, with considerable responsibility in management (73 %), and in top
management (44 %).
Presentation of 25 -year certificates was
made to 5,000 members. However, retention of members remains a serious
problem: though 12,750 new members
were added during the year, 12,320
were lost. One change made was modifying the requirement of 20 continuous
years of membership for Emeritus Life
Associate status to any 20 years of
membership.
Charters were granted to seven new
chapters and one international affiliate,
raising the total of active units to 329
chapters and 16 affiliates. The new
units are:
Charter Date
Chapter

An important element of servicing the
chapters and regional councils is establishing communication links through
personal visits by national officers and
directors and office staff members. More
than 700 visits were made to over 300
chapters and councils during the
12 -month period. Communication has
also been extended between chapters
and college and university accounting
students. There are now 17 student affiliate groups, and plans have been developed to organize more student
groups and enhance their role as participants within the NAA system.

Business /Occupation
12.7% Pres., V.P., Treas.
15.4% Controllers
23.8% Dir., Mgr., Admin.
19.9% Corp. Accounting
12.8% CPAs
5.9% Students
9.5% Others

Publications
"Management Accounting," the Association's monthly journal, is attracting
more and more advertisers as a result
of aggressive marketing. The year's
total of 220 pages of advertising produced $474,000, exceeding budget by
55 pages and $175,000. A similar success was reflected in subscriber list rental sales of $258,000 against a budgeted
$176,000. Data shows that "Management Accounting" is sent on a regular
service basis to members and direct
subscribers in all 50 states, Guam, the
Virgin Islands, and more than 90 countries. The subscriptions to nonmembers
initiated a year ago now number almost 900.
The value of "Management Accounting" as a reference and educational tool
was documented by the fact that 250 requests to reprint articles were handled.
Requests came from educators using
the material in their classes, from authors wishing to incorporate extracts in
their articles and textbooks, and from a
variety of publications and organizations
involved with continuing education
activities.
As a result of the reorganization of the
national office staff, the responsibility of
supervising all in -house print shop operations and external printing activity
was transferred to the publications
department.
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Institute of Management
Accounting
The IMA has just completed its tenth
year. Substantial progress has been
made during this period toward making the CMA the recognized professional designation for management
accountants.
A measure of this progress can be seen
by company interest in the CMA. A number of large and successful American
corporations have instituted financial
management professional development
programs designed on the CMA topic
outline and with the objective of encouraging their employees to earn the
CMA. We also have clear evidence that
many smaller companies encourage
employees to earn the CMA. They offer
support by covering the cost of review
course attendance.
The CMA continues to gain recognition
in the academic community, The recently- adopted standards for accreditation of
accounting degree programs specifically identifies the CMA along with the CPA
as an appropriate professional credential for accounting professors. More and
more we find that accounting textbooks
recognize the CMA in their presentations on accounting careers and include
CMA questions in their problem
sections.
There was substantial growth in the program during 1981 -82. The number of
CMAs increased by over 20% to 3,058.
New candidates entering the program
were 25% above 1980 -81. The total
number of CMAs and candidates for the
CMA is approaching 10,000.

Small Business Important
to NAA
The Association continues to advance

its recognition of the needs of small
businesses through the Small Business
Advisory Panel. An organizational
meeting was held in Chicago in August
with 15 in attendance. The participants
had earlier responded to an open invitation to hold membership on the panel.
A thorough discussion of the needs of
small businesses ensued and several
actions have been taken to provide for
these needs.
Two new courses were introduced in the
continuing education program, the Research Committee is reviewing a draft
of a study on productivity in small businesses, topics important to this segment
of the business community were included in the program for the annual conference held in Washington in June, and
a number of articles directed to the
problems of small business have appeared in "Management Accounting."
And the Small Business Column continues as a feature of many issues of
the publication.
A second meeting of the Small Business
Advisory Panel was held during the
Washington conference to review results attained during the year and set
priorities for the future.
In further support of the small business
sector, the Association has provided financial support to the Financial Accounting Standards Board for a research study now underway on GAAP
for Smaller Businesses.

Move Approved for NAA Office
A decision has been reached regarding
the relocation of the Association's head-

M�

quarters' office. The National Board of
Directors at its meeting in June, 1982,
approved the recommendation that the
office be moved to an NAA owned building, either purchased or constructed, in
Bergen County, New Jersey. An allocation of $2,000,000 from the Reserve
Fund of the Association for relocation
was also approved, with the remainder
of the required financing to be covered
by industrial revenue bonds made available to NAA at advantageous rates.
No time table has been set for the move,
as it will be determined by whether occupancy is of an already existing building or of one yet to be built. The lease
at NAA's present office expires in the
Spring of 1985. The relocation effort has
been made to protect NAA from escalating rental costs by fixing its long -range
costs of occupancy.

Office Staff Reorganized
The final stages of the reorganization of
the NAA staff have been completed.
These changes are in line with a charge
given to Bob Shultis when he joined the
staff as Executive Director in August
1980. The changes were announced at
the March meeting of the Executive
Committee.
Reporting to the Executive Director are
four managing directors: Alfred M. King,
Professional Services; A. Kenneth
Benson, Finance and Administration;
James D. Collier, Publications and
Member Services; and James Bulloch,
Institute of Management Accounting,
John E. Vavasour, also a managing director, will be responsible for special
projects, and John C. Freeman, who remains with the staff on a reduced time
basis will be occupied with annual conference planning and counselling of
chapters on member acquisition and
retention.

A first for NAA: An affiliate formed in the
Mideast. Dr. A.M. Hegazy accepts charter
on behalf of the Cairo Egypt Affiliate. The
charter was presented during the annual
conference where Hegazy, former Prime
Minister of Egypt, was also headline
speaker. The NAA President and Executive
Director participated in the presentation.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

Balance Sheets

June 30
1981
1982

Assets

June 30
1982
1981

Liabilities and Fund
Balances (Deficits)

Current Operating Fund

-

C a s h . . . . . . . . . . . . . . . . . . . . . $ 65,197 $ 87,205
Marketable securities at cost
(which approximates market
val u e) . . . . . . . . . . . . . . . . . . . 2,549,566 2,527,752
Receivables net of allowance
for doubtful accounts ($9,750
279,329
329,794
and $12,700) ..... ........
Furniture, equipment and
leasehold improvements
271,635
285,263
(note 2) . . . . . . . . . . . . . . . . .
Due from
Memorial Education Fund ...
15,000
118,953
Reserve Fund .... .... ....
89,316
145,829
Other assets .. . ............
It'a Rna A09 VA�9A9�� z7

Accounts payable and
ac crued expenses .. . .. . .. . $ 903,941
Accrual for compensated
120,671
absenc es . . . . . . . . . . . . . . . .
Deferred revenues
Membership dues ......... 2,774,029
Research contributions
8,533
(not e 1) ... .... . . .... ...
90,707
Other .. ... .... ... .... ...
7,632
Other liabilities ... _ . _ .......
Total liabilities ....... 3,905,513
Commitments (note 4)
Fund (defi cit) .. ... .... ... ... (395,911)
(tA rno Arro

$ 651,209
109,775
2,545,050
62,327
85,822
11,409
3,465,592
(210,355)
-4P-149AA51q7

Reserve Fund

Cash (note 5) .. .. . .. .. . .. .. $1,022, 033 $ 935,776
Marketable securities at cost
(approximate market value
$3,080,400 and $3,151,900) . 3,140,475

3,271,341

$4,162,508 $4,207,117

Payable to broker ........... $
$
Due to Current Operating Fund
(note 5) . . . . . . . . . . . . . . . . .
118,953

59,220

-

Fund balance
Beginning of year ......... 4,147,897 3,249,096
Registration fees
158,795
151,445
for membership .........
Net gain (loss) on disposition
740,006
of sec uriti es .. ..... ..... (255,787)
End of year . . . . . .. . . . . . . . 4,043,555 4,147,897
$4,162,508 $4,207,117

Memorial Education Fund

C as h . . . . . . . . . . . . . . . . . . . . . $
6,074 $
7,060
Marketable securities at cost
plus accrued interest (which
approximates market value) .
152,249 - 128,680

$ 158,323 $ 135,740

See notes to financial statements

Due to Current Operating Fund $ 15,000 $
Fund balance
135,740
120,180
Beginning of year .........

13,792
1,768
135,740

19,365
3,218
(15,000)
143,323

In t eres t in c om e . . .. . . . . . . .
Donations received ........
Grants (note 1) . . . . . . . . . . .
En d of year . . . . . . . . . . . . . .
q)
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NATIONAL ASSOCIATION OF ACCOUNTANTS

Statement of Revenues and Expenses and Changes
in Fund Balance- Current Operating Fund

Year Ended June 30
1982
1981
Revenues
Membership dues
$5,135,790
. . . program
. . . . . . . . . . registration
. . . . . . . . . . . fees
. . . .sales
. . . . . of
. . . . .and
. . .material
. . . . . . . ..............
........
Continuing education
1,069,237
Annual and international conferences
reg ist rat io n fees . . . . . . . . . . . . . . . . . . . . . . . . .
391,517
Advertising and sales of publications
949,323
. . . . . . . . . . and
. . . . .examination
. . . . . . . . . . . .fees
. . . . .............
.......
Institute of Management Accounting . . .registration
631,752
In terest and dividend s on reserve fun d in vest men ts . .. .. .. . .. .. .. .. .. . .. .. .. .. .. .
408,007
Interest on current operating fund investments
331,600
... ...............................
(Loss) on security sales
(19,920)
. . . .applied
................. ...............................
Research fund contributions
95,314
M i s c e l l a n e o u s . . . . . . . . . . . . . . . .. .. .. .. .. .. .. .. .. ..... .... .. .. .. .. .. .. .. .. .. ....... .. .. .. .. .. .. .. .. .. ........... .. .. ..
70,601
9,063,221
-

-

-

$4,402,570
1,019,707
242,387
637,011
527,236
246,757
271,762
(171,852)
50,369
41,048
7,266,995

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

See notes to financial statements

879,593
375,947
966,776

325,261
179,583
216,930

226,282
259,796
176,449

1,149,361
287,313
246,209
810,440

1,019,927
230,369
200,462
581,524

300,423
333,593

285,520
267,185

689,657
408,922
405,998
606,270
389,947
9,248,777

602,380
378,043
599,142
527,544
_241,669
7,818,608

(185,556)
(210,355)
(395,911)

_

1,030,408
522,515
1,345,947

$

(Deficiency) of revenues to cover expenses
.... ...............................
Fund balance (deficit), beginning of year
.
.
.
.
.
.
... ...............................
Fund (deficit), end of year

$

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

.

Expenses
Chapter services
Payment to chapters
...................... ...............................
Other
.
.
.
.
.
.
.
.
.
.
.
.
.
Technical publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
...................... ...............................
Marketing
Membership and new chapter development
... ...............................
Public relations and promotion
.............. ...............................
Meeting arrangements
.................... ...............................
Technical services
Continuing Education Program
R e s e a r c h f u n d e x p e n d i t .u.r.e. s. . .. ..... .. .. .. ..... . .. .. ...... .. .. ..... .. .. .. ....... .. .. ....... .. .. ....... .. .. .. ..... ..
Other
................... ............................... .. . .. . .. . .. . .. .
Administration
............................. ...............................
Finance
Accounting .............................. ...............................
Data processing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administrative services
General office and office services
O c c u p a n c y c o s t s ( n o t e 4 ) . ....... .. .. .. ....... .. . .. .. ..... .. .. .. .. ....... .. .. .. ....... .. .. .. .. ..... .. .. .. .. ....... ..
Word processing and administrative support
......................
Institute of Management Accounting
........
.
.
.
.
.
.
.
.
.
.. ...............................
Annual and international conferences
..

(551,613)
341,258
(210,355)

Statement of Changes in Financial Position
Current Operating Fund

$

—

—

4,885

100,876
62,128
41,508
165,809

259,851
385,296

91,094
—

90,765
21,814
184,418
56,513

—

Funds applied
Purchase of furniture, equipment and leasehold improvements .....................
Increase in marketable securities
.............. ...............................
I n creasein receivab les . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease deferred revenues
Res ear ch con tr i bu t ion s . . .. . .. . .. . .. . .. . .. . . . .. . . .. . .. . .. . .. . .. . .. . .. . .. . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total funds applied . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

425,072
23,586

228,979

-

To t a l f u n d s p r o v id e d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

(551,613)
64,252
(487,361)

—

Funds (used by) operations
............... ...............................
Increase in deferred revenues
Mem bers hi p du es .. .. .. .. .. .. ... .. .. .. .. .. ... .. .. .. .. .. .. ... .. .. .. .. .. ..
Res ear ch con tr i bu t ion s . .. . .. . .. . .. . .. . .. . . . .. . .. . .. . .. . .. . .. . .. . .. . .. . .. .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in marketable securities
............................................
De c re a s e i n r e c e i va b l es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in accounts payable, accrued expenses and other liabilities ................

(185,556)
_ 7 7,137
(108,419)

—

I

—

I

1981

—

Funds provided from (used by)
Operations
(Deficiency) of revenues to cover expenses.......
.......
. . . .and
. . . . amortization
. . . . . . . . . . . ...........
depreciation
Add items not requiring outlay of funds

$

YearEndedJune 30
1982

35,620

in

Ne t i n c r e a s e (d e c r e a s e ) i n c a s h . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Cas h b alan c e, b eg in n in g of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Ca s h b al an c e , en d o f ye ar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $

See notes to financial statements

407,304
(22,008)
87,205
65,197

—

53,794
—

-

NATIONAL ASSOCIATION OF ACCOUNTANTS

14,787
141,501

$

24,308
62,897
87,205
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Notes to Financial Statements
June 30, 1982

Membership dues are recorded as revenue during the applicable
membership period and no portion of such dues is allocated to
subscription revenues in the accompanying financial statements.
Registration and examination fees are recorded as revenue when
the related program or examination takes place. Advertising
revenues are recorded as revenue when the applicable publications are issued.
Furniture, equipment and leasehold improvements

fund

Reserve

Furniture, equipment and leasehold improvements are recorded at
cost. Leasehold improvements are amortized on the straight -line
method over the term of the lease or the estimated useful lives of
the assets, whichever is the shorter period. Furniture and equipment are depreciated on the straight -line method over their
estimated useful lives.
The reserve fund has been established for the purpose of providing
funds (a) as a reserve for unforeseen financial contingencies; and
(b) to insure continuous extension and development of activities for
the best interests of members. Based on policy guidelines approved by the Board of Directors, $4,043,555, which is the reserve
fund balance at June 30, 1982, and is $204,198 less than the
amount calculated pursuant to the policy guidelines, was
designated as a reserve for unforeseen financial contingencies.
Consequently, except as otherwise approved by the Board of
Directors, no amount is available to insure continuous extension
and development of activities for the best interest of members.
Membership registration fees and gains and losses on disposition
of securities of the fund are recorded therein. Interest and
dividends earned on investments of the fund are recorded in the
current operating fund. Appropriations may be made from the fund
upon affirmative vote of the majority of the Board of Directors.
In June 1982 the Board of Directors approved future expenditures from the reserve fund for two purposes:
1. For the construction and acquisition of land and buildings in
Bergen County, Northern New Jersey and for such moving
and related costs as may be required in an amount not to exceed $2,000,000. The additional funds to complete the project are expected to be obtained through financing at costs
no less favorable than the commitment received from a participating bank in connection with industrial revenue bonds
of the State of New Jersey.
2. For the implementation of a comprehensive marketing and
promotional effort for the Certificate in Management Accounting Program in the amount of $300.000. This amount
has not been included in the calculation referred to under
the aforementioned policy guidelines.

Research fund
The research fund, which is administered by the Committee on
Research, has been established for the purpose of providing funds
for the expansion of the research activities of the Association. The
policy of the Association is that funds contributed for research be
included in the current operating fund and that expenditures for
research will come first from the amount of the Association's annual budget for this purpose. Any excess expenditures will be
charged to contributed funds and remaining contributed funds will
be deferred and committed to future research expenditures. Funds
contributed for research with a specific dedication or restriction to
a specific research subject or project will be considered restricted
funds and accounted for as such.
The following is a summary of transactions affecting deferred
research contributions for the 1982 fiscal year:
Balance June 30, 1981 . . . . . . . . . . . . . . . . . .
62,327
D o n a t i o n s r e c e i ve d . . . . . . . . . . . . . . . . . . . . .
41,520
$

Revenue recognition

The memorial education fund has been established for the purpose
of supporting and furthering the educational goals of the Association. Donations for such purposes, and interest earned on the
fund's investments, are recorded in the fund. The Board of Directors has approved a policy that once the fund reached $100,000 the
interest income may be expended. The fund is administered by a
committee of trustees whose actions are subject to the approval of
the Executive Committee.
The trustees, with the approval of the Executive Committee, approved a grant in the amount of $30,000 for the development of a
video program on the subject of working capital management for
small businesses. Of this amount, $15,000 was expended in the
1981 -82 fiscal year and the balance will be expended in the
1982 -83 fiscal year. At June 30, 1982, $34,852 was available for
future expenditures.

103,847
95,314

Research fund contributions applied

.....
Balance June 30, 1982 . . . . . . . . . . . . . . . . . .

$

Current operating fund

Memorial education fund

.

Note 1—Summary of significant accounting policies
The accompanying financial statements do not include the funds
and accounts of chapters, regional councils, and the Stuart
Cameron McLeod Society.

8,533

Note 2— Furniture, equipment and leasehold improvements
As of June 30, 1982 and 1981, furniture, equipment and leasehold
improvements consisted of the following:
1982
926,024
190,175

198 1 _
$ 836,104
189,330

1,116,199

1,025,434

830,936

753,799

$ 285,263

$ 271,635

Furniture and equipment . . . . . . . . $
Leasehold improvements ........
Less accumulated depreciation
an d a m o rt i zat i o n . .. . . .. . . .. . .

Accountants' Report
Notes (continued)
Note 3— Pension plan
The Association has a non - contributory pension plan covering
substantially all employees. The Association's policy is to fund pension expenses as accrued. Total pension expense was approximately $235,000 and $211,000 for the years ended June 30, 1982
and 1981, respectively. The actuarial funding method used is the
Frozen Initial Liability Cost Method. Actuarial gains totaling approximately $72,000 are being amortized over a 10 -year period from
July 1, 1976; the balance at June 30, 1982 amounted to approximately $28,700.
Accumulated plan benefits, as defined by the Financial Accounting Standards Board, are retirement plan benefits earned to date
by plan participants. Such benefits, calculated as of the most recent valuation date (July 1. 1981), along with net assets available
for benefits, measured on a market value basis, are presented
below. The calculations are prepared using an assumed rate of
return of 6 1/2 percent on plan investments.
Actuarial present value of accumulated plan benefits:
V e s t e d . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,592,372
No n - ve s t ed . . . .. . . . .. . . . . .. . . . .. . . . .
131,906
T o t a l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,724,278
Net assets available for benefits ........ $ 2,215,344
A deferred compensation plan for certain employees of the
Association was established during the year ended June 30, 1981.
A provision of $20,000 is being accrued annually to provide an
amount, at age 65, equal to the present value of anticipated
payments to these individuals. As of June 30, 1982, $40,000 has
been accrued and no payments have been made.
Note 4—Commitments
The Association occupies office space under long -term lease
agreements, expiring in 1985, requiring minimum rental payments
plus certain escalation charges. Rent expense, net of sublease
rentals of $65,858 and $46,967, was $334,282 and $311,391 for the
years ended June 30, 1982 and 1981, respectively. The aggregate
minimum annual rentals under significant long -term office leases
(exclusive of additional rent for increases in certain operating costs
of the landlord) are summarized as follows:
Year ending
Lease
Sublease
June 30
Commitments
Rentals
19 83 . . .. .. .. . .. .. $2 3 3, 21 4 . .. .. .. . .. .. .$ 6 9, 00 0
1984 . . . . . . . . . . . . . 2 3 3 , 2 1 4 . . . . . . . . . . . . .
—
1985 . . . . . . . . . . . . . 1 9 4 , 3 4 4 . . . . . . . . . . . . .
—
During the current fiscal year, the Association entered into contracts for the purchase of computer hardware and software totaling
approximately $515,000, of which payments of $83,248 were made
during fiscal 1982.
Note 5—Reserve fund
Cash held by the broker earns interest at a rate which approximates
the weekly 90 -day U.S. Treasury Bill rate.
The amount of $118,953 due to the current operating fund
represents interest earned on U.S. Treasury Bills which was
transferred to the Operating Account subsequent to June 30, 1982.

PA N N E L L
KERR
FORSTER
Certifie d Public Acc ountants
420 Lexington Avenue
New York, NY 10170

The Board of Directors
National Association of Accountants
We have examined the balance sheets of the National Association
of Accountants at June 30,1982 and June 30,1981, and the related
statements of revenues and expenses and changes in fund
balance— current operating fund and changes in financial
position— current operating fund for the years then ended. Our examinations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the financial statements referred to above present
fairly the financial position of the National Association of Accountants at June 30, 1982 and June 30, 1981, and the results of its
operations in the current operating fund and the changes in the
financial position of the current operating fund for the years then
ended, inconformity with generally accepted accounting principles
applied on a consistent basis.

August 6, 1982
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Supplementary Information (Unaudited)
FASB Statement No. 33, Financial
Reporting and Changing Prices, requires that certain large publicly held
companies present information about
the effects of changing prices and encourages other organizations to experiment with such information. The accompanying five -year summary contains selected data for the Association
for the fiscal years ended June 30,
1978 -82 on the basis of historical cost
and historical cost adjusted for general
inflation.
The historical cost financial data adjusted for general inflation is the result
of restating all historical revenues, expenses and fund balances in terms of
dollars of average 1981 general purchasing power as reflected by the Con-

sumer Price Index. Restatement of the
prior year's reported results in terms of
a constant measuring unit, today's
dollars, makes all years comparable.
When adjusted for the effect of general
inflation, the five -year presentation
more clearly portrays the trends in
revenues, expenses and fund balances. No adjustment was made for
depreciable assets as they are not a
material factor. The average Consumer Price Index for the calendar year
was used in lieu of recalculating an
average as of June 30 for each respective year.
Over the last five years, on a historical cost basis, revenues have increased by 58.3 percent and expenses
by 64.3 percent. When adjusted for the

Historical Cost Financial Data as Reported
in the Financial Statements

effects of inflation, these rates of increase are 5.6 percent and 9.5 percent,
respectively. During this same five year period, membership has grown by
7.6 percent, 60 percent of which represents Associate and Student members. At the same time, growth in
revenue - producing activities has generated funds that were used to provide
services to members.
The erosion of the Current Operating
Fund balance on a historical cost basis
becomes more pronounced when adjusted for inflation. Similarly, the
growth in the reserve fund balance
over the same period, when adjusted
for the effects of inflation, becomes a
decline.

'

_

Fiscal Years Ended June 30

1982

1981

1980

$4,402.6
1,019.7
637.0
527.2
242.4
43_8.1
7,267.0
7,818.7
(551.7)

1979

1978

$3,986.5
819.4
452.9
471.8
263.5
681.3
6,675.4
7,019.4

$3,894.0
849.7
401.5
339.3
248.8
428.5
6,161.8
6,049.0

$3,781.0
674.5
154.5
268.8
216.9
628.5
5,724.2
5,629.1

(344.0)

112.8

95.1

,

Percent of member dues revenues to total revenues.

685.4
3,020.2
104.7

$

341.4
3,249.1
120.2

$

(210.3)
4,147.9
135.7

$

(395.9)
4,043.6
143.3

$

$

-

FUND BALANCES
Current Operating Fund . . . . . . . . . . . . . . . . . . . . .
Res erve Fu n d . . . . .. . . .. . . .. . . . .. . . .. . . .. . . .
Mem or ial E d u c at ion F u n d . . . . . . . . . . . . . . . . . . . .

(185.6)

$

......

$

$

Excess of revenues (expenses) . . . . . . . . . . .

$

.

Member Dues . . . . . . . . . . . . . . . . . . . . .
$5,135.8
Education . . . . . . . . . . . . . . . . . . . . . . . . . .. .. .. .. .. .. .. .. 1,069.2
Publications and advertising . . . . . . . . . . . . . . . . . .
949.3
Institute of Management Accounting ............
631.8
A n n u al con feren ce . . . . . . . . . . . . . . . . . . . . . . . . . .
391.5
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
885.6
To t a l r e v e n u e s . . . . . . . . . . . . . . . . . . . . . . . . 9,063.2
Total expenses . . . . . . . . . . . . . . . . . . . . . . . 9,248.8

$

-

REVENUES

572.6
2,854.2
93.5

56.7

60.6

59.7

63.2

66.1

T o t a l r e v e n u e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $9,063.2
Total expenses . .
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,248.8
Excess of revenues (expenses) . . . . . . . . . . . . . . . . . .
(185.6)

$8,008.2
8,616.2

$8,350.9
8,78_1.3

$8,589.5
8,432.3

$8,586.3
8,443.7

157.2

142.6

$

(430.4_)

$

$

(608.0)

Average Consumer Price Index (1967

955.4
4,210.2
146.0

$

427.1
4,064.6
150.4

$

(231.8)
4,571.0
149.5

$

(395.9)
4,043.6
143.3

$

$

-

FUND BALANCES
Current Operating Fund . . . . . . . . . . . . . . . . . . . . . .
Res erve Fu n d . . . . .. . . .. . . .. . . . .. . . .. . . .. . . .
Mem or ial E d u c at ion F u n d . . . . . . . . . . . . . . . . . . . .

$

$

.

Historical Cost Financial Data Adjusted for
General Inflation (in Average 1981 Dollars)

858.9
4,281.3
140.3

272.3

247.0

217.7

195.3

181.5

Number of dues paying members at year end ......

90,434

90,202

89,230

85,874

84,033

Num ber of em ployees at year en d . ... ... ... ... ..

100

99

100

93

92

'

=

10 0 ) . . . . . .

In thousands of dollars

Executive Committee

Financial Review
Summary

Expenses

For the year ended June 30, 1982
expenses exceeded revenues by
$185,556 compared to a prior year deficiency of $551,613. Although the deficit
is comprised of a number of factors, expenses relating to the relocation of the
Association office, special promotion for
the Certificate in Management Accounting Program and the staff reorganization account for more than 85% of the
deficit.

Expenses for the year were $9,248,777
which is $1,430,169 more than the
prior year. Salaries, wages and fringe
benefits increased by $437,400. Payments to chapters were increased by
$150,815 reflecting increases in both
the per capita and competition point
payments. Production printing expenses increased by $157,100 reflecting a significant increase in the number
of advertising pages in Management
Accounting and increased printing
costs. Outside services expenses were
$180,900 higher than last year as a
result of increased activities in the annual conference, research and continuing education programs. Expenses
incurred in anticipation of the relocation of the Association office and those
relating to the staff reorganization resulted in an increase of $111,000 in
legal, audit and other expenses.

Revenues
Revenues for the year totaled
$9,063,221 which represents an increase of $1,796,226 from the prior
year. Membership dues revenues increased $733,220, principally as a
result of increases in dues rates. In addition, there were revenue increases of
$312,312 in advertising and publications, $221,088 in interest and dividends on investments, $104,516 in registration and examination fees of the Institute of Management Accounting and
$49,530 in the Continuing Education
Program. Losses on security sales were
$19,920 for the year compared with
$171,852 in the prior year. The increase
in revenues for the annual conference of
$149,130 was offset by an approximately equal increase in expenses.
The increase in expenses included
the cost of filming the conference, an
additional luncheon, and the cost of
"The Conference Daily News."
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GERALD W. DEVLIN, New York
JERRY L. DODSON, Tulsa
RICHARD A. DURO, Canton
WILLIAM J. McHUGH, Westchester
FRANCIS J. MEJSTRICK, Morristown
WILLIAM C. MERRICK. Atlanta Central
EDWARD PALUGA, Chicago
ROBERT E. PATERSON. New York
COLIN A. STILLWAGEN, San Diego
MANUEL R. SYLVESTER, Hawaii
JOHN W. TOWNS, JR,, Butler Area
WILLIAM WARSHAUER, JR.. Washington
GUY B. WILSON, Orange County
ROBERT L. WOOLHEATER, Orange Coast
California

Committee on Marketing
and Membership

ARTHUR L. ROUSELLE, JR., Princeton
EWALD SCHNEIDER, Waukesha Area
ROBERT A. SEYMOUR, JR., Toledo
JOHN J. SOPINSKI, Kansas City
DAVID C. TRUNDLE, Chattanooga
DON A. UDENBERG, Southern Minnesota
KEITH W. VEALE. Cincinnati
J. VINCENT VOGEL. JR.. Bridgeport
DORIS L. WEAVER, Orange County
WILLIAM G. ZORR, Northern Wisconsin

Committee on Planning
JOHN S. BILLINGS, Peninsula -Palo Alto,
Chairman
RICHARD W. ADAMSON, Sacramento
ARTHUR J. ASKINS, South Jersey Shore
MURLIN C. BARKER, Greater San Gabriel
Valley
JOHN H. BEHDJOU, Los Angeles
VINCENT G. BEISCH, Omaha
DOUGLAS R. BESS. CMA, Birmingham Vulcan
JIMMY D. BORCHERS, Denver
JAMES J. BRACHER, Indianapolis
GEORGIA E. BUTLER, Illinois Northeast
LOREN K. CARROLL, Orange County
THOMAS G. DAVIS, North Texas
EMANUEL W. DRESCHER, East Bergen Rockland
CHARLES R. ECKHOUT, Macomb County Michigan
JOHN FEDOR, Bellevue East Side
STEVEN L. FEINER, Raleigh Area
CHARLES J. GEIGEL, Dayton
ROBERT J. GERGER, Rochester
THOMAS J. GIROIR, New Orleans
T. JARVIS GREER, Miami
THOMAS F. HART, Buffalo
BOB W. HINES, Tulsa
STEPHEN P. HOFFMAN, Chicago
E. JANE HOLLOWAY, Phoenix
J. MICHAEL JOYCE, Amarillo Area
LINUS W. KINNER, Green Mountain
REBECCA L. LONG, Wichita
ROBERT L. LOVITT, Nebraska Cornhusker
THOMAS A. MASCI, JR.. Delaware County Pennsylvania
ANTHONY W. MATTSON, Racine - Kenosha
DAVID E. MILAM, CMA, Atlanta Northeast
L. P. MISTROT, JR., Birmingham Magic City
LEO C. OLSEN, Peninsula -Palo Alto
EDWARD H. OSBORNE. Parkersburg Marietta
LEE A. ROBBINS, Dayton
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BRUCE L. DAVIS, JR., Miami, Chairman
JAMES B. EDWARDS, CMA, Columbia
RICHARD W. HARRIS, Los Angeles
JOHN C. KUDZMA, Massachusetts
North Shore
THEODORE G. LIEB, Philadelphia
LEO M. LOISELLE, Bangor - Waterville
BILL G. McCLAIN, Central Texas
ROBERT B. OAKLEAF, Olean Bradford Area
ROBERT L. ROSENBLATT, Boston
LEO R. SMENTOWSKI, Pikes Peak
ANTHONY P. SPAGNOL, Pittsburgh
BURNIEL 0. SWARTZMILLER, Los Angeles
JOHN W. WIELDE, St. Paul
JOHN A. YANNACONE, Delaware County Pennsylvania

ROBERT D. BARRY, Raleigh Area
JOHN E. BROWN, Eugene - Springfield
WYN V. DIOLETTO, Stockton Area
ALISON L. DREWS, Anderson Area
ROBERT J. GIVEN, Merrimack Valley
RICHARD M. GOLDSTEIN, San Mateo
County
THOMAS A. GOMILAK, JR., Minneapolis
Northstar
J. PHILIP HELLWEGE, St. Louis
MARGARET C. IRVINE, Pensacola
WILLIAM B. KING, Lynchburg
MICHAEL P. LANE, Dayton
LOUISE M. LEWIS, Los Angeles
ROBERTS. MacINTOSH, Oakland East Bay
RAYMOND P. MANNION, New York
JAMES W. McLEOD, Merrimack Valley
MICHAEL MICHALISIN, New York
JOHN W. MOORE. Mid - Missouri
TIMOTHY P. O'HARA, Detroit
OLNEY F. OTTO, St. Louis
ANNE C. RANSDELL, Richmond -Lee
WILLIAM EDWARD RICHTER, Tulsa
JAMES C. ROBERSON, Alameda County South
ROY A. SHUBERT, Philadelphia
ROGER J. STEINBECKER, St. Louis
THOMAS A. TILLMAN, Charlotte Blue
JAMES J. VINCENZO, CMA, Raritan Valley
DANIEL W. WEAVER, CMA, South Central
Indiana
SAMUEL W. WEINSTOCK, Philadelphia
ALBERT E. WERNER, CMA, Kansas City
LLOYD F. WYSOCKI, CMA, Minneapolis -North
Star
DANIEL H. ZAPP, Niagara

Committee on Publications

Committee on Public
Relations

WILLIAM J. MAUS, Erie, Chairman

THOMAS M. O'TOOLE, Macomb County
Michigan, Chairman

MICHAEL W. BECK, Salt Lake Area
CAROL BORDELON, Dallas
VINCENT C. BRENNER, Baton Rouge
JAMES C. BRESNAHAN, Columbus
KEITH BRYANT, JR., CMA, Birmingham Magic City
JAMES P. CONLEY, Boston
WILLIAM S. DEININGER, Altoona Area
DALE L. FLESHER, CMA, Northeast Mississippi
MELVIN R. HARRIS, Washington
BART P. HARTMAN, Baton Rouge
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Other Committees
EVELYN J. HEADRICK, Mid - Florida
DONALD C. HUTCHINSON, Pittsburgh
LEE M. LeVAN, Reading
E.C. LIGHTHISER, Pittsburgh
THOMAS C. LOCKWOOD, Charlotte Blue
RICHARD E. McCARTY, Lancaster
DENTON J. NESTER, Reading
LAWRENCE J. PACL, Lima
RICHARD D. PETERS, St. Paul
GROVER L. PORTER, Northeast Mississippi
MILFORD V. ROBERTSON. Chattanooga
ROGER A. ROEMMICH, Atlanta North
CARL E. RULLMAN, Miami Valley Ohio
JAMES A. SALANDRE, Cuyahoga Valley
MILDRED B. STEPHENS, Trenton

Board of Regents of the
Institute of
Management Accounting

Committee on Research

R. LESLIE ELLIS ('82), Lancaster, Chairman

,7 ,
CALVIN A. VOBROUCEK, Peoria,
Chairman
GEORGE BANNON, Lehigh Valley
ROBERT U. BOEHMAN, Louisville
GERMAIN BOER, Nashville -Music City
WILLARD COX, North Dallas
PAUL E. DASCHER, Philadelphia
DWIGHT H. DAVIS, Member -At -Large
PAUL H. DAVIS, North San Diego County
GERALDINE F. DOMINIAK, Fort Worth
PATRICIA P. DOUGLAS, Western Montana
J. BERNARD ECK, Daytona Beach Area
HOMER R. FILLER, Westchester
Hampton Roads
THEODORE C. GEARHART, Northern
Virginia
CHARLES L. GRANT, Connecticut Gateway
ROBERT E. HAMPEL, Evansville
JOHN L. HANSON, Florida Gulf Coast
JOHN H. HOLZAPFEL, Pittsburgh
HENRY M. KLEIN, El Paso
THOMAS J. O'REILLY, Cleveland
RONALD J. PATTEN, Hartford
W. PETER SALZARULO, Miami Valley Ohio
HENRY A. SCHWARTZ, Member -At -Large
JAMES W. TRUITT, Muscle Shoals
MILTON F. USRY, Member -At -Large
GEORGE W. VAN DAM, Des Moines
ROBERT N. WILLIAMS, North Georgia
THOMAS H. WILLIAMS, Member -At -Large

Nominating Committee
TO REPORT IN 1982

ROBERT J. DONACHIE, Dallas, Chairman
JOHN C. ARME ('84), San Diego
JERRY L. FORD, CMA, ('82), Minneapolis
Viking
ROBERT F. GARLAND, CMA, ('84), St. Paul
C.T. HORNGREN ('84), Peninsula Palo Alto
CLARK H. JOHNSON, CMA ('83), Raritan
Valley
DAVID P. McELVAIN, CMA ('83), Dallas
JAMES W. PATTILLO, CMA ('83),
Member -At -Large
RICHARD L. SMITH, CMA ('82),
Parkersburg- Marietta

Committee on Management
Accounting Practices

JOHN E. BROWN, Eugene - Springfield
R. LEE BRUMMET, Durham Area
RICHARD A. DURO, Canton
JAMES B. EDWARDS, Columbia
BARBARA A. ELKINS, So. Central Indiana
CLEMENS A. ERDAHL, New York
RICHARD W. HARRIS, Los Angeles
THOMAS F. HART, Buffalo
LEO M. LOISELLE, Bangor - Waterville
WILLIAM J. MAUS, Erie
BILL G. McCLAIN, Central Texas
WILLIAM C. MERRICK, Atlanta Central
BRYAN H. MITCHELL, Chicago
CHARLES E. TOTHERO, Reading

Annual International
Conference
(June 20-23,1982, WASHINGT ON, DC)
FRANK V. SUBALUSKY, Washington,
Chairman, Operations
WARREN W. BYRNE, Illinois Northeast,
Chairman, Program

JOHN F. CHIRONNA, Westchester,
Chairman
RICHARD J. BELLEW, Westchester
JAMES DON EDWARDS, Atlanta Central
FRANCIS R. McALLISTER, New York
EARL R. MILNER, Milwaukee
STANLEY R. PYLIPOW, St. Louis
ALBERT P. ROEPER, Suburban Northeast
Philadelphia
HADLEY P. SCHAEFER, Member -At -Large
HOWARD L. SIERS, Delaware
ROBERT B. SWEENEY, Member -At -Large
ARMIN C. TUFER, Chicago
CHARLES A. WERNER. Chicago

NAA Solicits
Research Proposals
CAREER SUCCESS
IN THE '80S REQUIRES
CAREER PLANNING
Membership in the accounting
profession today numbers over one
million and is expanding rapidly
with 60,000+ new accounting
graduates annually. Such explosive
growth has created keen
competition for positions with
relatively few members reaching
the summit of the profession.

ACCOUNTING
CAREER
STRATEGIES
by James V. Felix, CPA

the comprehensive career planning
guide written specifically for
accountants by an accountant, will
afford you the "winners edge" to
succeed in your career advancement
Begin planning today.
Invest in your future now!
ABOUT THE AUTHOR: Mr. Felix, a CPA.
has broad experience in public accounting
I Hig Ei ght), in industry (Controller / CFO for
both public and pr ivate cor porations) and in
the financial search and career planning fields.

13 CHAPTERS OF PROVEN
"HOW TO" TECHNIQUES
A sample of topics includes How To:
—
—
—
—
—
—
—
—
—

Set goals and plan your career
Utilize career pathing techniques
Position yourself for promotion
Play politics
Negotiate your compensation
Transfer from public to industry
Market yourself directly
Write a professional resume
Interview successfully
Use agencies and search firms
Advance and enjoy your career

CAREER PLANNING PUBLISHERS

I

MA

7101 York Ave. S., Suite 100
Edina, MN 55435

I
Plraw send _c opi es at 519. 95 • ca. S
.NN residents add Y/4 sales tai
—

-

$

Total Enclosed S -

I
Name
Address
city

Stare

zip

10 day saleslaction guarantee. Allow 4 weeks for
d= fivery.*I Includes all postage and shipping charges. _
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60 -4-4
quest from the Association. The prospectuses are not all inclusive but are
designed to serve as guides for researchers in developing their proposals. Each prospectus is accompanied
by a set of guidelines that deal with
various procedural requirements.
A research proposal should set
forth the objectives and the scope of
the research study. The author(s)
should state explicitly what will be
covered in the research study. This
should be followed by a detailed description of the research methodology
that will be employed, such as literature search, mail survey, interviews,
and case studies.
The proposal must also indicate the
manner in which the researcher(s)
plans to organize and carry out the research work. It has been NAA's preference to have the research work
performed as a sequence of phases,
with interim reports submitted to NAA
upon completion of each phase. The
proposals should be accompanied by
a timetable and a budget, both preferably broken down into phases, as well
as a sketch of the author(s) back ground(s).
Other Topics
The Association also considers
proposals on any topic a researcher
chooses, provid ed that th e topic
deals with a subject matter of interest
to NAA members. If a researcher
chooses to conduct a research study
on an unsolicited topic, the researchers must substantiate the importance
or the need for research on that particular topic. Such a proposal should
be prepared in accordance with the
same NAA guidelines used for the announced research topics.
A prospective researcher desiring
further, more extensive research guidance may order NAA's research report, Research Methodology and
Business Decisions, 1976. This publication will assist the researcher in
preparing a proposal. If you want a
copy of this publication, please send
your payment in advance to Special

Orders Department, NAA. The cost of
this publication is $8.05 for members
and $8.95 for nonmembers.
Each proposal will receive careful
consideration for possible action by
the Committee on Research at its
May 1983 meeting. For further information, contact Suzanne G. Connors,
NAA Research Associate (212) 7549897. Proposals must be submitted
❑
by February 28, 1983.

Management
Information
Systems
12 4 4
effective. Although the purchase requisition, purchase order, and receiving
document for a five - dollar item may
not exist in a manual system, the conversion to computer systems may establish one procedure that may provide some control for this kind of
detailed transaction.
The management accountant and
the data processing analyst should
not only be aggressive in establishing
proper controls but also should be
aggressive in establishing effective
cost controls. It is easier for either
party to structure detailed procedures
that on ly g ive th e im pres sion of
efective procedures when questions
of control are raised; this provides
some security which either can fall
back upon regardless of the eventual
cost to perform the review. However,
a low risk of financial exposure may
be put aside in order to eliminate the
risk to criticism of the data control
methods.
A new approach should be considered in documenting the risk evaluation within the procedural standard
documentation. Appropriate controls
may be provided with due consideration to productivity improvements
which may over a period of time exceed the financial exposure potential.
The auditor can better understand
why the methods are used and can
confirm or challenge the conclusion in
more specific terms. This can result
in more effective data verification
an d cont rol rat h er t han d et ailed
checks that don't consider cost or
exposure.
4
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Cost Analyses of Commercial Bank Portfolios
51 t 1
erence to Table I suggests that the differences in
breakeven size probably are directly related to the
number of banks in each district. Districts 1 and 4
contained an average of 307 and 725 banks, respectively, during the 1973 -1975 period. For Districts 7 and 11, however, the number of banks per
district ranged from 1,274 to 2,462 in any given
year. The fundamental conclusion is that variations in banking structure lead to variability in
market conduct which, in turn, influences bank
performance, including the minimum size necessary to cover all bank costs.
Implications for Commercial Banks
Previous studies on statistical cost analysis of
commercial bank portfolios have concentrated either on a single state or on a few states in a selected region of the U.S. For the 1973 -75 period, this
study explores regional variations in bank earnings, expenses, and revenues across the U.S. The
potential existence of regional variability in bank
performance, of course, carries significant implications for both public policy and bank management decision- making. Such variability suggests
that the response of individual banks to money
and credit policy and to federal regulations will
not be uniform. Differential burdens on bank
earnings and performance will be experienced and
the speed of response of individual banks to public
policy pressures is likely to be different. This, of
course, increases the difficulties experienced by
both public policy - makers and the management of
individual banks to predict the effects of any given
law or regulation.
This study suggests that significant changes
have occurred over time in the net returns, costs,
and break -even size of individual commercial

MANAGEMENT ACCOUNTING /OCTOBER 1982

banks. Net returns per dollar of funds invested in
assets have increased substantially in the wake of
inflation and the pressure of greater demands for
funds, especially from consumer and corporate
sectors. On the other hand, individual banks have
been able to protect their margins of net revenues
over net costs by cost - reducing innovations and
organizational changes. These new developments
include greater use of automation, especially in
funds transfer accounting, product -line extension,
and the growt h of l arger branch banki ng and
holding- company organizations to take advantage
of potential economies of scale. However, these
gains in cost reduction apparently have been purchased at the cost of substantial increases in
break -even bank asset size during the postwar period. The net returns and the risks of bank portfolio operations have increased substantially. The
customer is offered today a wider variety of more
convenient banking services; but, these gains appear to have been purchased at the cost of greater
operating and financial risk for the individual
bank and for the financial system as a whole. O

Variations in
banking
structure can
influence bank
performance.

' Studies concerned with the responsiveness of commercial banks to the 0rcuures
of Monetary Policy and credit conditions include: William C. Bryan, -•Bank Adjustments to Monetary Policy: Alternative Estimates of the Lag," American Economic
Review, September 1%7; Dennis J. Aigner, and William C. Bryan, "A Model of
Shore -Run Bank Behavior," Quarreny Journal of Econanthm February 1971; Donald R. Fraser, and Peter S. Rose, "Commercial Bank Adjustments to Monetary
Policy: The Speed of Response," Jouma1 of Bank Research. Spring 1978. Prominent
studies that have looked at the role of endogenous and exogenous factors in U.S.
bank failures include: Joseph F. Sinkey, "The Failure of Franklin National Bank: A
Multivariate Analysis," Journal of Financial and Quanritative Analysis, November
1977; Paul A. Meyer, and Howard W. Pifer, "Prediction of Bank Failures," Journal
of Finance, September 1970; Peter S. Rosa and William 4 Scott, "Post -war Bank
Failures: Theory and Evidence," The Southern Economic Journal, Summer 1978.
' Studies evidencing this concern with individual bank performance and profitability include: Richard E. Bond, "Deposit Composition and Commercial Bank
Earnings," Journal of Finance. March 1971; Stuart L Greenbaum, "A Study of
Bank Costs," National Banking Review. June 1967; Donald D. Hester and John F.
Zoellner, "The Relation Between Bank Portfolios and Earnings: An Econometric
Analysis," Review of Economics and Statistics. 1%6.
' See especially Hester and Zoellner, op. cit. and Bond, op. cit.
' For example, see Michael A. Klein, "A Theory of the Banking Firm, "Journal
of Money, Credit, and Banking; May 1971; Donald P. Jacobs, Businesr Loan Carts
and Bank Market Structure. National Bureau of Economic Research, 1971, New
York; David H. Pyle. "On the Theory of Financial Intermediation," Journal
of
Finance, June 1971.
` Previous bank cost accounting studies suggest that financial statements filed
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The National Association
of Accountants has just
published the Proceedings
From The 1981 National
Automation Conference On

INCREASINGTHE
PRODUCTIVITYOF
THEFINANCIAL
MANAGERTHROUGH
EFFECTIVEUSE
OFCOMPUTER
TECHNOLOGY
A Must for Your Business
or Home Library

$
Approx. 3OOpps.
ISBN 0- 86641 -053.8

95

10% discount

Learn how executives from both the computer and financial management
to members
fields found a common ground for understanding each other's language and
problems. Many experts participated in a pioneering three-day ''open
dialogue'' to help clear a path for future communications
National Association of Accountants
and to develop a framework of cooperation which would 919
Third Avenue, New York, N.Y. 10022
lead to successful applications of newly developing A tl - Special Order Department
computer-based financial systems ... included are Please send me INCREASING THE PRODUCTIVITY OF THE FINANCIAL MANAGER
realistic views on the current and future issues and the Through Effective Use of Computer Technology, Order No. 81133
advantages of the available technologies.
Name
It's all here: papers from the main addresses, Title_
concurrent sessions, outlook panel, and preconference Company
workshops. It's fascinating reading that's sure to Address
benefit the Corporate Controller, Treasurer, and Financial
City. state, zip
Manager.
Price $24.95 (10% discount to members)
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Here's your chance to learn from the experts...
REAPTHEBENEFITSFROMUP-TO-DATE
COMMUNICATIONSBETWEENTHECOMPUTER
SPECIALISTANDTHEFINANCIALMANAGER

J

Institute of
Management
Accounting
James Bulloch, Editor

Summary Profile of CMA Candidates
June
Dec. June
Educational background
Undergraduate degrees
Advanced degrees
Employment background
Industrial
Government
Teachers
Practicing CPAs
Graduating students
Average age
Average number of years
elapsed since last degree

1981

1981

1982

65%

66%
34%

67%
33%

73%
6%
5%
9%
4%
31

69%
6%
6%
7%
11%
31

5

5

35%
69%
6%
5%
8%

10%
31
6

Success Rates on the CMA Examination

June 1982 CMA Examination Results
A record number of candidates took the June
1982 CMA examination. A total of 6,173 parts
were taken by 2,280 candidates at 55 test
sites. This represents a growth of 27% in people and 28% in parts over the June 1981 examination activity. The following table summariz es the partic ip ation for the three
examinations.
Summary of Examination Participation
June

Dec.

June

1981

1981

1982

Number of candidates
1,795 1,995 2,280
Number of new candidates
840 1,011 1,105
Number of parts taken
4,832 5,248 6,173
Percentage of candidates
who are NAA members
29% 38% 33%
A total of 415 candidates completed the examination requirements with the June offering.
The Institute estimates that 325 of these candidates will be issued the Certificate in Management Accounting during the next three months.
The Institute is completing the verification of
these candidates' management accounting experience at this time. A total of 3,081 management accountants have earned the CMA as of
August 1, 1982.
Profile of Candidates
The tables in the next column compare the
profile and performance of the candidates for
the past three examinations. The candidates'
profile is similar to prior years although the
number of candidates with advanced degrees
continues to decrease. This trend is expected
to continue because student participation continues to increase. The pass rates on this
June's examination were within the ranges experienced on prior offerings.
MANAGEMENT ACCOUNTING /OCTOBER 1982

Examination Part
Part 1 Economics and
Business Finance
Part 2 Organization and
Behavior, Including
Ethical Consideration
Part 3 Public Reporting
Standards, Auditing
and Taxes
Part 4 Periodic Reporting for Internal and
External Purposes
Part 5 Decision Analysis, Including Modeling and Information
Systems
Weighted average for
entire examination
All five parts passed
in one sitting
Completed examination
by taking and passing
remaining parts

June

Dec.

June

1981

1981

1982

42 0%

39%

59%

56%

48%

46%

50%

39%

41%

47%

39%

49%

45%

42%

52%

48%

41%

49%

24%

16%

22%

48%

38%

46%

Candidates who took the June examination
are employed by a variety of organizations. Organizations that had many participants at this
examination include American Express, Caterpillar, Cummins Engine, Ernst & Whinney, E. I.
duPont, Fireman's Fund, J. C. Penney, Johnson
& Johnson, Kennametal, Monsanto, NCR Comten, Owens - Illinois, Sundstrand Data Control,
and Travelers' Insurance.
The December 1982 Examination
The December 1982 CMA examination is
scheduled to be given at 56 testing sites on December 15, 16 and 17. New test sites were established in Bangor, Me.; Cedar Falls, Iowa;
110-110, 87
81

/Xtll rtG "f/lJ...

your colleagues at one of America's leading resorts
for three days of fun and relaxation,
plus a full schedule of informative sessions.
Interest rates, a short time ago, hit record highs,
while corporate profits recently plunged to record
lows. The wholesale price index has spurted after
dipping for the first time in recent memory, and
business bankruptcies continue to soar.
n this kind of topsy -turvy economy it's more Important
than ever to maintain financial flexibility. That's the
only way to avoid the liquidity problems facing many
businesses and to take advantage of these
opportunities which always present themselves in times
like these.
That's why the theme of this year's Controllers'
Conference is, appropriately enough, "Maintaining
Financial Flexibility in the Uncertain 80's:' On November
8, 9. and 10, you and your colleagues will be joined at
the posh Greenbrier resort by some of the world's
leading financial experts in a search for solutions to the
most pressing problems facing financial managers
today.
■ WILLIAM E. DONOGHUE, noted expert on money
market funds, and "one of the best minds in the money
market" so says, Dan Dorfman, syndicated financial
columnist, will be joining us.

REGISTRATION FORM
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4th Annual C ontr ollers' C onfer enc e
The Gr eenbr ier. November 8. 10.1982
Recommended C onti nui ng Educ ati on Cr edit - 23 hours
YES!I want to attend the Controllers Conference at The Greenbrier
I've printed my name as I want it to appear on my nameplate and I've
checked the applicable boxes below. Please confirm my registration
as soon as possible I understand by registering and paying before
October 15, 1982. 111 receive a free copy of Stephen Salsbury 's book.
'No Way to Run a Railroad
INDIVIDUAL FEES

Member $545

Nonmember $595

;

t
1

is payable in advance. Includes technical materials and all
Full
regular meals for registrant and spouse

1
Name

1
1
1
1
1
1
1
1
1

Company
Address

--

Cily, State. Zip
Phone
NAA Account Number

G Check here it Nonmember
Social Security Number
My check is enclosed Make checks payable to The National
Association of Accountants
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1
1
1
1
1
1
1
1
1

Title
—

1
1
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Bring your spouse if you'd like and combine business
with pleasure. I can't think of a better place to enjoy a
mini- vacation together. In early November, the crisp
mountain air is invigorating. And the 6.500 acres of
upland valley which lie before you present a sight that's
breathtakingly beautiful. NAA's special arrangements
with The Greenbrier include the cost of all regular meals
attended by you and your spouse, in the
accommodation rates (exclusive, of course, of daily
service charges and state taxes).

1
1

tee

In addition to helping you keep abreast of new ideas,
we'd like you to have a good time at the Conference.
Staying at the Greenbrier is like stepping into another
era. The stately architecture, old - fashioned service. and
unabashed luxury give it an aura of quiet elegance that
makes the problems and pressures of the workaday
world seem far removed.

National Association of Accountants
919 Third Avenue. New York. NY 10022

1
1

'

commonly

■ And to really get everybody thinking, STEPHEN
SALSBURY author of the popular book, "No Way to
used
Run a Railroad;' will examine the
financial management techniques that derailed one of
the country's largest corporations.

To make your reservations, return the Registration
Form or call toll -free (800) 223 -4545, or in New York
(212) 754 -9758.

'

■ We'll hear about accounting control guidelines from
JOSEPH E. CONNOR, Senior Partner at Price
Waterhouse. HAYS T WATKINS. Chairman of the CSX
Corporation and this year's keynote speaker, will delve
into specific problers we as financial managers can
anticipate in the months ahead.

Please bill me

C Please bill my company
,

-

7

Please send mformahon on NAA membership.

In the Library
The Official MBA Handbook, Or How
to Succeed in Business Without a Harvard MBA
Jim Fisk and Robert Barron, Wallaby
Books, 1230 Ave. of the Americas, New
Yo rk, N Y 10020, 1982, 237pp. —Business literature is hardly known for snappy read in g, b u t Th e Off i ci al MB A
Handbook is a pleasant exception. As
the full title suggests, this humorous
book is written for those of us who did
not attend the Harvard Business School
although those of us who did attend
Harvard also would thoroughly enjoy it.
In the first half, the authors discuss essentials of formal business education.
Separate chapters cover the business of
prod ucti on, mark etin g, finan ce, accounting, organizational behavior and
corporate strategy. Case studies apply
the principl es covered t o whimsical
business situations.
Consider, for example, the chapter on
finance titled, "Beg, Borrow or Recapitalize." The authors discuss efficient
markets where we learn that beating the
market may work in practice but not in
theory. The case study discusses the financial synergy involved in the merger
of a genetic engineering firm with a
fashion jean manufacturer. The result?
The Synergene Corporation which advertis es th at "Ou r J e an s F i t Y o u r
Genes."
The accounting chapter, "Between
the Balance Sheets" breaks new ground
in ratio analysis. The authors introduce
the Vesco Ratio, the share of total assets
in Swiss bank accounts, which measures
a company's take -off potential, and that
of its key executives. We also are reminded of the Ratio Alger, the proporti on o f th e fo un der's st ock to t ot al
shares outstanding, which determines
the advisability of marrying into the
founder's family.
In the same chapter, the authors offer
a sample annual report of the National
Student Refreshment Corp., complete
with president's message to shareholders, photos and charts of the company's
expanding operations (it added KoolAid and iced coffee to its product line),
and samples of the balance sheets and
auditors' notes.

The second half of the book deals
wi t h career ad vancemen t , offering
"tricks of the trade" one does not learn
in the classroom. The section on strategies in wardrobe management, for example, ad vises executives t o treat a
ward robe lik e an y o ther investment
portfolio. A piece of specific advice is to
"divest yourself of that tie your grandmother gave you two Christmases ago,
and expand your position in low -beta
button -down shirts." The sections describing resume expansion , interviewing
techniques and office politics are easily
recognizable gems.
And, of course, the book would not
be complete without the authors' formula for success:
"Success = [A(R� �)+�P�(13 + G)`
+ W " " A = Amb it io n; B = B u zz
word proficiency; C = C h u t z p ah ;
E = Ex ces s ive ed ucati o n (M B A);
G = Go l f h an d i cap ; L = Lu ck ;
P = Power Accessories; R = Resume
expansion; W = Work."
Laced with amusing diagrams, cartoons and photographs, The Official
MBA Handbook is a pleasure to peruse
and extremely difficult to put down.
Thomas A. King
Arthur Andersen & Co.
New York, N. Y.
Handbook of Personnel Forms, Records, and Reports Joseph J. Famularo,
McGraw -Hill, Inc., 1221 Ave. of the
Americas, New York, N. Y. 10020, 1982,
624 pp.—�Personnel�forms�and�records
are a must for the management of any
organization . Employee data assist the
personnel administrator in providing information about staff members for reports to management; to city, state, and
federal agencies; an d to empl oyees
themselves.
This handbook, which includes 198
illustrated forms, was designed as a
companion to Mr. Famularo's earlier
book, the Handbook of Modern Personnel Administration (McGraw - Hill), to
help develop better personnel forms and
reco rds. Bo th si mpl e an d comp lex
fo rms are il l us t rat ed whi ch can b e
adapted easily to fit an organization's
requirements and needs.

Stan F. Stec, Editor
The author emphasizes the basic records and forms that may be appropriate
for use in recruitment , placement, career development, wage and salary administration, employee benefits and services,
and
equal
employment
opportunity. Chapters devoted to emplo yee co mmuni cat ion s, safet y and
work - related injuries, retirement and
termination also provide valuable information to the personnel manager.
This easy- reference guide shows you
how to record data about people. It is a
useful tool for designing new forms, revising present forms, and deciding to
eliminate or add forms in order to improve access to information about employees. Management accountants with
direct responsibility for personnel will
want to use this book as a basic reference, and those with system responsibilities will want to use personnel forms
which simutaneously provide accounting, payroll and benefit information.
This book can save a lot of time "reinventing the wheel."
Gloria Mellone
Depreci ation and Investment Credit
Manual
Prentice -Hall, Inc., Loose -Leaf Services
Division, P.O. Box 511, West Nyack,
N. Y. 10995, 1982, variously paginated —
This V /a" X I 1 " paperback manual is
extremely useful for any accountant
who has to deal with the tax aspects of
depreciation and investment credit. Updated through the Economic Recovery
Tax Act of 1981, the book describes the
ACRS system and contrasts it with previous rules. This volume consists of editorial material developed by the Prentice -Hall st aff, a rep ri n t of th e
pro vi sio ns o f t he Intern al Revenue
Code, plus selected excerpts from relevant IRS guideline classes, periods and
ranges.
Perhaps one of the most useful sections in this volume covers "special tax
saving ideas and techniques " dealing
with such things as investment credit,
trading in equipment, tax -free swaps of
depreciable property and investment
credit recapture.
Alfred M. King
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People in the News
Promotions and New Positions
Daniel M. Dieckgraeff, Alaska, has
joined ENSTAR Natural Gas Co. as
rates and planning supervisor.
Martin J. Amlung, Amarillo Area, assumed the position of plant controller at
Celanese Chemical Company's Pampa,
Texas plant.
Wendy F. Champion, Atlanta North, has
been elected an assistant vice president
at Trust Company Bank.... Dwight B.
Ferguson, Jr., has been promoted to
chief financial officer at Taracorp, Inc,
James B. Cross, Austin Area, has been
admitted into the partnership of Seidman & Seidman.

Celebrating Denver's 50th Anniversary are, L. -r., Vice President Dean
Arnold, Alfred Ayers, chapter President Bruce Falkenburg, NAA President
Emil Scharff, Paul Remington, and John Harrill.

Frank J. Carbone, Beaver Valley, has
been named director of development,
Giltspur Expo Industries, Inc.... Gary
T. Infield has been promoted to methods and standards engineer, industrial
engineering, Babcock & Wilcox.

William A. Hamilton, Buffalo, has been
appointed division controller for the
Kennecott Corp. Process Equipment
Divisi on.... Deborah A. Price has been
promoted to comptroller, U.S. Games
Corp.

WORK FOR
YOURSELF

James R. Etheredge, Dubuque TriState, has been promoted to manager at
McGladrey Hendrickson & Co.

[

Start your own bookkeeping, account- service over 22,000 monthly business
ing and tax service practice. Our ad- clients.
vertising and marketing system helps COMPUTERIZED SUPPORT
you get clients. Our proven COMPRE- Our large scale computer quickly and
HENSIVE °" accounting system helps efficiently provides your clients with
you profitably service those small and complete financial data —every month.
medium -sized businesses.
Learn more about how you could
THE SYSTEM
start or expand your own practice.
A marketing and accounting system CALL V. A. COX TOLL FREE
which has been perfected through 32
(800) 323.9000
Anywhere in the continental U.S.
years of experience . . . allowing
Illinois residents call collect: (312) 898 -6868
COMPREHENSIVE accountants to

Michael H. Dyer, Eugene - Springfield,
has been promoted to manager on the
audit staff of Coopers & Lybrand.. .
David W. Rekdahl is now director of
accounting and auditing with Gerald J.
Druliner, CPA.
Arnold I. Barkman, Fort Worth, is now
accou nt in g dep artmen t chairman at
Texas Christian University.

—

' City

-- State

'

Zip

2111 Comprehensive Drive, Aurora, Illinois 60507
Official Taillwhm ws fa t- tM National Eartar Seal T a k tM n

B4

-'
'

Larry E. Roslund, Grand Rapids, has
been admitted into the partnership of
Seidman & Seidman.

corporation

(Best time to call)

accounting

' Phone

Vernon D. Evans, CMA, Fort Worth,
has been appointed audit manager with
Ernst & Whinney.

--

-

--

Address

'

--

Please send me more information about COMPREHENSIVE Accounting, the nation's
NP -8
' largest accounting franchisor of its kind.
' Name

William J. Crusoe, Chicago, is now vice
president, corporate finance in the Capital Markets Department of The Prudential Insurance Co., Newark.
George R. Johannes, Denver, was
named senior vice president and chief financial officer of the Manville Corp.

Accountants:

-

Gary R. Claus, Butler, has been promoted to senior manager in the Pittsburgh office of Price Waterhouse.

Jack T. Campbell, Greater Greenville,
has been named treasurer of Kent Manufacturing Co.
MANAGEMENT ACCOUNTING /OCTOBER 1982

Orland F. Smith, Jr., Green Mountain,
was recently elected vice president —
Human Resources and Administration
of the National Life of Vermont.
Gayle M. Sheppard, Hartford, is now
controller at Wesco Industries.
Marvin E. Marstall, Kansas City, has
been promoted to vice president and
treasurer of Midland International, Inc.
William A. Cssella, Lancaster was promoted to manager, accounting personnel, in the accounting department of
Bet hl eh em S teel Co rp .. .. Dennis E.
Levering, chapter past president, has
been elected executive vice president of
Secorp
National,
Inc....
At Penn Dairies, Inc., Loring F. Perez
has been named controller, and Robert
E. Marion, dairy controller.

James G. Hendrickson, MontgomeryPrince Georges, is financial controller,
Holland Park Services, Inc. in Washingt o n , D . C . . . . James W. Jubb, past
chapter president, has been promoted to
division manager of the Shaw Walker
Company's Philadelphia region.
Dinesh J. Agashiwala, New York, has
recently been promoted to controller of
the Photo Lettering Co., a division of
E l ect ro grap h i c C o rp . . . . Harold D.
Reiff, has been named vice president, finance and administration, and chief financial officer of Knickerbocker Toy
Co., Inc.
James L. Montague, Northstar, has
been promoted to assistant vice- president for Northwestern National Banks.

3rd Party Intervention

James F. Burns, Los Angeles, was
named to the newly created position of
executive vice president, capital markets, at First Interstate Bancorp.
Carol D. Ross, Los Angeles, has joined
Holland, Shipes, Bennett & Thrasher,
as an associate consultant in their newly
established Los Angeles location.
James E. Feeney, Louisville, has been
appointed vice president and treasurer
of Devoe & Raynolds Co., a division of
Grow Group, Inc. In addition, he has
been named chairman of the corporate
Management In fo rmat io n Systems
(MIS) Committee.
Thomas W. Crafton, Lufkin- Nacogdoches, was appointed president of Defensive Security Southwest, Inc., Jasper,
Tex.
Howard B. Allenberg, Memphis, has
been admitted into the partnership of
Seidman & Seidman.
At Citrus Central Inc., Mid- Florida, Joseph F. Breig was pro moted t o vice
president finance- administration and
Robert F. Tomcavage, controller.
Ronald J. Miller, Mid - Florida, has been
named vi ce pres id ent o f fi n an ce at
Clairson International.
Scott W. Holmes, Mobile, has joined
First Bancgroup- Alabama, Inc., as director of internal auditing.... Robert
L. Mackey, Jr. has been named a partner of the firm Wood, Singleton and
Mackey CPAs.
MANAGEMENT ACCOUNTING /OCTOBER 1982
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MILLER

CONRAD

Mid-Florida

Northwest Keystone

The key to collecting accounts that
are ignoring you. Why pay 25 -50`?6 of
the balance?

Any Size Balance
$500, $1,000, $10,000. Your cost
per collection is fixed at $58.33.
Smaller balances cost less than $12
per account.

Improve Cash Flow
Conrad A. Conrad, Northwest Keystone,
was named controller at Quaker State
Oil Refining Corp., Oil City, Pa.
Edward R. Lipski, Oakland County, has
been admitted into the partnership of
Seidman & Seidman.
Gwendolyn S. Ransom, Oakland -East
Bay, has been named au dit manager
with Deloitte, Haskins & Sells.
Roy H. Davidson, Palm Beach Area
past president, has been promoted to
chief accountant at the home office of
Cox Enterp rises.... Sheila F. Evelyn,
professional development director, has
accepted the position of controller at
Sunrise Savings and Loan.
Ned W. Armstrong, Phoenix, has been
appointed controller of Ramada Inns,
In c. , _ M ar y Jane Boyd has been admitted to partnership with Peat, Marwick, Mitchell & Co.
Steven R. Lohr, Richmond Jackson, has
been promoted to partner in the firm of
Peat , M arwi ck , Mi tch el l & Co .
. . . Ronald D. Reed, has been promoted
to position of controller of Miller Manufacturing Co.

There's no need to be a banker to
your customers. Reduce your past
due accounts by 50`#, or more.

Why the Low Cost?
Simply because we don't handle your
money. All payments are made direct
to you. We each save expense.

No Risk
You must receive results with our
copyrighted plan before you pay.

Are We Credible?
Verify our effectiveness and years of
reliability by calling our clients coast
to coast. Many are members of the
Fortune 500.

Write Today...
For Complete Details Plus Our
FREE Newsletter Full Of
Collection Tips.

Parson-Bishop National
Collections, Inc.
7870 Camargo Rd.
Cincinnati, Ohio 45243

Robert A. Schultz, St. Paul, was named
vice president and general manager of
the Fin ancial Management Services
business unit of ADP Network Services.
William F. Draving, San Antonio, has
joined Richard Gill Companies as a vice
president.
Frederick T. Melberg, Jr., San Jose, has
joined the Paradyne Corp. as vice president, finance and administration and
chief financial officer.

For those preparing for the
National Association of Accountants'
CERTIFICATEINMANAGEMENTACCOUNTING
For further informotior
Write or Coll

KELLOGGWEST
CENTERFORCONTINUING EDUCATION
California State Polytechnic University
3801WestTemple Avenue,Pomona,Ca. 91768
(71 A) 595 -7511

Robert R. Jones, Southeast Alabama,
has been promoted to vice president of
finance at Dothan Oil Mill Co.
Ira M. Landis, West Los Angeles, is now
a partner with the firm of Friedman,
Blumenseld, Weiser and Minsk.
Stephen R. Buschel, Westchester, has
been admitted into the partnership of
Seidman & Seidman.
Jackie T. Wilbur, Wichita, has accepted
a position as senior consultant in the
Management Advisory Services Department of Alexander Grant & Co.
Lee Edward Dutton, Jr., Wilmington
president, has been admitted into the
partn ersh i p o f C h erry, Bek aert &
Holland.

Emeritus LifeAssociates
Daniel J. Beckman, Johnstown.
Norman F. Beisswenger, Indianapolis
past president.
Milton R. Berthold, Minneapolis
Viking.
E. D. Dreas, Reading past president.

Designed specifically for the

IBM System / 38
and the Management Accountant

A comprehensive

General Ledger,
Financial Reporting
and Budgeting System

John G. Fuehr, Jacksonville.
Fred W. Kehl, Dayton.
O.H. Kessler, Jr., Milwaukee past
president.
Edward J. Killion, Sou th Central
Indiana.
Clifford W. Larson, Wichita.
William W. Mann, Boston.
F. Donald Mollhagen, Kalamazoo past
president.
Robert J. Norton, Ora nge Coast
California.
Albert Schipper, Kalamazoo.
William L. Shomo, Southern West
Virginia.
A.M. Sterling, Atlanta Central past
president, past national director. Stuart
Cameron McLeod Society.
Leon ard L. Young, Rea d i ng past
president.
William J. Zolner, Jr., Massachusetts
North Shore.

In Memoriam
Thomas W. Anderson, 56, Oakland East
Bay, 1967.
James W. Barton, 63, Member -atLarge, 1955. Emeritus Life Associate.
M.H. Broome, 66, Lancaster past president, 1946. ELA.
Juan Perez Colon, Mayaguez, 1981.
James P. Henry, 62, Indianapolis, 1957.
David M. Keener, 75, Lancaster, 1936.
ELA.
Cyril L. Kincaid, 58, Lynchburg, 1957.
Joseph A. Levi, 67, Long Island -Nassau, 1960. ELA.
Steve D. Little, 29, Northern Wisconsin,
1974.
Laura L. Loeffler, 78, Seattle, 1945.
ELA.
Hendrik T. Meines, 50, Netherlands,
1980.
Thomas G. Shearman, 56, New York,
1969.
D.A. Thompson, 59, Tulsa, 1967.
Fred G. Webb, 71, Los Angeles, 1947.
ELA.

Opinion

DlDial = Company
FinancialAccounting and Reporting Systems
Murray Financial Center, Suite 465
5550 LBJ Freeway, LB -1
Dallas, Texas 75240 • (214) 458 -0987
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644
where management accounting is becoming better and better recognized
as a function and under that name.
One of the latest was an article in the
Journal of Systems Management, off iMANAGEMENT ACCOUNTING /OCTOBER 1982

cial publication of our sister organization, the Association for Systems
Management. A company organization chart had a box prominently labelled "Management Accounting." Of
course, it wasn't in the center of the
chart; it wasn't the hub. What was? Information resources, of course. However, the position on the chart actually matters but little. What does matter
is the increasing awareness of the
constant and growing need for interdisciplinary dialogue, both within individual companies and between professional associations. Perhaps some
joint meetings and joint conferences
might be appropriate. We'd like your
ideas.

Institute of
Management
Accounting
81.4 E
Moorhead, Minn.; Newark, Del.; and
San Antonio, Tex, for June's examination, and Mobile, Ala. has been
added for December's offering.
The Institute has changed the application date for new candidates to
March 1 and September 1 for the
June and December examinations respectively. New candidates who wish
to take the December examination
and have the proper forms should file
their applications immediately. Even
thoug h t he applic ation d ate h as
passed, the Institute will make every
effort to accept and process new candidate applications during this transition period. The date for continuing
candidates to register for December's
examination is October 1. Continuing
candidates who have not yet registered for the December examination
should do so immediately.

Anyone desiring additional information regarding the CMA p rogram
should write or call the Institute of
Management Accounting, 215 City
Center Building, Ann Arbor, Mich.
48104, (313) 662 -1986.
C
Karl E. Reichardt, CMA
Manager — Examinations
Institute of Management Accounting
MANAGEMENT ACCOUNTING /OCTOBER 1982

Management
Accounting
Practices
4211
benefits of the disclosure. The MAP
Committee suggested, as an alternative, disclosure of historical information about proved reserve quantities,
capitalized and incurred costs, and results of producing activities by significant geographic areas.
As to Research and Development
Arrangements, the MAP Committee
sees little need for issuing a statement that reiterates basic accounting
postulates. The comment letter also
asserted that "some aspects of the
exposure draft appear to take on a
tone unnecessary for those professional accountants who have not participated in the abusive practices to
which the proposed Statement seems
to be directed" and recommended
that in the event a final statement is
issued those sentences should be
deleted.
Copies of these and other MAP
Committee comment letters may be
obtained by writing to Mrs. Lorie Klein
at the NAA office, 919 Third Avenue,
New York, N.Y. 10022.

SEC Adopts and Proposes Rules

TAX
ADVANTAGED
REAL ESTATE
INVESTMENT
PROGRAMS

The Securities & Exchange Commission has issued uniform instructions
for presenting pro forma financial information in filings with the Commission. In general, the rules codify exMultiple 1982 tax write -off
isting administrative practices and do
not significantly modify the various
Realty Center Associates, Inc.
situations for which pro forma finan950 Third Aeenoc, Ncw• York. N.Y. 10022
cial presentations are now required
Q]21 R i 2 -1600
Call toll-free: 1 -800- 221 -12'76
or alter the specific disclosures required by existing accounting literature. The rules provide for an optional
presentation of a financial forecast in comprehensive Proxy Review Prolieu of certain required pro forma in- gram, which is intended to simplify the
formation. The new rules will become complex dis closure systems that
effective only for filings after Septem- have evolved in a piecemeal fashion.
ber 30, 1982.
Disclosures covered in the new reAlso issued by the Commission was lease deal with transactions with
a releas e cont aining prop osed management, indebtedness of manamendments of the requirements for agement, transactions with promotdisclosure of certain relationships and ers, and business experience of exectransactions involving management. utive officers and directors, among
The proposals are part of the SEC's other matters.
iJ
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New Products/ Services

Madeline Krakowsky, Editor
Libra Programming, Inc.'s Manufacturing Control System (MCS) is a new
computer -based solution for manufacturing and processing industries. The
system answers many questions about
the overall "health" of a plant and provides up -to -date cost and profit information. Designed for small manufacturers , M CS co mbi nes b il l o f mat eri al
functions and inventory control techniq ues to gi ve us ers add ed cont ro l.
Functions include: complete inventory
control; production order processing;
product costing; profit margin reporting
and sales analysis. Phone Earl W. Nelson, (801) 943 -2084.

88

Accounting Systems, Ltd, has developed a new software product to perform
pledge receivable accounting for charitable fund drives. This application package keeps track of future receivable obligat i o ns t h at h ave b een p l ed ged b y
don ors. Th e d on or is auto matical ly
billed prior to the payment due date,
and past due notices are prepared. Aging reports and cash flow projections
al s o are avai l abl e. P h o n e Gary L.
Mahn, (208) 336 -2281.
The first comprehensive property management software package for IBM System 38 has been introduced by Financial Programming Services, Inc. Called
PROPMAN, the system provides complete management reporting capabilities
including an integrated accounting system. It can be used for commercial, industrial, shopping center, residential
and marina properties. It has been designed for maximum user control of operations with minimal staffing. The accounting portion of the program, called
FINMAN, includes general ledger and
financial reporting, accounts receivable,
and accounts payable modules. Like
PROPMAN, it uses the Sys tem 38's
data base management system. Phone
Ralph Duarte, (213) 450 -5539.
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Dynalogic Info -Tech Corp. has unveiled
the Hyperion, a new portable, personal
computer designed for use by professional managers and business executives. The first portable computer compat i b l e wi th t h e IBM Pers o n al
Computer, the Hyperion weighs only 20
pounds and is compact enough to fit under an airline seat. It comes with software designed to serve as a "decision
suppo rt s ystem," which includes an
electronic spread sheet, an executive test
processor, an electronic mail system,
and Microsoft BASIC —a programming
language geared to creating custom solutions to specific problems. Write:
Richard J. Crutchlow, Dynalogic Info-

Tech Corp., 141 Bentley Ave., Ottawa,
Canada K2E 6T7; or phone, (613) 2261383.

&

Linatel Systems, a division of Allied
Corp., has introduced a new telephone
management system designed to help
corporations and professionals reduce
telephone costs. The Linatel 1020 enables owners to obtain on -site detailed
charges for better accountability in call
monitoring or client /account documentation for pass- through billing. The
1020 provides details of calls made such
as number dialed, time of call, duration
of call and price of call, plus a specially
assigned account identification number.
Information can be summarized to fit
the owner's needs. The system can be
adapted to any phone system currently
in use. Phone Stan Kramer, (303) 5304537.

Omni Systems is offering an integrated
microcomputer hardware and software
package to automate the practices of accountants and other financial service
professionals. Comprised of North Star
Computer hardware, the unit incorporat es t h e co mpl et e co mpu t er, C R T
screen, keyboard and disk -drive storage
in a single enclosure a little larger than
a typewriter. The CPA software program handles virtually all facets of an
accountant's write -up practice from
start-up to finished, customized financial statements. The 1040 Tax Package
produces the federal tax return as well
as several state tax returns. Optional
packages cover concerns such as budgeting and forecasting, stock and investment management, and tax planning.
Phone Joe T. Alonso, (219) 924 -3522.

&

Hyperion personal computer

.. . .. . .. . .. . .. . .. . .. . .
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TOYOURRESOURCE1LANI1I116P
Operating a manufacturing plant is no
small task. You need a constant flow of timely
information. Not in bits and bytes. But in nuts

monitor inventory levels. Check your work
order status. Manage your entire manufacturing process ... while it's still in process.
and bolts.
And MAXCIM's integrated design conMAXCIM gives you precisely that.
tributes to its extensive audit trail capability.
On -line. In real time.
MAXCIM is human - engineered, too. So you
It's the ultimate planning tool... a comdon't have to be a data processor to process
prehensive management information system,
the data you need. There's even a graphics
designed specifically to maximize productivity. module available that puts the most complex
And minimize your operating costs. By intedata into easy -to- interpret bar and line graphs.
grating a series of manufacturing and financial
Call us today. Or write for our brochure.
software modules through one common data
You'll be surprised how quickly NCA can start
base on a *DEC PDP -11 or VAX minicomgiving you bottom line answers to your producputer, MAXCIM gives you constant updates
tion line problems.

on what's happening, as it's happening, anywhere in the plant... from the production line
to the bottom line.

Utilizing MRP U concepts, MAXCIM
provides immediate inquiry capability to manufacturing, marketing, finance and engineering,
giving you total resource control. Before it
gets out of control. With MAXCIM, you can

"DEC, PDP-11 and VAX are trademarks
of Digital Equipment Corporation.

Enn:j Manufacturing
/M110
NCA CORPORATION

[

388 Oakmead Parkway
Sunnyvale, CA 94086
(408) 245 -7990

"See us in Booth 4202 at1Nf0!82
October 11 -14, 1982,
New York Coliseum."

Baltimore - Boston - Chicago - Dallas - Houston - Los Angeles - Portland - Sunnyvale • Sydney, Australia

Howtofire
YOU
IlKe,,,
someone
person can live with. But by all
means be truthful.

The specWist for 34 years.
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Robert Half pioneered the concept of specialized recruiting. Because a specialist does a better job.
His annual survey booklet has
become the standard guide of government and business —since 1950.
In fact, when a Senate Committee needed expert testimony on
recruiting practices in the accounting profession, they called him.
With 80 offices in 3 countries,
the Robert Half organization is the
largest specialized recruiter —
which means we can give you the
best choice of first -rate
candidates.
So when you hire
somebody recommended by aRobert
Half office,you may
save yourself the
agony of firing.
'lease send me your booklet How To Hire Smart.
coupon to Robert Half International, Inc.,
P.O. Box 4151, NewYork, NY 10163.)
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Some people need a drink to
do it.
Others toy with the idea for
months before they get up the
courage.
But you can take a lot of pain
out of the experience.
With the techniques Robert
Half reveals in his new 16 -page
booklet,How To Hire Smart.
It tells you how to interview.
How to hire.
How to fire.
It's condensed from Robert
Halfs 34 years of specialized experience in financial, accounting and
edp recruiting.
And it's yours free as soon as
you call any one of the 80
Robert Half independently
owned and operated
offices (look in the white
pages for our number,
or simply fill in the coupon
below).
Meanwhile, here are a few
hints from the booklet.
Don't drag it out.
When you have to let somebody go, don't hem and haw The
longer you wait to spring the news,
the tougher it gets.
Be super tactful. Do your
best to give an explanation that the

