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privacy and complete confidence, call for your free copy of Source Finance's new Digest
of Accounting Opportunities today.
The Digest presents a timely and comprehensive sampling of our clients' current needs in
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openings in your local area or anywhere across the United States.
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Finance welcomes your inquiry regarding the current employment market. Our professional staff, composed of CPA /MBA's having extensive accounting experience, can provide the advice and assistance you need to evaluate your best possible career path. And
there is no obligation, since our client organizations assume our charges. If you want inside
facts on today's challenging accounting job market, call for your free copy of the Digest of
Accounting Opportunities today.
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Emil `Bob' Scharff, NAA President, 1981 -82
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The Association's newly - elected leader discusses some of his thoughts about NAA and its
prospects. He urges the Association to reach out with quality programs to the thousands of
potential members in the accounting field.

Planning
and
Control

Corporate Planning —How Successful Is It?

16

By Richard F. Ortman and Dennis D. Blackman
Today large companies do crystal -ball gazing but, surprisingly, much of corporate planning
did not even start until after 1970. Another surprise: companies run either very hot or very
cold when it comes to the idea of predicting growth. These results, and others drawn from
a recent survey, serve to outline the dimensions of the planning function in corporate
Certificate of Merit
America today.

How Managem ent Accountants Can Make a Manufacturing Control
System More Effective
25
By Daniel R. Murray
There is a need for management accountants to participate in the development and operations of manufacturing control systems. Their attributes: rigorous discipline, methodical
approach, independence, and quantitative skills combined with system users' skills can
result in high paybacks. A consultant illustrates how management accountants have conCertificate of Merit
tributed to such systems.

Expose or Cover -up: W ill an Employee Blow the Whistle?

32

By Douglas A. Johnson and Kurt Pany
in

Forty -five auditors tell what they think would happen
a series of hypothetical cases
involving corporate misconduct within different control environments. Cases range from
Certificate of Merit
presidential embezzlement to kickbacks from vendors.

Training
and
Evaluation

How Milliken Measures Training Program Effectiveness

Management
Accounting
Issues

Capital Budgeting Using Terminal Values

37

By Stephen B. Sloan
A good measurement system can motivate employees to improve their performance while
benefitting the organization in many intangible ways. Milliken, a textile company, appraised
its management skills training program by measuring the performance of groups of real
trainees and control groups before, during, and after the sessions.

42

By Michael F. van Breda
By evaluating a capital project in investment terms rather than in discounting terms, one
can come up with an improved view of cash flow and the cash breakeven point. Here is an
alternative to calculating the value of a project —the terminal value method —which makes
implicit goals in NPV calculations more explicit.
Lybrand Silver Medal winner, 1980 -81
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The Leveraged ESOT as a Financing Tool

49

By Tim Shirley
Leveraged employee stock ownership trusts not only can be used as employee incentives,
they also can be used to raise corporate capital. An insurance specialist presents four
alternative programs that produce different benefits according to company needs.

Research
and
Conferences

NAA Research Committee Solicits Proposals

53

Research proposals sought in five areas of management accounting.

Enhancing Productivity through Automation

54

By Kathy Williams
More than 130 management accountants and financial managers attended NAA's first
National Automation Conference on Increasing the Productivity of the Financial Manager.
The three -day conference featured hands -on demonstrations of management information
systems, half -day workshops, concurrent sessions and major addresses by experts in the
field.
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Harmonizing accounting is an international task and several articles in the August
issue explain why. Some of the problems of controllers and financial officers will be discussed in the September issue ... and productivity is a focus point for the October issue.
Look for articles on corporate taxation in November and management information systems
in December.
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Opinion
Robert L. Shultis

GASB? One More Time
In March, we offered some comments in support of the Financial Accounting Standards
Board as the sole, duly- constituted, financial
accounting standards - setting body in the United States. Since then, we have had the opportunity to testify on behalf of the NAA and the
Management Accounting Practices Committee
at the public hearing of the Government Accounting Standards Board Organizing Committee in Philadelphia. Following the precepts of
American Tobacco Company's George Washington Hill that repetition, repetition, repetition
( remember "Lucky Strike green has gone to
war " ?) has the greatest impact, we'll bring the
subject up one more time.
While waiting to be heard and then again after our presentation, we had the opportunity to
listen to several other commentaries on the
subject. Of the seven on the docket that morning, five presentations, our own included,
strongly supported the continuing work of the
FASB and opposed the formation of another
financial accounting standards- setting body.
The two presentations which did support the
GASB concept had strong reservations about
its proposed structure and its estimated cost —
$2 to $3 million a year.
Kenneth Axelson, in a vigorous commentary
on behalf of the Financial Accounting Foundation, stated that (with two boards) "there are
likely to be costly, duplicative efforts leading to
conflicting standards and conceptual frameworks, second - guessing of one board by the
other, shopping for preferred answers between
boards, constant pressure to open old issues,
proliferation of alternatives, and pressure from
various other constituencies for accounting
standards boards of their own." Donald Kirk,
speaking for the FASB, recognized "a growing
demand for accountability, understandability
and comparability of government reporting. As
with the business enterprise, financial reporting
by governmental units is no longer only an internal matter. It has to serve the needs of exter6

nal users of financial information." Mr. Kirk then
assured the members of GASBOC that FASB
stands ready to fill the needs of governmental
accounting, as well as other nonprofit organizations and industry. This position was also
strongly supported by Joseph Silvoso for the
American Accounting Assn. and W. Donald
Maschal of the Pennsylvania Institute of CPAs.
We agree. The arguments on behalf of a single, standards - setting body seem so strong
that we have difficulty seeing any significant
reason to advance the GASBOC proposals.
Surely, with over $300 billion in outstanding
state and municipal debt currently in the hands
of large and small investors, uniform, rigorous
financial reporting standards, such as those required of industry, would seem to be a necessity. In fact, while we don't advocate more federal government involvement —and constitutional
issues aside —one would think some sort of
SEC -type overview function would be appropriate for those issuing state and municipal securities as well as for industry.
The argument that government accounting is
"different" and therefore requires a separate
standards - setting body is a specious one.
When probed, it becomes apparent that the authors of these statements are really referring to
management accounting, not public reporting.
Yes, management accounting for a municipality
is different from that of a foundry, but so is that
of a department store or a pharmaceutical
wholesaler. Internal reporting requirements differ because of the organization, because of
management style and because of varying objectives. However, external reporting —to the
public — should conform as closely as possible
to the same principles and standards, regardless of what type of entity is being reported
upon.
Speaking of regulations, the ...
Presidential Task Force on Regulatory Relief
. . . deserves your attention and action. This
task force, chaired by Vice President George
Bush and consisting of seven other high level
administration officials, has the mandate "to
achieve the regulatory relief our economy desperately needs —to reduce costs, to reduce inflation, to increase productivity and to provide
more jobs, while at the same time maintaining
due concern for the environment and for the
health and safety of our citizens."
This task force appears to offer business a
unique opportunity to help reverse the trend
toward a heavier and heavier regulatory burden
imposed on business and the economy by the
federal government. As management accountants, we are uniquely qualified to identify many
Continued on page 62
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Management
Accounting
Practices
Louis Bisgay, Editor

Baker Named to FASB Task Force
NAA member Edward Baker (Mass. Route
128), Director of Fiscal and Personnel
Management at the Combined Jewish Philanthropies of Greater Boston, Inc., has been appointed a member of the FASB Task Force on
Nonbusiness Organizations. Task force members assist the Board and staff with the concepts project on reporting the performance of
nonbusiness organizations.

MAP Assists on Translation Project
The MAP Committee's Subcommittee on Foreign Currency Translation has been providing
input to the FASB on several phases of the
Board's project on reevaluation of accounting
for foreign currency translation. The subcommittee developed recommendations to the
MAP Committee for responding to the exposure draft and has been commenting to the
Board's staff on specific issues, including functional currency and accounting problems associated with hyper - inflationary economies. Subcommittee members Richard L. Snyder and
John F. Chironna, along with Executive Director
Shultis and MAP Manager Bisgay, participated
at a closed meeting at the FASB offices with
representatives of the Board and the Financial
Executives Institute's Committee on Corporate
Reporting.

Comment Letters Sent to Four Agencies
Recently, seven comment letters authored by
the MAP Committee were submitted on behalf
of NAA. They were sent to the Governmental
Accounting Standards Board Organization
Committee on the formation of GASB; to Inter nal'Revenue Service on dollar -value LIFO in-

ventory; to International Federation of Accountants on documentation and audit evidence; and
to the Securities & Exchange Commission on
Shareholder Communications, Ratio of Earnings to Fixed Charges, and Revision of Property, Plant and Equipment Disclosure Requirements.
Copies of MAP Committee comment letters
may be obtained from Rosemarie Coppola at
the NAA office,

NAA Testifies on Liquidity, Funds Flow
Richard L. Snyder, vice president and controller
of Philip Morris, Inc. and chairman of the MAP
Committee's Subcommittee on Funds Flow and
Liquidity, represented NAA at the FASB public
hearing in New York (MAP, June '81) . Thirty two speakers commented on the FASB discussion memorandum during the course of the
three -day hearing that began May 11.
Mr. Snyder emphasized the three basic philosophic views underlying the MAP Committee's
position:
• Over the long run, the accrual basis of accounting for earnings is preferable to cash
flows as a measurement of the annual
change in the economic health of an enterprise. Thus an increased emphasis on funds
flows should not be considered a substitute
for the income statement.
• The principal value of funds flow statements
comes from disclosing the flow of funds from
three principal components of an enterprise's
activities— operations, investing, and financing.
• No higher standard for identifying uncertainties and prospective results should be applied to the reporting of historical funds flow
information than is applied to reporting of historical earnings information.
The NAA spokesman then addressed principal
issues stated in the DM and responded to
questioning by Board and staff members.

FASB on Disclosure of Obligations
Statement No. 47, "Disclosure of Long -Term
Obligations," was one of two pronouncements
issued by the FASB concerning changes in disclosure requirements relative to liabilities and
guarantees. The Statement requires disclosure
of certain purchase obligations, like "take -orpay" and "throughput" contracts, that often are
negotiated between a buyer and a seller to help
the seller secure financing for facilities to provide contracted goods or services. If a buyer
negotiates those contracts as part of financing
Continued on page 62
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You
already know
the value of computer control for your
financial applications. And
you've heard some high prices for it.
But there is a way to spend less and still
get all the features you've been looking for.
TOLAS, the Transcomm On -Line Accounting
ystem, is a cost - effective alternative to expensive
nancial systems. Now you. and your staff can have
ie increased productivity of the latest financial
>ftware tools without a large software investment.
nd you can have that productivity where you need
most ... on a large -scale processor in your central ed company data center ... or on a smaller comuter system in your branch or accounting office.
Whether you're in the market for Accounts
eceivable, Accounts Payable, Payroll, Fixed Assets,
eneral Ledger /Financial Reporting or Financial
.nalysis systems, TOLAS has the features of the
high - priced competition at a fraction of the cost.

A gsi -usa company

WILLYOU
SPEND TOOK
MUCH ON
' FINANCIALS
APPLICATION
SOFTWARE?
Features like:
• an on -line, interactive system with strong
batch controls
• multi- company, multi - profit center
controls
• automatic consolidations
• sub - ledger summarization and posting
• flexible Chart of Accounts structure
• two -phase period closings
• a powerful report writer
• automatic allocations
• budget variance reporting
• extensive audit trails
• foreign currency conversion.
So if you've found financial software you like but
don't like its price, talk to Transcomm Data Systems.
As an Authorized DIGITAL Computer Distributor we
give you the best of two worlds: computer hardware
from Digital Equipment Corporation, the leading
manufacturer of interactive computer systems; and
TOLAS application software from Transcomm- High
quality financial information systems ... at a fraction
of the competition's price.
Mail the coupon or call today for detailed information. The time to contact Transcomm is before
you spend too much.
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Transcomm Data Systems Incorporated
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Management
Information
Systems
Grover Porter, Editor

Computer Graphics: a Tool to Increase
White Collar Productivity
With inflation and costs on the rise, management continues to look for ways to increase
productivity in order to maintain profit margins.
Plants are becoming more automated. Word
processing is being implemented at the clerical /secretarial level. And now, white collar productivity is an area which many managements
are evaluating.
One way to increase white collar productivity
is to have managers and professionals rely
more heavily on the computer. On -line access
to computerized data, where economically appropriate, improves productivity by reducing the
time it takes to answer management's questions. Computer modeling languages, which
provide a variety of quick, "what if" analyses,
have further improved productivity. And now a
new area, computer (color) graphics is improving productivity.
The use of graphics is not new to financial
management. Bar charts, area graphs, pie
charts, and trend lines are commonplace in reports to management and to stockholders. The
main reason graphics are frequently used is
that they inform more clearly than numbers do.
It has been found that the human mind can
understand information presented in pictures
more clearly than it can comprehend columns
of numbers. Graphics also allow one to highlight important information or exception conditions. Graphics show more clearly the comparison and /or trends in critical data.
Until recently, management graphics were
produced manually by design and layout personnel. Computers were not capable of producing graphics, except in the area of
engineering applications (component designs
and geographic maps), Now this graphics capability has been made available for use by accountants, analysts, and management. It is
presently available in two ways: as part of a
10

large (mainframe/ host) computer, or as part
of a stand -alone mini- or graphics computer.
Either way, computer graphics is a powerful
tool for increasing productivity. It allows the
user to see bar graphs, trend lines, or pie
charts of critical data in vivid color on a CRT
(just like a TV) . These graphs can then be
printed on paper ( via a color copier or matrix
printer) or on a plastic transparency or 35mm
slide for presentation purposes.
While the color CRT hardware has brought
forth graphic brilliance through the use of several colors on one graphic display, it is the
graphic software (computer programs) that
can significantly impact white - collar productivity. This software provides financial analysis,
statistical analysis, and graphic capability, and,
most importantly, you do not have to be a computer professional to use it. It is designed for
use by professional and management level personnel. All that is needed is access to a file of
information which the graphics software can
read. Then, it is up to the user to use the software on that data as he or she wishes.
One benefit of the stand -alone computer
graphics device is that it allows the user to
have his own personalized data base on the
device. The result is quicker access to the data
and faster resulting graphs. It also cuts down
on the cost involved in communicating to and
processing on a large host computer.
The graphics vendors have provided a dynamic tool to those who seek to obtain information from data. More specifically, computer
graphics can be used by management and by
those who provide management with reports
and analyses of the business. Better analyses
and more informative reporting will produce
more effective management decisions.
Those who play a critical role in an organization, such as management accountants, cannot
afford to ignore this new tool.
For further information on computer graphics, you may contact any of the organizations
listed below or write me c/o Editor, MANAGEMENT ACCOUNTING. Graphics Software: On
stand -alone equipment, the package is Trend spotter produced by Computer Picture Corp.,
20 Broad St., Boston, MA 02109. Contact David Friend or Robert Kniffin. On a host computer, the package is TELL- A -GRAF from ISSCO,
4186 Corrento Valley Blvd., San Diego, CA
92121. Stand -Alone Color Computer is made
by Chromatics Inc., 2558 Mt. Industrial Blvd.,
Tucker, GA 30084. Training: For information on
"Approaching Computer Graphics," contact
Tektronix Inc., Delivery Station, 63 -643s, Beaverton, OR 97077. Another source is Harvard
University Laboratory for Computer Graphics,
48 Quincy St., Cambridge, MA 02138.
11
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Letters

TO THE EDITOR

Publish More Practical Articles
The basic problem is this: Too many of
the articles written in MANAGEMENT
AC COUNTING are for the self - edification
of the college professors and too few are
of interest or useful to practicing management accountants . Far -out theory
that has little, if any, application to
what we management accountants are
doing has little value to us. Since MANAG EM E NT AC C O UNT ING i s y o ur p r ime

tool in reaching your members, particularly those who are 100 miles away
from chapter meeting locations, I
dropped my NAA subscription . I would
be interested in reviving it once MANAGEM ENT AC C O UNT ING s ta r ts t o fo c us

on the true needs of management accountants and stops focusing on college
professors embellishing their own publishing records with articles that are
very sophisticated but have little practical application for most of us.
Jack Simermeyer, CMA
Rockland, Me,

your home and the only tool available is
a hammer . After a period of time, everything will start to look like a nail.
Only by providing solutions to real
problems in a timely fashion will management accountants become a real part
of the management team.
Thomas M. Ruple
Bethesda, Md.

Winning Over Stress
Frederick B. Mickel' s article on stress
(April '81 ) vividly described the profes-

High Interest Rates Fan Inflation

sional accou n tant 's "disease." As one
wh o has been there, I com mend Mr.
Mickel in recounting his own experien ce with stress. His a rticle a nd references sh ou ld be required reading for

The accounting profession has published FAS No. 33 and reams of literature on this ruling . The profession also
should address itself to the root causes
of inflation.
One primary source of inflation is
high interest rates. High interest rates
are not curing inflation —they are causing it! It is about time the public be
made aware of what is behind those
Continued on page 61

young management accountants.
We have a responsibility to ourselves,
our families, and our companies to say
"no" where we are overcommitting ourselves. Our primary goal is health and
happiness. I found out, like Mr. Mickel,

All the information you need to pass the CMA
Exam...

Make Sure You Understand the Real
Problem First
In the April 1981 issue, Robert L. Shultis presents a valid analysis of the challenges facing the management accountant. However, there are several areas
which deserve further discussion.
First, there appears to be an indication that a problem exists and has been
defined by management . The management accountant then gathers the facts,
analyzes them, and makes a recommendation . I believe we may be moving too
quickly if we accept the stated problem
as the real problem. An effective management accountant would first determine if the stated problem is the real
problem. Developing a perfect solution
to the wrong problem is useless.
Second , there is a tendency to learn a
particular systems analysis technique,
such as linear programming, and force fit the technique to any problem under
study . Just as bad as the correct solution to the wrong problem is the wrong
solution to the right problem. It is not
unlike the situation of working around
MANAGEMENT ACCOUNTING /JULY 1981

that external rewards and satisfaction of
doing "all" things required of us are
secondary.
Mr. Mickel was fortunate to have
gotten a warning and intelligent enough
to heed it . Consider all those who won
the "Race to the Bottom Line" profits
but are not around to tell us of their
"victory."
Salyatore P. Luciano
Boston, Mass.

Certificate in Management
Accou ntin g Review
GRANT W. NEWTON, Editor

If you're preparing for the CMA exam this year, you can now
locate any answer quickly and accurately with the help of this
unique six- volume reference set, including the completely updated tax volume. It's a valuable time and money -saver you can't
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Emil Scharff,
NAA President,
1981 -82
NAA's new President calls for a renewed
emphasis on an overall quality education
program and for continued contributions
to the standard - setting process.

The future holds great opportunities for the National Association of Accountants, newly - elected
President Emil "Bob" Scharff believes.
He was elected President of the Association at
its Annual Meeting in Hawaii on June 22. President Scharff is managing partner ofthe San Francisco office of Arthur Young & Co.
President Scharff is optimistic about NAA's future because of "the very large marketplace we are
dealing with." It has been estimated that there are
approximately one million accountants employed
in industry, private practice, government and universities in the United States. Internationally,
there are at least twice that number of accountants who could benefit from NAA services.
"The future of NAA is tied to the future of the
accountant," the NAA President points out. "The
accountant must be responsive to the changing financial world that we're in today. We must be
responsive to the challenge of dealing with inflation, dealing with the energy field, dealing with
the fact that the U.S. economy is greatly affected
by forces outside of this country. So the future of
NAA is to be able to come up with programs that
are perceived as helpful and meaningful in this
type of environment."
12

This progress can be achieved through articles
in MANAGEMENT ACCOUNTING, through chapter
programs, through the self -study courses and
Continuing Education Program and through the
research program. He emphasized that the Institute of Management Accounting, now some 2,500
members strong, can be used as a springboard to
attract young accountants.
As for NAA's role in the international sphere,
he notes, "It is hard for me to visualize the accountant of today not having knowledge of international accounting problems and international finance. Therefore, I would hope that NAA keeps
its options open in its dealings with foreign institutions that have similar goals."
He is especially interested in working through
NAA's 323 chapters and 23 regional councils.
The Association has a very strong chapter organization and he wants to continue to capitalize on
that asset. "I hope that we can search out the
effective programs in the various chapters that are
well received by members and see ifwe can transport some of those ideas and get them circulated
throughout the system." He believes that the
councils can be effective in this area, too, and
plans to maintain a strong liaison with the counMANAGEMENT ACCOUNTING /JULY 1981

cils through the national vice presidents and directors.
"I would like to challenge the NAA councils to
try and help some of the student chapters get organized so that we can be the bridge between the
student from the time he graduates until such
time as he goes up the ladder of industry or of
another career field."
Helping to Set Standards
The Association, he believes, does and will contribute to the standard - setting process. He mentions our contributions to the Financial Accounting Standards Board, the Securities & Exchange
Commission, and the Cost Accounting Standards
Board when it was in operation. "I think NAA
has been doing a fine job of contributing to the
standard - setting process in the accounting field. I
would like to see us have a greater involvement
from the Board of Directors and the Executive
Committee in this role. I would like to see Board
members give inputs to Bob Shultis [Executive
Director] and to Management Accounting Practices Committee members and others when the occasion arises so that we have a broad -based input
to these outside bodies."
President Scharff also is concerned that NAA
continue to appeal to young accountants. NAA
offers many advantages to graduating accountants. "At NAA meetings, they can meet people
who are at varying levels of accounting and they
can have one -on -one discussions with these people. They can get involved in programs that will
sharpen their tools— interpersonal skills and their
technical skills." They can benefit from the
monthly magazine, NAA research publications,
and call on the Association about specific problems that can be researched through the NAA library.
The package of insurance programs offered to
NAA members at substantial discounts is another
service beneficial to young accountants. An intangible benefit may be the most valuable for aspiring
financial executives: "They can begin to assume
leadership positions that will be transferable in a
very effective manner in the organizations in
which they work."
Middle management and financial vice presidents also can benefit by the kinds of contacts
made in the Association, he stresses. In addition,
corporate chief financial officers can use the Association and its relevant committees as vehicles to
make inputs to the establishment of accounting
policies and standards.
Mr. Scharff credits the Association with giving
his career a boost. A California native, he served
with the U.S. Air Force in World War II. Returning home, he worked in the statistical advertising
department of a pharmaceutical company and ran
a gasoline station in the pre -OPEC years. In 1953,
MANAGEMENT ACCOUNTING /JULY 1981

Relaxing after ping -gong: Sharon, Charlotte, Bob Scharff.

he was graduated cum laude from the University
of Southern California with a major in accounting. He joined the Los Angeles office of Arthur
Young & Co. as an auditor and has been with the
company ever since. He opened an Arthur Young
office in San Diego in 1959 and later was named a
partner in the firm. "Some six years ago I transferred to San Francisco and I'm currently the
managing partner of the office and still work with
clients. It has been a challenging and gratifying
experience for me. I might also note that the pace
seems to get faster even in a slower economy."
Joining the Association in 1960, he affiliated
with the San Diego Chapter and was elected president of the chapter for 1966 -67. He moved onto
the national scene when he was elected a national
director in 1968 and vice president in 1971. As
chairman of the Committee on Publications,
1972 -74, and Committee on Chapter Operations,
1977 -79, and as a member of the Executive Committee just prior to his election as President, he
was able to familiarize himself with all facets of a
growing Association. He also is a member of the
Stuart Cameron McLeod Society.
About those years, he says, "The NAA has
Continued on page 62
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Its no coincidence
that CgWg4L*,. - Palmolive
and
Brotl,,.iers
both chosethe same
financial soft- ware
company.

Colgate - Palmolive and Lever Brothers agree to Fortune 500 executives. For unparalleled
on at least one thing. McCormack & Dodge. reporting flexibility. Until recently, these programs

When you call McCormack & Dodge and ask us
to send a sales rep, we might well send a CPA. Our
entire company is staffed by people who know
accounting software from the client side, because
they've been accountants, data processing managers and controllers. They apply this inside
knowledge to create exceptionally thorough (and
successful) user training programs. Our training
programs make sure your system is up and running quickly. Because your people learn in a practical, hands -on environment. Errors are worked out
in our classrooms, not your offices.

It's no coincidence that Canadian General
Electric chose McCormack & Dodge, too.

The most advanced general ledger and
accounts payable software ever to run on the
IBM 370. Now available for the IBM System
34, HP 3000 and the whole Prime fine.
Our general ledger and accounts payable
packages, GL Plus and AP Plus, are well known

i

-

Manufacturers Hanover, Colgate- Palmolive and
Lever Brothers all have a McCormack & Dodge
fixed asset system. They use it to achieve unparalleled scope in property accounting and tax
reporting.
More than 600 other leading companies use
the same package, called FA Plus. We introduced
it eleven years ago, with a promise printed on
every user contract. It said we would never allow
our fixed asset system to get out of date. And
we haven't. We've just introduced the fifth major
rewrite of FA Plus, bringing the package up to date
with the very latest changes in tax law and accounting practices.
And now that we've made FA Plus as current as
we possibly can, we've already assigned an R &D
team to the next rewrite. Because R &D is the heart
and soul of McCormack & Dodge. Just this year,
our researchers came up with another breakthrough. Big news for minicomputer users.

r

Why do we keep changing the system that
manages more fixed asset accounting than
any other package in the world?

-

McCormack & Dodge is a world company. Our
systems are in operation from Minneapolis to
Melbourne, and so are our offices. We've traditionally offered coast -to -coast service in the U.S. And
now we offer it in Canada, too, with offices in
Montreal, Toronto and Vancouver. On both sides of
the Canadian border, prospects who sit down and
talk to us do more than just talk. They become
customers.
We'd like to show you why.
-

Colgate - Palmolive and Lever Brothers are
related by virtue of the products they make and the
markets they sell. But Anaconda, Encyclopaedia
Britannica, Manufacturers Hanover and Marriott
are not. They're related in a different way. Through
their attainment of leadership positions in their
respective industries. It goes without saying that
they also use financial software by McCormack &
Dodge. So do over 1,000 other top companies in
banking, consumer products, food and beverage,
health care, insurance, manufacturing, natural
resources, paper products, publishing, retailing,
and transportation.

The best hands -on training in the industry.
Hands down.

--

It's no coincidence that Anaconda,
Encyclopaedia Britannica, Manufacturers
Hanover and Marriott chose us, too.

were only for big- computer use. But we've just succeeded in adapting them to the IBM System 34,
HP 3000 and the Prime 200 -850, several minicomputers that fall comfortably within the budgets
of companies with sales of $18 million to $50 million a year Not to mention the countless divisions
of giant companies with their distributed data
processing needs.

------------------

They may have different ideas about how
consumers should maintain a healthy complexion.
But when it comes to how companies should
maintain a healthy financial condition, both
Colgate- Palmolive and Lever Brothers will tell you
the same thing. Make sure your financial controls
are second to none. It goes without saying that
both companies use financial software packages
from McCormack & Dodge.

1 Please send schedule of free seminars, plus information on:
1 ❑ ❑General❑Ledger❑❑ ❑Purchase❑Order❑❑ ❑Accounts❑Payable
1 ❑ ❑Fixed❑Assets❑❑ ❑Capital❑Project❑Analysis
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1 Address
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Zip _

Phone
Computer Model
560 Hillside Avenue, Needham Heights, MA 02914, (617)
449 -4012, Atlanta (404) 997 -2797, Chicago (312) 843 -3400,
Dallas (214) 369 -7014, Los Angeles (213) 645 -6382,
San Francisco (415) 398 -2960, Washington, D.C. (703)
734❑-0710,❑New❑York❑/New❑Jersey❑(201)❑528❑-6331❑•❑Canada
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Corporate Planning—
How Successful Is It?
Top managers of corporations are doing more intensive planning —
but getting less accurate results.

By Richard F. Ortman and Dennis D. Blackman

l

Planning in some companies is a very sophisticated process, while in others the practice is often
"navigation by the seat of your pants." What are
companies doing in the area of planning? How
successful are they at it?
We undertook a study to determine some anRichard F. Ortman is an swers to these questions. We sent questionnaires
associate professor of
accounting at the to 2,400 firms listed in Moody 's Million Do l la r D i University of
Nebraska— Omaha. He rectory and received 275 responses (for some
received his Ph.D. questions fewer than 275 responses are presented
degree from the
University of because not all companies responding answered
Wisconsin. A CPA, he every question).
holds a Certificate in
Responses came from a broad spectrum of inManagement
Accounting. dustries —about a third of the firms were manufacturers of durable goods, a fourth were nondurable goods manufacturers, while a sixth were in
Thts article won a
transportation and communication. About 10%
certificate of Merit in
the 1980 -81
were wholesalers or retailers, with 15% in the
competition.
service industry which included banks, insurers
and real estate firms. In our analysis we grouped
the questions into three categories: (l) planning
objectives,
techniques, and procedures, (2) the
V
A/VA/Y`~''rlannmg staff, and (3) planning accuracy.
-

f

4

—Planning Objectives, Techniques and Procedures
We sought to determine in what areas firms

16
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were devoting their planning efforts and how important forecasting performance in various areas
was on a one to five scale (very unimportant to
very important). Table 1 presents a summary of
these results.
While projecting net income was judged at least
"important" by 71% of those responding, only
41% of the respondents thought it was "very important" to their firm's success. On the other
hand, while 67% judged forecasting corporate
growth at least "important ", 51% thought it was
"very important" to their firm's success. Projecting cash flows received a 43% "very important"
response, the second highest in this category.
Forecasting growth was deemed "very unimportant." to their firm's success by 16% of those responding. Only market share and environmental
impact received higher proportions in this most
unfavorable category. In light of the fact that 51%
deemed it very important, growth must have either a very positive or negative connotation in a
number of manager's minds.
Another area of analysis was to determine the
length of the planning horizon for selected areas
of forecasting, as well as to determine the year the
company began planning in selected areas. Table 2
summarizes the responses to these survey questions.
Copyright © 1981 by the National Association of Accountants
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The most common planning period for strategic, capital investment and financial planning was
4 -6 years. For all other areas it was 1 -3 years. The
mean planning period was 6.3 for strategic, 4.9 for
capital investment, 3.6 for new product and contingency and between 4.0 and 4.5 for all other
areas. The variance, however, was great (the standard deviation averaged 69% of the mean in all
areas with a low of 56% and a high of 89 %).

Table 1
How Important Is Forecasting Performance?

Growth
Cash flows
Sales
ROI
EPS

Expenses
Return on equity
Market share
Environmental impact

71
67

66
63
60
58
55

51
34
24

1
^

Net income

% Indicating that forecasting is
"very important" or "important"

\

Performance area

The mode was five years in all
I
areas except contingency in which
it was one year, The median was between 4.2 and
4.7 years for all areas except strategic where it was
5.1 years and new product and contingency where
it was 3.3 and 2.9 years, respectively.
In summary, the strategic area has the longest
average planning horizon (over six years), with
capital investment a distant second (about five
years); new product and contingency have the
shortest -3.5 years, while all the rest have an average planning period of a little over four years.
Some observations from Table 2: strategic and
contingency planning are areas where planning
has been most recently adopted while sales and
capital investment have been areas of planning for
quite some time. During the 60s there was consistent growth among all planning areas with the exception of contingency planning. The average
growth rate in the adoption of all planning areas
during the decade of the 60s was 37 %, with a high
of 39% and a low of 32 % —an amazingly narrow
range for such a diverse number of planning areas.
No area of planning was employed by more than
16% of the companies before 1960, and it was not
until 1971 that any planning area was adopted by
50 % of the firms responding. That is, half of planning in allareas didn't begin until after 1970!
Another question was designed to determine
the extent various planning techniques were used.
We found expert judgment was employed by
three - fourths of the firms in some area of' plan18

ring; scenario methods and breakeven analysis
were employed by about one -third of the firms
responding; trend projection and linear regression
by about one - fourth, and PERT /CPM and moving average by about one -fifth. There were 14 other planning techniques listed in the questionnaire,
and none were used by more than 14% of the
firms in any area of planning.
Those surveyed also were asked where certain
planning techniques were employed. We found
delphi and scenario methods, decision trees and
decision theory were most often used in strategic
planning. Breakeven analysis, mathematical programming and financism (financial simulation)
were most often selected for financial planning.
Linear programming was most often employed in
operational analysis planning. In sales forecasting
the techniques most often chosen were: spectral
analysis, moving average, trend projection, linear
and nonlinear regression and factor analysis.
Our study also attempted to gain an insight into
the characteristics of the planning process among
various companies. We asked whether the firm
had adopted a formalized planning system with a
time horizon greater than one year. Nearly three
out of four companies answered affirmatively. Regarding the number of years the firm formally
planned into the future, we found five years was
the most frequent period -55% of those who
planned for more than one year into the future did
so for a five year period; 18% did so for three
years and I I% did so for ten years.
Respondents were asked whether they employed a planning manual or other written formal
instructions or forms regarding the execution of
the planning process and if so, when such manual,
etc., was first adopted. Only 77 %n of the firms
which planned for more than one year into the
future employed formal written procedures. As to
the year such procedures were adopted, we found
1950 was the first year any firm employed them.
More significant is the fact that it was not until
1973 that even half of the firms which planned
more than one year ahead had such written planning procedures in force.
We also asked whether the planning function
was performed before or after the annual budgeting function. Responses indicated that the planning process was performed first for 72% of the
261 firms responding to this question.
We asked whether plans were formally reviewed, and if so how often. We found that 95%
of the 263 firms responding answered affirmatively. Ten percent reviewed their plans monthly,
42% did so every two to five months, 20% reviewed theirs every six months, and 27% were
doing so only every year.
Does corporate management subject its plans to
intensive comparison with actual data and seek
explanations for all significant differences? We
MANAGEMENT ACCOUNTING /JULY 1981

found that only 66% (173) said yes. So, while 250
firms stated that their plans were reviewed periodically, only two - thirds of those firms perform any
meaningful review.
In another question, we asked the respondent's
opinion regarding how he or she perceived top
management's commitment to the planning process (on a one to five scale). Of the 267 firms responding to this question, 31 %n believed top management was "very committed," while another
23%n felt top management was "committed," a
fourth judged it "neutral," and 12 %n and 9% believed it was "uncommitted" and "very uncommitted," respectively. Thus top management was
deemed at least "committed" in 54% of firms, and
judged apathetic or actually uncommitted in
46 % —in nearly half the firms responding, planning doesn't seem to be given much chance of
meaningful success.

po rtion of firm s having no full -tim e planning professionals dropped dram atically from 57% to
27 %. Those with one professional in 1968
am ounted to 13% of the respondents; by 1975 this
proportion grew to 2 0 % . Those companies with

I

two to four professionals in 1968 comprised only
13% of the sample; however by 1975, 22% of the 1 0
companies responding fell into this category.
D. Blackman is
Firms with five to ten professionals in 1968 ac- Dennis
a partner in Kucirek
counted for only 10% of total respondents; by and Blackman. A CPA,
he received his MBA
1975 this category grew to 18 % . Finally, those degree
from the
co mpanies with over ten professionals in 1968
am ounted to only 7 %; by 1975 that category
ne a r ly do ub le d t o 1 3 %. T he de c r e a s e i n fi rms ha v i ng no p l a n ni ng pro fe s s io na ls re fle c ts t he ra pi d

University of Nebraska
at Omaha. He is a
member of Omaha
Chapter, through which
this article was
submitted.

gr o wt h i n p l a nni ng d e p a r t me nt s o f a l l s i z e s .
W e a s k e d wha t p r o p o r t i o n o f t i me l i n e m a na ge r s a nd t he i r s t a f f d e v o t e d t o p la nning ve r s u s ma na gi ng c u r r e nt op e r a ti o ns . In 1968, 7 0 % o f l i ne
ma na ge r s s p e nt l e s s t ha n 4 % o f t he i r t i me o n t he

The Planning Stab

p l a nn i ng f u nc t i o ns ; b y 1 9 7 5 o nl y 2 8 % s p e nt l e s s

A second major area of interest was the characteristics of the corporate planning staff. The first
question we asked was what functional area was
responsible for the planning process. In 52 %n of
the 265 firms responding the responsibility lay
with the corporate planning department. The only
other area where such authority often resided
were the finance department for 27% of the firms
and the controller's office for 14 % .
Before w e in q u ir ed ab o u t th e size o f th e p lan ning staff we asked h ow large th e entire firm was.
More than 82 % o f t h e 275 respon den ts had at

Table 2
How L ong Is t he Forec as ting Period?

t ha n 4 % o f t he i r d a y p l a nn i ng. T he p r o p o r t i o n o f
t h o s e m a n a g e r s s p e nd i ng 5 % o f t he i r t i me p l a nni n g w e nt f r o m I I % t o 1 8 % d u r i n g t he s a me p e -

riod while those devoting 6 % -10% of their time
planning went from 7% to 23 %n. Those devoting
ll %

-25% of their time to planning increased

from 6 % in 1968 to 15% in 1975, In 1968 only
6%n of the respondents devoted over 25% of their
tim e planning. By 1975 this group represented
15% of those responding. For all com pan ies the
mean time devoted to planning increased from
9 % to 15% during the seven -year period while
—
�_

L,
And W h en Did it Begin?

lit
Years
1-3

4 -6

7.10

Over
10

1970
To '76

1960
To '69

Before
1960

Performance area:
Strategic
Capital investment

18
40

55
42

20
15

7
3

65
49

30
39

5
12

Financial
Operational
Sales
Marketing
R ErD
Manufacturing
New product
Contingency

38
47
46
47
46
49
54
57

50
43
40
45
43
43
40
34

10
9
12
6
10
7
5
5

2
1
2
2
1
1
1
4

56
53
48
58
50
47
49
72

36
40
36
34
35
38
39
24

8
7
16
8
15
15
12
4

least 1,000 employees; 43 %n had over 5,000; slightly over 25 %n had more than 10,000 employees.
In order to determine how rapidly the growth
pattern had been in the firms' planning departments, we asked how many Rill -time planning
professionals were employed in 1968, 1971, 1973,
and 1975, During this seven -year period the proMANAGEMENT ACCOUNTING /JULY 1981
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the mode remained at 5 %n and median increased
from 5 % to 10 %. Firm s have com e a long way in
recognizing the im portance of planning, but they
still have a long way to go.
How m u ch use do co m panie s m ake of ou tside
planning consultants? We asked them to tell us
th e num ber of da ys of consulting tim e they paid
19

Table 3
How Accurate Was Sales Forecast?

% of firms
category for each period

-

S
/avl
`

'75

�

-15%
er 15% `'

myplesize - -

_
in each \

Respondents who said estimated
sales differed from actual sales

—�
-1 %
-4 %
-9 %

the median and mode were both zero throughout
the period.

\�

/� �//i

'73

'71

10%
15
19

15 % 18%
18
30
22
14

29
27

27
18

25
13

113

93

71

` �

'68
18%
24
31
18

9
55

Planning Accuracy
The last part of this study deals with the accuracy of sales and profit projections. Table 3, summarizing the responses, illustrates that accuracy
in predicting both sales and profits decreased significantly between 1968 and 1975. For example, in
1968, 61% of the firms responding estimated profits within 10% of actual profits. By 1975 that proportion decreased to 29 %- With regard to accuracy of sales forecasts, in 1968, 73% estimated sales
within 10% of ac tual sales, while by 1975 this
p r o p o r t i o n d r o p p e d t o 4 4 % . C o u l d i t b e wi t h t he

How Accurate Were Profits Projections?

a d v e nt o f mo r e s o p hi s t i c a t e d p l a nni ng t e c hni q u e s ,
a c c u r a c y ha s d e c l i ne d ? T hi s c o n c l u s i o n i s hi ghl y

Respondents who said estimated
profits diff ered from actual profits

% of firms in each
category for each period

'75
0 -4%
5 -9%
10 -14%
15-29%
30-40%
50- 100%

'73

12% 21%
15
17
14
9
20
36
17
11
20
8

'71

'68

21%
18
21
23
11
6

43%
18
21
14
4
0

d o u b t f u l . A mo r e l o gi c a l e xp l a na t i o n i s t ha t t he
e c o no mi c c l i ma t e i n t he 7 0 s wa s mu c h mo r e e r r a t i c t ha n t h a t o f t he l a t t e r 6 0 s ma k i n g f o r e c a s t i n g
mu c h mo r e d i f f i c u l t .
D e v e l o p i n g a M o r e E f f e c t i v e P l a nni ng S t r a t e gy
T he r e s u l t s o f t hi s s t u d y i n d i c a t e t ha t p l a nni ng
ha s

inc re a s e d

in

impo rt ance

to

c o r p o r a t i o ns .

Ho w e v e r , ma n y fi rms still r e m a i n in t he e a r ly

Sample size

107

86

62

49

s t a ge s o f d e v e l o p i ng t he i r p l a nni ng p r o gr a ms .
M a ny f i r m s r e s p o n d i ng t o t he s u r v e y i nd i c a t e d
t h a t w hi l e p l a nn i n g t e c h ni q u e s h a v e b e e n i mp l e -

for in 1968, 1971, 1973, and 1975. In 1968, 77%
of the 109 responding did not pay for any consulting assistance whatsoever; by 1975 this percentage
decreased to 53 % . Those companies paying for
between one and ten days of consulting per year
went from 7% to 18 % , while firms paying for
between 11 and 30 consulting days per year went
from 12% to only 13 % . Those paying for 31 to 60

f r o m t o p m a na g e m e nt i n ha l f t h e f i r m s r e s p o nd ing. In the s e c o mp a ni e s , it

wo u l d a p p e a r

tha t

p l a nni ng wi l l no t b e s u c c e s s f u l u nt i l t o p ma na ge me nt c h a n ge s i t s o u t l o o k t o w a r d p l a nni ng o r is
re pl a c e d by ma n a g e r s wi t h a m o r e p o s i t i v e o u t l o o k t o wa r d t he me r i t s o f a p l a nn i ng p r o c e s s ,
T h e a bil ity o f f i r ms to pl a n s a le s a n d pr of it s

co n su ltin g d ay s ju m p ed fr o m 3% to 9% of firm s

a c c u r a t e l y a p p e a r s t o b e d e c r e a s i ng, ho we v e r , r e -

responding, while those paying for more than 60

c e nt c h a o t i c e c o no mi c c o nd i t i o ns ma y we l l b e t he

co n su ltin g d ay s a y ea r in c rease d fro m 1% to 7%
du rin g the seven -year period. In 1968 less than

r e a s o n f o r t h i s t r e nd . A l t ho u gh p l a nn i ng a c c u r a c y

one firm in four paid for any outside consulting
while in 1975 nearly half did. The mean number
of days of paid consulting increased from five to
sixteen days over the seven -year period; however,

20

me nt e d , t he r e a p p e a r s t o be a l ow l e v e l o f s u p p o r t

s e e ms t o b e d e c r e a s i ng, t h e p l a n ni ng p r o c e s s e na bl e s

fi rms

to

ma k e

mo r e

i nf o r m e d

de c is i ons

a b o u t f u t u r e o p e r a t i o n s b y r i go r o u s l y c o mp a r i ng
e s t i ma t e s wi t h a c t u a l r e s u l t s a nd c l e a r l y d e t e r mi ning why s igni f ic a nt v a r i a nc e s o c c u rr e d .
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YOU'LLTHANKUSFORSAVINGYOURFUTURE!

...after using your accounting knowledge to minimize credit risk and build profitable volume.

The National Association
of Accountants
Dun & Bradstreet
present a NEW Course

CREDIT AND
FINANCIAL
ANALYSIS
Based on the highly acclaimed self -paced learning program
from D & B for * Credit Managers * Collections Personnel * Controllers
* Financial Analysts *Management Accountants * Treasurers and
Executives who need to understand credit and financial analysis .
This NEW Self -Study course from NAA/
D & B features:
• A unique benefit — you will be able to
communicate directly with an experienced
CREDIT ANALYST/ INSTRUCTOR!
• Feedback, reinforcement, comments (at no
extra charge!)
• Case studies and work exercises that
solidify instruction!
What Y ou Will Learn
■ How a set of figures from the past can
help predict future financial condition.
■ How to project the ability of a business
to meet current and future bills on time.
■ How to predict the probable success of a
business.
■ How to use financial ratios -and what
they mean.
■ How to find financial "leaks'.
■ How to compare financial standing and
operating results of one business with
others in the same line.

• Your work will be evaluated and graded!
• An engraved certificate plus 20 continuing
education credits upon successful
completion of this course!
• At course completion, detailed indexing
converts study manual to a valuable
reference text!
All this, and more, designed to help you
speed up your cash flow and insure profitability in credit sales.
National Association of Accountants
919 Third Avenue. New York. N.Y. 10022
A w Self -Study Programs

MA7i81

I
I

Please send me your NEW course in
CREDIT AND FINANCIAL ANALYSIS ,
Name
Company
Address
City, State, Lip

I

Price: $149.00 (10% discount to members)
Quantity
Amount

I I

I I I I

Member No
1
Send information on NAA membership

Nonmember

P.S. Step into a secure tomorrow by ordering CREDIT AND FINANCIAL ANALYSIS today!

Robert F. Randall, Editor

Regulations Slow Corporate Decisions

Top Exec Outlook: Gloomy

The corporate decision - making process generally has been slowed and centralized by government regulation, according to a Conference
Board survey of 401 U.S. companies. About
60% of the firms surveyed say that government regulation has damaged their ability to
compete in U.S. markets against foreign competitors. Consumer safety legislation has
caused many companies to escalate decision
making and involved more company employees in regulatory issues, while the Occupational
Safety and Health Administration (OSHA), the
Employee Retirement Income Security Act
(ERISA), and legislation involving cost accounting have had only a modest administrative impact. The report is titled Regulation• Its
Impact on Decision Making.

Although they are earning $40,000 - $200,000
annually, only 41 % of 200 U.S. executives, recently surveyed by Ernst & Whinney believe they
will have a higher standard of living two years
from now. Other findings: 14 % said they had no
strategy for fighting inflation, 30% thought the
best inflation strategy was investment in real
estate, and 23% said the best answer was to
reduce spending and use of credit. The executives had a median age of 54 and median
employment income of $88,500. Of those surveyed, 39% were vice presidents; 29%, presidents; 12 %, comptrollers /treasurers; 10 %,
owners/ partners, and 5 %, board chairmen.

Congress Looks at Materiality

will

Bills have been introduced in both houses of
Congress to establish a materiality standard for
the Foreign Corrupt Practices Act; however, according to the Corporate Accounting Reporter
there is less than even chance that the legislabe passed because of opposition from
tion
the Securities & Exchange Commission and the
General Accounting Office. GAO favors more
specific guidance from the SEC on compliance
with the accounting provisions. But the SEC
said recently that more specific guidelines were
impractical, given the variety of circumstances
that could be encountered by registrants.

Does FASB Make Too Many Rules?
The most prolific rule- making body that affects
U.S. corporations is not in Washington —it's in
Stamford, Conn. That is what Shyam Sunder,
associate professor of accounting, University of
Chicago Business School, says about the Financial Accounting Standards Board. In an article in the April 27 issue of the Wall Street Jour22

",

Data Sheet

nal, Prof. Sunder suggests that the Board is establishing too many rules: , . while the FASB
has been devising ways of accounting for inflation, businessmen and investors have been
suffering from the inflation of accounting." He
recommends three solutions: Before promulgating a new standard, the Board should reach
unanimity among its members; cut the budget
and staff by 50 %, and place greater reliance
on broad acceptance of accounting methods in
the marketplace before codifying them.

Business /Accounting Briefs
The Data Processing Management Assn. has
released for comment a proposed Code of Ethics and Standards of Conduct for Information
Processing Professionals.... For the third consecutive year, Coopers & Lybrand tops the list
of the world's largest CPA firms, according to
Public Accounting Report, an Atlanta -based
newsletter. Third - ranked Arthur Andersen grew
faster than the rest of the firms in 1980, passing Klynveld Main Goerdeler. Peat, Marwick,
Mitchell occupies second spot on the list... .
Former SEC chief accountant, Carman G.
Blough, has died at the age of 85. Research
director at the American Institute of CPAs for
27 years, Mr. Blough also was a partner in Arthur Andersen & Co.... In its latest annual report, the Financial Accounting Foundation says
that for the first time it is projecting that expenses will exceed revenues in the 1981 budget.
The FAF noted that without any adjustment for
inflation, contributions in 1980 were only 20%
above the 1973 level; on an inflation- adjusted
basis they were 35% below 1973. This is a
common phenomenon in fund - raising where "a
level of giving, once established, seldom is
raised despite inflation's obvious impact and often an increased capability to give."
MANAGEMENT ACCOUNTING /JULY 1981

#80120 THE MAKE-OR-BUY DECISION
By Anthony J. Gambino
Will your company add a new production line or subcontract
the work? Your input can be the deciding factor, Base your
decision on your company's situation and the experience of
350 other companies that have faced the make -or -buy decision. This informative publication also features personal
interviews with 18 management executives who share their
decision - making process with you.
128 pages
Price $6.95
Oth er informative publications

#79113 MAINTENANCE PLANNING AND CONTROL
By James H. Bullock
The costs of maintaining a plant and equipment as well as co n.
trolling those costs affect pricing, replacement and other production decisio ns. Examine the current state o f acco unting for
maintenance. Learn what information is essential and ho w to
develo p that informatio n, as well as the techniques and methods
to emplo y in pro jecting, planning and co ntro lling maintenance
costs. Research for this study included a survey of 91 companies
and 18 interviews conducted at the plant level.
146 pages
Price $6.95
#79114 PROPOSED FUNDS STATEMENTS FOR MANAGERS
AND INVESTORS
By Harold E. Arnett
Modif ying funds statements, as reco mmended here, could make
these documents much more useful than they are now ... without
violating any GAA P. Concludes with statement data of potential
value in daily operations.
137 pages
Price $6.95

#60117

THE LEASE-PURCHASE DECISION
By William L. Ferrara, James B. Thies and
Mark W. Dirsmith

The buy -or -lease decision is made regularly by management
accountants on air conditioners tozeppelins, and everything
in between. This study examines every aspect of leasing versus purchasing and develops a decision model representative of sound corporate business practice. Research includes in -depth interviews with lessees, lessors, CPA firms,
bond rating agencies and a detailed survey of 925 corporations. Comprehensive, conclusive - ideal for corporate decision makers or classroom study.
126 pages
Price $6.95
ORDER FORM —
National Association of Accountants
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022

Please send me the following publications:
Number

Member Account No.

All orders totaling less than $20.00

Title

Price

Subtotal
Less 10%
Member
Discount

must be prepaid. Allow 4 weeks for
delivery.
TOTAL

#6128 USE OF GRAPHICS IN INTERNAL REPORT ING
Learn ho w graphs can help yo u communicate co mplex ideas,
quickly and easily. This booklet clearly explains the various types
of graphics and examples of ho w they are used. Ideal f or any
management accountant who prepares planning, analysis and
projection figures.
32 pages
Price $2.95

SHIP TO:

Name
Address
City, State, Zip

Kathy Williams, Editor

The Seven Danger Signals
In this age of rising interest rates, expensive
and hard -to- procure loans, and spiraling costs
of operation, small businesses need to map out
survival strategies on an almost daily basis. To
aid small businesses in this area, George Fox,
president of BarGeo Financial Associates and
a specialist in the area of business turnarounds, has developed seven early warning
signs which alert business owners to critical areas they should monitor to keep their businesses healthy. The seven areas to watch are: cash
management, accounts receivable, inventory,
accounts payable, debt structure, profit and
loss, and personnel.
For example, do you know where your company funds are at all times? Have you made a
sale to a known credit risk, just for the sake of
the sale? Do you have excess inventory or too
little capital? Who must be paid to keep your
business running? What is your current loan
status? Do you have adequate financial controls? Are your employees competent and do
they have the opportunity to exercise initiative
and ability? Examine all these areas constantly,
Mr. Fox advises, so you can keep proper control of your business.

Reducing the Paperwork Burden
Small business owners have long complained
about the expensive and time- consuming paperwork imposed by federal agency requirements and requests. The Paperwork Reduction
Act of 1980 which took effect April 1, 1981,
sets specific paperwork reduction targets and
gives the director of the Office of Management
and Budget (OMB) authority over information
collection and management. This duty formerly
was shared by the General Accounting Office.
The OMB director will set up an Office of Information Policy and Regulatory Affairs to identify
areas of duplication, impose uniform standards,
and eliminate overlapping agency information
requirements. Paperwork reduction targets are
15% cutback by October 1, 1982, and an addi24

Executive Director Named to Small
Business Committee
NAA Executive Director Robert L. Shultis has
been named to the Small Business Committee
of the Financial Accounting Standards Advisory
Council (FASAC). The Advisory Council aids
the Financial Accounting Standards Board with
various issues and acts as an avenue of communication between the FASB and the business and professional community. In this capacity, Mr. Shultis will be able to express the
views of NAA members to the Committee and
Council, thereby giving NAA a direct route to
guiding financial regulations for small businesses. Members wishing to offer input may write
Mr. Shultis at the NAA office in New York.

SSA Offers Support
Sometimes small businesses have difficulty
getting services almost taken for granted by
large groups. Support Services Alliance, Inc., a
nonprofit membership organization, offers
small business people packages such as group
health, life and disability insurance; legal inquiry
and referral service; contracts for office equipment and publications; educational loans to eligible members; and a pricing/ purchasing service. In addition, the organization publishes skill
series booklets and the SSA Bulletin, and
chapters throughout the nation help on the local level. For information, contact Support
Services Alliance, Inc., Two Times Square,
New York, NY 10036.

Publications Available
The NAA Library has available for lending
Credit and Collections for Small Business by
Donald R. Kitzing. Some topics examined are
procedures for fast credit collections and for
early warning of potential bad debts, setting up
proper credit terms, and bankruptcies.
The National Association of Credit Management has published The 1981 Credit Manual of
Commercial Laws which features the most recent information on the Bankruptcy Reform Act
of 1978, commercial credit, and examples of
contracts and credit instruments. For information, call ( 212) 578 -4432.
n

Small Business

tional 10% cutback by October 1983. For information or comments, contact Dr. Phil Nicoll,
The Office of the Advocacy, U.S. Small Business Administration, 1441 L Street NW, Washington, DC 20416.
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How Management Accountants
Can Make a Manufacturing
Control System More Effective
In order for the management accountant to get his ideas adopted,
he must first gain support from the power structure.

points and publishing results. Good scorekeeping
entails skills at selecting the right information and
In a recent publication by the American Produc- presenting it in a manner that results in effective
tion and Inventory Control Society (AP1CS), the action by those who have line management aufollowing comment was made in reference to the thority. But more important, the management acroles of management in master production sched- countant's role should not be restricted to Scoreuling, a submodule of a manufacturing control keeping. Management accountants can do much
more. They can and should contribute to the opersystem:
ation of a manufacturing control system in a way
"The development of the production plan is the that will spell the difference between a mediocre
joint responsibility of general management, manufacturing control system, or one that meets
manufacturing, marketing, and finance. Manu- the specifications for what is popularly called the
facturing is, thereafter, to be held responsible "Class A System." They should be active particiand accountable for achieving the plan —that pants in making the manufacturing control sysis, for having the products available to ship as tems work.
Accountants are in a unique position and have
planned. Likewise, marketing is to be held responsible for the selling of the product accord- specific qualifications for giving a system four ining to plan and, in many instances, is responsi- gredients that can make it more effective. First,
ble for finished goods inventory. Finance is the accountants can provide rigorous disciplines that
are sorely needed in any manufacturing control
scorekeeper.
system. Second, they can help the system managFinance does not get a very prestigious role in ers apply more methodical and precise thought to
this statement —they keep score while the big guys the operation of the system. Third, because of a
play the game! Unfortunately, this is too often certain amount of independence from the operatrue. Worse yet, sometimes nobody keeps score, tion of the system, management accountants are
and then no one knows who won the game —the in a position to identify and rationally resolve various types of conflict. Finally, management accompany or their competitors.
Scorekeeping is underrated. Scorekeeping is im- countants, by their training and background, have
portant, and it is not simply a matter of tallying the best skills available for converting physical
By Daniel R. Murray

Daniel R. Murray is a
principal consultant in
manufacturing control
systems for Rath &
Strong, Inc. A CPA, he
holds an MBA degree
from Cornell University
and is a Certified
Management
Consultant. This article
was submitted through
the Boston Chapter, of
which he is a member.
Certificate of Merit,
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A Meshing of Attributes—Teamwork
These four attributes are important because
they complement skills that are commonly lacking
in the users and managers of a manufacturing
control system. The backgrounds and training of
the people who are the prime system users, those
in the materials control department and in line
Finance keeps manufacturing departments, do not tend toward
score while the rigorous disciplines, precise thought, indepenbig guysplay dence from the system, and working with dollars.
the game! On the other hand, the prime users bring other
qualities to the system that are equally important.
They give the system the energy and drive that is
needed to get the product out the door amid hectic day -to -day activities. While the accountant
strives toward disciplines and controls, manufacturing control systems users necessarily are tempted to bypass such controls to keep up with their
workload, Management accountants can make a
contribution by insisting that procedures be followed, and then helping the users discipline the
controls. The prime system users work in an environment of action and reaction. This type ofoperation forces them to take shortcuts —to work with
approximations. The management accountant can
help by influencing and assisting system users in
working more precisely. Manufacturing control
system users have to deal with volumes of data
pertaining to physical units such as pieces,
pounds, and standard hours. They seldom summarize and monetize their data in a manner that
is useful for setting priorities because they might
not have the knowledge, skills, or information to
do so, or perhaps, they simply do not have enough
time. At any rate, management accountants are in
a natural position to help them set priorities by
summarizing data.
Finally, there is an emotional issue. The manufacturing control system users are deeply dependent on the system in executing their duties—
their jobs are at stake. Breakdowns in the system
can cause the systems users to cover up shortcomings, destructively blame failures on the wrong
causes, or just generally confuse the issues. Management accountants are not as deeply involved in
the manufacturing control system. This position
of relative independence, or impartiality, makes it
easier for them to see and resolve the root causes
of problems.
Management accountants should join the manufacturing control systems team. The accountants' training and education in methodical planning and precision combined with the system
users' skills for getting the product out. the door
can direct energies toward critical areas with high
payback. This fact has been proven in some, but
26

not enough cases. Here are some examples of
where such teamwork has yielded results;
• A pumps and valves manufacturer who
improved on -time delivery performance to customers from 60% to 90 %, concurrently increased productivity by over 10 %, and improved labor transaction accuracy to better
than 95 %.
• An electronics company that reversed itself
from an unfavorable growth in inventory levels
to an inventory reduction of over 50 %.
• An insulated wire manufacturer which, using
the cost information yielded by its manufacturing system, limited sales of low margin products by its sales force, thereby reversing the
sales mix from 40% high margin, 60% low
margin to 60% high margin, 40 low margin.
• A consumer goods concern that implemented a
9- month project on time for streamlining order
processing, attaining annual savings of almost
$200,000 against projected savings of $150,000.
• Redirection for a pharmaceutical manufacturer's 5 -year plan for installing a manufacturing
control system with disjointed modules to a
plan for an integrated system that could be installed in 3 to 3/,, years.
%n

units, the stuff of a manufacturing control system,
to dollars —the ultimate unit of measure for the
businessman.

Accountants had a strong influence in each of
the above success stories. Their talents were applied in many areas —some dealing with good
project planning and control, some with accomplishment of very visible business goals, and others with the chores of system maintenance. Vary.
ing degrees of the accountants' attributes of
methodical approach, precision, and independence were applied. In all cases, the management
accountants' ability to use the power of numbers
effectively, especially dollars, was prevalent.
These examples prompt the question, "Why
doesn't it happen more often ?" The answer to that
question is that, in most companies, there is a remoteness between the accounting department and
those departments that deal directly with the
manufacturing control system. This remoteness
causes a loss of opportunity —and both factions
are at fault, There is seldom an "asking in" on the
part of the prime system users. Conversely, there
is a reluctance by most accountants to "push"
their way into the manufacturing controls system
area. When this reluctance stems from the management accountants' unfamiliarity with the subject matter, or lack of awareness that they have
much to offer, it is unfortunate and unnecessary.
Accountants can and should become part of the
manufacturing control system by initiating a positive effort to get "asked in."
Getting asked into the manufacturing control
system action should be undertaken as a conscious
project after one has reflected on the particular
MANAGEMENT ACCOUNTING /JULY 1981

talents that one has to bring to the system. If it is
then decided to go after the project, a positive program generally following these five action steps
should be developed:
• Gaining in -depth knowledge of the manufacturing control systems subject matter.
• Assessing the state of the manufacturing control systems environment for the company.
• Studying the power structures within the company that both hinder and help the effective use
of the system.
• Identifying a specific area of opportunity to
which the program should be directed.
• Preparing a plan for selling the ideas using
quantified data and finding a sponsor to help
sell the program.
Gaining In -Depth Knowledge
Thoroughly learning the technicalities of a
manufacturing control system is essential to the
success of the program because the logic involved
in a manufacturing control system is complex. A
superficial understanding of the concepts and
techniques within these types of systems is not
sufficient. The learning goal should be to think
through the many interrelationships of elements
within a manufacturing control system to see how
proper coordination and execution of these elements can help a company increase its profits. A
second reason involves the matter of credibility.
The management accountant should expect the
reaction that "you bean counters just don't understand our problems" when he or she steps into the
territory of manufacturing and materials control.
The only way to beat that typical bias is to "learn
their territory" and patiently demonstrate more
than a surface knowledge about manufacturing
control systems.
This education process can be accomplished by
reading. My firm provides a bibliography of the
leading literature in the production and inventory
control field which is conveniently structured into
system modules with synopses for each module.'
Another way to get the education process started is to attend educational courses. The American
Production and Inventory Control Society (APICS) offers formal and self -study educational
courses for manufacturing control systems at rudimentary levels, as well as advanced courses.
Courses and workshops also are offered by various
consulting concerns, by the National Association
of Accountants, and local APICS chapters. These
meetings are useful for learning what is currently
popular in production and inventory control circles and for familiarizing oneself with the jargon
and "buzz words" commonly used in the field.
The Company's System Environment
The formal education process is just a beginMANAGEMENT ACCOUNTING /JULY 1981

ning, however. Substance must be added to the
generalities in books and courses by digging into
the specifics of the system as it operates in your
particular company. This can be done by seeking
users who are willing to describe their system and
discuss how they work with it. Discussions with
these users will not only increase the management
accountant's knowledge ofmanufacturing control
systems, but will also build up credibility with the
users. These discussions, along with personal
study of the system, comprise the second step of
the program which is a state -of- the - system assessment. It is helpful in this assessment to be alert to
three facets of the total system. The first is the
mechanical facet that deals with mathematical
techniques, clerical activities for processing transactions, and computer software. With regard to
this facet, the management accountant should
strive to draw conclusions regarding only the major weaknesses in the system, and avoid getting
overly involved in finite intricacies —a common
fault in this type of analysis.
The other two facets relate to the human side of
the system and are divided into separate activities,
one for planning and the other for execution. In
planning, attention should be given to the degree
of thoroughness in the various planning processes,
the extent to which these plans are communicated
and coordinated, and especially, the degree of realism in the plans relative to recent historical performance. When analyzing the execution facet,
the management accountant should be sensitive to
the fact that executing manufacturing plans is difficult, but at the same time, realize that any system will fail ifthe system signals are not executed.
After the assessment has been completed, the
highest payback areas of opportunity for systems
improvements will be coming somewhat into focus, but the picture probably will still be unclear.
It will be difficult to figure out where to start. The
mechanical side of the system might be so rudimentary that it looks like a hopeless case. Do you
have to first clean up the bills of material? Put
them on a computer? Add routings? Get good
standards established, or consolidate multiple sets
of standards? On the other hand, maybe all of
these types of things have already been accomplished, but the system is so seemingly complex
that no one is able to plan or execute well. Most
likely, some pieces of the system will be overrefined, while the other system areas are totally
lacking in controls and disciplines. Sophisticated
material requirements planning systems, with a
void in stockroom or shop floor controls for accuracy, are a common example. Another example is
good material requirements planning with poor or
nonexistent master scheduling systems. When the
point has been reached where you have a number
of ideas for systems improvement, but a specific
course of action is not clear, it is a good time to

Prime system
users seldom
'ask in'
management
accountants.
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redirect emphasis to the third step of the program.
In this step, take a close look at the power structures in the company to further clarify your ideas
and to find support for making the ideas become a
reality.
Studying the Power Structures

'Uninvolved'
management
accountants
often can
defuse
emotional
confrontations
between
departments.

The objectives of the power structure study are
to get help from various managers in clarifying
your ideas and to find system sponsors. System
success requires a chief sponsor at the executive
level, among the top four or five people in the
company or division, and several sponsors
throughout the lower levels of the organization.
The critical elements needed in each sponsor are
sincerity and power— sincerity in the sense of going beyond the level of "lip service," to the point
of significantly devoting time and energy to the
project, and power in the sense of a high level of
prestige within their relative position in the organization.
Recognizing the power factor is generally quite
easy. The reputation, stature, and perceived effec-

tiveness of individuals at all organizational levels
are apparent, and shifts in the power position are
quickly noticed. The relative "clout" among those
in the executive group is usually widely known,
middle managers who are on a fast upward track
are very visible, and lower level managers who
have good rapport with their bosses and subordinates are also a matter of common knowledge.
Recognizing the sincerity factor, however, is not
as simple. This step requires subtle judgments involving personality analysis. Factors that should
be considered in making these judgments are:
• A natural predisposition toward systems. Some
managers simply prefer well - developed systems
to get the best information they can for their
decisions. They make good sponsors. Other
managers prefer to rely on their instincts. They
do not make good sponsors.
• Past performances in .supporting systems. Individual involvement in previous systems projects
should be studied with particular attention to
the degree of success of the projects.

Table 1
Areas of Opportunity

System
module

Management accountants can help by:

The data
base

Enforcing bills -of- material accuracy
Enforcing standard routing accuracy

Financial
system
interface

Forcing reconciliation of engineering and manufacturing bills of
material
Establishing a single set of labor hour standards

Standard product costs
and
cost estimating

Procedures
and
disciplines

Monitoring stock -on -hand accuracy
Monitoring on -order accuracy
Monitoring shop floor reporting accuracy

Inventory accounting
and
actual cost feedback

Inventory

Establishing credible targets
Tracking actual to plan
Analyzing overlunder stock conditions
Defining responsibility

Inventory accounting

Customer
service

Defining measurements
Tracking measurements

Inventory targets

Sales
forecasting

Forcing a single forecast
Integrating into business plan
Converting units and dollars
Measuring forecast error

Sales variance accounting

Business
planning

Management education
Forcing formalization and visibility

Annual budgeting
and
Interim updates

Providing planning data
Planning product profitability
Forcing capacity measures
Measuring performance to forecast
Measuring performance to production plan
Master
production
scheduling

Forcing visibility and reconciliation to production plan
Measuring master scheduling performance
Measuring profitability in the master production schedule

Inventory, sales backlog
and
shipment projections

Performance
reporting

Measuring all manufacturing control system functions
Forcing functional, mechanical, and project measurements

Operation auditing

Realistic planning
Using the information that is available
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• Tenure with the company. People who are relatively new to the company often are good sponsors, because they were accustomed to better,
or at least different, information at their old
company, or because they are in need of better
information to understand their new company
more quickly.
• Aggressiveness for promotion. Individuals who
are already in good stead with their bosses and
would like to take another step upwards by
spearheading a highly visible project can be
good partners in your efforts.
Identifying Areas of Opportunity
At the completion of this stage of the five -step
program, the state of the system has been assessed, and the flow of power plus the personal
inclinations of various managers toward systems
have been analyzed. The fourth step of the process
is to prepare a package identifying specific system
installations and changes that could not only benefit the company, but also ones that will, in fact,
be supported by management and those who will
have to work with the system. Table 1 lists ways
in which management accountants can and have
improved manufacturing control systems. Items
are not listed in order of priority, nor is the list
intended to be all inclusive. It simply highlights
some ways in which accountants have demonstrated an ability to become part of a manufacturing control system —to the benefit of themselves as
well as the prime system users. The table is organized by manufacturing control system modules,
showing areas of opportunity and financial interfaces.
The data base may well be one of the most appropriate areas in which the management accountant can make a significant contribution.
Maintenance of the data elements is usually not
the direct responsibility of accountants, but accountants persuade those who are responsible to
maintain the elements accurately. This can be
done by demonstrating the need for accurate bills
of material and routings to determine product
costs. Accountants also can insist upon, for purposes of accurate costing, a systematic reconciliation of the design engineering bills of material to
the bills as structured for manufacturing —a nagging problem for most manufacturing control systems. Another contribution could be to ensure the
adoption of a single set of material and labor standards (multiple standards too often exist). Uniformity provides much better clarity for the
system users. In some cases, data bases that are
nearly nonexistent can be developed to support a
standard cost system. Such a development simultaneously provides a reliable data base plus inspiration for developing a good manufacturing control system.
Accountants can be instrumental in installing
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disciplines that yield the procedural accuracy
needed in a manufacturing control system. These
efforts are most commonly applied in disciplining
the on -hand balances in the stock status records
through cycle counting, procedural audits, and
accuracy measurement. Similar attention should
be given to on -order balances and work -in- process
transactions. These are tougher challenges, but
management accountants have attained transaction accuracy in these areas through good payroll /labor ticket reconciliation and order close -out
disciplines.
Inventories are a subject of high interest for
both management accountants and manufacturing
control systems users. Accountants who are familiar with the technicalities of manufacturing control systems can calculate inventory targets that
are reasonable and credible, thereby increasing the
probabilities that the targets will actually be met.
Accountants who know inventory control techniques also can apply their skills in helping the
system users analyze the inventories to understand why they are, or are not, meeting the targets. Management accountants also can make
clear that inventory responsibility is a combined
responsibility of marketing, manufacturing, and
materials management, and dispel the common
misunderstanding that materials management has
sole responsibility for inventory levels.
Customer service is not generally considered an
area of interest for the management accountant,
but accountants can "clear the air" around this
emotional issue by negotiating agreement between
marketing and manufacturing as to how customer
service should be measured —and then measuring
it. The effect of this contribution is to alleviate
finger pointing, challenges and counter challenges,
and to turn energies toward the goal of improving
and maintaining the level of customer service. The
sales forecast is another emotional area where accountants can provide clarity. In too many manufacturing control systems, several forecasts exist
where there should be only one. Manufacturing
problems are often blamed on inaccurate forecasting. Sales problems are blamed on inadequacies in
manufacturing performance. The different factions use their particular version of the forecast to
prove their point. The result is "wheel spinning"
that detracts from accomplishing the business
goals. Management accountants operating from
unbiased positions can help reduce these tendencies by insisting that a single sales forecast be used
for planning, by measuring the forecast error, and
by instigating forecast revisions whenever the error becomes too great. Accountants also can be
helpful in making good conversions from dollar
forecasts to unit forecasts, and vice versa.
The business planning module of a manufacturing control system is often the best point of entry
for management accountants. A business planning

System success
requires a chief
sponsor with
sincerity and
clout.
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A major cause
of failure in
manufacturing
control systems
today is
inadequate
master
production
scheduling.
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module interfaces with a financial system familiar
to accountants, i.e., the budget; moreover, an inadequate one usually is the major cause for system
failures. The accountant who is aware of this system weakness makes a contribution simply by educating management to that fact. Management accountants who know the complete workings of a
management control system can further educate
top management with respect to their roles in effectively using and driving the system.
Management accountants should strive to make
the business planning module formal and visible.
They can then help technically in various ways.
Disciplining the single forecast, as discussed
above, is one way. Providing accurate sales backlog, inventory, production, bookings, and shipment information, in units and dollars, is another
way. Management accountants can help management measure and face plant capacity issues. They
can clearly separate measurement ofmarketing in
meeting sales goals and the measurement of manufacturing in meeting production targets. Business
planning is also a good area for "tuning -up"
thinking in terms of product profitability. These
types of assists should be provided to the top management users of the manufacturing control system on a rolling basis. This contribution, in effect,
is a monthly update ofthe annual budget or profit
plan that continually looks forward for 12
months.
Another major cause of failure in manufacturing control systems today is inadequate master
production scheduling. This weakness is being
corrected as the importance of master scheduling
becomes more generally recognized, but plenty of
opportunity for help from accountants remains.
Master production schedules tend to be invisible
to all except those who prepare them. Management accountants can make them more visible by
summarizing the schedules and measuring actual
results against the schedule. Accountants can also
help the master schedulers make their schedules
realistic —a task that is not easy to do because of
management pressures to push output beyond capacity limits. Master scheduling is a difficult job
that involves balancing many conflicting factors
that come from engineering, finance, marketing,
and manufacturing. The art has not yet been developed to a point where it considers the product
profitability factor, but the time to do this is near.
The management accountant should be looking
for the opportunity to introduce the product profitability factor into master production scheduling,
preferably using direct or variable costing concepts. He should then give the master scheduler
profitability tools to use and consistently measure
the amount of profit in the master schedule.
Finally, there is the role of the accountant as
"scorekeeper," as noted. "Performance reporting"
is a better term, and it should be exercised at key

points throughout the system. Over- measurement
can be as costly and destructive as under- measurement. The challenge is to find the right level of
measurement. The measurements should then be
used as a constructive tool rather than a punitive
club. The measurements should apply to functional issues such as attainment of business goals, as
well as mechanical issues like record accuracy.
Performance measures also should be applied to
the implementation activities of a manufacturing
control system and to any special projects that
exist within the system. Measurements should be
applied to the planning functions (are the plans
realistic ?) as well as the execution functions (did
they meet the plan ?). Where feasible, the measuring statistics should be gathered by those responsible for doing the function, with some auditing by
an independent function such as the accounting
department. This enhances the credibility of the
performance reporting both internal and external
to the function. The statistics chosen for measurement should represent a cross section ofthe function being measured, but should be held to relatively few indicators to avoid excessive costs in
collecting the data, confusion resulting from
knowing too much, and the negative impact that
can result from being over - measured.
Performance reporting is an issue that gets at
the "gut" of the people side of the system. Most,
but not all, of the people involved in the system
are reluctant to be measured. The reasons for this
reluctance are that the measures are imperfect,
and fear that the measures will be used unfairly.
The accountant can address these factors. He
should perfect the measures as much as possible,
but at the same time insist that the best measures
available, though imperfect, be used rather than
avoiding measurement altogether. He should then
use the impartiality ofthe accountant's position to
convince bosses and subordinates that the measures are to be used positively for tracking progress toward excellence. If the management accountant can help improve operations through
performance measurement, he or she has accomplished the ultimate objective of operational auditing. Doing this requires a thorough understanding
of the systems operation, good human judgment,
and compassion for the people involved.
Selling the Project
When the areas ofopportunity for your particular situation have been determined, you are ready
for the final step of the program. That is to sell
your ideas to get commitment and funding for a
systems project. Hard selling will probably have
to be done to get support somewhere along the
hierarchical power lines in the organization. Typically, support comes easy at some points in the
power line, but more difficult at other points. The
difficult points might be at any level —top manMANAGEMENT ACCOUNTING /JULY 1981

agement, middle management, or first -line supervision.
The primary strategy for overcoming the points
of resistance should be to sell the.program objectively on the basis of its merits. This means that
the program must be addressed to a real and viable area of opportunity. More than a rationally
sound program is needed, however, to overcome
resistance to change because change also involves
emotions. Even though it is based on a good idea,
support also will have to be derived from resources internal and, possibly, external to the
company. This support combined with a clear
case of cost justification and persistent selling will
overcome the resistance.
An initial project plan should be developed and
documented for use as a sales tool. The plan
should include:
• An implementation schedule that gives specific
action steps, the people responsible for doing
the action steps, and timing estimates for each
step.
• Projected costs and benefits quantified in dollars and other measures that will accrue during
and at the completion of the project.
• Assignment of a full -time project team with a
high -level steering committee to lead, coordinate, and control the project.
Management accountants who have done their
homework in learning the technicalities of manufacturing control systems are well suited for preparing this type of plan. The key to successful selling of the project is good cost justification using
the power of numbers. Numbers tend to diffuse
the emotional issues and give clarity to the substance of the idea. The numbers used should represent both the physical units peculiar to the manufacturing control subsystem involved, and a
conversion of these units to dollars by the best
approximation methods available. The implementation timing, costs, and benefits should be included, no matter how "rough cut" the estimates
might be.
The initial plan should be reviewed individually
and collectively with the sponsors to further the
process of getting support and to refine the plan.
The sponsors should be urged to carry the message to the resisters. Refinement of the plan continues as it is presented to various groups and
individuals. Specific efforts should be made to include every reasonable suggestion given, particularly those from the resisters. This spreads the
ownership of the plan which alleviates emotional
issues.
External influence should also be used to gain
support. During the 1970s, the publicity given to
material requirements planning by professional
societies, computer hardware vendors, and softMANAGEMENT ACCOUNTING /JULY 1981

ware package houses did much to raise the visibility of that systems technique. As a result, material
requirements planning came in vogue, and it became popular for managers to keep abreast of
these developments. This external publicity
helped many to sell system ideas within their companies. The thrust from this external publicity still
exists, although it is shifting from material requirements planning to other areas such as master
production scheduling, capacity planning, and
distribution requirements planning. There is also
in industry an increasing level of interest in integrating financial systems with manufacturing systems—a natural tie -in for management accountants. There is a high probability that financial
system integration will be coming to the forefront
in terms of publicity during the 1980s. This type
of publicity could be very useful for management
accountants in selling their projects.
If management consultants are involved in any
activities in the company, they also can be helpful
as an external influence. Their presence, in itself,
indicates a position of influence with those who
invited them in. Further, those who engaged the
consultants probably hold significant positions in
the company's power structure. Working with the
consultants, therefore, can be very helpful in gaining support, as well as any technical counseling
they might provide from their experience in identifying opportunity areas, preparing and controlling project plans, and selling the project to management.

There is an
increasing level
of interest in
integrating
financial
systems with
manufacturing
systems.

Get Into the Mainstream
The five -step program for launching a manufacturing control systems project is complete when
the project is officially announced by the Steering
Committee. To reach this point you will have:
• Learned the technicalities of a manufacturing
control system.
• Assessed the situation regarding your existing
system.
• Studied the power structures in your company.
• Identified the areas of opportunity.
• Sold your ideas.
What now remains is successful implementation!
The controllership function is one that has
many sides to it. We propose that the function
should be broadened even further by urging management accountants to get into the mainstream
of the manufacturing control system and assume
the roles of operational auditor and consultant.
The auditing role is there to keep the system on
track, the consulting role to make the system better. To broaden the controllership function, the
management accountant must broaden his knowledge of the manufacturing control system and use
Continued on page 48
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Expose' or Cover -up:
Will an Employee
Blow the Whistle?
A poor system of internal control can encourage individuals
to perpetrate as well as conceal accounting misconduct.
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Research Design
We questioned 45 internal auditors at the 1979
Institute of Internal Auditors' "State of the Art
Conference." Table I summarizes the background
of the auditors. These internal auditors were
asked to evaluate a set of cases which described an
irregularity that had been discovered by an accountant. We solicited their moral judgments
about the seriousness of
and the
probability of reporting the irregularity in order to
evaluate the following questions:
reporting
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The decision to report a corporate irregularity,
like the decision to commit a crime, is the culmination of a long, complex process, Reporting does
not automatically follow the discovery of an irregularity, however, as has been shown by theory,
research and experience. What, then, prompts an
individual to blow the whistle on another employee or the company?
The AICPA's Special Advisory Committee on
Internal Accounting Control says that several factors are involved, namely an atmosphere that is
conducive to good internal control and a management that is willing to hear complaints and do
something about them.` The procedures available
for reporting irregularities and the organizations'
approaches for dealing with suspected or known
misconduct and offenders are perhaps the most
influential factors in a person's decision to report
an irregularity. In order to determine how readily
employees would report certain misdeeds, we conducted an empirical study to assess the expected
impact of these latter two factors on employees'
attitudes toward informing. We selected internal
auditors as our subjects, primarily because in their
positions they have had long experience with internal control matters, they have been sensitive to
the importance of strengthening the internal con-

trol environment of companies, and they are part
of the social system of an organization.

not

By Douglas A. Johnson and Kurt Pany

Does the perceived seriousness and /or probability
of not reporting an irregularity depend on:
a The type of offense?
a The organization's technique for investigation
of irregularities and treatment of offenders?
a The procedures available for reporting offenses?
We used an analysis of variance approach to
analyze the data obtained relating to the research
questions.
Case Descriptions
The first manipulated variable was the type of
irregularity discovered. In similar studies one of
Copyright © 1981 by the National Association of Accountants

the authors used cases describing a wide variety of
illegal acts. 2 Our study, designed to complement
Johnson's previous work, limits the cases to simple situations.
1. Five embezzlement schemes:
a. Assistant controller over - records purchase
prices and embezzles assets.
b. President embezzles assets.
c. Three employees in collusion embezzle assets.
d. Assistant controller embezzles an immaterial amount of assets from the firm's perspective (material from his perspective).
e. Assistant controller is suspected of embezzling assets, but the discoverer does not have
convincing evidence.
2. One conflict -of- interests scheme in which a
manager accepts payments from a supplier for
influencing the company's choice of vendor.
3. A bribe scheme in which illegal payments were
made to foreign officials to obtain business.
Each respondent answered questions relating to
each of the above situations (that is, this factor
was "repeated "). The cases were randomly ordered for each subject.
Investigative Technique
The second independent variable, which pertains to the investigative technique used when
irregularities have been reported, involved two
levels. For the first level, the firm had no formal
policy for investigating irregularities. We told our
subjects that:
The firm's policy for investigation of reported
offenses and for treatment of offenders has not
been clearly established. In certain cases the
employee involved in the irregularity has been
fired, but in other cases he merely has been
transferred to another division. The company
has never brought criminal charges against an
employee.
The second level of the investigative technique
factor presented a more control conscious policy.
The company's approach in this level was that:
The company code provides for a special task
force, composed of outside criminal investigators and internal auditors, which is charged
with investigating all reports of irregularities
and reporting significant violations to the corporate audit committee. Recently this task force
has been successful in prosecuting a high -level
official and obtaining conviction in court. The
offender was required to make restitution, fired
from the company, and faces sentencing for securities fraud.
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Table 1
Background of Subjects
Years with current employer

Age
Under 21
22 to 30
31 to 50
51 to 65
Over 65
No response

0%
20
63
13
0
4

Unemployed
0 to 1
1 to 5
6 to 20
Over 20
No response

100%

100%
Sex
Male
Female
No response
Current marital status
Married
Never married
Divorced or separated
Widowed
No response

87%
9
4
100%

76%
16
0
2
4
100%

Years of accounting or
administrative experience
None
0 to 1
1 to 5
6 to 20
Over 20
No response

0%
0
11
65
20
4

0%
18
29
40
9
4

Job satisfaction
Very satisfied
Somewhat satisfied
Neutral
Somewhat dissatisfied
Very dissatisfied
No response

47%
45
0
0
4
4
100%

Formal education
High school or less
Some college
Undergraduate degree
Some graduate school
Graduate degree
No response

0%
11
45
24
16
4
100%

Currently own stocks
Yes
No
No response

100%

74%
22
4
100%

This condition is responsive to the urgings of
criminologists such as Fleetwood; who argue that
the failure to "adequately" punish white - collar
criminals has contributed to the current problem
of corporate immorality. Because we did not want
respondents to be able to make comparisons between the two investigative techniques (and perhaps choose the latter as better simply because it
seems stronger) we used separate forms of the
questionnaire for this variable. Thus, for each of
the seven case situations described, each respondent received information on either level one of
the variable or level two.
Reporting Method
For the third independent variable, reporting
method, we postulated the following conditions:
1. No formal policy.
2. Anonymous statement reporting to the internal
audit department.
3. Signed statement reporting to the internal audit department with the possibility of a reward
of up to $10,000 for information which led to
the discovery of an irregularity.
Anonymity should encourage reporting of irregularities in situations in which there is a risk of
retaliation if the informer's identity becomes
33

known to the offender and other corporate employees. A cash reward obviously compensates the
employee for the risk and discomfort of reporting.
A signed statement tells the employee that reporting irregularities is part of his job. Again, this factor was not repeated in the sense that respondents
received cases pertaining to only one of these disclosure methods.
Thus, six different forms of the research instrument were used, as there are six possible combinations of the two investigative techniques and the
three reporting methods. We considered this format a strong point of the study because we did not
want a respondent, for example, to automatically
reply that anonymous reporting is better than no
formal policy simply because "more is better than
less."
The Study Results

INVESTIGATIVE TECHNIQUE

TYPE OF OFFENSE
Table 2 shows what the auditors thought about
the seriousness of not reporting the offense and
the probability of reporting the offense. Statistically, the differences among the means for seriousness are not significant, while the probability of
reporting embezzlements4 and conflict -of- interests
Table 2
Types of Offenses

Seriousness of not
reporting offense
Probability of
reporting

Embezzlement

Conflict

Bribe

Row means

23.78

20.73

17.98

20.83

.75

.71

.58

.68

is significantly higher (at the .01 level— hereafter
p. <,01) than the probability of reporting the
bribe.
The absolute levels of the probabilities of reporting indicate that these internal auditors do
not believe that irregularities will automatically be
reported. The low mean for bribes (.58) is especially interesting, given the 1977 Foreign Corrupt
Practices Act's emphasis on detecting such events.
In debriefing sessions, several respondents explained that because the bribe was paid for the
benefit of the firm and not for the benefit of the
individual paying it, they questioned whether an
accountant who discovered it would disclose it.
TYPE OF EMBEZZLEMENT
The column means in the first half of Table 3
indicate the perceived seriousness of not reporting
the various types of embezzlements. Statistically,
not reporting any of the first three types of embezzlement (over- recording of purchase price, president embezzlement, collusion) is perceived as
more serious (p. <.01) than the last two types
34

(an immaterial embezzlement and one in which
the discoverer only suspects an embezzlement).
The column means in the second portion show
the subjects' perceptions of the likelihood that the
accountant who has discovered the various types
of embezzlements will report them. The simple
over - recording of the purchase price is significantly (p. <.01) more likely to be reported than the
case in which collusion is involved or the case in
which the embezzlement is immaterial. Also, the
collusion and immaterial cases are perceived as
more likely (p. <.01) to be reported than the case
in which either the president is involved or the
case in which an embezzlement is only suspected.
In fact, in the cases of presidential involvement
and a suspected embezzlement, the respondents
perceive only about a 50% chance of the embezzlement being reported.

The row means in Table 3 also show the perceived seriousness and probabilities under the two
investigative techniques (no formal policy vs. task
force investigation). While the seriousness means
of a task force investigation exceed the no formal
policy means for all types of embezzlements, the
differences are not statistically significant. On the
other hand, the overall probability mean of .72 for
a task force investigation significantly exceeds
(p. <.05) the no formal policy mean of .56. (See
the second portion of Table 3.)
This portion may be used to analyze in detail
the significance of the differences of the probability means. Note that for all five types of embezzlements the respondents viewed the task force method as more effective than the situation in which
there was no formal policy. The task force approach seemed especially effective in the case in
which the theft was only suspected (in all other
cases, the informer was assumed to have convincing evidence of the irregularity) because its mean
was .62 as compared to .41 for the no formal policy method. Operationally, the case suggested that
the discovering accountant "suspects that there is
a good chance the irregularities have occurred."
Also, as indicated previously, the anonymous and
reward - reporting techniques asked employees
who suspected irregularities to report them. In
any actual application, firms must decide whether
the benefits of reporting "suspected" irregularities
outweigh the costs of investigating those that
prove to be ill- founded. Problems exist in "ferreting out information without impugning the integrity of the key people you employ, without 'messing' up the morale of these people.
REPORTING POLICY
Table 4 summarizes both the seriousness and
probability means pertaining to reporting policies
tested, and the means do not differ significantly.
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How We Measured Responses
The two dependent variables used in this
study were the perceived seriousness of not
reporting an irregularity and the auditors'
subjective estimate of the probability of reporting the irregularity.
We used magnitude scaling procedures to
measure the "seriousness of not reporting"
variable. Developed by S. S. Stevens and his
associates in psychophysics,s magnitude
scaling procedures have been used to study
moral judgments in deviant behavior.'
These techniques have been applied in the
social sciences in an attempt to achieve a
higher quality of measurement than has
been available through the use of categorical
scaling methods such as Likert Scaling and
Semantic Differential."
In magnitude scaling, as used in this research, a subject is given a "standard case"
with an assigned seriousness rating of 10.
The subject's task is to assign a proportionately larger or smaller number to represent
the seriousness of not reporting the various
other irregularities. If a subject believes, for
example, that it is twice as serious if an accountant would not report a specific irregularity as compared to the standard, he
would give it a score of 20 (2 x 10). Likewise, if he considered not reporting another
irregularity to be half as serious as the standard, he would give it a score of 5 (t/z x 10).
We asked the respondents, "Compared to
the standard (rated as 10), how serious
would it be for the accountant to fail to report the irregularity ?"
The second dependent variable, the probability of reporting the irregularity, was a
straightforward attempt to determine the
likelihood that an accountant would report
irregularities under informal control environments. We used the following question
and scale to obtain subjects' responses:
"How likely is it that an accountant would
report the irregularity under these conditions" (circle one)

The lack of significant differences in the means
is noteworthy especially because one of the treatments includes a reward up to $10,000. Note that
the anonymous statement approach had the highest mean (.67). To the extent that these experienced internal auditors are correct, the anonymity
method of reporting offenses would seem worthy
of consideration, especially because of its low cost.
Several limitations ofthis study need to be notMANAGEMENT ACCOUNTING /JULY 1981

Probability of Reporting
0

.l

.2

.3

Will Not Report

.4 .5

.6 .7 .8

.9

1.0

Will Report

We assumed both variables would measure
the control consciousness of employees. Although the two measures were expected to
be highly correlated, they represent two distinct approaches for testing the impact of
the independent variables on the internal
control environment. The hypothetical cases
illustrate the independent variables.
Many variables which were potentially
relevant to the internal control environment
could not he conveniently manipulated in
one research design. Nevertheless, we introduced these variables to achieve realism and
to improve inter- subject comparability. For
greater control, we described the companies
in which the irregularities had occurred.
Each irregularity was to have taken place in
a separate but similar company to avoid the
presumption that this was an unusually corrupt internal control environment. Therefore, we described each company as a financially strong conglomerate listed on the New
York Stock Exchange. Each company could
be considered progressive in that it had developed a corporate code of conduct and
had an active audit committee. Furthermore, each firm's internal audit group was
experienced and professionally trained.
Each company had received "clean" opinions on its financial statements from its independent auditor, a "Big 8" firm. Our hypothesis, then, assumes each irregularity has
occurred in a well - managed firm with strong
internal control procedures. These control
variables then provided a common context
to reduce the possibility of subjects making
different assumptions about the organizational context. This model can be considered
a state -of -the -art situation. The effect of the
independent variables representing the internal control environment must be very strong
to be apparent in this type of test.
❑
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ed. First, only a selected number of reporting policies, investigative techniques and irregularities
could❑be❑tested❑—❑various❑others❑are❑certainly❑of
interest. Second, the responses of these internal
auditors are in terms of expected behavior as opposed to actual behavior. For example, we do not
have, and, indeed, it is difficult to imagine that we
ever will have, a controlled experiment in which
numerous individuals actually have committed ir35

Table 3
Embezzlements and Investigative Techniques
Seriousness of Not Reporting Offense
Sour ce

No

f o r m al

Over - record
pur c hase price

Pr esident
embez zles

Collusion
involved

I mma ter i al
to f i r m

Thef t
suspec te d

me an

20.92
27.40
23.86

22.42
27.65
24.80

23.42
26.80
24.95

17.75
22.90
20.09

16.04
23.45
19.41

20.11
25.64
22.62

Over- r ecor d
purchase price

Pr esident
embez zles

Collusion
involved

I mma ter i al
to f i r m

Theft
suspect ed

mean

.68
.84
.75

.45
.56
.50

.61
.74
.67

.64
.73
.68

.41
.62
.51

.56
.70
.62

policy

Task f o r c e i nvesti gat i on
C o lu mn me a n s

Row

Probability of Reporting
Source

No

f o r m al

policy

Task f o r c e i nvesti gat i on
C o lu mn me a n s

Table 4
Investigative Techniques and Reporting Methods

Ser i ousn ess of not
r epo r ti ng o f f e nse
Pr obabi li ty of
r epor ti ng

No f or mal
policy

An on y m ou s
st atement

Rew ar d

Row mea ns

11.38

29.83

24.51

22.62

.61

.67

.59

.62

regularities which have been discovered by accountants exposed to varying control techniques.
Yet, the subjects in this research are internal auditors who have a large amount of experience. The
results presented in this study may be viewed, in a
sense, as an aggregation of that experience.
Also, statistical limitations exist. The statistical
conclusions presented in the study theoretically
need to be based on a random sample. The sample
was not randomly selected as persons attending
the Institute of Internal Auditors' State of the Art
meeting may not be representative of the general
population of internal auditors. Table 1, as well as
debriefing sessions, indicates that this group was
exceptionally experienced. But, given our goal of
accumulating expert judgments on the matters investigated, it would seem that our sample is at
least as valuable as a random sample of all internal auditors.
Another statistical limitation to be aware of is
the fact that while six different forms of the questionnaire were used, all subjects replied to each of
the types of irregularities. Although the use of
such a "repeated" factor is well established in statistics,v one must acknowledge the possibility that
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subjects compared cases and replied differently because they felt that the examiner "expected" differing replies. To control for this possibility, subjects were told there were no "right" or "wrong"
answers to the questions. Additionally, the order
of the cases was randomized.
Subject to the above limitations, we believe that
the study indicates the probable effect of various
methods of reporting and investigating corporate
irregularities. An obvious extension of the study is
to present similar cases to employees affected by
internal control systems- accountants, for example. Information such as we collected in this study
provides a starting point for the analysis of the
effectiveness of various controls. Ultimately, it is
hoped that research such as ours will lead to more
practical operational recommendations for improving corporate internal control environments
so "corporate Watergates" can be held to a minimum and employees need not be afraid to "blow
the whistle" if they do encounter corporate
wrongdoing.
El
'A mcrican Iii,titwc of CPAs, Tentative Report o f t he Special Advisory Commitree
on Internal Control, New York, September 15, 1978, pp. 9 -12.
D. A. Johnson, "To Blow the W histle or Not: An Employers Dilemma with
Internal Control Implications.- Svmposium on Auditing Research 111. University of
Illinois of Champaign- Urbana. October 1978, pp. 239 -256.
' M. Fleetwood and A. Lubow, "America's Most Coddled Criminals," tie- Times.
New York, September 15, 1975, pp. 27.36.
' In the embezzlement considered here. the purchase price is over - recorded. This
misdeed was selected because the other embezzlement schemes discussed introduce
additional complications into the case material (for example, collusion involved).
' M. Schiff. G. H. Sorter, and 1. L. Wiesen, "The Evolving Role of Corporaie
Auditor Comminees," Journal of Accounting. Auditing. and Finance. Fall 1977, pp.
33.34.
'See, for example, S. S. Stevens, psyehophysics: Introduction to Its Perceptual. Neural and Social Prospects. John Wiley & Sons, New York, 1975.
T. Sellin and M. Wolfgang. The Measurement q(Delinquency,John Wiley & Sons,
New York, 1964.
' R. L. Hamblin. "Social Attitudes: Magnitude Measurement and Theory." In H.
M. Blalock. Jr. led.). Measurement in the Social Sciences: Theories and Strategies,
Aldine Publishing, Chicago. 1974.
, R. E. Kirk, Experimental Design: Procedures for the Behaviozal Sciences. Brooks/
Cole Publishing Co.. Belmont, CaliL, 1968.
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How Milliken Measures
T

By Stephen B. Sloan
Training and development are important functions at Milliken & Company , a large, privately owned textile company with mills scattered
throughout the Southeast . Milliken spends a large
amount of time, money and manpower on many
different types of training from manager orientation to workshops on job skills to managerial
seminars on time management and employee motivation . Furthermore, employees constantly are
encouraged to attend conventions and workshops
in order to learn new skills, make contacts, and
keep up with new methods and techniques other
companies may employ . With so much time and
money invested in training, it is important to measure the results of this training.
At Milliken we decided to measure the results
of our Management Skills Training ( MST) Program. This program trains managers who have
been working for the company awhile, attempting
to give them insights, abilities, and useful knowledge that will help them in their jobs . Because
program participants were already working for
Milliken, it was possible to measure their performance during the four months prior to the program' s initiation . This performance then was
compared to their performance during the four
months after the program. In addition , Milliken
measured average performance on a control group
of managers during the four months before and
0025-1690/81/6301-0929/$01.00/0

after the program. This procedure made it possible to block out changes in performance which
were due to environmental influences unrelated to
the training.
Testing to Further Learning
Measurement itself can be a powerful tool to
aid performance. Especially useful is a Solomon 4group measurement plan, which involves using
analysis of variance to measure the effects of both
training and measurement on the dependent variables. In this case the dependent variables are benefits to the company that can be measured quantitatively . In the Solomon 4 -group plan, two groups
of trainees and two groups of controls (non trainees ) are selected . One group of trainees and
one group of controls are measured before and
after the training, and one group of trainees and
one group of nontrainees are measured after the
training only.
Table 1 illustrates the process. By adding up the
rows and performing a statistical comparison, the
effect of training can be measured against a control group with the effect of testing blocked out.
Then by adding up the columns and performing a
statistical comparison , the effect of testing can be
measured against a control group with the effect
of training blocked out . Finally, by the use of statistical techniques, the interaction of training and
testing can be measured . Kohn and Parker demonstrated that testing can improve people's
Copyright ®1981 by the National Association of Accountants
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The 'halo
effect' can
distort the
measurement
of training.

performance.' The use of a pre -test helps make
the participants in the trainee and control groups
aware of the variables that are being measured.
With this awareness, they can focus on those variables during the class, and then afterwards when
they are back on the job. Knowledge that their
performance will be tracked after the end of the
class increases their motivation. This motivation
is important because job performance improvement is one of the main goals of training.
Kohn and Parker also tested how an instructor
was affected by knowledge of the pre- test's contents. By using a pre -test, an instructor could focus his or her efforts on the intended results of the
training and stress those aspects of the course
which were most pertinent to the students' work.
Of course, the job objectives of the training must
be well- defined and relevant to the needs of the
organization.
Table 1
Pre- and post-test

Post test-only

Trainees

X

X

Controls

X

X

Before beginning the study at Milliken, we decided to tell the trainees and the control group
that their performance would be tracked for eight
months. Although this tracking would not provide a chance to appraise the stand -alone effect of
measurement, knowledge of the test measurement
still would be a useful motivator. The information
which was needed to test the effect of measurement might have been available in the different
accounting and information systems within the
company, but computer time and expense would
have been involved ifthe evaluators had gathered
the information from existing records. Given the
focusing effect on the trainees, it was more beneficial to have them supply the information.
An example of the effectiveness of testing was a
study performed at Hawthorne in the 1930s in
which many contradictory changes were made in
a work environment.' Lighting was increased,
then lighting was decreased; temperature was increased, then temperature was decreased. Each
time a change was made, performance improved.
Apparently, the mere focusing of management attention on certain aspects of production was a sufficient catalyst for improvement.
Define Your Objectives
It is important to define the objectives of the
training as clearly and specifically as possible.
Even intangible benefits should be quantified. For
example, if the objective is improved morale then
turnover, the number of grievances filed and absenteeism can be examined. It also is important to
38

involve an organization's line and top management in the setting of objectives. Because the purpose of having any type of training program at all
is to further the objectives of the organization, the
specific objectives of a training program should be
consistent with those of the organization. In addition, the top and line managements know what
they want the training to produce and what problem areas should be given special attention. In addition, training will be taken more seriously and
be given more support if its objectives coincide
with the objectives of the organization.
When the trainees return to their jobs, they will
not be walking back into a vacuum. They will be
returning to an organization which is not appreciably different from the organization they left, so
they will need the full support of their superiors if
they are to be effective in applying the techniques
they have learned.
The trainers need to ask the company such
questions as:
• "Why do you want to train supervisors ?"
• "What do you want to change ?"
• "What do you want supervisors to be able to
do ?"
• "What will be happening when supervisors are
performing satisfactorily ?"
At Milliken we answered the last question by
deciding to measure four different aspects ofproduction which the supervisor should be able to
affect, if not control. These were attendance, turnover, the percentage of standard efficiency of two
key processes, and the percentage of first quality
goods produced. The key processes varied from
mill to mill, depending upon the type of production, and in some of the mills there was only one
significant process. Therefore, we merged the results from the two processes and avoided the
problem of subjectivity because the evaluation was
not made in terms of the trainers' or trainees'
opinions but in terms of measurable effect on the
company itself. Thus, good objectives, together
with the use of before- and -after measurements,
can motivate the trainee effectively. When those
objectives coincide with important organizational
requirements, they can be of great value to the
company.
Kirkpatrick' has defined a hierarchy of training
evaluations. The hierarchy from bottom to top is
summarized as: first, reaction; then, learning;
then, behavior; finally, results.
Reaction, at its simplest, measures how well the
trainees liked a particular program, but it also
may measure the program's perceived value. In
addition, many organizations, as part of a follow up, will measure the reactions of the trainees'
bosses, subordinates and peers. Comments and
suggestions usually are solicited as part of the reaction measurement process.
M ANAG E M ENT AC C O UNT ING /JUL Y 1981

Positive reaction, however, does not ensure that ings to determine whether to expand the course or
the trainees learned anything, so the next step in curtail it and to determine which instructors the
Kirkpatrick's hierarchy involves measuring learn- trainees like most.
A review of the literature regarding training
ing. Kirkpatrick defines learning as "principles,
evaluations
indicates that many organizations also
facts, and techniques
(being) understood and
...
absorbed." Learning, in this sense, can be mea- poll persons who work with the trainee, such as
sured only in terms of changes in the trainee and bosses, subordinates and peers, to determine ifthe
training has had an effect which can be perceived
is unrelated to on- the -job performance.
Behavior is the next step on the hierarchy. Al- by others. In many cases, the changes perceived
though the trainee has some idea of whether his by trainees are not perceived by others. This probbehavior has changed, it may be more perceived
than real. Therefore, to measure behavior, it beTable 2
comes important to ask questions of the trainee's
Methods
of Evaluation
co- workers.
The final step in Kirkpatrick's hierarchy of
Method
Advantages
Disadvantages
measurements is results. This type of evaluation
Gets an immediate response. Gets
Only tests subjective
Reaction
suggestions for improvement.
reactions.
measures the impact of training on an organizaMeasures effectiveness of teaching.
Does not measure
Learning
tion. An evaluation of results answers the queschange in work habits.
Focuses on desired learning.
tions, "What good is training? What has it done
Does not measure from
Behavior
Measures on- the -job change.
for us ?" Results can be measured quantitatively,
organizational viewpoint.
independent of people's opinions and reactions.
Measures actual effect on
Cost, expertise, identifi.
Results
The measurement can be done on a global compaorganization.
cation of other factors.
ny basis through examination of records or on an
individual basis through questionnaires and
forms.
lem occurs when using a measure as subjective as
The major stumbling blocks to evaluating re- trainee reaction.
sults are the time and effort the evaluation reAnother problem which crops up periodically is
the
"halo effect." People enjoy training. It gets
quires and the specialized statistical expertise required to interpret the data, along with possible them away from work, enables them to make conother factors which may be producing the results. tacts and friends and to learn new techniques and
Table 2 illustrates the four methods of evaluation ideas, and, in a supportive organization, gives
and lists advantages and disadvantages.
them more status and prestige in their job. ThereCatalanello and Kirkpatrick, in a survey of fore, people frequently react positively toward
training evaluations performed in 1968, found their training. In addition, if the instructor is a
that of 110 organizations, 85 measured reaction, nice person, trainees will not want to give him or
43 measured learning, 21 measured behavior, and her bad ratings. A polished presentation which
only 16 measured results. 4 In addition, not all of says nothing may receive better ratings than a dull
them used control groups to help separate the one which teaches effectively.
training from other influences. A survey of the
Examples of this halo effect abound. Most evalliterature since then indicates that there are still uations are positive. Either most companies do an
only a small number of companies which attempt outstanding job of choosing trainers and programs, or students like to give good evaluations,
to quantitatively measure the effect of training.
or both.
Measuring Reaction
At Milliken, trainee reaction to an in -house Measuring Learning
class is measured at the end of the class by having
the participants fill out a form stating their opinion of the class in the following categories: organization, clarity of objectives, instructor's work,
whether the material was interesting, adequacy of
scope, whether the training will be beneficial, and
overall reaction. The trainees are allowed to give a
rating from 1 (bad) to 7 (good), and these ratings
are given to the instructor. The instructor or lecturer can use the ratings to modify and improve
the course. The trainee's superiors can use the ratings or, in the case of an outside course, use a
memo from the trainee to determine whether to
encourage people to take that course in the future.
In addition, the training section can use the ratMANAGEMENT ACCOUNTING /JULY 1981

Learning most often is measured by using a pretest and post -test, which enables the instructor to
assess how much change took place as a result of
the class. The use of just a post -test would not
discriminate between persons who learned during
the class and those who already were knowledgeable at the start of the class. The use of the Solomon 4 -group helps solve that problem as well as
the problem of blocking out the effects of testing.
The questions on the test must be closely related to the objectives and content of the class or the
focusing effect of the testing may be lost and the
students actually may ignore relevant material because they did not see any questions about it on
the pre -test. Another danger to watch for is the
39

1 have taught
classes which
received good
reviews but
discovered later
only a few were
using the
techniques
taught.

post - test's being easier than the pre -test. Fasts discovered a case where this was true. When the pretest and post -test were switched, the students' performances actually seemed to get worse during the
training.
Measuring learning does avoid some of the
problems to which measuring reaction gives rise.
With a relevant test, the teacher's personality will
affect the test's outcome only to the extent that it
motivates the students to learn. Thus, this measurement will give some indication of what the
student took away from the class. If another measurement is taken sometime later, trainers will be
able to discover whether their students retained
any knowledge. Measuring learning, however,
does not measure what people actually brought
back into the work place. Kirkpatrick spoke of a
manager who thoroughly understood behaviorist
principles but who, according to his subordinates,
did not practice them at all. In my own experience, I have taught programming classes which
received good reviews from the students and appeared to transmit knowledge and techniques effectively. Yet, a few months later, very few of
those students were using the techniques.

ferences

Measuring Behavior

the trainers, with the concurrence and support of
top management, must establish the criteria by
which the fulfillment of these objectives will be
measured. The more specific the criteria, the more
accurate the measurement.
Include the length of time which will be measured in the definition of the criteria. At this
point, the attributes which will describe the trainee must be defined. For example, he or she may
have a job title, a location, a shift, a slot on the
organization chart, a sex, race, and age. Depending on the type of training being done, different
attributes may be used to describe the trainee.
Then matching people in the control group who
have the same attributes as the trainees either individually or en masse can be chosen. Thus, when
the comparisons are made before and after the
training, there will be more confidence that the
training itself, and not other factors, caused some
of the effects. Although not always possible with
the given resources, it is most helpful when trainees and people in the control group can be
matched on a one -to -one. basis. Then, instead of
group averages being measured, individual differences in each trainee - control pair can be measured. Through statistical techniques and the aid
of a computer, these dif
then can be compared on a before - and -after basis.
Once the criteria have been established and the
control group has been identified, the training
group should decide whether to have the trainees
and controls provide the information or whether
trainers should gather it through using information contained in computer - readable form in the
accounting and information systems in most large
companies. Having the trainees and control group
provide the information produces the advantage
of focusing their efforts on the criteria before the
training begins. It also keeps their minds on the
criteria after the training is over. Furthermore,
the trainees learn in this way what to concentrate
on while they are in class. Still the chief advantage
of using the company's information system is the
speed and accuracy which the computer provides.
The length of time used for the measurement
should be realistic —as long as possible but not so
long that the people being measured are no longer
on their jobs. Therefore, in choosing the length of
time for the before - and -after measurements, the
training manager should use no more than half of
the length of service in the same job which describes most of the trainees. In other words, if
most shift supervisors are in the same job at least
six months, use no more than three months for
measuring before- and -after training.
Although the cost of this type of evaluation
seems high, it can be minimized with careful planning. If the questionnaires have the same format
as other company documents, they will be easy to
use, If accurate record keeping is encouraged by

Therefore, it becomes necessary to measure behavior. As in the case of learning, a Solomon 4group will be helpful both in blocking out unrelated environmental effects and in checking the effects of testing. As Fast points out, one can measure observable behavior only, so the intangibles
such as employee happiness can be measured only
if they can be quantified through the use of techniques such as attitude surveys. There must be
frequent evaluations of managers' behavior in
terms of their subordinates' attitudes. Also, it is
helpful to poll the trainees' bosses and subordinates to help measure actual and observable, as
opposed to perceived, changes in behavior.
Although behavior measurement will in fact
follow the trainee back to the work environment,
it will not tell the organization's management
what effect these behavior changes had on the organization. Did the fact that Manager X became a
nicer person actually improve attendance or reduce turnover? Is Manager Y's better understanding of machine maintenance actually reducing the
repairs needed in his section or helping the equipment last longer? To answer these and other similar questions it is necessary to measure results.
How to Measure Results
To measure the impact or the results of the
training and to have both the training and its measurement further organizational goals, one must
begin before training even starts. First thing, as
mentioned earlier, is to define the objectives of the
training. Once these objectives have been defined,
40
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• The managers in the class had an average of
100 people reporting to them.
• It costs $300 to hire and train a new worker.
• The average manager in this particular job category will remain on the job for three years.
• The company's cost of capital is 12
• Twelve managers took the class.

2.402, so, given the hypothetical data, this program has saved the organization an approximate
present value of $225,000.
These benefit figures also can be used to calculate return on investment. In this case, the annual
return will be divided by the total assets of the
training department as identified in the company's
cost accounting system. In addition, those assets
of other departments which are allocated to the
training department can be added to the training
department's assets for ROI analysis.
Although these indirect costs may be difficult to
ascertain, it is necessary to include them in the
analysis or the costs will be understated and the
ROI and net present value will be overstated. In
addition, standard costs should be used when
computing allocations to help top management
employ the evaluation in comparing the benefits
of training with alternative uses of the company's
resources. Finally, if the time involved in conducting training courses can be reduced, the company
can achieve the same benefits for less money. The
training department thus can conduct more
classes and benefit the organization better.
Training contains intangible benefits as well as
those which can be quantified. Training can make
people feel better about themselves and their jobs.
It gives people the impression that the organization cares about them. Furthermore, training
gives people a chance to make contacts and
friends and to engage in informal conversations
with other people in their fields. Even if people do
not change much as a result of a single training
session, the cumulative effect of going to many
classes and workshops may be positive. As another advantage to the company, trainees' assistants
get a chance to show what they can do while their
bosses are receiving training. This forced delegation of authority also may benefit the trainees.
Although training in most organizations consumes large amounts of resources, it can and
should produce measurable benefits which should
be evaluated. The evaluation should focus on the
results of the training from the organization's
point of view, and the evaluation should be presented to management in a form similar to other
organization reports. Then companies can focus
directly on the costs and benefits of their training
programs and make intelligent decisions regarding
all aspects of the programs, from the number of
people who need to attend sessions to implementing new ideas which could expand or decrease a
particular department's functions.

Because we are training two fewer workers per
manager as a result of the training, we are saving
$600 per accounting period or, in the case of Milliken, which uses a four -week accounting period,
$7,800 per year per manager, or $93,600 per year.
A 12% cost of capital gives us a multiplier of

' Vera Kohn and Treadway C. Parker, Some Guidelines for Evaluating .bTanagement Development Seminars. Training Directors, May 1963.
A 1924 study at the Chicago Hawthorne Works, Western Electric Co.
Donald L. Kirkpatrick. Evaluating Training Programs. American Society for
Training and Development (ASTD), Madison, Wis., 1977.
' Ralph F. Catalanello and Donald L. Kirkpatrick, "Evaluating Training Programs—The State of the Art." Training and Development Journal. ASTD, May
1968.
Dorothy Fast, "A Ncw Approach to Quantifying Training Program Effectiveness," Training and Development Journal. ASTD, Sept. 1974.
6
James M. Fremgen, Accounting for .Managerial Analysis, Richard D. Irwin, Inc..
Homewood. III.. 1976.

top management, the necessary information will
be returned promptly. Finally, if the company already has statisticians and in -house consultants,
the professional expertise necessary for the evaluation already will be available. It is important to
use the company's normal performance evaluation
system so training can be integrated with overall
company policy.
Measuring the Benefits and Costs

%n.

James Fremgen, in his Accounting for Managerial Analysis, discusses several concepts for measuring costs and benefits.' Once the results, or
their lack, have been determined, it is desirable to
perform a normal return on investment analysis.
To do this, the person performing the analysis
must compute, in dollars, the costs and benefits of
the training program. Many of these costs are not
immediately available but may be determined by
using standard costs if the organization has a
complete cost accounting system. The task is facilitated even further if that system is on a computer.
To begin, the direct and easily measurable costs of
training involve the trainer's salary and expense
account if the training is in- house, the tuition if
the program is external, the cost of course materials, the cost of any facilities which must be rented
for the training, and the expense accounts of the
trainees. Indirect costs include the space within
the company facilities which must be provided,
the allocated overhead from the training department, and any necessary data processing time. Because we are assuming that the program will be
evaluated, it will be necessary to include the costs
of evaluation —data processing time and allocated
overhead from the department which performs
the evaluation.
For example, we may decide to calculate the
benefits as a present -value annuity. Using Fremgen's method, we can base this annuity on the
average cost of capital. For example, if the study
showed a reduction in turnover attributable to the
training of 2% of subordinates per accounting period, we could consult company files to come up
with the following hypothetical data:
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companies
attempt to
measure the
effect of
training
quantitatively.
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Capital Budgeting Using
Terminal Values
Calculating the terminal value of a project makes the comparison
of projects much simpler than other methods in current vogue.
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Current wisdom has it that to evaluate a capital
project one should calculate its net present value,
If this is positive, one is advised to invest in the
project in the absence of restraining qualitative
factors. As an alternative, one is sometimes encouraged to calculate the internal rate of return. If
this exceeds the hurdle rate, the project is acceptable— again, all other things being equal. In contrast to the above two methods, one is invariably
warned against using the payback method, since
this does not take the time value of money into
account.
There is a fourth alternative that is used, but
rarely stressed in textbooks. Instead of calculating
the value of a project as of its start, why not calculate the value of a project as of its close, i.e., its
terminal value as opposed to its present value?
The advantages of this approach are:
1. It highlights the hidden assumptions in present
value and internal rate calculations;
2. It makes the comparison of projects much simpler than any of the methods in current vogue.
3. It integrates very neatly the time value of money concept with the payback method.
It should be stressed, however, that this ap-
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proach introduces no new theoretical concepts.
Present Value Calculations
Consider a simple accept - reject capital budgeting decision involving a project which extends
over four years yielding $10,000 at the end of each
year. Assume further that the required initial outlay is $23,616 and that the cost of capital is 10 %.
A simple calculation yields a present value
amount of $31,699, while $8,083 is the net present
value or NPV. Because the NPV is positive, one is
usually advised to accept the project.
As an alternative to calculating the NPV, one
can calculate the internal rate of return or IRR.
This is the rate which discounts the benefits to the
initial cost of the project, i.e., that discount rate
which would give a zero NPV. In this case: 25 %.
Ifwe assume that 10% is the required rate of return or hurdle rate of the company, then we
should accept this proposal.
It should be obvious that, if the hurdle rate is
less than the IRR, a positive NPV must result
when the hurdle rate is used to calculate the NPV.
The IRR is merely that rate of interest that drives
the NPV to zero. In a sense, it is a special case of
the more general NPV calculation. If, for instance, a hurdle rate greater than the IRR were
used to discount the benefits, a negative NPV
would result.
Copyright © 1981 by the National Association of Accountants.

Because of this relationship between the IRR,
the hurdle rate, and the NPV, the methods give
identical results for accept - reject decisions, i.e.,
one would accept the same projects on either criterion. A positive NPV implies an IRR greater
than the hurdle rate and vice- versa.
Terminal Amount Calculations
There is, however, no reason why one should
compare the costs and benefits of a project as of
the outset of that project. One could do the comparison equally well as of the end of the project's
life. Table 1 should make the mechanics involved
clear. The amount of $46,410 is the gross terminal
amount' or GTA of the project. It is the amount
that the benefits would have accumulated to if reinvested at the hurdle rate of 10%n. To arrive at
the GTA, one simply calculates the interest that
could be earned over the year from the reinvestment of the accumulated benefits and interest to
date.
Against the GTA of $46,410 must be set the
opportunity cost of the initial investment of
$23,616. This is the amount which the initial investment would have earned if invested at the hurdle rate. In this case, it is $10,960 as Table 2 illustrates. Subtracting the initial investment and the
opportunity cost of the investment from the GTA
yields the net terminal amount or NTA. In this
case, NTA is $46,410 less $34,576 or $11,834. In
order to decide whether to accept or reject the
project one uses the following rule:
Rule 1: In accept- reject decisions, ifthe net terminal amount or NTA is positive, accept the project.
Otherwise reject.

would accumulate if invested at 25% compounded annually.
The figure of $57,656 may be interpreted as the
total of the project which when subtracted from
the GTA yields the NTA of zero. From this we
have a second rule for investment:
Rule II.- In accept - reject decisions, ifthe rate of
interest that yields a net terminal amount ofzero
exceeds the hurdle rate or the minimum acceptable
rate, accept the project. Otherwise, reject.
Opportunity Costs
If the NPV and NTA calculations yield identical results, why bother with the terminal calculations? The advantages, as we shall see, are several.
One should be immediately apparent. The gross
terminal amount of $46,410 is plainly and simply
the gross cash the business could have in hand at
the end of the project's life - provided, of course,
it paid no interim dividends. No such meaning
can be given to a present value. Thus, one reason
for doing a terminal calculation is that the results
are readily and easily interpreted.
Table 1
Year

Balance
start of year

10%
interest

1
2

0
10,000

3

21,000

4

33,100
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Balance
and of y ear

0

10,000

10,000

1,000

10,000

21,000

2,100

10,000

3,310

10,000

33,100
46,410

6,410

40,000

Table 2
Year

Balance
start of y ear

10%
interest

Balance
end of year

23,616
25,978
28,576
31,434

2,362
2,598
2,858
3,142

25,978
28,576
31,434
34,576

1

2
3
4

Less
23,616

10,960)
=

(34,576
-

In order to justify this rule, note first that, if the
NPV of $8,083 is invested at the cost of capital, it
yields the NTA of $11,834. A moment's reflection
should indicate that this must be so. The NPV is
the surplus of benefits over costs calculated as of
the start of the project. Investment of the initial
surplus must yield the terminal surplus. Thus, if
the NPV is positive, the NTA must be positive.
Choices based on positive NTA's will be identical,
therefore, to choices based on positive NPV's.
What should also be apparent is that the IRR is
that rate of interest that generates an NTA of
zero. This conclusion follows from the fact that
the NPV invested over the life of the project yields
the NTA. If the NPV is zero as a result of discounting at the IRR, then so must be the NTA.
See Tables 3 and 4.
The amount of $57,656 is the accumulated value of the benefits from the project when reinvested
at 25 %, i.e., the cash the business could expect to
have in hand at the end of the project's life if the
benefits were reinvested at 25 %n. It is also the
amount to which the initial investment of $23,616

Receipt
and of year

23,616
10,960

A second advantage of calculating net terminal
amounts, as opposed to net present value, is that it
highlights that against the benefits to be received
from the investment must be set the cost of the
next best alternative. In accept - reject decisions the
firm has two alternatives. It can bury its cash or
invest it in a savings account of sorts. Assuming
that this investment pays interest at the required
rate of return of 10 %n, the terminal value of this
alternative is $34,576. This option is clearly superior to burying the cash and therefore constitutes
the next best alternative to the project.
For the project to be viable, its aggregate benefits must exceed those of the next best alternative.
However, because the value of the next best alternative is the opportunity cost of the project, what
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I am saying is that the gross terminal amount of
the project less its opportunity cost must be positive. This is of course a standard economic result -one is advised in economic terms to proceed
only when value exceeds opportunity cost.
The important point here is not the precise definition of opportunity cost, but the distinction between opportunity costs and outlay costs. In other
words, when calculating the NTA there are four
amounts to consider. In our case, when the firm is
assumed to have cash in hand available for invest ment, only three of these become visible in the
later accounting for the project.
Table 3
Year

Balance
start of year

25%
interest

Receipt
end of year

Balance
end of year

1

0

0

10,000

10,000

2
3
4

10,000
22,500
38,125

2,500
5,625
9,531

10,000
10,000
10,000

22,500
38,125
57,656

There is first the cash that will be paid out for
the project -in our case $23,616. This amount is,
of course, highly visible. There are the actual cash
benefits that the project will generate -in our case
$40,000; these are net benefits, i.e., they are cash
revenues less cash costs. Both items are very visible. Then there are the further benefits that the
$40,000 will earn through re- investment. Table 1
shows these to be $6,410 under the assumption
that the primary benefits are reinvested at the required rate of return of 10 %. These figures are
also usually visible.
Finally, there is the interest that could have
been earned, but wasn't, on the initial investment
of $23,616. Table 2 illustrates this option with a
total of$10,960 at a rate of 10 %. However, unlike
the three other amounts, these costs are neither
visible in terms of hard cash, nor in the accounts
of the firm. In other words, capital budgeting, unlike financial accounting, forces one to take into
consideration costs other than simple outlay costs.
This factor is inherent in present value calculations; terminal amount calculations do not introduce it as something new. However, what the terminal calculation does do is to highlight the fact
that costs other than outlay costs are being used.
In other words, we have the three alternatives:
Proposed Simple
Do
project investment nothing
Terminal "value"
Less: Outlay cost

$46,410
23,616

$34,576 $23,616
23,616 23,616

$22,794

$10,960 $ -0-

The terminal value of the simple investment
constitutes in this case the opportunity cost of the
project. Thus, restating our analysis we have:
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Proposed project
Net terminal "value"
Opportunity cost
Net terminal amount

$22,794
10,960
$11.834

The net terminal amount of$11,834 is the economic profit earned by investing in the project.
The accounting system by contrast would show,
typically, only the net cash flow, i.e., $46,410 less
$23,616 for an accounting profit of$22,794.
This could lead to a project that is evaluated ex
post to appear to be more profitable than its ex
ante evaluation. One way to compensate for this
would be to use residual income. This technique
involves the subtraction from conventional net income of the opportunity cost of capital. In our
case, $10,960, to be precise. leaving $11,834 as the
residual. This fact alone constitutes a strong argument for the use of residual income in controlling
investment centers. Its use ensures comparability
between capital planning and capital control.
Table 4
Year
1

2
3
4

Balance
start of year

25%
interest

Balance
end of year

23,616
29,520
36,900
46,125

5,904
7,380
9,225
11,531

29,520
36,900
46,125
57,656

This explicit comparison of benefits against
both outlay costs and opportunity costs is especially important when alternative projects are being evaluated and compared. For example, one
project might have an IRR of 20% while another
has an IRR of 25 %. This forecast might suggest
choosing the latter project.
However, recall that the IRR is that rate which
results in an NTA of zero. The NTA in turn is the
GTA less the initial investment, less the interest
that could have been earned by the reinvestment
of the initial outlay. An IRR calculation assumes
that the reinvestment of the benefits and the initial
outlay both occur at the IRR, i.e., in one case we
are calculating opportunity costs at 20 % and in
the other at 25 %. Clearly this is a logically unsupportable assumption. Other things being equal,
one would never invest monies at 20% when a
25% rate of interest exists. The solution is to calculate opportunity costs for each alternative at a
comparable rate of interest such as the hurdle
rate.
Alternative Projects
For example, consider the case where we have
to choose between our first project against a second. Assume that the second requires the same
outlay as the first, i.e., $23,616. However, it yields
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a single benefit only, of $48,970 at the end of the
fourth year.
The IRR on the first project has already been
shown to be 25 %. One can easily show that the
IRR on the second project is 20 %. The four -year
discount factor appropriate to a rate of 20% is
0.482 which multiplied by $48,970 gives $23,616.
Subtracting the initial outlay yields an NPV of
zero. One might be inclined on this basis to favor
the first project since its IRR is five points higher.
It is easy, however, to show that the second
project has an NPV of $9,831 at 10 %. This
amount derives from a four -year, 10% discount
factor of 0.683 yielding a present value of$33,447,
from which one subtracts the initial outlay of
$23,616. Since this NPV is positive, the project is
acceptable. Moreover, the NPV of this project is
greater than that of the first project, which was
$8,083. Ifwe adopt the rule ofchoosing that project with the highest NPV, then the second project
is to be preferred to the first.
Common sense and the NTA calculation demonstrate the basis for the choice. The net terminal
amount of the first project has already been shown
to be $11,834. Becasue the investment required is
the same for both projects the interest that could
have been earned is an identical $10,960 which
with the $23,616 yields an identical terminal cost
of $34,576. The net terminal amount ofthe second
project is, therefore, $14,349. Clearly what we
have done, therefore, is to choose that project
with the highest net terminal amount.
The reason for this apparent clash between the
IRR approach o n the one hand and the NPV/
NTA approach on the other lies essentially in different assumptions about opportunity costs or the
reinvestment of benefits. At 25% the benefits of
the first project will accumulate to $57,656 which
greatly exceeds the GTA of the second project
which is $48,970. However, at a rate of 10 %, the
GTA of the first project is only $46,410 and the
second project is preferable.
In general, it is appropriate to assume that the
benefits from both projects may be reinvested at
the hurdle rate. This hypothesis at least assures
logical consistency in our assumptions, so:
Rule III.• Choose the project (or set of projects)
x,hich yields the greatest net terminal amount.
This rule is completely general. It applies equally to situations involving capital rationing and to
situations where capital is abundant, but mutually
exclusive investments exist. It is a simple, monotone transformation of the rule that management
should maximize the value ofthe firm. Stated otherwise, this rule is identical to the rule that management should maximize net present value or
long -run profit.
Its advantage lies in its ease of interpretation,
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not in the fact that it introduces a new theory —
which it does not. For instance, in cases like the
above, where the initial investment is identical for
both projects, the rule implies that one should
choose that project which has generated the most
cash by the end of its life. The gross cash yield
from the first project was shown in Table 1 to be
$46,410, while the gross cash yield from the second project is $48,970. All other things being
equal, the second project is to be preferred.
The rule applies with equal force, and the method with equal insight, to situations involving capital rationing with multiple alternatives. The rule,
as it is generally stated, is to allocate the capital
budget in such a way as to maximize the total net
terminal amount. But, since the capital budget is a
fixed amount, this is equivalent in turn to maximizing the total cash to be generated over the life
of the project.
Consider, however, what this implies. For an
individual, viewing a lifetime of benefits and alternative work possibilities, say, the rule suggests
that he or she wishes to leave the largest bequest
possible. For a company, the principle implies
that it is wholly indifferent to the cash flow pattern and desires only to maximize its cash holding
at the end of the project's life. In our example, it
implies that the firm can survive without a steady
inflow of cash as in the first project, but can afford
to wait for the ultimate large inflow to arrive.
When put this way, many feel that this result is
not their personal goal, nor is it the goal of their
company. In this case, neither a net present value
nor a net terminal amount is of any help in choosing a course of action. Both methods assume maximization of end -of- period wealth as the goal of
the investor. The terminal calculation does not offer a new goal. What it does is to make the goal
implicit in NPV calculations more explicit.
Unfortunately, no general rules can be offered
when wealth maximization is rejected as a goal.
All one can do is to lay in some detail the nature
of the project and leave the individual to apply his
or her own judgment to each specific case. Terminal calculations provide an ideal framework for
doing just that.
Extensions to Terminal Calculations
Some extensions: Where two mutually exclusive
investments are being considered, but the scale of
the investment differs, it is sometimes necessary to
go one step further. This situation occurs when
the net terminal amount of the two projects is
identical. For example, consider the two projects
A and B:
Project A Project B
Gross terminal amount
2,003
43
Original investment
1,600
32
Interest on investment
400
8
Net terminal amount
3
3
45

Rule III clearly breaks down here. Two possibilities are then open. The first involves calculation of a profitability index:

Project A
Project C

46

We
5
15

$

Table 5

trative purposes, the NTA of Project C may easily
be shown to be $10,504 ($31,773 — $21,269). To
calculate the terminal amount of Project A at the
end of five years is equally simple. This is $1,491
Project A
Project B
($6,105 — $4,614).
For the remaining ten years, however, some
Profitability
index
2,003/2,000 = 1.002 43/40 = 1.075 very explicit assumptions are forced on us. We
could, for example, assume that the $1,491 be reNow the highest index should be chosen. The invested at its own internal rate of 22 %. Such an
argument here is that, given equal net present val- assumption would lead to a net terminal amount
ues or net terminal amounts, one would select that at the end of the 15 years of $10,892, making Projproject which makes the most efficient use of ect A preferable. This is, in fact, precisely the asfunds. Another way of viewing this argument is to sumption that the internal- rate -of- return criterion
assume that one could buy 50 of the smaller proj- makes.
ects for the same amount as one of the larger projWhen spelled out this explicitly, it is abundantects. On this basis the set of Project B's will yield ly clear that this assumption is untenable. Project
a GTA of $2,150 (50 x 43) which is clearly supe- C's benefits are being reinvested by assumption, at
rior to $2,003.
10% over that period. Why should the cash
The second argument is that, failing this ability throw -off of Project A be any different? A more
to duplicate the smaller investment, one should reasonable assumption is a reinvestment at 10 %,
maximize total cash in hand, assuming that one is which yields a net terminal amount at the end of
using one's own funds. In that case, Project A 15 years of $3,867. This result makes Project C
yields $403 at the end of its life as opposed to the clearly preferable.
Obviously, other assumptions are possible. For
$11 for Project B.
example,
a third project beginning in year six
The matter is controversial and may be left
moot since the situation is almost certainly no might be available which returns 18% —and so
more than an academic exercise. Invariably two on. The important point is that the terminal calcuprojects will have differing NTA's when Rule III lations literally force one to make assumptions
applies — regardless of the scale of the investment. about what one will do with the cash throw -off of
A more common occurrence is for two projects Project A at the end of five years. In this sense, it
to have unequal lives. Then the terminal calcula- is clearly superior to present value calculations. In
tions enter into their own and are clearly superior fact, it is interesting to note that virtually all textto present value calculations even as a conceptual book authors go over at this point to terminal
device. The terminal amount calculations force amounts to explain the apparent conflict between
the evaluator to make appropriate assumptions to the criteria of net present value and internal rates
even out the lives so as to arrive at a common of return. Why not then concentrate on terminal
terminal date. This can be either the shorter life amounts in the first place?
with an appropriate assumption about the disposCapital and Cash Budgets
al value at that point of the longer project, or the
It has already been stressed that the one advanlonger life with an appropriate assumption about
the investment opportunities of the cash spinoff of tage of doing a net terminal amount calculation
the shorter project. Unlike with present value cal- instead ofa net present value calculation is that it
culations, the terminal amount calculations force makes the implicit goal or criterion much more
explicit assumptions. Consider for example the explicit. The NTA approach makes it quite plain
two projects in Table 5 where the required rate of that the assumed aim of the investor is to maximize terminal wealth; that is, the accumulated
return is 10 %,
cash from the project less the opportunity cost of
the project.
As yet another benefit, the terminal approach
Annual cash
Internal rate
Investment
benefit
NPV
of return_
enables one to lay the project information out in a
$2,864
$1,000
927
22%
thoroughly satisfactory manner when the single
5,092
1,000
$2,514
18%
maximization goal is deemed inappropriate. It
does this by integrating the capital budgeting
Note first, that by a net present value calcula- process with the cash budget of the firm and in a
tion, the second project is to be preferred. Note way that makes it simple for management to evalnext that, by an internal rate of return criteria, the uate. Consider by way of example the layout in
first project is to be preferred. The two criteria Table 6 of the first project.
conflict and do so because the inequality of lives
The last column in Table 6 indicates the cash
was ignored. This is not possible with a terminal balance at the end of each year after making alamount calculation. Using the longer life for illus- lowance for the initial investment of $23,616. It
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table (or tables as presented here) yields a fourth
criterion for management's consideration.
It is worth noting how including the opportunity cost delays the breakeven point in the project.
Table 6 shows a negative cash balance of $2,616 at
the end of the second year, while Table 8 shows a
negative net terminal amount of $7,576. There is
an added bonus here from setting the calculations
out in this way. One can see not only when cash
will breakeven, but also when benefits versus costs
will breakeven.'
Making Project Evaluation More Explicit
To draw all this together then, the terminal approach introduces no new theory to capital budTable 8
Net cash bal.
end of year

Opportunity
cost

10,000
21,000
33,100
46,410

23,616

- 13,616
2,616
9,484
22,794

2,362
4,960
7,818
10,960

- 15,978
7,576
1,666
11,834

Receipt
end of year

Balance
and of year

Net cash bal.
end of year

10,000
10,000
10,000
10,000

10,000
22,500
37,000
50,700

Net terminal
amount

-

-

1

2
3
4

-

Cash
outf low

-

Gross bal.
end of year

-

Year

Table 7

2
3
4

Interest
rate

0
10,000
22,500
37,000

25%
20%
10%

Interest

2,500
4,500
3,700

-13,616
1,116
13,384
27,084
-

1

Balance
start
of year

-

Year

-

Table 6

1

Cash bal.
start of
year
0

2
3
4

10,000
21,000
33,100

Year

10%
interest

Receipt
end of year

Cash
inflow

Gross bal.
and of
year

0
1,000
2,100
3,310

10,000
10,000
10,000
10,000

10,000
11,000
12,100
13,310

10,000
21,000
33,100
46,410

Net cash
balance
end of year

-13,616
2,616
9,484
22,794
-

shows the cash in hand from the benefits generated by the project itself and from the interest
earned from the reinvestment of those benefits.
Not only is this calculation provided for the end
of the project, but also for each year of its life.
Such an approach enables management to take
into consideration the cash in hand at the end of
the project's life-one criterion for evaluating a
project. It also enables management to consider
the cash flow at each point along the way -a second and usually very important criterion for evaluating a project. This cash flow incidentally, is
easily converted into an income flow by simply
including the leads and lags in the accrual system.
This calculation would enable management to
evaluate the impact of the project on the income
statements as well.
But, not only does the table provide a full picture of the cash flows associated with the project,
it also indicates at what point the receipts alone,
and more particularly, the receipts plus interest
will exceed the initial outlay. In other words, the
payback period is readily apparent from the last
column of the table. In this case it is somewhere
between two and three years that the project's net
cash flow turns positive. Thus, the table yields a
third criterion that management often uses.
Note, moreover, that the terminal method highlights the assumptions one is making about the
reinvestment of benefits. Table 6 assumed that this
was occurring at a rate of 10% -the cost of capital. Table 7 makes the more general assumption
that the reinvestment rate will vary, perhaps decline.
Of course, varying interest rates can be used
with NPV calculations. The difference is that here
one can see exactly and explicitly what is being
assumed.
Thus far, I have concentrated on actual outlay
costs, that is cash revenues and cash expenses that
form the net benefits, the interest income received
from the reinvestment of that cash, and the initial
cash outlay for the capital equipment. The less
visible opportunity cost has not been included yet.
By extending Table 6 a few more columns, or by
providing an additional table, as is done here, one
can compare the benefits received from the project
with the opportunity cost of that project. Table 8
gives the details.
The opportunity cost in this table is the interest .
lost by investing in the project rather than say,
putting the amount of $23,616 into 10% bonds.
The amounts are cumulative and are drawn from
Table 2.'
The last column indicates the net terminal value at the end of each year. In particular, it yields
the net terminal value in the last year. This is the
amount that one is assumed to want to maximize
when one does terminal amount calculations. It is
the amount that figured in Rule III. Thus, the

geting. In the case of accept- reject decisions, a
positive NTA criterion will select the identical
projects to a NPV criterion. Where alternatives
are available, to choose the project with the highest NTA is identical to choosing the project with
the highest NPV. The method does not alter familiar criteria.
What it does do is to present the details of a
project or projects in such a way that:
• They can be more easily evaluated by top management;
• Their impact on the firm's cash flow and income statements can be made more easily apparent;
• All the usually implicit assumptions are made
explicit;
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• The breakeven or payback period is readily visible; and
• A multi - criteria evaluation is more easily possible.
In brief, the whole theory of the time value of
money assumes that one wishes to maximize net
terminal wealth.' All that net present value does
is to discount this goal back to the here and now
and label it net present value. This manipulation
does not, of course, alter the goal. The aim of
maximizing end -of- period wealth may or may not
be appropriate. That depends on circumstances.
What I suggest is that, by setting the calculations
out in investment terms rather than in discounting
terms, the maximization goal is made explicit.

Moreover, it enables the reader to see the annual
gross cash flow picture, the cash breakeven point,
and the cost - benefit breakeven point. All these are
vital pieces of information which should not be
excluded from any project evaluation.
El
The use of the word "amount" is deliberate. Value has connotations of a measure
of utility, which are not implied here at all. It would also be preferable, for the same
reason, io speak of present amounts, but the term present value is so rooted in the
language now that a change in terminology is unlikely. One hopes that the less
familiar terminal value will be replaced by the more correct terminal amount.
'An alternative, but less satisfactory, interpretation of this amount of $10,960 is the
cost of finance. Seldom though can financing be tied to a specific project. Better,
therefore, to think of it as the benefit foregone by investing in the project. This
might, of course, be another protect rather than a bond, when cumulative benefits
would replace the cumulative interest.
3
Note that on a full cost- benefit basis at the IRR of 25 %, the project does not
breakeven until the end of the project's life. This is. of course, definitional —the IRR
is that rate that yields a net terminal amount of zero, i.e., allows the project to
breakeven only at its end.
' The only place the terminal method breaks down is when benefits extend to infinity as in the the case of a perpetuity Here again, however. the method forces one to
be explicit about one's assumptions. In this case we are assuming an infinite planning horizon. This is an interesting extreme in mathematical analysis, but hardly
relevant in real world application, where a five- or ten -year planning horizon is far
more appropriate.

HOW MANAGEMENT ACCOUNTANTS CAN MAKE A MANUFACTURING
CONTROL SYSTEM MORE EFFECTIVE
Continued from page 31
this knowledge as a tool for gaining entry into the
system.
Until a few decades ago, financial systems were
the only formal systems in industry. Accountants
were very much a part of the system then. Today,
formal systems have gone well beyond financial
aspects and, in many cases, accountants have become more remote from the nonfinancial systems
than they should be. This remoteness is detrimental to effective system operation because the system does not, then, get the benefits of the typical
accounting personality — rigorous business discipline, methodical and precise thinking, indepen-
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dence, and ability to work with numbers. In those
instances where accountants have become involved, system improvements in attaining business
goals have been demonstrated to a high degree.
More management accountants should take responsibility for learning the technicalities of the
manufacturing control system, identifying the
points of opportunity, and selling their ideas to get
"asked in." It is hard work to become a member
of the manufacturing control system team, but it
is also a gratifying experience.
"Berry, Vollmann, and Whybark. Master Production Scheduling — Principles and
Practice.- American Production and Inventory Control Society, 1979.
'Thi s - Body of Knowledge Bibliography" can be acquired by writing to Rath &
Strong's corporate offices at 21 Worthen Road, Lexington. MA 02173.
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The Leveraged ESOT
as a Financial Tool
Management must decide which alternative will achieve company
goals with an optimum trade -off between the interests
of the shareholders, the corporation, and employees.

By Tim Shirley
Corporate top management has long recognized
that the provision of an attractive retirement
package is a useful tool for retaining qualified personnel. Moreover, the tax advantages ofproviding
such a package in the form of a written retirement
plan which meets the requirements of the Employee Retirement Income Security Act of 1974
(ERISA) and related Internal Revenue Code provisions are rapidly becoming common knowledge
in corporate financial circles. One such plan involves the use of a leveraged employee stock ownership trust, or ESOT.
Let us analyze the use of the leveraged ESOT as
a means of raising capital for the employer corporation. We will first make some general comments
about the leveraged ESOT, and then analyze the
use of the leveraged ESOT, and some alternatives,
as financing tools in selected situations.
Some Technical Definitions
A retirement plan involving the use ofa leveraged ESOT is a qualified retirement plan, a defined contribution plan specifically, that is either a
stock bonus plan, or a combination stock bonus
and money purchase plan, which is designed to invest primarily in qualifying employer securities.'
A "qualified retirement plan" is a pension plan
which meets the requirements of the Internal Revenue Code, thus creating certain tax advantages
for the employer and employee. Such requirements for an employee stock ownership plan are
0025. 1690/81 /6301- 0739/$01.00/0

contained in Codes Secs. 401(a) and 409A.
A "defined contribution plan" is one "...which
provides for an individual account for each participant and for retirement benefits based solely on
the amount contributed to the participant's account, and any income, expenses, gains and losses,
and forfeitures of accounts of other participants
which may be allocated to such participant's
account."'
A "stock bonus plan" is similar to a profit -sharing plan except that employer contributions are
not necessarily dependent on profits and benefits
are distributable in stock of the corporation.
A "money purchase plan" is a plan under
which contributions are determined based upon a
percentage of employee compensation, and participant benefits are derived solely from amounts
contributed to the participant's account.
"Qualifying employer securities" may be either
equity or debt securities issued by the employer
corporation or by a corporation which is a member of the same controlled group. The provisions
of ERISA Title I, however, limit the definition of
equity securities to stock, thus excluding warrants, options, or convertible debt. Also debt securities are limited to bonds, debentures, notes, certificates, or other evidences of indebtedness which
meet the requirements ofCode Sec. 503(e), paras.
(1), (2) and (3). 3
Exemption from Prohibited Transaction Statutes—Code Sec. 4975 imposes stiff punitive taxes
on certain "prohibited transactions" between a
qualified retirement plan and "disqualified perCopyright © 1981 by the National Association of Accountants
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The leveraged
ESOT plan is an
increasingly
popular
alternative to
defined benefit
and other types
of pension
plans.

sons," generally defined as related parties other
than participants. Such transactions include loans
made to, or guaranteed for, an employee stock
ownership plan by the employer. A specific exemption from the provisions of this statute, however, is given to leveraged ESOT plans, so long as
(a) any loan to the leveraged ESOT plan is made
primarily for the benefit of plan participants and
beneficiaries, (b) the loan bears a reasonable rate
of interest, and (c) any collateral given consists
only of qualifying employer securities.' This exemption is significant in that, in its absence, leveraged ESOT plans would not exist.
The leveraged ESOT plan is an increasingly
popular alternative to defined benefit and other
types of pension plans for many reasons:
1. Because the leveraged ESOT plan is a defined contribution plan, the employer is not shackled with the often costly minimum funding and
plan termination requirements associated with defined benefit plans under ERISA,'
2. As a qualified retirement plan, employer
contributions to the leveraged ESOT plan trust
are tax deductible, and trust accumulations are
taxable to the participants only when distributed,
generally upon retirement or termination;'
3. Because employer contributions to the leveraged ESOT plan may be made in qualifying employer securities valued at market price,' the employer corporation can obtain a tax deduction
with no cash outlay;
4. Dividends, interest, and capital appreciation
on leveraged ESOT plan securities can yield substantial employee benefits at retirement;
5. Employee productivity can be expected to
increase with the leveraged ESOT plan because
participant benefits are tied directly to the success
of the employer corporation as expressed by the
market value ofits securities; and
6. As we will examine below, the leveraged
ESOT plan can serve as a vehicle for raising /preserving capital for operating needs, mergers and
acquisitions, or acquiring the shares of a major
shareholder at retirement.
Use of a Leveraged ESOT —Some Alternatives
Let's assume we have a growing company
which has recognized the need for an employee
retirement plan and, at the same time, has a need
for additional capital. More specifically:
• The company has an asset base of $10 million,
and an equity base of $2 million;
• The company has employees who will participate in the retirement plan whose current compensation aggregates $320,000, and this amount
is expected to increase each year by 7 %;
• The company expects that corporate and employee performance over the next 10 years will
warrant plan contributions of up to the maxi-
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mum deductible amount of 15% of covered
compensation;'
• The company has a need for $250,000 additional cash to be used in connection with:
L the purchase of company stock from a major
shareholder who was active in the business
but now wishes to retire;'
2. the purchase of controlling interest in another corporation; or
3. additional plan investment or some other
operating need;
• The compan y can borrow (or guarantee and
have an ESOT borrow) $250,000 for 10 years
at 10 % interest, with principal repayments of
$25,000 per year, plus accrued interest;
• The company's marginal tax rate is 46 %;
• The company's management believes that 12%
is an appropriate present value factor; and
• The company currently has 1,131,000 shares of
stock outstanding which have a market value of
$1.75, and management expects the stock to appreciate 15% per year over the next 10 years.
Having established our basic assumptions, we
will now consider four alternatives (three of
which involve the use of an ESOT plan) with
which the company could achieve the dual objectives of (a) establishing a qualified retirement
plan for its employees, and (b) obtaining an additional $250,000 cash for financial needs. The four
alternatives considered are presented in Table 1.
A comparative evaluation is shown in Table 2.
Alternative # 1 (the alternative not involving
an ESOT) has the advantages of no equity dilution and an assumed rate of return of 8% which
may have less risk than the expected 15% return
in the other alternatives presented. Its disadvantages are (a) a lack of any tax shelter benefit as all
plan contributions are cash, thus yielding a negative cash flow effect, and (b) the lowest plan asset
accumulation per dollar of contribution.
Alternative #2 yields the highest incremental
cash flow to the company of all the alternatives
because this alternative optimizes the tax shelter
benefits of the leveraged ESOT. This alternative
yields a higher accumulated plan value per dollar
of contribution than does alternative # 1, but a
lesser value than that of alternatives #3 and #4.
This is because a lesser number of shares are contributed to the plan (and thus subject to 15% appreciation) in the earlier years than in alternatives
# 3 an d # 4 .
Alternative #3 yields a lower incremental cash
flow than alternative # 2 because the company
loses the benefit of the tax deductions for interest
on the loan. It yields a higher plan value per dollar of contribution than does alternative #2 because more shares are contributed to the plan in
the earlier years. However, this alternative also
creates the greatest equity dilution.
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Alternative 11
The employer corporation borrows S250,D00 and pays 15% of covered compensation
Into a money purchase profit sharing plan whose net investment yield is 8%,

1.00
.89
.80
.71
.64
.57
.51
.45
.40
.36
.32

+$250,000
57,334
51,907
46,488
42,370
38,233
34,733
31,185
28,269
26,005
23,681

$368,316

-$432,373

-0-

$800,689

-

95,952
95,064
94,183
93,311
92,447
91,591
90,743
89,904
89,071
88,246

-$130,205

$920,512'

-

$663,189

Future value
of
contribution

-

-

-

-

-

+$250,000
64,420
64,884
65,476
66,203
67,076
68,104
69,299
70,672
72,236
74,003
$

33,580
33,976
34,479
35,099
35,842
36,718
37,736
38,906
40.237
41,743

-

Present
value

-

$137,500

Present
value
at 12%

-

$250,000

73,000
73,860
74,955
76,302
77,918
79,822
82,035
84.578
87,473
90,746

Net
cash
flow

-

$25,000
22,500
20,000
17,500
15,000
12,500
10,000
7,500
5,000
2,500

Marginal
tax
benefi t

-

25,000
25,000
25,000
25,000
25,000
25,000
25.000
25,000
25,000
25,000

Deductible
amount

$

Payments on loan
Principal
Interest

$

48,000
51,360
54,955
58,802
62,918
67,322
72,035
77,078
82,473
88,246

$

0
1
2
3
4
5
6
7
8
9
10

Payments to plan
Cash
Stock

$

At and
of
year

*Plan assets at and of year 10 at 8%

Alternative 12
The employer corportlon borrows $250,000 and contributes 15% of covered compensation
In stock to an ESOT Number of shares outstanding: 1.131.000.
Market
value

Shares
issued to
plan

33,580
33,976
34,479
35,099
35,842
36,718
37,736
38,906
40,237
41,743

+$250,000
- $ 16,420
13,524
10,521
7,401
4,158
782
2,736
6,406
10,237
14,243

1.00
.89
.80
.71
.64
57
.51
.45
.40
.36
.32

+$250,000
14,614
10,819
7,470
4,737
2,370
399
1,231
2,562
3,685
4,558

1.75
2.01
2.34
2.66
3.06
3.52
4.05
4.66
5.35
6.16
7.08

23,881
21,949
20,660
19,216
17,874
16,623
15,458
14,407
13,388
12,464

$368,316

+$230,816

-

-

+
+
+

+

+

-

-

$137,500

$

$250,000

73,000
73,860
74,955
76,302
77,918
79,822
82,035
84,578
84,473
90,746

$800,689

+$221,627

175,920•

-

-0-

$25,000
22,500
20,000
17,500
15,000
12,500
10.000
7,500
5,000
2,500

$

_

2
3
4
5
6
7
8
9
10

25,000
25,000
25,000
25,000
25,000
25,000
25,000
25,000
25,000
25,000

$

48,000
51,360
54,955
58,802
62,918
67,322
72,035
77,078
82,473
88,246
$663,188

$

1

-

Present
value

-

Present
value
at 12%

-

Net
cash
flow

-

0

Marginal
tax
beHf i ll

Deductible
amount

+

Payments on loan
Principal
Interest

+

Payments to plan
Cash
Stock

+

At end
of
year

'Represents ownership dilution of 15.6%, or 1.56% per year.

Plan assets at end of year 10: 175,920 shr s x $7.08

$1.245,514

Alternative 13
A leveraged ESOT uses a $250.000 loan to buy employer stock. and the employer corporation pays
15% of covered compensation to the ESOT in cash or stock. Number of shares outstanding: 1,131,000
Present
value
at 12%

Present
value

Mar ket
_value

$ 48,00010
51,360
54,955
58,802
62,918
67,322
72,035
77,078
82,473
88.246

$ 22,080
23,626
25,279
27,049
28,942
30,968
33.136
35,456
37,938
40,593

+$250,000
- 27,920
23,874
19,721
15,451
11,058
6,532
1,864
+
2,956
7,938
13,093

100
.89
.80
.71
.65
.57
.51
.45
.40
.36
.32

+$250,000
- 24,849
19,099
14,002
9,889
6,303
3,331
839
+
1,182
2,858
4,190

1.75
2.01
2.34
2.66
3.06
3.52
4.05
4.66
5.35
6.16
7.08

$663,189

$305,067

+$167,567

01

-0

-

Shares
issued to
plan

142.857

+

795
3,742
5,327
6,511
7,363
7,947
8,332
8,518
8,580

+$179,918

199,972"

-

$

$275,689

$

$387;500

+

_

-

1,860
9,955
16,302
22,918
29,822
37,035
44,578
52,473
60,746

+

$ 50,00010
47,500
45,000
42,500
40,000
37,500
35,000
32,500
30,000
27,500

-

Net
cash
flow

Deductible
amount

Interest

-

-

Marginal
tax
benefit

Payments on loan
Principal

+

2
3
4
5
6
7
8
9
10

Stock

$

1

Payments to plan
Cash

_

At end
of
year
0

$1.416.OD2

Plan assets at and of year 10: 199,972 shrs x $7.08
=

'Represents ownership dilution of 17.7%. or 1.77% per year.

Alternative M
A leveraged ESOT uses a $250.000 loan to buy employer securities. and the employer corporation
pays cash and stock to the ESOT sufficient to provide retirement benefits equal to those of
alternative 12 at the end of 10 years. Number of shares outstanding: 1,131,000.
Mar ket
value

Shares
issued to
plan

22,080
22,770
25,757
25,368
25,092
24,950
24,960
25,122
25,511
26,107

+$250,000
27,920
24,730
10 243
17,132
- 14.908
-- 12,550
10,040
7,378
4,489
1,393

1.00
.89
.80
.71
.64
.57
.51
.45
.40
.36
.32

+$250,000
24.849
19,784
13,663
10,964
8,498
6,401
4,518
2,951
1,616
446

1.75
2.01
2.34
2.66
3.06
3.52
4.05
4.66
5.35
6.16
7.08

142,857
-0
-04,133
4,133
4,133
4,133
4,133
4,133
4,133
4.132

$247,717

+$110,217

-

-

-

-

-

-

48.00010
49,500
55,994
55,147
54,548
54,239
54,260
54,612
55,459
56,755

_

Present
value

-

Present
value
at 12%

-

Net
cash
flow

$151,014

S -0

0

$538,514

+$156,310
-

$387,500

$

-

-

10,994
12,647
14,548
16,739
19,260
22,112
25,459
29,255

Marginal
tax
benefit

Deductible
amount

_In terest

$

Principal

-

Payments on ban

-

50,00010
47,500
45,000
42,500
40,000
37,500
35,000
32,500
30,000
27,500

Stock

$

1
2
3
4
5
6
7
8
9
10

Payments to plan
_ G sh

$

At end
of
year_
0
$

'Represents ownership dilution of 15.6%. or 1 ,56% per

y 08T.

Plan assets at end of year 10: 175,920 shr s x $7.08

$1,245,614
=

-

-

Table 1

175,920'

Table 2
Evaluating the Alternatives

$(— 130,205

$( +) 221,627

$( +) 179,918

$( +) 156,310

Cumulative dilution of
shareholders' interests
after 10 years

-0-%

15.6%

17.7%

15.6%

920,512

1,245,514

1,415,802

1,245,514

of

of

of

Alternative #4 yields a lower incremental cash
flow than alternatives $#2 and # 3 because the
company loses the benefits of the interest deduction and is also contributing fewer shares in the
later years to the plan and, thus, losing some shelter benefits here as well. However, due to the timing the transfer of shares to the plan, this alternative yields the highest plan value per dollar
contribution, with no more dilution than that of
alternative #2.
Any of the four alternatives presented will
achieve our stated objectives. And, of course, other alternatives exist which we have not considered. It is up to management to determine which
alternative will achieve company goals with an
optimum trade -off between the interests
the
shareholders, the corporation, and employees.
Make Case -by -Case Analyses

of

In matey corporate situations, a leveraged
ESOT plan can be an attractive way to provide for
employee retirement benefits. As with any other
retirement program, however, there are many other factors which must be considered in implementing the program. In the case
the ESOT,
these other considerations would include:
• Outside legal, accounting, and consulting costs
incurred in developing and implementing the
plan;
• Costs of administering the plan;
• IRS and ERISA reporting requirements;
• Th e accounting treatment of ESOT transactions under GAAP and Securities & Exchange
Commission rules and regulations;
• Any difficulties which might arise in establishing a per share market value for closely -held
corporations;" and
• The possibility that establishing an ESOT may
trigger federal and state securities registration
requirements on stock of corporations not otherwise subject to such requirements.
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1,88

2.13

$

663,189

$

1.39

663,189

$

$

663,189

$

Accumulated value of retirement plan assets per dollar
contributed after 10 years

$

$

Aggregate amount of employer
contributions after 10 years

$

$

Accumulated value of
retirement plan assets
after 10 years

$

#4

$

#3

)

#2

Net present value of
incremental cash flows

$

An ESOTp /an
has advantages
but there are
many other
factors to be
considered.

N1

538,514

2.31

' See IRC Sec. 4975(,1(7)
` /ntmdunion to Employee Benefit Plans, Ernst & Whinny. Cleveland. 1975, p.
147.
` See IRC Sec. 4975(e)(B).
Sec I RC Sec. 4975(d) (3).
E.g., under various provisions of ER1SA and the Internal Revenue Code, (a)
defined benefit pension plans established after January I, 1974 are required to make
annual minimum contributions equal to normal cost (actuarial cost of future benefits and expenses for a given plan valuation year) plus 3'/,% amortization of any
unfunded accrued liabilities (2'/.% amortization for multiemployer plans); and (b)
if a defined benefit plan is terminated. the employer must fund any unfunded accrued liabilities through the date of termination.
aFor a good general discussion of the tax attributes or ESOTs, see Jared Kaplan,
Esq.. and William H. Cowan, Esq., ESOPs and TRASOPs, vol. 354: Tax Manage mcnt, Tax Management Inc.. Washington, 1979, pp. A18 -A22.
' Proper valuation of employer securities contributed to the plan is an important
and difficult aspect of plan administration. Improper valuation of employer securities contributed to the pin
a may result in the loss of some deductions if the valua.
tion is overstated If the ESOP purchases the securities for more than their fair
market value, an excise tax could be imposed and disqualification of the ESOP
could result.
Regulations 54.4975.1I(d)(5) (issued before The Revenue Act of 1978) requires
valuation of employer securities I n be made in good faith and based on all relevant
factors. For transactions between a plan and a disqualified person, value must he
determined as of the date of transaction and independent appraisal will not nccessainy be determinative. For transactions between a plan and other person, value
may be delermined as of the most recent annual valuation date and an independent
appraisal will be determinative. The regulation does not discuss valuation of securities listed on a national securities exchange. In a 1975 release, the Service stated that
the value of employer securities listed on a national exchange must be set at the
average price at which the securities traded for the 20 consecutive days preceding
the date of transfer.
It is generally agreed in the literature that a valuation of unlisted employer W i t .
rities should be based on the factors considered when stock of a closely -held corpo.
ration valued for estate and gift tax purposes- These factors are outlined in Rev.
Rul. 59.60, 1959 -1 C.B. 237, and include: (1) the nature and history of the business; (2) the economic outlook and conditions of the industry; (3) the book value
of the stock and financial condition of the business: (4) the earning capacity of the
company; (5) the dividend paying capacity; (6 l, goodwill and other intangibles: (7)
prior sales of the security and the size of the block to be valued and (B) the market
price of similar stocks actively traded on an open market. ( Reprinted from Kaplan
and Cowan, cited above at footnote 6, at pp. A17•A18.)
" The employer's deduction for annual contributions to an ESOT which is pan of a
qualified stock bonus retirement plan is generally limited to 15% of compensation
paid or accrued during the year to employees participating in the plan, exclusive of
such employer contribution. If less than 15% is contributed, then,
the excess may be carried forward and deducted in a later year, but the excess so
deducted in a later year cannot exceed 15% of the compensation of all covered
employees in that later year. However. the maximum possible deduction in any
taxable year is 25% of the compensation of all covered employees In no event,
however, could the deduction of any taxable year exceed an amount equal to the
excess of ( I ) the total of the primary limitations for that year and all earlier years
over (2) the total of the deductions allowed or allowable for all earlier years
There is no limit on the amount which the employer may contribute. but the
amount he can take as a deduction on his income tax returns is limited above. If he
contributes in excess of the limitation in any one year, the excess may be carried
forward and deducted in any succeeding year when the contribution for that year
falls below the limitation for that year to the extent needed to bring the deduction
up to the limit.
Two or more plans—In case deductions are allowable under Code Sec.
404(a) ( I ) or (2), for contributions to an employees' pension trust and qualified
annuity plan, as well as under Code. Sec. 404(a)(3), for contributions to a stock
bonus or profit- sharing trust, the limitations under Sec. 404(a)( 1 ), (2) and (3) are
determined before giving effect to the overall limitation in Sec. 404(a)(7 ) which
operates under a plan which embraces both features (above).
A different limitation on the contribution deduction applies where the comributnon is made under a plan which embraces both features —profit sharing or stock
bonus on the one hand and pension or annuity benefits on the other. In such case,
the limitation is the greater of 25% of the compensation paid to the employees
covered by the plan or the amount necessary to satisfy the minimum funding standards of Code Sec. 412. ( Reprinted from CCH 1980 Standard Federal Tax Reporter, Vol. 4, pp. 2653A.60, pp. 2643,03, Commerce Clearing House. Inc.. Chicago,
1980). See also IRC Sec. 404(a), paras. (3) and (7).
° An approach for accomplishing this objective which we have not otherwise pre.
sented is that of having an ESOT purchase the shares of the retiring shareholder.
Payments made to the ESOT by the corporation would he tax deductible. and could
then be transferred to the shareholder, whereas payments directly from the corporation
to the
bethe
in the
of prethe
-tax548,000
dollars.
' Note
thatshareholder
the 550,000would
paid to
planform
exceeds
s.deductible amount
(15% of compensation) in the first year, but is necessary in order for the ESOT to
meet the first year principal and interest payments. The 32,010 excess has been
carried over and deducted in the second year. (See footnote 8. )
See footnote 7.
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NAA Research Committee
Solicits Proposals
The National Association of Accountants is soliciting proposals to conduct research on the following topics:

2.

3.

4.

5.

The Relationship of Management Accounting and Data
Processing. This study will address the relationship between management accountants and data processing
personnel. Significant organizational, educational, and
behavioral aspects of the changes from traditional accounting methods to computerized data -based corporate
information systems will also be covered in this research
study.
Measuring the Impact of Government Regulations. This
study will identify the major cost factors attributable to
representative types of government regulations and also
indicate the means of reducing the costs of compliance
with various regulations, including the means of designing less costly regulations.
Budgets. This study will be designed to help management accountants become familiar with the latest budget practices used by firms with well- established budget
systems. Emphasis will be placed on the manner in
which firms make their budget system an integral part
of their planning and control activities.
The Use of Mathematical Models. This study will investigate the use of mathematical techniques and models in
business decisions. The research will present and explain
various models widely used in business today, and it will
demonstrate their applications with easy -to- follow examples.
Training and Selection of Management Accountants.
The study will address the current practices as followed
by accounting managers and nonaccounting managers
with respect to the training and selection of management accountants. Some of the areas that will be covered are: the advancements that will take place in training programs in the future, changes that have taken
place in the accounting curricula over the years, and
consideration of whether or not general management
skills should or should not be considered in selecting an
employee for a professional accounting position.
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An outline or prospectus for each of the above topics is
available upon request 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 which 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 which will be employed, such as literature
search, mail survey, interviews, and case studies.
The proposal must also indicate the manner in which the
researcher plans to organize and carry out the research work.
It has been NAA's preference to have the research work performed as a sequence ofphases, 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 ofthe
author(s) background(s).
Other Topics
The Association also considers proposals on any topic a
researcher chooses, provided that the 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 researcher must substantiate the importance or the need
of 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 monograph, Research
Methodology and Business Decisions, 1976. This publication
will assist the researcher in preparing a proposal and conducting research.
Each proposal will receive careful consideration for possible action by the Committee on Research at its November
1981 meeting. For further information, contact Suzanne G.
Connors, NAA Research Associate (212) 754 -9897. Proposals must be submitted by September 30, 1981.
❑
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General Chairman James J. Corboy, l., vice president and chief accounting
officer, Dresser Industries, works out last- minute details with speakers Robert
Half and James B. Sabin, right.

Enhancing Productivity
Through Automation
speakers discussed the rapid changes in
computer technology and what they, as
financial managers, needed to do to be
able to deal with all aspects of it. Mr.
Donachie set the stage with background
for the comprehensive discussions, offering both perspective and information
from the management point of view. He
described several pitfalls that could trap
unwary managers (from data overload
to "this thing has taken over my business" syndrome to overdependence on
the computer system without proper
backup) and offered step -by -step solutions to these problems.
Robert Half, president, Robert Half,
Inc., and a pioneer in financial person-

nel recruitment, offered a profile of the
typical data processor, explained the
role of the EDP person in a company,
and told the audience how to hire the
best EDP personnel for their companies, how to avoid turnover, and how to
fit the data processor into their companies properly.
At present, according to Mr. Half,
the accountant ranks higher than the
8"
r-

The era of the computer will be with us
forever, and it can be up to management
accountants to show their companies
the best way to use the computer and its
data in the most profitable manner,
James B. Sabino told participants last
spring at NAA's first national automation conference on "Increasing the Productivity of the Financial Manager
Through Effective Use of Computer
Technology."
Mr. Sabino, a Certificate in Management Accounting holder, is general
manager, development, Business Information Services, Armstrong World Industries, Inc. He emphasized that management accountants must take an
active role in the data processing area to
be able to properly analyze and interpret computer data and to be able to
communicate between data processors
and the upper echelon of management.
Now is the time for financial managers
to determine their role in the office of
the future, he said.
The conference, which featured technical presentations, workshops, and
hands -on demonstrations by vendors,
was designed to highlight the growing
importance of information systems to financial managers and management accountants and to bridge the gap between
management accountants and systems
practitioners. NAA President Robert J.
Donachie said he hoped such conferences would help to assure that the accounting function is taking maximum
advantage of computer -based analytical
tools and software packages and that
advanced computer applications adhere
to sound accounting principles.
In the five main addresses, conference

Left: Panel members (clockwise from
center) Donald Scantlebury, William
Wimer, John Turner, William Driscoll
and Gerald Devlin. Top: A welcome
from NAA President Robert J.
Donachie. At right: Exhibitors show
latest products.
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data processor in a company, but he
warned that this situation could change
as company top managements become
more dependent on computer systems,
so accountants should make sure they
are knowledgeable about EDP. He described the reasons for the current
phase in which data processors have a
love affair with the computer, not the
company. They seem to h ave a more
"blue collar" attitude toward jobs, to
have less job stability, and to be most
interested in money.
Gary D. Penisten, vice president, finance and chief financial officer of Sterling Drug Inc., detailed the needs of the
financial manager in relation to emerging technology and told how he or she
could best use computer systems. He
concentrated on the rapid technological
changes, information system needs, and
making systems cost effective.
NAA Executive Director Robert L.
Shultis wrapped up the general sessions,
emphasizing the vital link of communications between the management ac-

countant and the data processor.
Through the use of his "Six Be's," (be
informed, be prepared, be precise, be
patient, be involved and be available),
Mr. Shultis explained how to keep the
lines of communication open and how
to make the most of the information
that flows between the data processor
and the management accountant. He
stressed that there must be cooperation
between the two functions and that both
groups must see the real world of business and understand how their functions affect the company as a whole.
Management accountants must do their
homework before entering conferences
with data processors so they will know
exactly what they want in sufficient detail to get their messages across. In addition, they must be available to answer
any questions that arise from a project
and to help solve problems, being patient in this process. They also must remain involved and interested in the entire project as it affects the company as
a whole.

toles
':1

A panel of four senior executives concluded the conference with their views
on the problems, current issues, and future of computer technology. Panel
members were Donald .Scantlebury, director, accounting and financial management division, General Accounting
Office; Dr. John Turner, assistant professor, computer applications and information systems, New York University
Graduate School of Business Administration; William J. Wimer, CMA holder, vice president and controller, Armstrong World Industries, Inc.; William
J. Driscoll, partner, Price Waterhouse
& Co. Gerald W. Devlin, manager, professional services, Burroughs Corp. and
NAA treasurer, chaired the panel.
❑
Kathy Williams
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People in the News
Way Elected President of
American Express

l-�

Alva O. Way , New York, has been elected presid ent o f Am e rican Ex p ress Co .
He joined American Ex p ress in 1979 as
vice chairm an after spending most of
his career with Gen eral Electric Co m pany in th e United States, Latin Am erica and Eu ro p e.

Promotions and New Positions
Carol A. Kline, Ab in gton , Pa., has
joined Hay Asso ciates as sen ior financial analy st. Sh e is a mem ber o f North
Penn Ch ap ter.
Craig D. Carso n , Akro n , Ohio , h as been
nam ed treasurer o f Carvo y Man ufactu ring, Inc. He is a m e m b er o f Cuyahoga
Valley Ch ap ter.
Michael Y. Allen , A lam ed a, Calif ., h as
been prom oted to cost accou n tin g su-

Southeast Louisiana Chapter was officially chartered earlier this
year L. -r, John C. Freeman, NAA director of marketing and
meetings; E. V. Correia, organizing committee chairman; NAA
President Robert J. Donachie, and first president of the chapter,
James H. Honea.
pervisor at Challenge Dairy Products.
He is a member of Alameda County
South Ch ap te r. .. . R ob er t H. Lo fs tr an d
has been elected city auditor for the
City o f Ala m ed a. He is a member of
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performance:
Success in recruiting
is primarily an
independent effort,
based largely on one's
capabilities and
det erminatio n.
However, the importance
of the organization
behind the individual
cannot be un derestimated

WAY
New York

+�

MONTGOMERY
Michiana

Oakland -East Bay Chapter
Gary L. Gray, Alexandria, Ind., is now
controller at Rockwool Industries_ He is
president of Kokomo Area Chapter,
Margaret K. Beaudet , Ann Arbor, is
now controller and assistant treasurer of
Transidyne General Corp.
William A. Minor, CMA, Atlanta, has
joined a Gulf + Western division as controller. He is a member of Ann Arbor.
Leo R. Montgomery, Benton Harbor,

The Foster McKay Group Mich., has been elected vice president,
535 Fifth Avenue, New York. NY 10017
30 Vreeland Road. Flo rham P ark. NJ 07932
1275 Summer Street , Stamford. CT 06905
3255 Wilshire Blvd. Los Angeles. CA 90010
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corporate controller of Whirlpool Corp.
He is a member of Michiana Chapter.
At Vulcan Materials Co.'s Chemicals
Division, Birmingham, Ala., David C.
Roehrer has been promoted to supervisor of payroll and taxes, and William
W. Thompson, III has been named

credit manager. Both are members of
South Birmingham Chapter.... Ann B.
Moody has been appointed vice president, trust tax manager, at First Alabama Bank of Birmingham.
Frank D. Robinson, Canton, has been
elected vice chairman and chief administrative officer of Diebold, Inc.
Karen Edwards, Charlotte, N.C., has
been flamed manager of research, systems and administration for Mill -Power
Supply Co. She is a member of Charlotte Blue Chapter.
Thomas J . O'Connell, Chicago, has
been appointed vice president, finance,
of Bradner Central Co. He is a past
president of Southwest Los Angeles and
a current member of South Bay.
Donald P. Lahey, Cleveland, was
named vice president, administration, of
Lubrizol Corp.
Mark L. De sJardins, Clinton, N.Y., has
been nam ed assistant vice president and
cont roller o f Ha yes Nat iona l Ba nk. He
is a m ember of Mohawk Valley Chapter.
Curtis Dickson, Columbia, S.C., has
started his own business, offering accounting, auditing, tax returns and
management advisory services. . . . Edward J. Sebas tian h as bee n nam e d vice
chairman�—�corporate finance at Bankers Trust of South Carolina. Both are
members of Columbia Chapter.
L e r o y J . Phillips, Columbus, has been
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named treasurer of Brian P. Donahue,
Inc. Realtors.
Lee J. Kuczmanski, Detroit, has been
named assistant comptroller of Michigan Bell Telephone Co, He is a member
of Oakland County Ch ap t er. .. . Eugene
A. Miller, past president of Detroit
Chapter, has been elected president, and
James R. Waterston, vice chairman, of
Detroit Bank Corp.
Robert B. Newby, Eaton, N.Y., has
been promoted to controller of the Gerrit Smith Infirmary. He is a member of
Mohawk Valley Chapter.
Bernard J. Thomas, Elkhart, Ind., has
been named controller of the Selmer Co.
He is a member of Elkhart Area Chapter. . . . Michael J. Vance has joined
Sports Coach as controller. He is a
member of Michiana Chapter.
Scott P. Cielewich, Grand Island, N.Y.,
has joined Derrick Manufacturing as
controller. He is a member of Niagara
Chapter.
Daniel J . Burchstead, Jr., Greenwich,
Conn., has been appointed controller of
Howmet Aluminum Corp. He is a
member of Connecticut Gateway.

John L. Kelly has been promoted to
vice president— administration. He is a
member of Merrimack Valley Chapter.
. . . William J. St. Amour, Muskegon,
has been named manager of cost and
budgets, and Chapter past president
Harry A. Way has been appointed controller.
Carl W. Weber, New Philadelphia,
Ohio, has joined I.F. Manufacturing
Co. as controller. He is a member of
Ohio Mid - Eastern Chapter.

Owen Pengelly, Phoenix, has joined
Pasco Oil Co. as vice president of finance. He is a member of Scottsdale
Area Chapter.

We'll send you The Book
on how and why. Free!

Programmed for Success is the name — and it has all
the facts, figures and background data compiled by
CO M P R EH EN S IV E, '
the nation's largest franchisor of
monthly bookkeeping, accounting and tax services for
small and medium -sized businesses of all kinds. If you
want to work for yourself, be your own boss, and have
the security of being backed by experienced professionals, contact COMPREHENSIVE today.
IiiiaiiiiiI iiiiiiiin viiiiiin
Call S. A. Kucera
Toll tree (800) 323 -9000

At the Penn Traffic Co., John M. Kriak
has been elected treasurer, and John F.
Stewart, Jr., has been named assistant
treasurer and corporate comptroller.
Both are Johnstown members.
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Robert L. Henning, Sr,, Vernon, Calif.,
is now controller at Fleetwood Container. He is a member of Southeast Los Angeles County Chapter.

Accountants: Start
your own practice',

Richard Runde[, Hartland, Wis., has
been appointed controller at Mid States
Machinery, Inc. He is a member of
Waukesha Area Chapter.

At C.W.C. Textron, Muskegon, Mich.,

George M. Shortley, San Diego, has
been appointed senior vice president, finance, of PSA Inc.

Paul M. McKinnon, Pittsburgh, has Van H. Kleinman, Watseka, III., is now
been appointed president of Giltspur assistant to the treasurer at UARCO
Exhibits. He is a Beaver Valley Chapter Inc. He is a member of Tippecanoe
past president.
Chapter.

George L. Riggs, III, Hartford, has
been promoted to principal at Rosen,
Lasoff and Flaster.

Peter Lucak, Minerva, Ohio, has been
promoted to controller of Minerva, Inc.
He is a member of Canton Chapter.

Karl B. Kurtz, Rock Springs, Wyo., has
been named chief financial officer for
the John Bunning Transfer Co., Inc. He
is a member of Southeast Los Angeles
County Chapter.

Richard J. Cullar, South Bend, Ind.,
Francis E. Jones, New York, has been
has been appointed controller of
named vice president of Earley Kielty &
Associates. He is a member of Connecti- Batteast Construction. He is a member
of Michiana Chapter.
cut Gateway Ch ap ter. .. . Gene P. Leporiere has joined Crane Co.'s Valves and Sidney W. O'Hare, Tacoma, Wash., is
Fittings Division as controller. He is a now controller of Western Clinic. He is
New York Chapter member.
a member of Mt. Rainier Chapter.

Carl R. Van Hart, Hamilton, Ohio, has
been promoted to controller of Steel
Abrasives Inc. He is a member of Miami Valley Ohio Chapter.

Jerry Schwartz, Memphis past president, has joined Rosenfield, Borod &
Kremer, P.C., as controller.... Frank
Swords, a Chapter past president, has
been elected president of National Safely Associates.

Charles R. Canan, Rochester, has joined
Chemical Bank as a vice president. He
is a past NAA national director.

'AD

'I
II
II

•
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Ronald J. Rossomando, Westwood,
N.J., is now president of Townwood
Consultants, Inc. He is a member of
New York Chapter.
Richard A. Murbach, Whittier, Calif., is
now controller of Whittier College. He
is president of Southeast Los Angeles
County Chapter.
John B. Pollara,
...
CMA, NAA national director, has been
promoted to vice president at Zieman
Manufacturing Co.

•THRUINDEPENDENTCORRESPONDENCESTUDY
*GRADUATESQUALIFYFORADMISSIONCABAR,
U.S. Federal Courts, U.S Supreme Court. U.S. Tax
Courts plus Administrative Courts as CA Attorney.

•CALIFORNIARESIDENCYNOTREQUIRED
•REGISTEREDLAW SCHOOL, State of Caldome,
Committee of Bar Examiners.
Nationwide toll -free

800 -423 -4530

Calif . Residents

213 -795 -5558

SOUTHLAND LAW SCHOOL
69 N. Catalina, Dept. B3
Pasadena, California 91106

Tailored to the needs of:
• Home Study
• NAA Chapters • Colleges
• In -House Programs
• Sell -Study Groups
EVERYTHING PROVIDED

• Instructional package
• Student materials
• Special session on writing
techniques
• Updating for each
examination
• "Hot line" question
answering service
• Course leader's guides

1 -800- 645 -5460
In New York State call collect

(516) 473 -6200
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Organization Service
W. Walter Liang, Sacramento past president, has been elected general chairman of the 1981 American Red Cross
membership campaign for Sacramento,
Placer, and El Dorado counties. He is a
current NAA national director.

Emeritus Life Associates

John S. Miller, Reading.
Collin F. Mitchell, Dayton.
Eric O. Pearson, Southern Maine.
Jose F. Penabaz, San Juan, past president Havana, Cuba. SCMS.
George W. Petzold, Los Angeles.
Edward H. Pinckney, Jr., Charleston
past president.
Earl J. Potter, Florida West Central, Westchester past president; past national
director 1975 -77. SCMS.
Frank C. Roberts, Cleveland.
Henry M. Russell, Member -at- Large,
USA; Shreveport past president. SCMS.
William J. Stull, Northwest Suburban
Chicago.
Oscar E. Tech, Macomb County- Michigan.
Richard F. Tousley, Oakland County.
George H. Vocke, Akron Cascade.
Ralph J. Volk, Westmoreland County.
Henry W. Ward, Jr., New Jersey Meadowlands past president. SCMS.

Francis J. Andrews, Worcester Area
past president.
Irving M. Anik, Brooklyn- Queens.
George A. Bachte1l, Baltimore past
president.
Edward J. Biedermann, Fort Lauderdale past president.
Julian R. Black, Charlotte Blue.
Steven A. Blaze, Detroit.
Delbert C. Bosley, Western Wayne.
Donald E. Butler, San Fernando Valley.
Albert H. Chamberlain, Jr., Bangor Waterville.
Edward H. Chmura, Providence.
In Memoriam
M. Nelson Conrad, Miami Valley Ohio.
R.H.S. Beacham, 58, Member -at- Large,
Clifford E. Craver, Hampton Roads.
England, 1973.
L.E. Dailey, Kansas City.
Nancy A. Boyles, 28, Northwest KeyCharles G. Davison, Orange County.
Robert 1. Dickey, Sangamon Valley stone, 1980.
past president; past national director, Joseph L. Brock, 70, Buffalo, 1956.
1965 -67; past national vice president, Charles N. Burton, 85, Milwaukee,
1967 -68; Stuart Cameron McLeod Soci- 1929. Emeritus Life Associate.
Wesley P. Clark, 85, St. Louis, 1933.
ety.
Stuart Emelander, Grand Rapids past ELA.
E.C. Hasenauer, 55, Toledo, 1964.
president.
Earl E. Hathaway, 84, Chicago, 1942.
Lennart L. Engstrom, New Haven.
ELA.
Louis M. Esposito, San Francisco.
Byron W. Jackson, 67, St. Louis, 1958.
Robert H. Foster, Albany.
Jacob M. Fried, Jr., New Orleans past ELA.
Robert D. Loftin, 38, San Francisco,
president. SCMS.
William R. Garber, Akron - Summit past 1980.
president; past national director, 1977- James H. March, 85, Florida Gulf
Coast, 1934. ELA,
79.
Lester W. McCord, 53, Reading, 1964.
Robert S. Gilmore, South Bay.
Dennis Gordon, Akron - Summit past Joseph T. Mullane, 42, New York, 1967.
Francis M. Ramsey, 67, Virginia Skypresident.
line, 1958. ELA.
David C. Grant, Southern Maine.
Harold D. Haight, Salt Lake Area past R.O. Rivera- Claudio, 40, San Juan,
1969.
president.
Frederick J. Harper, Seattle past presi- Dewey K. Roberts, 83, Dayton, 1951.
dent; past national director, 1970 -72. ELA.
Charles H. Russell, 66, Racine -KenoSCMS.
Edgar A. Heermans, Parkersburg-Mar- sha, 1953.
James E. Trotter, 61, New Jersey Meadietta.
owlands,
1962.
Harland K. Heumann, Washington past
Charles F. H. Tyau, 52, Hawaii, 1973.
president. SCMS.
Arthur A. Wender, 85, San Francisco,
L.C. Hiortness, Racine- Kenosha.
1928, ELA.
Orvil Matteson, Chicago.
Elmer D. Wilson, 59, Tulsa, 1955.
George E. McLaurine, Birmingham.
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LOCATION: Pittsburgh Marriott
101 Marriott Drive (3 Miles from downtown and 11 miles from the airport)

Pittsburgh, Pa. 15205
COURSES:
Mon. -Tue. (8/10 -8/11)

Thurs. (8/13)
•❑Accounting❑for❑Leases

•❑Advanced❑Standard❑Costs❑for❑Manufacturing
•❑Developing❑and❑Using❑Standard❑Costs
•❑Internal❑Control❑for❑Management❑Accountants
•❑Financial❑Accounting❑Standards❑Review
•❑"NEW"❑Managing❑the❑Accounting❑Function

Thurs. -Fri. (8/13 -8/14)
•❑Accounting❑for❑Foreign❑Operations
•❑Operational❑Auditing
•❑Computer❑Security❑and❑Internal❑Control
•❑Direct❑Costing❑and❑Contribution❑Accounting

Mon. -Tue. -Wed. (8/10 -8/12)

Fri. (8/14)

•❑Data❑Processing-❑Concepts❑and❑Information
Systems Design

•❑FAS❑No.❑33

Wed.- Thurs. -Fri. (8/12- 8/14)
Accredited by the Council for
Noncollegiate Continuing Education

•❑Flexible❑Budgeting❑and❑Performance❑Reporting
•❑Communications❑and❑Report❑Writing
(Please type or print)
I Name
Title

I Division, Plant or Office

Social Security No

I Company
I Street Address
I City, State, Zip Code
I
I ❑❑ ❑NAA❑Member❑(Chapter)
I PleaseCMA❑Holder❑(Cert❑#
register me for the following Courses:
Firm's Principal P ro duct or Service

Print or type complete name of each Course

II 1
2

Business Phone

Registration Information
To register for any Course listed, fill
out and return the registration form
A
together with your check to
' s❑C❑ s❑ ❑ F
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
I Att: CEP Registrar
(212) 754 -9758
Fees
Members Nonmembers'
1 day course
$145
$170
2 day course
290
340
I
3 day course
395
445

(Account No I
I

Dates

I

❑ ❑Nonmember

Location

S

luncheons, refreshments, and all
technical materials
'Nonmembers: The differential
I
per Course for nonmembers may be
I applied to NAA membership, or it
may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime after the Course is
completed and before June 30, 1982
I

Fee
S

The fee fo r NA A Co urses includes daily

P.S. MAKE PLANS NOW FOR YOUR AUGUST CEP IN PITTSBURGH!

Institute of
Management
Accounting
James Bulloch, Editor

Beyer Medal Winners Named
The Institute of Management Accounting has
announced the winners of the Beyer Gold, Silver, and Bronze Medals for outstanding performance on the December 1980 examination
for the Certificate in Management Accounting.
William D. Gordon, a candidate for a master's degree at Northwestern University, Evanston, III., won the Robert Beyer Gold Medal for
achieving the highest scores on the exam.
Scott W. Roloff, senior assistant accountant

counting have won Certificates of Distinguished
Performance as a result of their efforts on the
December exam. They are:
John C. Calabrese, general accountant at
KMW- Johnson, Inc. He is a member of the
NAA Charlotte Blue Chapter.
Ramesh Mahalingam, senior accounting analyst at Frito -Lay, Inc., Dallas, Tex.
Dennis R, Hill, financial analyst, Henkel
Corp., Ft. Madison, Iowa.
Jeffrey L. Schleicher, senior at Smith &
Gesteland, Madison, Wis.
John M. Strefeler, assistant professor at the
University of Hawaii. He is a member of the Hawaii Chapter.
William D. Gordon, Gold Medal winner, was
graduated from Northwestern University with a
B.A. degree with distinction and a major in economics. A member of Phi Beta Kappa, he also
won an Elijah Watts Sells Award "with high distinction" for his grades on the November 1980
CPA examination. He is a member of the Dallas
Chapter,
Scott W. Roloff, Silver Medal winner, is a December 1979 cum laude graduate of the University of Wisconsin — Whitewater. He also was
presented an Elijah Watts Sells certificate with
high distinction for his grades on the CPA examination held in May 1980.
Thomas A. Eagan, one of the winners of the
Bronze Medal, received an MBA degree from
the Wharton Graduate School of the University

/ t
GORDON

ROLOFF

EAGAN

at Deloitte, Haskins & Sells, Fort Worth, Tex.,
won the Beyer Silver Medal for achieving the
second highest grades on the examination.
Thomas A. Eagan and Thomas V. Greenfield
tied for runner -up position, winning the Bronze
Medal. Mr. Eagan is an accounting specialist
with the Western Electric Co. in New York City,
and Mr. Greenfield is a cost accountant with
3 -M Company.
Jeffrey J. Burns, graduate assistant at Michigan State University, East Lansing, Mich., was
awarded the Student Performance Award. This
award, sponsored by the Monsanto Company,
was established to recognize the student
achieving the highest scores on the CMA examination.
The IMA also announced that five other candidates for the Certificate in Management Ac60

GREENFIELD

BURNS

of Pennsylvania in May 1979. He is a CPA licensed in Rhode Island.
Thomas V. Greenfield, also a Bronze Medal
winner, obtained an M.S. degree in counseling
in 1975 from the Florida State University, Tallahassee. Subsequently, he changed his career
path to accounting, and obtained a B_B_A. in
accounting from the University of Wisconsin Eau Claire. He is a member of the St. Paul
Chapter of NAA.
Jeffrey J. Burns was graduated from the University of Michigan with a bachelor's degree in
business administration. He also passed the
CPA examination in 1979.
The Gold, Silver, and Bronze Medals are
sponsored by Touche Ross & Co., in honor of
the late Robert Beyer, former managing partner
of the firm and a past president of the NAA. ` i
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I
STEP;
T(
CM1
SUCCE
`

0

Institute notifies candidate of acceptance
when educational credentials and references are
received.

3

•
Institute sends candidate authorization letter
for requested examination parts and exact address in
selected city where examination wi II be held. Notification mid - November.

1

Candidate submits an application for
membership in the Institute of Management Accounting and an application to sit for the CMA examination. Candidate arranges for proof of educational attainment and character references to be sent to the Institute. October 1 is the deadline for new candidates
to file the membership and examination applications.
(Candidates who are members of the Institute and
who have taken parts of the examination at a prior offering should file their examination application by
October 1.)
0

4
5
6

.
Candidate sits for examination on December
9. 10. 11, depending on number of parts taken.
Institute notifies candidate of examination
results in March 1982.
0

Certificate in Management Accounting is
awarded to candidate who has passed all five parts
and has fulfilled the requirement of at least two years
of appropriate management accounting experience.
0

For more information, please write or call

Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104
Telephone: (313) 662 -1986

CMA— Professional Recognition
for the Management Accountant
A program of the National Association of Accountants

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page B
arrangements for facilities, the Statement will require a discription of the
agreement and disclosure of payments both for each of the next five
years and in total. The Statement also
requires disclosure of payments for
each of the next five years for longterm borrowings and for capital stock
with mandatory redemption requirements.
The second document, Interpretation No. 34, "Disclosure of Indirect
Guarantees of Indebtedness of Others," will require disclosure of agreements under which one company
guarantees solvency of another company and effectively guarantees debt
of the second company. Both documents are effective for fiscal years
ending after June 15, 1981.

IASC on Revenue Recognition
The International Accounting Standards Committee has issued Exposure Draft 20, "Revenue Recognition," which covers revenues earned
from a company's ordinary activities
in the sale of goods, rendering of
services, and holding of assets (interest, royalties, and dividends). It is intended to make it easier to compare
income statements of competing
companies in most of the free world.
The draft proposes that companies
recognize revenue in their income
statements only when performance
requirements and certain other conditions are satisfied.
Copies of the draft statement may
be obtained from the AICPA, 1211
Avenue of the Americas, New York,
NY 10036. Comments will be accepted until September 30, 1981.

GAO to Review Cost Accounting
Standards
Federal procurement agencies subject to the provisions of the Cost Accounting Standards Act have been notified by the General Accounting Of62

Tice that it is beginning the first phase
of a three -phase review of the cost
accounting standards. The review is
being conducted to determine whether the standards, rules, and regulations promulgated under the Act are
being implemented appropriately.

OPINION
Continued from page 6
specific, burdensome regulations that
need review. We wallow in them and
cuss at them much of the time. If you
can identify any such regulations you
feel are useless or are not cost effective, notify the Task Force through:
Dr. James C. Miller, III
Executive Director,
Presidential Task Force
on Regulatory Relief
Old Executive Office Building
Washington, DC 20503
Attention: Regulatory Relief

weather permitting, at his home in
Hillsborough, Calif. He thinks he plays
a pretty fair game of ping pong but his
daughter, Sharon, is challenging him.
His wife, Charlotte, is an active participant in the Peninsula Support Group
for the San Francisco Symphony and
they both enjoy the symphony very
much, He has an interest in a ranch
north of San Francisco and owns a powerboat but rarely finds an opportunity to
use it.
President Scharff has spoken frequently at NAA functions around the
country and has attended many annual
conferences. He is looking forward to
his year as president when he will encourage growth and innovation in an
organization that he believes really
works.

LETTERS
Continued from page 11

high interest rates.
They are looking for ...
The Federal Reserve System is the
1. Specifics. Specific identification culprit. It charges member banks interof problem regulations and agen- est to borrow money which the banks in
turn lend to the consumer. The bank
cy responsible.
2. Impacts. A description of the must pass the Federal Reserve Interest
problems caused by the regula- Charge (the rediscount rate) along to
the consumer as part of the total intertion.
est
percentage charged on monies
3. Dollars and cents. Quantified estimates of the costs to comply loaned. As a result, the prime rate has
gone through the ceiling.
with the regulations.
4. Other factors. Elements which
Higher interest rates fan rather than
cool inflation! The higher cost of capital
cannot be precisely quantified.
is being passed along to the consumer in
Another opportunity for the manage- the form of higher prices. Chrysler can't
ment accountant to contribute has ar- sell its cars with interest rates in the sky.
People can't buy homes, either.
rived. Let's take advantage of it.
i]
Couldn't the government offer 6%
loans to people who buy American cars,
NAA PRESIDENT SCHARFF
homes, appliances and the like? Or, how
about making interest charges on American products a 100% credit against
Continued from page 13
your federal income tax instead of just a
been beneficial for me in various ways. tax deduction! The consumer tax credit
It helped me early in my career to meet for interest might be offset by the addiwith other accountants and participate tional corporate taxes on profits. We
in activities that I thought would give would be selling American rather than
me a broader base to work from. It was foreign -made products.
an excellent training experience in leadWe do not have to accept a declining
ership and teamwork."
economy. Let's ask how we can improve
economic performance —not
admit
A Part -time Rancher
there is nothing we can do!
Bob Scharff says he finds little time
Frank R. Molitor
for recreation but relaxes with a swim, Old Bridge, N.J.
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duce further complaints.

Ponzi i- Tax Savings =Profitable Investment
Much of the popular support for tax
cuts these days stems from a desire
to make investing activities more attractive. The familiar argument is that
more investing means more jobs,
more prosperity, and so forth. This
month's case, though, involves investing that becomes more profitable
as income tax rates increase. It's almost enough to merit a cry for the
good old days of high tax brackets.
Home -Stake Production Co. of Tulsa, Oklahoma, put this activity together. ( Home -Stake was not related to
any of the other firms with similar
names.) It became the widely acknowledged premier Ponzi scheme,
running for 17 years and bringing in
some $140 million.
The creative accounting part was
simple: any investment that can be
deducted twice will be profitable
based purely on tax savings as long
as the investor's tax rate is more than
50%. The first deduction of an investment is automatic. The only real issue
is the timing of the first deduction:
early on, through deducting specifically qualifying costs, such as interest or
drilling costs; over the life of the investment, through depreciation or
other cost allocation scheme; or, at
the time the investment is sold,
through reducing the gain on sale.
Getting the second deduction for an
investment takes some effort. Perhaps the major device for obtaining
the second deduction is by giving the
investment to a charitable organization.
Few investment companies have
been as adroit in using the two -deduction ploy as Home - Stake. Investments were not likely to be salable on
two - deduction grounds. For one thing,
that might imply that the investment
MANAGEMENT ACCOUNTING /JULY 1981

was not intrinsically profitable. Instead, Home -Stake reserved the second deduction as a highly effective
device for dealing with disgruntled investors.
Some numbers illustrate the action.
The typical investor put up $100,000
(or more) . Because the money was
to cover the costs of drilling oil and
gas wells, it led to an early tax saving— perhaps a tax saving of $50,000
for an investor in the 50% bracket.
After a few years of low returns, an
investor might threaten to sue or to
complain to the SEC or otherwise indicate his or her unhappiness. At that
point, Home -Stake would suggest
that the investor make a gift to a favorite charitable cause. Home -Stake
would provide a geologist's report indicating the fair market value of the
investment had grown substantially,
perhaps to $150,000. That gift would
net another $75,000 in tax savings for
the investor in the 50% bracket. And
there it is, folks, $125,000 in tax savings for a $100,000 investment. (The
interested reader is invited to calculate how much more profitable this investment would be for investors in
higher tax brackets).
One must admire the two- deduction ploy not only as a way to eliminate unhappy investors. Note that the
more suspicious an investor was
about Home - Stake's underlying activities, the more the two - deduction ploy
would tend to silence him or her. After
all, making noises about there being
no drilling activity would only bring
IRS attention to one's own tax returns. Note also that Home -Stake
wasn't out any cash itself in this
move, and it now had the investment
in a charity portfolio —a setting unlikely to be well enough managed to pro-

Making the Rainbow Longer
Home -Stake shrewdly realized that
the sizable tax savings from the first
deduction allowed it to make the rainbow longer — putting the pot of gold or
operating profits further out into the
future. Home -Stake typically provided
investors with a schedule of promised
annual returns. (This ploy and other
violations of SEC rules came to the
Securities & Exchange Commission's
attention, but it did little about them.)
The promised cash flows in the early
years were miniscule: perhaps $50 in
the first year, $120 in the second,
$200 in the third, and so on. Nothing
really substantial (on a $100,000 investment) was promised until the later years: perhaps $70,000 in the tenth
year, $85,000 in the eleventh, and so
on until it all amounted to a 320% return, the typical Home -Stake promise.
This back - loading of promised returns obviously reduced Home Stake's immediate cash flow problems, and it contributed as much as
any factor to Home - Stake's longevity.
But back - loading also enabled Home Stake to pay much higher returns
than promised in the early years of an
investment. For example, even doubling those early promised returns
would only have a tiny effect on cash
flow. More important, though, exceeding those early promised returns
would set the hook in the investor —
and often turn him or her into a superb word -of -mouth salesperson for
Home - Stake.
One might think that the president
of a company that enables taxpayers
to take some $180 million in improper
tax deductions might be in trouble.
And one would expect even worse
trouble if he settled a suit alleging,
among other things, that he took
some $6 million out of Home -Stake
for himself by pleading no contest.
His no contest plea settled the criminal charges against him and cost him
a $19,000 fine and one night in jail.
Oh yes, one last item: He settled up
with the IRS when they agreed to pay
him a refund of $54,000.
The accounting events presented here
are not representative of usual practice
and are recounted only for educational
purposes.
63

New Products /Services

64

Amano America Mfg., has developed a
computerized time recorder, the AmacTime, that automatically computes
time -card data. The system eliminates
manual compilation of hours worked
and has a memory capacity for up to
200 employees. It automatically selects
printing position, registers in and out
time, computes net working hours, sorts
all working hours and gives the total of
accumulated working hours. Three
models are available to accommodate
firms having up to 50, 100 or 200 employees. Phone (714) 630 -7216.
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New desk -top business -class calculators
from Toshiba America, Inc. are slimmer, trimmer in design, and have larger
keyboard features. The sleeker look,
along with easier operation, enhances a
highly versatile heavy -duty calculator,
making it easier to operate than previous models. The new calculators, Mod-

.

Transcomm Data Systems, Inc. has released its TOLAS Financial Systems on
Digital Equipment Corp.'s PDP -11/23
and PDP - 11/24. Oriented to a wide
range of businesses, these systems offer
large -scale functionality and local security on a downsized processor dedicated
solely to financial applications. The systems include accounts payable, accounts
receivable, fixed assets, payroll, general
ledger /financial reporting and a special
interface to FINAR, a financial analysis
and planning module. Phone Beverly
Gaich, (412) 963 -6770.

Teal Industries, Inc. has introduced the
Teal Three 322PD, a 12- column office
calculator with independent memory,
sigma constant, independent grand total, accumulation memory, gross profit
margin, delta %, square root and other
functions. The electronic, desk -top machine is compact, lightweight, quiet and
accurate. The unit has a 12 -digit bright
fluorescent read -out display. Phone
(213) 539 -7244.

.

With the help of a new, on -line computerized property analysis service, real estate investors can analyze the variables
that measure the financial attractiveness
of a property investment in a fraction of
the time it would take to do it manually.
Known as PRO -JECT, the new system
is available through The Service Bureau
Co. Users instantly can assess the financial status of a property. Data calculated include individual tenant schedules
dealing with different types of leases for
up to 499 tenants; different types of es-

The Research Institute of America, Inc.
has introduced the Corporate Capital
Transactions Coordinator (CCTC), a
10- volume loose leaf service designed to
give tax practitioners and corporate executives the "how -to" help they need to
successfully formulate and execute major corporate capital transactions at the
lowest tax liability. CCTC blends tax
and nontax material with the planning
necessary to handle these major business transactions: buying or selling a
corporation, forming a new company,
merging, dissolving a corporation, passing control of a corporation to another
group, and raising capital. CCTC will
be supplemented twice a month to ensure up -to -the minute currency. Subscriptions also will include a monthly
newsletter, analyzing developments
from Congress, federal and state courts,
SEC and IRS. Write RIA, 589 Fifth
Ave., New York, NY 10017.

els BC- 1294PV and BC- 1295PV, offer
large -size keys used most often —plus
bar, subtract key, subtotal and total.
The heavily used "adding machine" logic is located on the right, separated from
subtract and divide keys on the left.
Contact Business Equipment Division,
Toshiba America, Inc., 82 Totowa
Road, Wayne, NJ 07470.

.
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The Regan Co., Bradford National
Corp. and Bradford National Life Insurance Co, have developed a Retired
Lives Reserves product, which marks
the first time a major national financial
institution has backed an RLR product.
Retired Lives Reserves is a group life
insurance concept that allows corporations to move money out, totally deductible to the corporation, into a nontaxable insurance program for covered
executives. It
be paticularly pertinent to employees in above - average salary ranges where performance bonuses
are often dissipated by added tax liabilities. At retirement time, the reserve account provides the covered executive's
personal permanent life insurance on a
paid -up basis. Ultimately, the money is
received by the covered employee's beneficiaries income tax free, and in many
cases estate tax free, as well. Write The
Regan Co., 141 Battery St., Suite 451,
San Francisco, CA 94111.

calation reimbursements; 10 simultaneous loan types; 30 levels of component depreciation; resale computation of
net proceeds; internal rates of return
computations; and financial management rate of return. Phone (203) 6222000.

&

Walker Interactive Products offers the
Purchase Order, Accounts Payable and
Material Management Systems integrated family of applications. Although
these products are available individually, implementing them together results
in an integrated system featuring: three way match between purchase orders, receipts and invoices; automatic updating
of inventory files with on- order, onhand and average cost data; automatic
generation of requisitions from MM to
PO which can be converted to purchase
orders; and common vendor processing
and management. For details, phone
Manuela Jimenez, (415) 495 -8811.
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Asmallmiracleforasmallbusiness
atasmall,smallprice
(underS10aday)

TheMonroeElectronicBookkeeperworks
wondersforyourcashflow.
Your business doesn't have
to be big to put the miraculous
speed, accuracy and reliability of
electronics to work doing your
bookkeeping. Not when you can
lease a proven miracle worker like
the Monroe Electronic Bookkeeper
for less than $10 a day'
It does accounts receivable,
accounts payable, payroll and
other bookkeeping chores twice as
fast as mechanical posting machines! Five times faster than hand
posting! Multiplies staff productivity. Puts your statements first in line.
And it's a cinch to operate (takes
only an hour or two to learn). Uses
'Under a 5-year lease which also includes a Maintenance
Guarantee covering all parts. labor and travel

the same bookkeeping methods
and often the same forms you're
now using.
Return the coupon —you may be
surprised how big this small miracle
really is!
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Sendcoupontoday!
Monroe Systems For Business
The American Road. Moms Plains, NJ 07950
Yes. I could use a small miracle
Send me information on the Monroe
Electronic Bookkeeper
Have a salesperson call me for an
appointment
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If you've been hiring and rehiring for the same
accounting, financial or edp positions...
it's time to call Robert Half.
For ma ny companies, constant turnover
can turn into a consta nt problem. At Robert
Half, we've found a solution . Our specialists
have been dealing exclusively with accounting, financial and edp professionals for more
than 30 years.

By using the latest techniques, we carefully evaluate each top candidate. That way
we can find you the right person the first
time, so you won't have to look again
another time. Have a turnover problem?
It's time to contact Robert Half.

OR
GUERT FMLFSM
accounting, financial and edp personnel specialists
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