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} Preface

Courses for which this text has been designed have existed for about 15
years in many universities. As the field of management control in non-
profit organizations has developed, so have our own ideas about the mate-
rial in this book. In addition, in the four years that have passed since the
Third Edition, a great deal of literature has been published relating to both
the management of nonprofit organizations, in general, and management
control in those organizations, in particular. Finally, several changes have
taken place in the environments of most nonprofit organizations, forcing
many of them to rethink the way they conduct their operations.

As a result of these developments, several substantive changes have
been made in the content of the book. Many chapters have been com-
pletely rewritten, and some new chapters and appendixes have been in-
troduced. Organizationally, however, the book continues to be structured
into four parts: introduction, management control principles, manage-
ment control systems, and implementation of management control sys-
tems.

Part II has a new chapter (Chapter 5) on the measurement and use of
differential costs, and a new appendix (to Chapter 3) on financial account-
ing principles. We hope these additions will provide readers with some of
the basic knowledge necessary for their subsequent analyses of manage-
ment control systems. In addition, Chapters 3 and 4 have been completely
rewritten to add greater substance to the topics of financial accounting
and cost accounting, respectively. Finally, Chapter 6 incorporates some
marketing considerations into the topic of pricing.

In Part 1II, we have rewritten the chapter on the structure of the
management control system (Chapter 7) to give it a much broader focus; it
has been titled ‘*‘The Management Control Environment’* to reflect this

vii
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new focus. Additionally, although we still discuss the process of manage-
ment control (Chapters §—15) by moving systematically through the vari-
ous stages of the control cycle described in Chapter 1, we have introduced
much new material on capital budgeting, evaluation, and reporting. This
includes expanding the chapter on performance reporting into two chap-
ters: one on technical aspects (Chapter 13) and one on report design
(Chapter 14).

We also have introduced many new cases into this edition. Whereas
the Third Edition had 48 cases, this edition has 64. Thirty of them are new
to the Fourth Edition. This greater number of cases permits instructors to
use the book in courses for either beginning or advanced students, or to
explore a particular subject in some depth, beginning on a relatively ele-
mentary level and moving to a more advanced one. Moreover, the large
number of cases also permits instructors to focus attention on certain
types of nonprofit organizations (e.g., health or education).

Use of the Book

This is not primarily a book on accounting. Rather, it is intended for a
course on management control problems in nonprofit organizations in
general. Such a course is often offered by an accounting department, but
the book has also been used in courses offered by economics and finance
departments, and by management departments in schools of education,
medicine, public health, theology, and public administration.

Although written to apply to all types of nonprofit organizations, in-
cluding governmental entities, the book can easily be adapted for a course
that focuses on a single type, such as government or health care, by the
selection of cases appropriate to that type. The book also may be used in
short programs designed for managers of nonprofit organizations. The
selection of chapters and cases for such programs depends on the nature
of the short program. In one type of program the principal topics of the
whole book may be discussed; in another type, the focus might be on a
specific area of management control, such as programming, budgeting, or
the evaluation of performance. Finally, the book may also be used by
individual managers in nonprofit organizations as background reading or
for reference purposes,

Case Reproduction

The 64 cases included in this book are listed in the index in alphabetical
order. The first page of each case indicates its authors’ names and affilia-
tions, the copyright holder(s), and the source from which copies of the
case may be obtained. For Harvard Business School cases, the first page
also indicates the case number. Cases with no copyright designation are in
the public domain. With the exception of cases in the public domain, no
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cases herein may be reproduced in any form or by any means without the
permission of the copyright holder.

Individuals wishing to obtain additional copies of those cases that are
not in the public domain should contact the source shown on the first page
of the case. Harvard Business School cases are available from HBS Case
Services, Harvard Business School, Boston, MA 02163. Addresses for
other sources are as follows: Pew Curriculum Center, Department of
Health Policy and Management, Harvard School of Public Heaith, 677
Huntington Avenue, Boston, MA 02115. Case Program, Kennedy School
of Government, 79 JFK Street, Cambridge, MA 02138. Osceola Institute,
c/o Professor Anthony, P.O. Box 4, Waterville Valley, NH 03215. Ac-
counting Curriculum Center, Department of Accounting, School of
Management, Boston University, 704 Commonwealth Avenue, Boston,
MA 02215. Massachusetts Health Data Consortium, 400-1 Totten Pond
Road, Waltham, MA 02154. Colgate Darden Graduate Business School
Sponsors, Box 6550, Charlottesville, VA 22906. Instituto Centroameri-
cano de Administracién de Empresas, Apartado 960, 4050 Alajuela, Costa
Rica. Permission to reproduce other cases should be sought from the
copyright holder.

Comments on the text or cases, or new ideas for teaching the cases, are
welcomed, and should be sent to Professor Young at the Accounting
Curriculum Center, Boston University School of Management.
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part I

Introduction

Management control in nonprofit organizations—as an academic sub-
ject—is relatively new. Until recently, many nonprofit organizations sur-
vived on the strength of their mission and their ability to attract increasing
amounts of public and private support for their activities. Although there
have been gradual changes in the prevailing attitude toward nonprofit
management on the part of both professionals (physicians, educators,
artists, and so on) and managers (who generally were ‘‘former’’ profes-
sionals themselves), it was not until recently that the need was recognized
for strong management skills in these organizations.

In this introductory section we discuss both the scope of the material
covered and the nature of the organizations to which we intend to apply it.
Specifically, Chapter 1 outlines the territory of the field of management
control, indicating both what it includes and, equally important, what it
does not include. Chapter 2 discusses the nature, size, and service extent
of nonprofit organizations.






chapter 1

The Management
Control Function

In all organizations, even the tiniest, there is a function called manage-
ment control. In relatively large organizations this function is rather for-
mal and routinized; in smaller ones it may be quite informal. The function
has existed as long as organizations have been in existence, but it has not
been the subject of much systematic study and analysis until fairly re-
cently. A landmark book, Chester Barnard’s Functions of the Executive,
which dealt with this as well as other management functions, was origi-
nally published in 1938." Not until recent years, however, have principles
evolved that are helpful in designing management c¢ontrol systems and in
carrying on the management control function.

As is the case with all principles of management, management control
principles are tentative, incomplete, inconclusive, vague, sometimes con-
tradictory, and inadequately supported by experimental or other evi-
dence. Some of them wil] probably turn out to be wrong. Nevertheless,
they seem to have sufficient validity so that it is better for managers to
take them into account than to ignore them. Most importantly, they seem
to work in a considerable number of actual organizations.

Most studies of the management control function have been done in
for-profit businesses, and most contrel techniques were developed in

! Chester 1. Barnard, Functions of the Executive, 30th anniv. ed. (Cambridge, Mass.: Har-
vard University Press, 1968).



