ACCEPTANCE BY SUCCESSOR
TO:

(Name of Representative)

Having read the Emergency Assistance Planof . .
(name of deceased or disableq G

dated . , I hereby agree to act as successor and to abide by all
terms and conditions set forth in the Plan. I agree not to contact any of the

I'u
until so authorized by you. Cl

[ExmiBIT 2] | By MAURICE S. NEWMAN, CPA

LETTER TO CLIENT

TO:
(Name of Client)
You are undoubtedly aware of the death of your accountant. no gaps.
CPA. :
In order that there may be no interruption of services, your accountan ifteen years ago hardly anyone in
ing his life designated me as his representative, and .= o » business world knew anything about

(Name of Successor)
to act in his place. If you so authorize, by returning a signed copy of this 1¢f
I shall immediately place your deceased accountant’s working papers and "
files at his disposal in order that he may be able to start serving you in a pfb
and efficient manner. /

1t may be of interest for you to know that the successor has agreed o
a consideration fo the widow for the transfer of working papers and oth
pertaining to a client. This is because such working papers belong to the decg
and are a valuable asset built over years of diligent and dedicated service,
I look forward to your prompt rely so that there will be a minimum of
at this difficult time.

dlectronic computers and yet today,
yith over 25,000 reportedly in place,
everyone considers them a necessary
part of the accounting system. From its
gmbryonic beginnings as an electronic
‘measuring device in the early days of
World War II, the electronic data
rocessing industry has moved very
rapidly through several generations of
computers to the type of equipment
generally in use today.

The first computers were sufficiently
large so that you could walk into them,
and they generated so much heat that
they required tremendous amounts of
‘cooling equipment. They were, how-
ever, very powerful machines for their
;tinlle and accomplished seeming mir-
acles,

“The use of transistors, ferractors,
and diodes to replace the conventional
cuum tubes has made the circuitry

Very truly yours,

Representative designated by

Widow or nearest relative of

[ExmIBIT 3]

AUTHORIZATION BY CLIENT

To the Representative:

I hereby authorize you to transfer all the working papers, files and re¢
pertaining to my account to CPA, who was 13

to act as successor by CPA MAURICE S, NEWMAN, CPA, a member
(Name of deceased) ow Society and the AICPA, is a partuer of

________________________ , - asking & Sells, Mr, Newman has contxib-
(Date) (Client) ed several articles to accounting publica-

[ExdiBIT 4] o
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guilding Internal Control
comprehensive Electronic
Accounting System
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into a

The proliferation of computers, and their broadening use for accouni-
ing purposes, presents a new challenge for accountants, A major aspect
is the preservation of infernmal control, here discussed, to assure that,
however the accounting records may change, the trail of comtrol has

more reliable and eliminated the need
for large amounts of air-conditioning
equipment. The trend toward minia-
turization of the components and the
use of integrated circuits tend to re-
duce the over-all size of the equipment
substantially and have a favorable
effect on the processing cost per opera-
tion. The amazing progress of com-
puter development in the last ten or
twelve years is clearly evident in the
fact that the more recent computers are
operating 100 times faster than what
were then considered unbelievable
speeds of the early computers,

INTERNAL CONTROL

This tremendous technical progress
does not appear to have been equaled
by the tactical application of these
computers to accounting and manage-
ment problems. While it is unlikely
that the accomplishment in this area
is as poor as some recent surveys indi-
cate, there is sufficient reason to be-
lieve that success in this area is more
quantitative than qualitative. Where
there has been failure or only partial
success of a complete installation, it
may often be traced to the absence of

o 433




a sound objective or to an inadequate
system of internal control.

In the course of their audits, or per-
haps as part of the process of installing
the computer, professional accountants
may be called upon to evaluate the sys-
tem of internal control. A consequence
of the evaluation, in an audit, would be
to decide on what audit tests would
need to be made. It is timely, therefore,
to give consideration to the accounting
objectives of a computer operation, the
supporting records, or ‘“‘documenta-
tion,” necessary for an auditor to
evaluate the system of internal control,
and just how the auditor may acquire
sufficient knowledge to be able, at a
minimum, to instruct a programmer to
program the computer to assist him in
testing the procedures objectively and
independently. While satisfactory docu-
mentation does not imply satisfactory
internal control, or lack of documenta-
tion necessarily imply a lack of internal
control, the presence of good docu-
mentation will make it easier for the
auditor to find out what the procedures
are supposed to do and how they are
supposed to do it, whereas the absence
of documentation will make this task
more difficult and will alert him to the
possibility of other unsatisfactory con-
trol procedures.

A SOUND OBJECTIVE

When one considers the present
value of the future monthly rentals of
even a small computer, it is obvious
that no electronic data processing
equipment should be ordered until
there is a clear understanding on the
part of executive management of how
they may use such equipment effective-
ly in the over-all conduct of their busi-
ness. This implies a complete feasibility
study of the informational and report-
ing needs of a business, with an objec-
tive evaluation of the cost of procure-
ment as against the potential loss in not
having such information. Only then
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Jble of recording, classifying,
o marizing the basic data in such
S that, with suitable adjustments,
% ecific report could be prepared
altering the basic accounting
is would be somewhat akin to
tice, prevalent some years ago
justments were made for finan-
tement purposes, of reversing
wch adjustments at the l.)eglnmng
.» new fiscal year. Adjustments
~_.ed to be made for certain pur-
. such as the preparation of a tax
- The basic accounting data could
stermined and adjusted for such
oses but would remain unad-
i or be adjusted as required for
:a] forecasting, for planning and
for return-on-investment deter-
, or for other management re-
ments. In such an all-purpose sys-
there would have to be sufficient
al control to assure the reliability
acy of the basic accounting

should the needed equipment j
mined and ordered. F

Many companies have takep
proach and in general they }
more successful installationg, g
not of the essence in these g
and the more time taken ip
and in careful thought concery
cedures, the quicker the payoff
to be. 1

While the primary emphagjg
article is on internal contrg
relative to an underlying prg
that a comprehensive accoung
tem would be developed to mee
informational needs of a com
accounting, operating, and g
data. Clerical cost reduction p
worthy endeavor in itself, but j
likely that the effectiveness
puters lies in-the developmen
encompassing accounting syste
can produce timely informat;
indicate where prompt action :
be taken. i
he goal of an all-purpose account-
system is far from reality at this
hlthough computers do offer this
atial, and the next decade may see
goal accomplished in many
es. Several companies are now
g the necessary studies to move
his  direction. Many accounting
ices, particularly in regard to year-
adjustments, appear to have de-
d out of external needs for ac-
information without regard to
t they might have on manage-
needs for accounting information
vere not well developed in the
art of this century. For example,
detail records are often re-
0 market, when this is lower
5t, to enable the necessary in-
y adjustment to be determined.
this may be essential for finan-
tement purposes and for tax
S, it often upsets the cost ac-
8 System in the early months of
OwWing fiscal year.

ACCOUNTING OBJECTIVES

In a broad sense a compan
only one accounting system to s
management purposes and fu
This is sometimes referred to
information system of which f
eral accounting system is cle
most substantial part. In fact
production, and planning daf
may be processed peripherally
companies today are in mos
closely allied to accounting an
sent, very often, extensions of
counting process occurring e
fore or after what is commonly
to as financial accounting. (
data are used for different obj

Such an accounting system
cut across organizational lif
compass all information pi
and encompass reporting to
ments of management as We
stockholders, creditors, and
ment agencies. Such a syster

ACCOUNTING FUNCTIONS

Although accounting has not been
integrated into complete systems on
any large scale, there has been a sub-
stantial integration of sub-systems such
as sales-order processing, production
planning, inventory control, cost ac-
counting, and budgetary control. There
has been an integration of what have
been regarded always as accounting
functions with like functions that were
not always so regarded and that were
carried on in marketing, production, or
procurement areas to satisfy their own
needs for planning and control.

If computers are to be used suc-
cessfully they have to cut across or-
ganizational lines to encompass a com-
plete process wherever parts of it are
performed. For administrative reasons,
subdivisions of organizations are
created along functional lines for ease
of operation and to gain a certain
measure of internal control. These
functions, however, are only parts of
related processes and not ends in them-
selves. The community of interest that
exists in related functions such as pro-
duction control, raw-material procure-
ment, cost accounting, payroll, inven-
tory, billing, shipping, and accounts re-
ceivables provides a fruitful field for
computer application.

UNDERSTANDING OF CONTROL
FUNCTION BY NONACCOUNTANTS

It is precisely for this reason that
accountants need to give more con-
sideration to the internal-control aspect
of computer installations and opera-
tions. Most public accountants are gen-
erally aware of the problem of internal
control- in connection with electronic
computers, but that cognizance has
often remained within the accounting
profession and has not been adequately
communicated to those dealing directly
with the equipment. The programming
of these installations has not only been
turned over to people untrained in ac-

-UING INTERNAL CONTROL INTO COMPREHENSIVE ELECTRONIC ACCTG. SYSTEM e 435




counting concepts, but they have often
been permitted to program the equip-
ment without adequate review of the
procedures from an internal control
standpoint by professionally trained ac-
countants. Unsatisfactory “documenta-
tion” of these procedures makes this
next to impossible in some installa-
tions.

Accountants, through their knowl-
edge and study of internal control,
understand fully the part played by the
various departments or subdivisions
of a company in the over-all control of
an accounting process. Considerable
reliance is placed on the fact that there
is such an organizational separation of
duties, and professional accountants
can recognize weaknesses in internal
control so that they may be corrected
before they prove troublesome.

The fact that a computer system
does not provide for this organizational
independence of operating, custody,
and accounting functions removes a
strong deterrent to errors and fraud,
which must be replaced by other effec-
tive control devices. Furthermore, as
computer personnel become more com-
petent there is an increasing hazard in
terms of their ability to modify the
recording of transactions to cover de-
falcations. This hazard may be mini-
mized by good internal control.

ORGANIZATION OF COMPUTER
DEPARTMENT

The location of the data processing
department within the company or-
ganization is one of the more important
matters to be considered. The data
processing department performs an ac-
counting function and should therefore
be independent of custodial and operat-
ing departments. Data processing em-
ployees should have no other account-
ing duties and should not be required
to originate source documents. The ac-
counting function, as mentioned here-
‘tofore, constitutes the larger part of the
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. data processing operation and mug
its nature, be subject to more ¢
and scrutiny than might be copg;
necessary for other informay
needs. It is better, however to maj
the same degree of control oy
operations and the controller is
fitted by training and experienc
see that this is done, ‘

Within the data processing arg
ideal arrangement of duties woyjq
vide for the separation of:

" gpetd
; ;1136 measures that are added to the  from source documents. The use of

! . o
oW methods and practices used to  of the process flow but eliminates the
The p

] 'Ic'ontfol electronic data processing sys-  visible evidence altogether. Much more

41018,
" frols.

“each § ‘
- check the accuracy of accounting data.

“Qeeurity controls provide protection  the transfer of data from one location

Programming and systems dey

Handling of input media,
Operation of the data progg

equipment, and :
Handling and distribution of

This means, for example, that
computer operators should be
to operate the equipment and to'g
trol or handle magnetic tapes,
grammers should not be allow
test their own runs and compute
erators should not be allowe
change data or programs. There
be few installations that do follow/ig
a complete segregation of functisps
but this is a worthy goal, and g
ganization is fundamental to goo
ternal control.

Despite the high inherent relis
of the equipment and the application:
advanced techniques in devel
computer programs, it should n
assumed that good internal
automatically carries over into an
tronic data processing system,
changes that may accompany &
computer installation may presen
trol problems that do not exist i
sophisticated systems. ;

self-checking ability.

‘DATA FLOW

fgstages of data acquisition, data trans-
:mission, data processing, and data

CONTROL PRACTICES AND METHO

Control is often obtained th
duplication. In a manual system
manifest in such control methods;

ieckiﬂg of prices and the keeping of  cording, embossed credit cards, char-
sntrol accounts. One is a redundant  acter-recognition equipment and meter-
tion and the other supplies re-  reading devices, some of which may

ndant data. Both are separate posi-  weaken the control formerly obtained

siem, for the system would operate  data-gathering devices to record source

»:atisfactorﬂy without them if mistakes  data assures greater accuracy in the

¢ never made. transmission and conversion operations

s May be classified as system con- is likely to be done in the next decade
security controls and built-in con-  in the way of obtaining information di-
System controls are needed in  rectly through specialized direct read-
tate of the processing flow to  ing devices.

Data transmission is concerned with

gainst physical hazards such as hu-  to another, either by physical move-
idity extremes Or excessive dust, They ment as would be done in a manual
s provide measures to prevent acci-  system or as electronic signals over
ental erasure of magnetic tape records wires or radio networks. Progress has

“and to limit opportunity for fraud by  been slower in this area, but data col-

siricting access to the computer con-  lection systems are being used effec-
ic and to the stored programs and  tively in a good many places. More
ata media. Built-in controls are de-  recently, the traditional teletype trans-
gned by machine manufacturers to mission has been supplemented by data
ve the various units of equipment a  subsets operating over telephone cir-
cuits accurately and at high speed.
Through this process, data may be
introduced into the computer from
branch offices at a considerable dis-
tance, and the traditional controls over
source data may not exist.

One function that changes signifi-
cantly when processing is performed
electronically is the maintenance of the
master files. The creation of these elec-
nother. In evaluating internal con- troni‘c master files has Prove.d to be a
ol it is well to consider how these considerable 'undertakmg. n - many
tages may be altered or changed with cases. Brrors in the file which could be
Jectronic processing. and were disregarded under manual
‘In the past, accounting data haye  SYSEms have had to be corrected me-
een obtained from source documents  ticvlously. Changes in the master files
uch as time cards, job tickets, jnvoices ~ 1aVe to be made punctually and
t material requisitions, which consti-  Scrupulously for the system to operate
wed visible evidence of the authen-  cfiectively.
leity of transactions and thereby pro-
ided & modicum of internal control.
1i-thig 1nitia! recording area there have Basic accounting journals such as an
60 many 1nn0\fations, such as tape-  invoice register, cash-receipts book,
trforating machines, magnetic-ink re-  voucher register, check register, pay-

Data processing systems are based
n the sequential flow of primary data.
he process flow includes the four

zation, The relative roles of each
age may vary from one application to

JOURNALS AND LEDGERS
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roll register and general journal have  ensure that operations are.
traditionally served two important func-  as specified. One should be g,
tions, one of providing a means of ac-  evidence of the flow of daty the
cumulating totals of similar transactions manual and machine operation Q
for posting to individual accounts in  gether with evidence of atteng,
the general ledger and the other of  erations that set up Processing f4
providing a chronological reference of  ties and control operating regyj
individual transactions. complete documentation, iy
The printing of detailed transaction present in varying degrees in ma
registers is not a natural part of an. sta}latlons, may represent a wegj
electronic application, and there is a  in internal control. :
tendency to eliminate the journals as Many companies get off to
such unless internal look-up needs re- start in this matter of documenty
quire their continuance. Similarly, and never seem to recover fully :
where ledger records are maintained on it. Wherever possible, members
] magnetic tape, discs, or other computer  internal audit staff should pa tticip

media, extensive quantities of historical  the initial programming effort
L information cannot be carried perhaps  that programming standards are
L without adding a substantial cost to the o require compliance. The repre:
i system, Furthermore, since the records  tives of the equipment manufac
B cannot be read without operating one  pay lip service to the need for
| ;;5 or more units of electronic equipmc}nt, mentation but often do not unde
3 the requirement for printed historical  fully why it is necessary and d
11 records may entail some significant  emphasize it because they ar
i cost. This cost must be balanced  trained accountants. There m
;s against the operating and auditing  considerable pressure to get the
needs for the traditional books of ac-  ment operating and a tendency 9
count. the documentation go until later,:
can waste many hours in conn

knowledgeable in the machine  that all of the desired conditions have
g just what is to be done and been met.
to be done.
{18 PROCESSING CONTROLS
CHARTS Programmed checks are part of the
- first requirement of what is to stored instructions that direct com-
Tho T met by a comprehensive  Puter operations and that provide a
one ¥ giving an overall view of the  self-auditing capability superior to that
W and the data being processed ~ ©Of any other processing system. The
fern e framework of the existing extent to which programmed checks
ity of the equipment. This is the are psed is primarily a matter of eco-
| sep in reducing the system’s con- nomics, The cost of c_heckl'ng, which
"o visual form and should be done ~ may 1nclu_de extra design time, extra
ch a way that any responsible jn- ~ Programming time, and Jonger runmng
al could understand. Tt should  time, should be bal‘anced against t_he
dearly the flow of data together cost o'f not detecting errors, which
the operating controls imposed would 1_nclude the cost of detecthn a.nd
fhe data to ensure that they are corrqctlon procedures fmd qertam in-
«ed correctly. It should also show tangible costs sucl_l as inefficiency and
ontrol exerted by other depart-  the loss of good will.
and by the control section. The fourfold objectives of program
o second requirement of how it is  checking are to monitor:
s done is fulfilled by specific flow
further amplifying the process- The accuracy of the computer
¢ps shown on the comprehensive The adequacy of the programs
w chart, These charts indicate how The quantity and quality of data
ocess is to be accomplished and The correctness of human interven-
be each operation whether it be tion
al in nature or to be performed by

oy

DOCUMENTATION with program modifications, a computer. The high inherent reliability of elec-
yund foundation of internal con- ~ Programmer may not be able ¢ tronic equipment is supplemented with
trollAcsa?rI1 1tllae gained by the preparation another’s programs, or the prog 0CK DIAGRAMS a variety of built-in checks that auto-

The actual computer processes re-  matically detect malfunctioning. A re-
ted by the overall procedure are  cent trend among manufacturers to dis-
inally documented in the form of  continue some of these checks may,
ck diagrams, These should usually — however, increase the need to ensure
general block diagrams in which the ~ computer accuracy through the use of
ular program will be divided into  programmed checks.

tious sub-routines, with the flow of Inadvertent mistakes made by opera-~
a between them indicated. Then, for  tors, or even deliberate manipulation,
h -sub-routine, a detailed block can be detected in some instances
am will be prepared to describe  through the use of programmed checks
rogram logic in symbolic terms. so that operating efficiency may be
Ih a reasonable degree of effort al-  maintained. The amount of control
0st anyone should be able to follow  that can be built into a program is
ck diagram to determine what is  limited often only by the ingenuity of
done in the computer run. It  the programmer, and it is much easier
$ someone other than the original  to put controls in at the beginning than
-stammer to assist in reviewing the  to try to do so later. The incorporation
of the program and to determine  of a few additional -controls usually

of satisfactory system planning records ~ Written may not represent what:
in support of the computer programs. equipment actually C_1065~
This would involve, for each major ap- To data processing personnel
plication, an organized series of flow  concept qf controls means 'such
charts and diagrams, appropriately - as checking to predetermined to
referenced to each other from which  which a professional accountant w
the actual programs would be written.  consider to be only one aspect:
Changes in the program should corres-  system of internal control.. Slmll
pond to changes in the flow charts and the concept of documentation 1_161
diagrams so that the “documentation”  equipment salesmen bears t00 little
is a visual representation of the actual  lation to what a professmnal accd
operating system. This enables the de-  ant would c.ons1der. adequate. -
partment manager, the internal auditor, salesman’s point of view is orlenFe
and others to review the practices and  the machine while the account
to be satisfied that the program de-  point of view would 'be oriented t9
velopment and computer operations, if  problem. The objective should.be
performed as indicated therein, are sonable documentation that w111‘
satisfactory. It will still be necessary to  municate, to all personnel who are’
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oes not add to the running time appre-
iably, if at all.

One of the cardinal rules of machine
ccounting has always been never to
roceed to another process until it is
vident that the previous process was
ompleted successfully. This has gen-
rally been accomplished as might be
lone in a manual system by proving
o predetermined totals or control
otals, by cross-footing, by down-foot-
ng, or by proving the accuracy of com-
yutations. In addition, there are limit
r tolerance tests, sign checking, and
luplicate or complement arithmetic.
Linkage between programs, or the fact
hat one program should proceed or
ollow another and that certain char-
rcteristics should be present in both
can be used to advantage. Sequence
checks may be used in many situations.

BUILT-IN CONTROLS

All computers have certain built-in
control devices. This is to ensure that
the machine works correctly in trans-
mitting data within the system, or in
making calculations, or in printing the
output. These are important in review-
ing the system of internal control but
are not subject to change once a par-
ticular type of computer has been in-
stalled.

The major function of the central
processing unit is data movement,
which includes the storage of different
values in arithmetical operations. This
function is controlled by parity. De-
pending upon the number of pulses in
an electronic character an additional
pulse, or parity bit, is added so as
always to bring the total to a planned
condition such as odd or even. As this
information is transferred from one

place to another, the “parity” s -

checked to guard againsts loss of mag-
netic pulses in transfer. Double or com-
plement arithmetic is built into the
arithmetical circuitry of some central
processing units and interlock circuits

inhibit input and output opers
while data are being transferred
buffer storage. In order to assyp
users that all of these built-in ¢,
are in good working order, most p
facturers provide scheduled preye
maintenance. '

. with the phenomenon that more
“ < are made in correcting errors
are made originally. The psychol-
of errors seems to be such that
sonal embarrassment or a sense of
ation often causes the error to be
ected improperly or inadequately,
rocedures must be designed to see
t this does not happen. Errors re-
ting from a given application should
ntrolled by a department outside
processing. That  department
rould contact other departments as
.y be required. An error register
ould be provided for this depart-
nt, and the pertinent source docu-
ats should be filed in such a way
t a specific document in which the
or may exist may be located. Con-
s should be maintained to make
e that the necessary correction of
 error is determined, approved, and
ubmitted.

CONTROL OVER REPORTS 4

The key to effective contro] g
printed reports and documents th;
the output of the computer opg;
lies in the participation of depart
organizationally separate from th
processing department. There neg
be a regular systematic review o
put by the recipients of these n
to ascertain that the proper stan
are being met. This should be
than a perfunctory skimming ¢
the reports or documents and
include checking against - rest
prior periods, budget data, cost
ards, predetermined totals, and
tests of reasonableness. Where
checks are performed as part
programmed operations, or 2
pared as part of the printed oul
control over reports is consi
enhanced.

ROGRAMMING AUDIT TESTS

As in evaluating the system of in-
mal control in a manual system,
iditors have the ability to verify
urce data and to review the pro-
edures and related controls in detail.
hey do not, however, have as ready
means of testing these computer pro-
edures to determine that the pro-
dures and related controls are in fact
perating as they should. The extent to
ich these computer procedures
uld be tested is a question that the
litor should be prepared to resolve.
does seem that he should be pre-
be due to carelessness on the *d to develop an independent com-
the originators of source docur T program wherever he believes
well-programmed system shou - audit tests of the computer pro-
vide information on the source or related data are indicated.
error so that performance may commonly referred to as audit-
proved in this respect. Obviouk ough® the computer rather
of the best ways to reduce cO ~around” it.
detected errors is to reduce th ice the nature of the files and the
ber of errors made at the sour er of posting entries to them are
Most accountants have had ughly understood, the auditor will
3 conceive ways to test the process-

COMPUTER-DETECTED ERRORS.

Some errors go undetected
manual systems or may be dis
but dismissed as immaterial.
puter-detected error is, howevel
the problem areas in electror
processing. The computer
process the slightest error unl
cifically told to do so. Many err

e

ing and the effectiveness of controls by
applying familiar and basic principles
of auditing. He should then set forth,
preferably in the form of a procedural
flow chart, the steps required to make
his desired tests. This would be the
equivalent of the specific flow chart dis-
cussed previously.

THE LANGUAGE BARRIER

Completion of the procedural steps
for making the tests leads to the prob-
lem of how to instruct the machine to
carry out the desired objectives by
making the special test that has been
developed. It may be necessary at this
point to work with a programmer, but
then some loss of audit control might
be incurred. As a minimum objective,
the auditor should be knowledgeable
enough to instruct the programmer
properly and to review the block dia-
grams himself,

Most computer programs today are
written in some kind of symbolic lan-
guage and one that is well suited to the
needs of auditors is COBOL. COBOL,
standing for ‘‘common business-
oriented language,” is an English-like
programming language and could be
used by auditors to develop audit tests
with many types of data processing
systems and regardless of what ma-
chine language is used by the client. It
has been developed through joint
efforts of computer manufacturers and
users in cooperation with the United
States Department of Defense. The
COBOL language provides a link be-
tween business English and the lan-
guage of the computer. It is based on
English, using English words and cer-
tain rules of syntax derived from
English. Since it is a computer lan-
guage it is a very precise language and
the auditor would have to learn the
rules that govern it and follow them.
The more recent computers have been
designed to accept such programs
readily and to avoid many of the com-
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pilation problems experienced with
COBOL in the older machines.

The particular advantage to the
auditor of using COBOL is that it en-
ables him to carry out the entire
process and so maintain control over
the audit programs. COBOL is stated
in business English, the language of the
auditor, and its fundamental principles
may be learned in a rather short period
of time.

SUMMARY

Much of the effort required to re-
view the system of internal control in
a computer-oriented company, or to
use the computer as an auditing tool,
requires only a general knowledge of
computer concepts in addition to a
basic knowledge of accounting. It is
evident, however, that as more com-

panies use computers, more accq,
ants will be required to have y,
specific knowledge of the organigzgy;
and procedures connected with ell
tronic data processing. As diseyg
herein, the auditor should be CS
cerned with the organization apg ;
rangement of duties, programm;
standards and documentation, p
grammed controls, built-in controlg:
operating practices, security of ggs.’
control over source documents, copt
of output, control over errors angd:
finally, testing the computer progg
dures. Obviously, this is not a complet
list of all internal control consideps.
tions in the area of electronic dyy

processing but rather an assortment pf

suggestions for the auditor to thipy
about as he proceeds into the electro
age. '

442 o

companies use

THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT JUNE 1966 .

FOUNDED 1911 -

By SIDNEY MEYER, CPA

) Tye New York City Gross Receipts
(Business) Tax is levied on gross in-
come. In the case of large companies it
cn be a very substantial tax. In the
case of marginal and loss companies
e tax can be unduly burdensome.
;This is true, generally, of all taxes
Plevied on gross income without regard

Sior profitability. However, the New

york City tax is more moderate than
pany others, as will become evident as
e discussion develops, if its relief
[provisions are fully utilized.
In order to avoid the loss of local
/trade by removals to lower tax areas,
/ the City law provides three ameliorat-
ing, provisions, namely:
o Reduced rates for very low mar-
gin businesses
o Exemption from tax of receipts
from interstate commerce, as de-

1) fined
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o Individual formula for certain
major industries
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Society’s Committee on Municipal and Local
,  Taxation. Mir, Meyer is with the firm of Has-
‘ kins & Sells, This article was adapted from a

‘% - Paper presented by the author at a public
f ' meeting of the Committee on December 9,

‘Valuable Allocation Privileges
n the New York City
Gross Receipts Tax Law

by Any tax on gross income can exert undue financial pressures where
L the ability to pay is inadequate. Even where there is ability to pay, the

tax cost can be a major item. Thus every possibility for economy must
be utilized to the full. The savings possibilities in this major New
York City tax on gross income are here reviewed,

The latter two provisions involve al-
location of receipts—taxable, partly
taxable, exempt—and it is the various
allocation formulae that are reviewed
in this article.

Allocation can be a very valuable
privilege, and it deserves careful atten-
tion and classified supporting book-
keeping to assure that the fullest meas-
ure of relief is obtained. Because of
excessive involvement in federal and
state taxes, this City tax may receive
inadequate attention. But any inatten~
tion, whether to the available allocation
possibilities or inadequate bookkeeping
records, can be very costly in some in-
stances.

THE GROUNDS FOR ALLOCATION

It is well known that allocation is
possible where a taxpayer maintains
plants or other substantial facilities
both within and without New York
City. Some may believe this to be the
only time allocation may be availed of,
based upon experience with the alloca-
tion rules applied in various states for
income and franchise tax purposes.
But it is erroneous in connection with
the New York City gross receipts tax.
The physical situs of facilities is not
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