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The Accountant’s Participation In A
Nonfinancial Audit

Dr. Carole B. Cheatham, CPA
Mississippi State, Mississippi

The author describes types of nonfinan-
cial audits being performed and de-
scribes the accountant’s role in each of
them.
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Small Business Administration.

Dr. Cheatham has a number of publica-
tions to her credit, among them an article on
"“The Attack on the Dollar Concept’” in the
April 1974 issue of The Woman CPA.
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Anyone reading the literature in almost
any field of business today is faced with a
multitude of terms indicating some type
of audit. For the accountant who automat-
ically thinks of a financial audit when he
or she sees the word “audit,”” the prolifer-
ation of audit terms can be bewildering.
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There are ““performance audits,” “opera-
tional audits,” ‘’behavioral audits,”’
“’socio-economic audits,” and a host of
others. The purposes of this article are to
define some of the terms pertaining to
these nonfinancial audits and to discuss
the role of the accountant in a nonfinan-
cial audit.

Types of Nonfinancial Audits

Before defining specific types of nonfi-
nancial audits, perhaps it would be well
to identify the entity to be audited. A
useful distinction is that an organization
has both a technical system and a social
system.! Financial audits apply to the

technical system while other types of au-
dits usually apply to the social system.
“Nonfinancial” seems as good a word as
any to describe the category of audits that
apply to the social system.

Allen, Park and Pilnick make a similar
distinction between the surface organiza-
tion and what they refer to as the shadow
organization. They say of the shadow or-
ganization that:

It is the social matrix that makes
up the normative system of the or-
ganization. One learns about the
shadow organization by observing
what is really happening, not what
is supposed to happen or what
people want to happen.?

Most nonfinancial audits apply to the
shadow organization and are ac-
complished largely by “observing what is
really happening.”

Although not an exhaustive list, some
of the most frequently encountered terms



that refer to audits of the social system or
the shadow organization are manage-
ment audits, performance audits, func-
tional audits, behavioral audits and social
audits.

Management Audit. The object of the
management audit is to determine how
effectively management is performing its
duties. This type of audit is an audit of the
management function. A helpful distinc-
tion is that a management audit should be
an audit of management as opposed to an
audit for management.?

Performance Audit. The performance
audit evaluates the actions or operations
of an organization or an organization
segment to determine whether it has per-
formed its activities in an efficient man-
ner. These activities may include finan-
cial activities but only as a part of the
whole performance. As a practical matter,
the term “performance audit” is often
used interchangeably with ““management
audit.” Phrases such as “audit of man-
agement performance’ appear frequent-
ly. A term that is similar to ““performance
audit” is “operational audit.”

Functional Audit. The functional audit
assesses how effectively a certain func-
tional area of the organization is discharg-
ing its responsibilities. The functional
audit also is often thought of as being
synonomous with the management audit.
However, the functional audit should be
of the nature of an audit for management
rather than an audit of management. The
responsibility for performance is as-
sumed to be at an operating level. ““Func-
tional audit” is also frequently used inter-
changeably with “performance audit” or
“‘operational audit.”

Behavioral Audit. A behavioral audit is
chiefly concerned with the conduct of
employees in their work situation, par-
ticularly in relation to other employees.
Emphasis is on morale and motivational
factors. Performance audits and func-
tional audits are generally concerned with
productivity, whereas the behavioral
audit is concemed with the employees’
adjustment to their job situation. Produc-
tivity is assumed to follow from high
morale and good job adjustment.

Social Audit. A social audit is conducted
to evaluate an organization’s performance
inrelation to society as a whole. Typical of
the items considered in a social audit are
training programs, programs to help
minority groups, installation of safety de-
vices on machines, and pollution control.
Social audits are also called socio-
economic audits.

To distinguish among the various audit
terms one can think of them on a con-

tinuum in the order listed above. The
management audit is the narrowest, con-
centrating on the organization’s man-
agement; while the social audit is the
broadest, evaluating the organization’s
performance in relation to society. The
performance audit, functional audit, and
behavioral audit concentrate in varying
degrees on performance by segments of
the organization.

Another helpful idea is to think of man-
agement audits, performance audits and
functional audits as measuring how well
people have discharged their respon-
sibilities to the organization while social
audits measure how well the organization
has discharged its responsibility to
people. Behavioral audits fall somewhere
in between, recognizing both the respon-
sibility of the organization to provide a
proper work environment and also the
responsibility of employees to the organi-
zation to perform in a loyal and depend-
able manner.

Role of the
Accountant in a Nonfinancial Audit

Itis doubtful that an accountant as auditor
can take over the entire performance of
any type of nonfinancial audit. The ac-
countant is an expert in financial matters;
therefore, he or she can set the standards
for performance in that area as well as
measure the results against the standards.
In any nonfinancial area, the accountant
is not an expert and is generally unqual-
ified to set standards. However, the ac-
countant can evaluate performance once
standards have been set by management
or behavioral scientists and in this way
render valuable assistance in the nonfi-
nancial audit. The accountant brings cer-
tain skills into an audit that apply just as
well to a nonfinancial audit as to a finan-
cial audit. These skills include: 1) an abil-
ity to assemble and quantify data, 2) an
understanding of the process of disclo-
sure, and 3) a general attitude of objectivi-
ty.

Ability to assemble and quantify data.
One of the most difficult and elusive tasks
in a nonfinancial audit is the task of as-
sembling and quantifying the data. After
the standards for performance have been
set, it is the auditor’s function to assemble
and quantify information relating to re-
sults. Accountants can put their skills to
use in this particular area because their
training and experience have prepared
them to organize data. Quantification of
data in a nonfinancial audit may take
many forms — numerical scales, rating
systems and cost-benefits ratios are a few
of the measures used. Quantification by

the auditor makes it possible to evaluate a
mass of data in a meaningful manner.
Understanding of the process of disclo-
sure. When management personnel or
behavioral scientists conduct a nonfinan-
cial audit, they sometimes limit the scope
of the audit to areas of particular interest
to themselves or they fail to disclose all
their findings. This failure is due to a lack
of understanding of the idea of full disclo-
sure. The accountant knows that all in-
formation that is material to statement
users and that will help them make deci-
sions should be disclosed. It is helpful
when the auditor can bring this ability
into a nonfinancial audit.

Attitude of objectivity. One of the best
tools an accountant has is his or her gen-
eral attitude of objectivity. The accoun-
tant feels the results obtained from a sur-
vey of the organization should be verifi-
able by others. He or she strives to remain
independent of any influences which
might prejudice the conclusions. This at-
titude of objectivity is essential if the non-
financial audit is to be a truly professional
undertaking. An audit that reflects the
subjective feelings or opinions of the au-
ditor cannot possibly help the organiza-
tion or society.

Conclusions

As social awareness grows, more audits of
a nonfinancial nature will need to be con-
ducted. These audits may range from an
audit of the management of an organiza-
tion to an audit of the entire organization
to determine how it is discharging its so-
cial obligations to society. An accountant
who is accustomed to performing finan-
cial audits may bring some very special
skills into a nonfinancial audit. Among
the skills that an accountant can profitably
apply to a nonfinancial audit are: 1) an
ability to assemble and quantify data, 2)
an understanding of the process of full
disclosure, and 3) an attitude of objectivi-

ty.
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