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`These Are The Best
Financial Reports I've Seen.
Get Software International

Software International has sold more General Ledger
systems than all of its major competitors combined.
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Elm Square, Andover, MA 01810

(617)475 -5040

The World Leader in Financial Management Software
General Ledger and Financ ial Reporting Accounts Receivable Accounts Payable Payroll; Personnel
Hum an Res ources Fixed Asset Accounting W ork Order Management
Atlanta (404) 955 -3705
Boston (617) 729 -8962
Chicago(312)298 -3500

Columbus, OH (614) 773 -2167
Dallas (214) 960 -0220
Denver(303)696 -8591

Houston (713) 444 -3348
Los Angeles (213) 573 -0402
New York(914)253 -8050

OFFICES AROUND THE WORLD

San Jose (408) 292 -9700
Montreal (514) 866 -5728
Toronto(416)924 -1461
Vancouver(604)669 -6122

W e ve desismed hundreds of cash
management systems. Probably none
of them is just rat for you.
At RepublicBank Dallas, we
have as many different cash management systems as we have customers.
Because all of our customers have
their own unique objectives and requirements.
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For instance, if your company
has a national customer base, Dallas
is probably an ideal lockbox location
for you. And with our remittance
processing expertise, RepublicBank
can quickly and economically turn
your receivables into usable cash.
Plus, we can provide accurate and

timely data transmission of remittance detail for direct application of
cash to your customers' accounts.
If you need to concentrate deposits made at your local banks, our
Automated Cash Concentration System can economically turn those deposits into investable cash with one
simple phone call — literally overnight.
If you find forecasting disbursement float difficult, our Controlled
Disbursement System allows you to
synchronize the funding of your disbursement account with the actual
clearing of your checks.
If you need to monitor your daily
cash position, STAR REPORTER©

gives you ready access to your
account balances, float, and transaction detail information, not only at
RepublicBank but at your other
banks as well.
So whatever your requirements,
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RepublicBank Dallas has the location,
the size, the expertise, and the
systems technology to tailor a cash
management system that is just right
for you. Because when we work
together there really is no limit to
what we can do. For more information, contact Rick Sauer, Senior Vice
President, Cash Management Division, (214) 653 -6078.

FRRepublicBank

Dallas

We know no limits.
Member FDIC
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The Economic Recovery Tax Act of 1981

14

By Staff
Labeled as th e biggest tax cut in this century, the new Econom ic Recovery Tax Act
(ERTA) was passed with the hope of improving economic growth and lowering inflation. It
has far- reaching implications for businesses and individuals. As a special feature, we offer
a four -page summ ary of the tax provisions and some of the ram ifications of the Act.

Regulation
and
Accounting

Regulation of Cost Accounting: the Answer or the Abyss

24

By William O. Brackney and Henry R. Anderson
Whether industry likes it or not, federal regulation of cost accounting is going to continue. It
is tim e now, say s an industry manager and an accounting professor, for the antagonists to
try to evolve a workable relationship that will help the governm ent save taxpayers m oney
and at the same time n ot impose huge costs on corporations, thus hampering productivity.
Certificate of Merit, 1980 -81

The Windfall Profits Tax: Panacea or Pandora's Box?

50

By Martha A. Fasci
To co mply with th e provisions of the Windfall Profits Tax, many oil com panies had to
institute a new set of procedures, retrain personnel, and spend a lot more m oney. Most felt
the tax h ad a negative effect, but it could be rectified. This survey of selected companies
offers their opinion s o n how the tax affects them and their customers.

Regulation, Deregulation or Self- Regulation?

54

By Robert A. Morgan
A member of the Financial Accounting Standards Board offers his solution to the problems
in vo lved in go vern ment regulation and the disadvantages associated with no regulation.
He says a private sector body dedicated to good standard - setting and public service can, if
adequately fun ded and independent of funding sources, do a better m onitoring job more
effectively an d efficiently than the government.

Management
Accounting
Issues

Evaluating Accounting Alternatives

56

By Eugene A. Imhoff, Jr.
Th e pro b lem in evalu ating accounting alternatives is the lack of consensus am ong accounting policy makers. Foreign currency translation is a recent example_ How can certain
accep ted acco un ting attributes be evaluated? One approach is to develop a m odel using
five generally accepted attributes of accounting information.
Certificate of Merit, 1980 -81.

How We Documented Our Internal Accounting Control Systems

65

By Wade W. Hathaway, Jr.
Cummins Charleston, Inc. was required to document internal accounting controls and
evaluate them to iden tify weaknesses. Results showed that management had little to fear
as far as the Foreign Corrupt Practices Act is concerned, but the process, described here,
produ ced a numb er of benefits for this plant.
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Special
Section

NAA Annual Report, 1980 -81

Research

The Impact of Inflation on Internal Planning and Control

33

The Asso ciation 's financial and other activities are summ arized.

73

By Allen H. Seed, III
A n ew research stu dy just p ublished by the Association describes how organizations are
coping with the impact of inflation. Read the summary here and order your free copy.
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Taxation's

imp act on b usinesses is a very tim ely subject particularly in light of the
enactment of the Administration's tax legislation. The November issue looks at the implication of depreciation on the capital investment decision and disclosure problems when
allocating taxes. Also explored are the tax im pact of business energy credits and the
advantages and disad vantages of a value -added tax. In Decem ber we look at how productivity h as affected man agem ent's philosophy regarding production, its employees, and its
business outlo ok. Up coming themes deal with information systems, banking and financial
analysis.

Cover: A ceramic tile mural at Erwin High School, Birmingham, Ala. Courtesy of National Gypsum Co.
Views expressed herein are authors' and do not represent Association policy unless so stated. Reprints of any articles appearing in any issue of MANAGEMENT ACCOUNTING are available from Special
Order Department, NAA, 919 Third Ave., New York, N.Y. 10022.
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PRESIDENT'S PERSPECTIVE

On the Committee Meetings in Chicago
It was a very stimulating experience for me last August to have the
opportunity to tour the Inland Steel mill in East Chicago. Bob Walker, a
NAA vice president, conducted this tour and introduced me to many
people who help operate the plant. The Inland Steel people are very proud of the fact
that they feel they can compete favorably
with foreign steel companies. After going
through their plant, I think that this is true,
as the plant and the techniques which are
used there are advanced and efficient.
This trip was in conjunction with the
meetings I attended in Chicago with the
various NAA committees, which had excellent attendance (approximately 180) even
though some of the air schedules were
somewhat disrupted. I appreciate the attendees' efforts in getting to the meetings and
their active participation.
The committees at the August meeting had some long -range considerations presented to them through Norton Bedford's Ad Hoc Committee on Member Education. These considerations included a suggestion for an entrance requirement to become a member of the NAA,
opportunities for continuing education recognition, and the possibility
of even more demanding attainments in the longer -range future. The
NAA is and has been an organization that is available to any person
who has an interest in the NAA and management accounting. Needless to say, the thoughts expressed by the Bedford Committee are a
long way from our current practice or policy, but are, nevertheless,
worthy of debate and consideration from a wide range of viewpoints.
Although some of the participants took issue with the proposed Changes in direction, many felt that they would like to ponder them for further
discussion at future meetings.
Please keep in mind these are merely exploratory challenges which
are being considered by a wide range of NAA members, many of
whom who have recently come up the chapter ladders. Any suggestions for improved service to the Association membership and to the
public which may use the output of the Association are entitled to such
challenge and full examination. One consideration must be that, if the
NAA should have more demanding requirements for certain or all of its
members, could the NAA furnish a sufficient number of challenging
programs to fulfill such a need? How we improve the delivery of educational services to fulfill possibly changing requirements is a task that
the staff of the national office and the various volunteers of the organization should deal with. The Chicago exercise was worthwhile even
though demanding and controversial. It showed that we are continuing
to build on the strong, viable organization we have now.

Af -� - A4-c
EMIL SCHARFF
President, 1981 -82
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The Number Crunchers. Four Texas Instruments Business Calculators built to
handle the toughest, biggest numbers you can throw at them. Rugged and reliable,
TI Number Crunchers can stand your roughest workouts all day, every day.
Take our top of the line Number Cruncher, TI -5219. It has 4- function memory, the
most needed accounting functions, easy -to-read display and fast printer with on/off
switch that lets you save paper when permanent records aren't needed.
And there are three other Number Crunchers to choose from, all built to the same
exacting Texas Instruments standards. Get the business calculator that's tough
enough to handle the numbers. The Number Crunchers,
From Texas Instruments.
For the names of TI Commercial Calculator Dealers near you...
call a TI Sales Office listed on the attached card. Then go check
out a Number Cruncher for
yourself and ask about our
T!invvrteci the integmted
complete service program.
circuit, the microprrxrssor
Anything you do with numbers, and the microcomputer.
TI can help you do better.
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Opinion
Robert L. Shultis

ing six articles on the concept during 1977 -79.
We also published a research study,Zero -Base
Budgeting.- A Planning., Resource Allocation
and Control Tool by James W. Pattillo. For a
couple of years, the Continuing Education Program featured a course on zero -base budgeting
but interest waned in the concept, even though
a number of corporations changed their budgeting to coincide with the Z -B philosophy.

Z -B Principles Live On

Whatever Became of Zero -Base
Budgeting?
We recently noticed a three -inch article buried
deep in the New York Times declaring that
"zero -base budgeting" was the latest of the innovations of the Carter administration that had
become a casualty of Mr. Reagan's efforts to
reduce the paperwork burdens. Zero -base budgeting, the article stated, was "cumbersome
and unwieldy." This particular paperwork burden was on the government administrators,
rather than on us taxpayers, but, then again,
every little bit helps. Any plan to reduce the size
of our government, is a plan we can applaud.
However, as with the "grossly exaggerated"
report of Mark Twain's death, we suspect that
the zero -base budgeting concept will survive
and be with us for a long time to come. We
think it should —both in government and in private industry. Its basic thesis —that each project and each program must justify its existence
prior to each budgeting cycle —is a sound one.
We all know of too many programs which keep
building each year like inverse pyramids, with
no real challenge from management as to why
the program exists in the first place.

How It All Started
Zero -base budgeting in its present form
seemed to have been given birth at Texas Instruments in the 1971 annual budgeting process. Then Peter A. Phyrr published his influential article in the Harvard Business Review.
Subsequently, Jimmy Carter, who had just been
elected governor of Georgia, offered Mr. Phyrr
a temporary position as consultant to the Georgia Bureau of the Budget. He introduced the
zero -base budgeting system in his 1972 state
of the state address to the General Assembly
of Georgia. Of course, when he was elected
president of the United States, the concept received great attention in business and accounting publications.
Your Association got into the act by publish6

The concepts of zero -base budgeting, we believe, should, and probably have, become part
of the vast and ever - expanding body of knowledge that make up the tools and skills of modern management and more particularly of the
modern management accountant. What the
Times article seems to illustrate once again is
that we continue to build, create, then discard,
only to rebuild and recreate. Elements of each
discarded technique become part of the foundation upon which future developments arise.
It doesn't seem that long ago since we spent
a long, hot summer at Columbia learning Accounting 101 under Professor Kester. Yet since
that time, we've seen several generations of
computers come and go— centralized data
processing, and total systems, then mini computers, microprocessors and distributed data
processing. Then we've seen CPM and PERT,
management by exception, and management
by objectives. In the same time frame, we've
had flexible budgeting, step budgeting, and
worlds of variations on these scenes. We've
seen ARB's and APB's come and go and now
we live by the gospel of the FASB. And we see
the Financial Accounting Standards Board already issuing changes, modifications and updates to some of its earlier pronouncements.
MRP has recently become a buzzword for controllers as well as for production people.
The list surely could go on and on— filling the
whole page and more like it —but the point I
think is clear. Our profession —that of management accounting —is no different from many
others. We readily acknowledge the need of
those in medicine or engineering to keep up
with the times. However, we must keep constantly in mind that the same is true of management accounting and that we must learn about,
adapt to, and borrow from the myriad of new
developments as they evolve if we are to retain
and enhance our value to our management.
Not to do so is to shrivel and shrink, when what
we really need to do is to enhance and expand.
About the time we were literally and figuratively sweating through Accounting 101, Harry
Truman said it all when he said: "that it's what
you learn after you know it all that really
counts."
MANAGEMENT ACCOUNTING /OCTOBER 1981
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Management
Accounting
Practices
Louis Bisgay, Editor

FAF Okays GASB Proposal
Since NAA testified last May at the public hearing conducted by the Governmental Accounting Standards Board Organization Committee
(Opinion, July '81), the GASBOC and its staff
have been evaluating the comments, letters
and oral testimony offered by parties interested
in the proposed GASB. With the evidence indicating that the original proposal was less than
satisfactory, the GASBOC set about modifying
it to accommodate some of the criticisms. The
Committee developed a paper titled "Points of
Tentative Agreement Regarding Structure for
Setting Governmental Accounting Standards"
and it was this draft proposal that the trustees
of the Financial Accounting Foundation considered reasonable.
In a letter dated July 2, 1981, FAF President
Russell E. Palmer outlined the bases under
which the Trustees could go forward with the
proposal, and which they feel are consistent
with the tentative agreement. They are:
• The FAF, expanded by three governmental
representatives, would have oversight responsibility for the new structure. The responsibility
would include final authority over (a) the nature, operating structure, and procedures of the
new GASB, (b) its location, (c) the budget
and fund raising for GASB and (d) general
oversight of its operations.
• The National Council on Governmental Accounting would be expanded by five additional
members and would become a consulting and
review body within the FAF /GASB /FASB
structure. The NCGA also would have veto
power over the appointment of the initial members of the GASB and its initial chairman and
vice chairman.
• The FAF would have responsibility for resolution of any jurisdictional conflicts that the two
boards cannot work out between themselves.
8

* The entire proposal is contingent on the ability of the FAF to raise adequate funds in advance to support the new structure.

SEC on LIFO Accounting
The Securities & Exchange Commission issued
Accounting Series Release No. 293 dealing
with the last -in first -out method of accounting
for inventories. Several recent enforcement
cases and the amendments to Internal Revenue Service regulations concerning the LIFO
book /tax conformity rule have caused the
Commission to focus on certain LIFO practices
and disclosures. It found that some practices
being used are inappropriate and some potentially contradict the Commission's perception of
the conceptual basis of LIFO —the matching of
current costs and current revenues. For example, the SEC asserts that when the dollar value
method is used, changes in product mix, product prices, and inventory pool liquidations can
sometime prevent the proper matching of costs
and revenues.
The Commission also is critical of supplemental income disclosures based on other than
LIFO accounting which the Commission feels
are sometimes misleading. FIFO -based disclosures by companies using LIFO are not, according to the SEC, necessarily the best way to
compare companies using LIFO to those using
FIFO. The release says that a better method
would be to use the disclosures prescribed by
Statement of Financial Accounting Standards
No. 33, "Financial Reporting and Changing
Prices." The Commission feels, however, that
when the FIFO -based disclosures are made,
the risks of misinterpretation by users is mitigated when reporting companies (1) state clearly
that the use of LIFO results in a better matching of costs and revenues, (2) indicate why
supplemental disclosures are being presented,
and (3) present essential information to enable users to appreciate the quality of the supplemental information being disclosed.
The Commission does not want users to infer
that FIFO earnings are the "real" earnings. It
suggests that, in addition to the aforementioned guidelines, companies should not make
such disclosures in financial highlights, press
releases, or the President's letter because the
required analytical data usually are not included. A better location for the disclosures would
be either footnotes to the financial statements
or management's discussion and analysis of financial condition and results of operations.
Although the release does not constitute a
proposal, the Commission is interested in re10-11-74
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It's a hard look into your operations today for
better productivity tomorrow.
The Citi of Tomorrow brings you
the latest electronic banking. And the
people who can tell you how to use it
best: Citi bankers.
Citibank's financial experts can
help you take full advantage of new
technological advances to make your
back office more productive.
They'll make sure your system is
tailored to your specific business needs.
And at the other end, there will always
be a team of Citibankers who know
your business and can track down any

problem. These Citibankers can also
show you how electronic banking can
streamline your present back office
operation. And they can advise you in
other areas, including ways to utilize
your banks more effectively.
The Citi of Tomorrow. Instead of
just answers to problems, a strategy to
avoid them.
Call Robert Mendes, V.P., at (212)
5591980 for more details.

CITIBAWO"
GLOBAL ELECTRONIC BANKING

0;;1981 Citibank.

N.A. Member FDIC

The Citi of Tomorrow and Global Electronic Banking are service marks of Citibank. NA.

Management
Information
Systems
Grover Porter, Editor

This column was written in collaboration with
Or Russell Briner, associate professor, School
of Accountancy, University of Mississippi, University, Miss.

Database Security
One of the most vulnerable points of an EDP based system is the files containing information
generated by the system. Such vulnerability
was illustrated recently by the theft of information from the files of National CSS, Inc., a large
time - sharing company which is a subsidiary of
Dun and Bradstreet. According to the FBI, the
password directory file had been obtained by
unknown and unauthorized users. Knowledge
of the password directory allows the unauthorized user access to information stored by any
of the more than 8,000 clients of National CSS.
Security of the data stored is not only the
concern of time - sharing companies with external users but also companies with only internal
users. The recent popularity of data -based
management systems (DBMS) has made the
problems of database security even more significant. The increase in significance is because in a DBMS the information stored is not
linked directly to just one application but the
same information may be used in several applications by several departments (accounting,
marketing, production, personnel, etc.) . Thus,
whether the data stored is used in an external
time - sharing environment or in an internal system, the vulnerability to access of this information by unauthorized users is very real.
One of the best means to decrease the vulnerability of stored information is to install controls when the system ( DBMS or time-sharing)
is designed and review these controls and
change the controls necessary when the database configuration is altered. Testing of the
controls is also necessary before the system is
implemented. Experience in a great many computer fraud cases has demonstrated that unauthorized use of stored information has been a
10

result of lack of controls in the system, an indication of poor planning. ( For more information
on inadequate systems planning, see MANAGEMENTACCOUNTING April 1979).
The desirable control areas of a database
environment are: (1) division of responsibility,
(2) access to data, (3) operations and (4)
application programs. If the database is large
enough, responsibility for administration should
be centered around a specifically identified department or person. In a DBMS this person is
often called the database administrator. In relation to access to data, passwords are an example of a control feature restricting access but
there are many controls that may restrict access, The user of data should be concerned
that his or her data is not being accessed by
unauthorized users. The user should make inquiries as to the controls being implemented in
regard to access and attempt to satisfy himself /herself that such controls are established
and operating. These inquiries cannot be considered inappropriate in a database environment where the same data (often confidential
data) is being retrieved by many independent
users. For more information about database
controls, see the December 1977 issue of Journal of Accountancy.
Once control features for a database environment are specified and part of an operating
system, the problems do not cease. In disclosing the National CSS, Inc. situation, The New
York Times (July 27, 1981) news service noted that "... security is a relative thing, measured by the willingness of all participants to
accept security discipline." So in planning the
controls over the database, management
should also study the most effective means for
gaining acceptance of these controls by the
participants.
There should be a definite awareness by top
management of vulnerability of unauthorized
use and manipulation of a database. An individual with technical expertise in EDP and databases may eventually encroach the security of
the database but with controls in place and operating properly, that individual's task will become increasingly more difficult.
Software Packages
The growing interest in and demand for software packages is reflected by the "Software
Info Review" of nearly 300 new or newly enhanced software packages in a recent issue of
Infosystems (July, 1981). Because the key to
moving forward with data processing is ends
rather than means, the solutions to information
problems may frequently be achieved more efficiently by buying what software products you
0 ► 74
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The lady, or the tiger. You remember the story. Behind one door, a lady. Behind the other, a tiger. And the moral? Sometimes the wrong decision can
eat you alive.
I I
We're EXECUCOM, the leader in Decision Support Systems.
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Our product, the Interactive Financial Planning System (IFPS @), can
help you make the right decisions in financial planning.
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Letters
TO THE EDITOR

Ever get the feeling when
your work is behind, you're alone?

Daniel R. Murray's article, "How Management Accountants Can Make a
Manufacturing Control System More
Effective" (July '81), was excellent.
Contrary to the complaint of Jack Sim ermeyer in the same issue, this article
was extremely practical. As a management accountant who has recently been
deeply involved in my company's manufacturing control system development, I
concur with Mr. Murray on the important role our profession has in this vital
area. The key elements of education,
power structures and teamwork, and
selling the project were very well covered and accurate_ His analysis of the
traits we accountants possess that add
discipline and independence to the process was most interesting.
I was very pleased to see an article of
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Excellent . . . and Practical

J
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ING. We need more of this type of work
in future issues. Many of the articles are
creative, sophisticated, and theoretical
but not very useful. I appreciate both
and would like to see more balance in
our publication.
Richard Bernheim
Norristown, Pa.
A Professor ' s Touch
As one of those professors who occasionally publish in M A N A G E M E N T A C -
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COUNTING, I too am in favor of papers
that have usefulness to practitioners.
Such papers can best originate with
practitioners, out of their experience. I
wonder if J ack [Sim erm eyer, July '81
issue] has served as manuscript director
of his chapter? If so, he knows that getting manuscripts written by practitioner
m em bers is a most difficult task fo r a
manuscript director. When written,
they generally need a professor's touch
to m ake them publishable. I would suggest that, rather than criticizing professor s for b ein g willing an d able to pr ovide manuscripts for our professional
magazine, he com e up with practical
►�►�75
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c p,r sl-lows you how to get into

word Pro cessingiiiiio a step at a time
a system for your office can be trying.
Should you experiment with a single unit?
Choosing
Or tak e t he pl unge with a n e xte nsi ve
ne twork? In t hi s ad , CP T
t
expla ins whe re to be gi n,
a nd how t o e xpa nd
wi th your ne e ds.

I q
YOU MAY START as many
companies do, by replacing several
electric typewriters with one or more
word processors.
CPT offers four models: from the

basic, entry-level CPT 6000 with a half page screen, to the highly sophisticated

"How do 1qqp
we expand ?"

The change will be immediate and
dramatic. Your secretaries will type on a
screen instead of paper. So they will work
at full rough -draft speed without

CPT word processing systems
can grow in
many ways,
beginning with
the word processors themselves. If you started

worrying about typos or omissions.

out with CPT 6000's and 8000's, they can

CPT 8100 (shown on the right).

A be t te r wa y t o t ype

be upgraded right in your office to
F
I FU TU R E I
the more powerful CPT 6100 and
8100 word processors.
IN STALLATIO N S
If your volume of paperwork is
high enough, you may wish to go to
the next step in the CPT system —
called WordPak.
WorclPak is a mass storage device
,
Typical
that can hold over 24,000 pages of
� ••--'
Small
text. Your typists can find any page,
T MO D M s
Office
almost instantly, with the touch of a
few keys.
Syst em
w vn. x a
CPT systems can also communiWordPak 11 works with up to eight CPT word
cate with word processors in other
processorsor telecommunications lines. WardPak 1
locations through phone wires and
(not shown) operates with a single workstation,
telecommunication devices.
Word processors also "remember" what
Clean originals of documents can be
is typed. (CPT storage disks hold up to 150 in your client's hand in minutes instead
pages each.) This electronic filing system
of days. Their response can be returned
allows you to recall individual pages
just as easily.
to the screen in seconds for change --Je expanded our CPT system to
and additions.
uuuKkeeping, inventory and advance
eu e _
P A S

gp-r r,ioo

Cost - cutting breakthrough
CPT has a new device that allows an
IBM 60 or 75 electronic typewriter to
function as a printer when connected to a
CPT 6000 word processor. If you have
these IBM typewriters in your office and are
thinking about a more advanced system,
you can save thousands of dollars.

The ne xt st e p i s yours
We realize a great deal of thought must
go into selecting a word processing
system for your office. That's why we
offer a special, 20 -page booklet called
CPT Takes the Mystery Out of Word
Processing. It's yours, free for the asking.
just fill out and mail
the coupon below.

I E I M
MA-12

Bail to: CPT Corporation

P.O. Box 11

M ore t ha n word s

Minneapolis, MN 55440

At first, it may be tempting to use

d like to get started in word processing.Please send
ne your free booklet: CPT Takes the Mystery Out
f Word Processing.

your new word processors as
"fancy typewriters;' simply because your procedures were set

I

that way. But a special feature
called software programming lets)
alter your word processor's intelliggt
to do jobs impossible with an ordu
typewriter.
Your CPT dealer offers optional

Address

wa re p rogra ms tha t c a n rum your
word proc e ss or into a mic roc ompu

Cite

a records management system, and

Corn

Phone)

Stare

)

Zip

A Summary: The Economic
This summary of the Economic Recovery Tax Act of1981 (ERTA) is designed
to provide a synopsis ofsome of the major changes in the new tax legislation
signed into law in August 1981. Our objective is not to detail all the provisions

Business
Old Law

Provision
1. Depreciation of capital expenditures.

Based on an asset's estimated useful life.

2. Investment tax credit (general)

3'/3 % for 3-4 year property, 6 2/3 % for 5-6

year property and 10% for 7 years.

ERTA
Abandons the concept of useful life and
establishes a new system known as the
Accelerated Cost Recovery System
(ACRS); recovery period is generally over
three, five, 10, or 15 years.
3 -year property is 6 %, 10% for all other
classes (5 yrs., 10 yrs., 15 yrs,)

3. Leverage leasing

Restrictive guidelines for financing capital
expenditures.

Liberalizes rules particularly for companies
with net operating losses and investment
credit carryovers.

4. Carryover periods

7 -year carryover period for net operating
losses and credits.

Carryover period is extended to 15 years.
The new law accords special benefits to
small businesses concerning corporate tax
rates, expensing in lieu of cost recovery,
accumulated earnings credit, Subchapter S
corporations and LIFO inventory.

5. Small business

6. Research and experimentation
(R &D)

Can elect to take a current deduction for
R&D expenditures or amortize over a
period of at least five years.

Can claim a credit against taxes for 25% of
a company's annual increase in R &D over
a base period average.

7. Corporate estimated tax payments

60% of tax liability must be paid -in for
large corporations.

Tax liability is increased to 80% over a
three -year period.

8. Stock options

After exercised, generally taxable at capital
gain rates if held for three years.

Holding period for options and stock can
be two years.

9. Targeted jobs credit

Scheduled to end for employees hired after
Dec. 31, 1981.

Credit is extended for employees who
begin work before Jan. 1, 1983.
Provides deductions for operating authorities.

10. Motor carrier operating rights
11. Charitable contributions

A company can deduct up to 5% of taxable income.

Increased to 10% of taxable income.

12. Windfall profits tax

Created inequities concerning increased oil
and gas exploration.

Improves the provisions of the tax for
royalty owners, newly discovered oil and
stripper well production.

Planning Tax Strategy for Business

ods; ACRS uses standard recovery percentages based on
accelerated m ethods of cost recovery spread over prede-

1. Depreciation of Capital Expenditures

termined periods.

The Accelerated Cost Rec overy Sys tem provides for

faster write -off of capital expenditures for property acquired or placed in service after December 31, 1980; the
recovery period depends on the type of recovery property;
the new rules apply to both new and used property and
permit recovery of salvage value; the straight -line method

is still available over the regular or optional recovery peri14

2. Investment Tax Credit
Modified because of switch to ACRS property classification; recapture rules have changed —the credit is now
earned a t 2 % a year; the used property lim itation was
raised to $125,000 (from $100,000) for 1981 through

1984 and $150,000 thereafter; applies "at risk" rules to
►►16
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Recovery Tax Act 1951
of the new law but rather to highlight someof the more important sections

that have a significant impact on individuals and businesses. Subsequent issues
will analyze the new law in greater detail.

Individual
Provision
1. Tax rates:
A. Personal service income

B. Unearned income
C. Capital gains
2. Working abroad:
A. Exclusions

B. Time abroad to qualify
3. Individual retirement plans:
A. IRA
B. Self-employed

Old Law
14 to 50%

Less 5% - 1011181
Less 10% - 7/1182
Less 10% - 711183
50%-111/82
Maximum 20% - 6110181

70%
Maximum 28%
Special exclusions for hardship overseas

510 days in 18 consecutive months

$75,000 exclusion - 111/82. Increasing
$5,000 per year to $95,000 after 1985.
Additional exclusion for certain housing
expenses
330 days in 12 consecutive months

15% up to $1,500 ($1,750 if spouse included) if no employer pension plan
15% up to $7,500 with limitations

100% up to $2,000 ($2,250 if spouse
included). All individuals qualify
Up to $15,000 with limitations

4, Married couples— deduction

For 1982 - 5% of spouse's earned income
is deductible - $1,500 maximum deduction.
For 1983 - 10% of spouse's earned income
is deductible - $3,000 maximum deduction

5. Savings incentives:
A. Savings certificates
B. Interest and Dividends

$1,000 lifetime interest exclusion on certificate earnings
For 1982 - $100 exclusion for dividends
For 1985 - 15% of interest income net of
interest expense (exclusive of home and
business interest expense) is excluded.
$3,000 limitation ($6,000 limitation for
married couples).

$200 exclusion

6, Charitable contributions with
standard deduction

7. Sale of residence
A. Replacement period
B. Over age 55

For 1982 and 1983 - 25% of first $100 of
contributions
For 1984 - 25% of first $300 of contributions
For 1985 - 50% of all contributions
For 1986 - 100% of contributions
18 months to buy replacement residence
$100,000 one -time exclusion

Planning Tax Strategy for Individuals
1. Tax Rates
In addition to encouraging individual savings and investments, another purpose of the tax rate reductions is to
combat the problem of negative work incentives caused in
part by the effect of inflation on an individual's tax bracket;
the immediate impact of the 5% reduction on October 1,
1981, will be minor with an effective reduction in taxes for
1981 of only 1 1/ 4 %; the major effect will be felt in 1982
MANAGEMENT ACCOUNTING /OCTOBER 1981

ERTA

2 years to buy replacement residence
$125,000 one -time exclusion for closings
after 7!20181

and 1983 with the institution of a 10% reduction on July 1
in each year; in addition, the maximum tax on unearned
income, such as interest, dividend, capital gain, and some
partnership income, will be reduced on January 1, 1982
from 70% to 50 %. This reduction lowers the maximum
tax on capital gains from the effective rate of 28
to
20%. The 20% rate will apply under a special alternative
tax provision for 1981 for post -June 9, 1981 long -term
capital gains.
►►18
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PLANNING TAX STRATEGY FOR BUSINESS

will

will

will

on an outside contract basis; the new law allows a deduction of cost plus 50% of unrealized appreciation for contri1444
butions of property for research activities at universities.
the investment tax credit; redefines and adopts a three - 7, Corporate Estimated Tax Payments
A company whose taxable income exceeded $1 million
tier investment credit for rehabilitation of buildings.
in any of the three preceding years would pay in only 60%
3. Leverage Leasing
Because of low tax liability or losses, some businesses of its current tax liability; under the Act, this is increased to
cannot use their cost recovery allowances and investment 65%, 75% and 80% over the next three years.
tax credits available under ACRS to reduce their tax liabili- 8. Stock Options
Options granted after December 31, 1976, and exerty; the new rules simplify this; a lessor and lessee may
cised
after December 31, 1980, will be taxed similar to the
elect to treat the lessor as the owner of the property; the
lessor then gets all the tax benefits of ownership with prior law (the Tax Reform Act of 1976 repealed tax small cash investment and a minimal amount of risk; les- favored employee stock options); when the option is
sees may benefit through reduced lease charges; any granted or exercised, the employee will not have any tax
consequences; proceeds from the sale of the stock
be
business can use this technique.
taxed
at
capital
gain
rates;
employees
do
not
receive
tax
Carryover
Periods
4.
Because increased cost recovery deductions under the deductions; several requirements are imposed for a qualiACRS
produce reduced taxable income, the seven - fied stock option such as term and price.
year carryover period may be insufficient for the carry- 9. Targeted Jobs Credit
Repeals the provision limiting qualified first -year wages
overs of net operating losses and credits; therefore, the
carryover period was extended to 15 years for net operat- to 30% of FUTA wages; as under the present law, the
ing losses generated in taxable years ended after Decem- credit is based on the first two years' wages paid to the
ber 31, 1975; the carryover period for the investment tax targeted group members; changes are made to the targetcredit, work incentive credits, targeted jobs tax credits and ed groups and to the certification requirements.
alcohol fuels credits was also extended to 15 years; the 10. Motor Carrier Operating Rights
Motor carriers which held operating authorities on July
carryover applies to unused credit years ending after De1, 1980, may deduct the adjusted basis of all operating
cember 31, 1973.
authorities over a 60 -month period beginning July 1, 1980,
5. Small Business
Although most of the provisions here are targeted at or in taxable years beginning after June 30, 1980.
small businesses, they generally apply to all corporations; 11. Charitable Contributions
The new legislation raises the amount a corporation can
the first two levels of the corporate tax rates are reduced;
beginning in 1982 taxpayers can capitalize and depreciate deduct for charitable contributions from 5% to 10% of
the cost of recovery property or deduct a limited amount taxable income applicable for taxable years beginning afas an expense; the accumulated earnings credited is in- ter December 31, 1981.
creased to $250,000; expands the number of sharehold- 12. Windfall Profits Tax
Because the Crude Oil Windfall Profits Tax of 1980
ers permissible under Subchapter S corporations to 25
(WPT) created some disincentives for oil and gas exploshareholders; and simplifies LIFO inventory accounting.
ration, the Economic Recovery Tax Act presents three
6. Research and Experimentation
In addition to the allowable deductions of the old law, major changes: the royalty owner income tax credit of up
the Act provides a nonrefundable credit for expenditures to $1,000 is increased to $2,500 for 1981, and beginning
be replaced by a two
made within the U.S. after June 30, 1981, and before in 1982 through 1984 the credit
1986; any unused credit can be carried back three years barrels of oil per day exemption, increased to three barrels
and forward 15 years; in -house and contract research a day after 1984; for newly discovered oil, the 30% tax
wages and supplies and costs of using computers and rate is gradually reduced to 15% after 1985; and beginlaboratory equipment also qualify for the credit; another ning in 1983, all independent production from stripper
credit is for 65% of expenditures paid for research done wells is exempt from WPT.

Ramifications of the Act and Where to Find Additional Information

will

The ramifications of the largest tax cut in this century on
business managers and individuals cut across a variety of
issues. It will have a major impact on business, including:
productivity and investment, research, exports, survival of
some small businesses, and utility financing. For individuals, the Act makes major changes in interest, retirement
savings, and the so- called "marriage penalty." While the
Act attempts to ameliorate a wide variety of economic
problems, it also creates new burdens for businesses, cultural organizations, and individuals. For example,
busi-

16

nesses increase aid to the arts to fill the gap left by cuts in
federal programs? Will lower taxes resulting from faster
depreciation provisions cause money to go into working
capital rather than investment? Will the reduction in federal taxes and some linked state taxes be offset by increases in local taxation on business and individuals?
Obviously, only time will supply answers to these questions. Further information on the Economic Recovery
Tax Act of 1981 is available from the larger CPA firms,
tax publishers, and the NAA library,
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of any one of these outstanding accounting books — PLUS — "no strings'*
membership in the book club that thousands of accountants and controllers
rely on for the best in professional reading and reference

TheACCOUNTANTS and CONTROLLERS'
BOOKCWB
No other purchase necessary at this time. And you may cancel your
membership whenever you choose.

ACCOUNTING DESK BOOK, 6/e By W. H. Behrenfeld, 789/444 PubPrice, 53495
TAX SHELTERS AND TAX -FREE INCOME FOR EVERYONE, 4/e By
W. C. Drollinger, 788/669 Publisher's Price, $19.95
HANDBOOK OF MODERN ACCOUNTING By S. Davidson and R. L.
Weil, 154/511 Publisher's Price, 544.95
FIELD AUDITOR'S MANUAL AND GUIDE By S. R. Novak, 582093-5
Publisher's Price, $49.50
THE CPA EXAMINATION Text, Problems, and Solutions By A. N.
Mosich and E. J. Larsen, 434/352 Publisher's Price 528.50
CONTROLLER'S HANDBOOK Edited by S. R. Goodman and J. S.
Reece, 787/514 PubHsbees Price, $35.00
1- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 1 Mc Graw -Hill B ook Clubs
A

Pr

ACCOUNTANTS and CONTROLLERS BOOK CLUB
P.O. Box 582, Hightstown, New Jersey 08520
Please enroll me as a member and send me the book indicated, billing me at
x3.95 plus local tax, postage and handling. If not satisfied I may return the
book within 10 days and my membership will be canceled. I understand chat
membership in the club is cancellable by me at any time.
n

Why YOU should join now!

■ BEST BOOKS IN YOUR FIELD —Books are selected
from a wide range of publishers by expert editors and consultants to give you continuing access to the latest books
in your field.
■ BIG SAVINGS —Build your library and save money
too! We guarantee savings of at least 15% off publishers'
list prices on every book. Usually 20%, 25% or even
higher!
■ BONUS BOOKS—You will immediately begin to partieipate in our Bonus Book Plan that allows you savings
between 70 -80% off the publisher's price of many books.
■ CONVENIENCE -14 times a years you receive the
Club Bulletin FREE, fully describing the Main Selection
and alternative selections, together with a dated reply
card. If you want the Main Selection, you simply do noth ing —it will be shipped automatically. If you want an
alternate selection —or no book at all —you simply indicate it on the regular reply card and return it by the date
specified. You will have at least 10 days to decide. If,
because of late mail delivery of the Bulletin you should
receive a book you do not want, just return it at the Club's
expense.

TAX IDEAS DESK BOOK By A_ ladarola and S.C. Lambert, 582254-7
Publisbers Price, $3495
MANAGING AND ACCOUNTING FOR INVENTORIES: CONTROL,
INCOME RECOGNITION, AND TAX STRATEGY, By P.C. Jannis, C.H.
Poedtke, Jr., and D.R. Ziegler, S82233 -4 Publisher's Price, $34.95
lisbees

Yes, to welcome you to the Club, we're offering you
your choice of any one of these top calibre books.
Books typical of those the Club offers month after
month —books that give you the know -how you need
to make it to the top in professional standing and
income.
Join the ambitious professionals —join the Accountants' and Controllers' Book Club and build a career building library of outstanding books —top value
titles at lowest possible prices!
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Write Code N of your $3.95 selection here
Orders from outside the U.S. must be prepaid with international money orders
in U.S. dollars.
Charge my VISA
MASTERCARD❑ Exp. Date
Credit Card N
•MC Bank N
Signatu re
Name
Addresa/Apt.
City, state, Zip

I

1
1
I
I
1
I
I
I
1
I
I
1
1
1
I

1

Corporate Affiliation
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This order suWect to acceptance by McGraw-Hill. All prices suliject to change
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without notice. Offer ood only to new members, A postage and handling
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I charge is added to all shipments.
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PLANNING TAX STRATEGY FOR INDIVIDUALS
1544
2. Working Abroad
Qualifying American citizens and resident aliens working
abroad will also feel the impact of the ERTA which includes provisions for increased income exclusions and liberalized time abroad requirements; for 1981, there are either special deductions on income earned abroad or a
$20,000 income exclusion for individuals abroad in hardship situations; in 1982, those provisions are replaced by
an overall $75,000 exclusion plus a housing expense exclusion for certain expenses not deductible elsewhere; the
overall exclusion increases by $5,000 a year until it reaches a peak of $95,000 after 1985; to qualify for the exclusion under the ERTA, the taxpayer must be abroad for a
minimum of 330 days in a consecutive 12 -month period.
3. Individual Retirement Plans
The availability of IRA retirement plans has been liberalized; beginning January 1, 1982, any individual may deposit up to 100% of up to $2,000 in compensation, an
increase from $1,500 for prior years; if the spouse has no
earned income, this figure increases to $2,250, an increase from $1,750; no tax is paid on the amount invested
until the individual begins to draw from the fund after retirement when it is probable that he or she will be in a
lower tax bracket; there is a penalty for withdrawing funds
before age 59 1/ 2 or becoming disabled.
The limitation on contributions to a KEOGH plan for
self - employed individuals has been doubled; previously,
KEOGH contributions could not exceed $7,500; beginning
in 1982, contributions of up to $15,000 may be made with
certain limitations; the same rules on taxability of IRA contributions apply to KEOGH contributions.
4. Married Couples
Along with the two- income family came the "marriage
tax penalty"; this penalty occurs when the incomes of the
two parties are added together on the tax form, and the
combined income falls into a tax bracket significantly higher than the brackets for single individuals on separate incomes; under the ERTA, a deduction of 5% may be taken
on the income of the lower- earning spouse on up to
$30,000 of qualified income in 1982; in 1983 that deduction jumps to 10% of $30,000 giving partial relief from the
"marriage tax penalty."
5. Savings Incentives
For 1981, there exists a $200 per person exclusion for
interest and dividend income; beginning in 1982, this exclusion changes to $100 for dividends. The ERTA interest
income provisions will provide savings incentives by offering an exclusion on interest earned on the new savings
certificates, and beginning in 1985, an interest income exclusion on all sources of interest income.
The new savings certificates will be available through
commercial and savings banks, credit unions, savings and
loan associations, and savings institutions, but not through
money market funds; to offer competitive earnings with
the money market funds, the certificates, which must be
available in $500 denominations, will pay 70% of the interest rate paid on one -year Treasury bills; lifetime accumu18

lated interest earnings up to $1,000 on the certificates will
be nontaxable interest income; all of the certificates will
have a term of one year and will be offered for 15 months
only, from October 1, 1981, through December 31, 1982.
Beginning in 1985, 15% of the interest income less interest expense on loans (exclusive of mortgage and business interest expense) is sheltered from tax; the maximum income exclusion is $3,000, $6,000 on a joint return.
6. Charitable Contributions
A significant part of the administration's budget cutting
reduced grants to nonprofit and charitable organizations;
to partially compensate for the funding difficulties that will
be encountered by these organizations, the ERTA has
provided a charitable donations incentive for individuals
who do not itemize their deductions; for 1982 and 1983,
individuals using the standard deductions may deduct
25% of the first $100 of contributions, increasing to 25%
of $300 for 1984. For 1985, 50% of all contributions may
be deducted, and in 1986, all limitations are removed, allowing 100% of contributions to be deducted.
7. Sale of Residence
For a residence sold prior to July 20, 1981, a capital
gain must be recognized if the residence was not replaced
18 months before or 18 months after the sale with another
residence; the new residence must have a purchase price
at least equal to the sales price of the old residence to
avoid capital gains tax; for a residence sold after July 20,
1981, the residence must be replaced two years before or
two years after the sale of the old residence to avoid recognition of capital gain; the same purchase and sales
price limitations apply; the two year limitation also applies
to sales made prior to July 20, 1981 for which the 18month period had not yet expired at July 20, 1981; for a
taxpayer at least 55 years of age, the one -time $100,000
capital gain exclusion on the sale of a residence is increased to $125,000 for closings after July 20, 1981; married persons filing separately are allowed one -half of the
exclusion under both tax laws.
Estate and Gift Taxes
Recognizing the negative incentives built into the current estate tax policies as well as the effect of inflation on
an individual's estate tax rate, ERTA permits significant
reductions in estate and gift taxes. The maximum rate on
taxable transfers will be gradually reduced from 70% to
50% through 1985. The Unified Tax Credit rises from
$47,000 for 1981 to $192,800 in 1987. The $192,800
credit is the equivalent of $600,000 of exempt estate or
gift transfers, up from $175,625 for 1981.
Other provisions affect the exclusion for transfers to the
spouse and limitations on the size of nontaxable gifts. For
1981, the larger of one -half the estate, or $250,000, is the
limit on the marital deduction for estate transfers. Beginning in 1982, this limitation is removed, so that the entire
estate may be transferred to the spouse, postponing taxation to the death of the surviving spouse. For 1982, transfers made in the form of gifts are limited to $10,000 per
year per person ($20,000 for a joint gift) up from $3,000
in 1981. In addition, the provision requiring all such gifts
made three years prior to death to be included in the es[,
tate has been reversed for 1982
MANAGEMENT ACCOUNTING /OCTOBER 1981

KEEP MORE OF WHAT YOU MAKE. MAKE MORE ON WHAT YOU KEEP.
Effective January 1, 1982, anyone
who has earned incom e will be
entitled to his or her own Individual
Retirement Account (IRA).That
means even if you are already covered by another retirement plan,
you will be eligible for IRA ... and the
tax deductions that go with it. The
amount you may set aside each
year will increase from $1,500 to
$2.000.
If you or your clients are self employed, you will be able to have
an IRA account in addition to your
Keogh Account and the money you
may set aside in your Keogh Account
will increase to $15,000 —for a total

of $17,000 you and your clients may
set aside tax- deferred each year
With so much at stake, thews
even more reason to make sure
your retirement money will get
every possible chance to grow as
fast as it can. That's why we strongly
recommend you and your clients
take full advantage of the Merrill
Lynch IRA, Keogh and Simplified
Employment Pension Plan (SEP)
accounts with their unique investment Flexibility. It's the Merrill Lynch
'fax Defense —your all -out offense
against the high cost of retirement.
Even though Retirement Plans
improvements go into effect

January I, 1982, you and your clients
can start taking advantage of the
existing IRA. Keogh and SEP plans
immediately. So mail the coupon or
call today for complete information.
Call toll free Monday through
Friday, 8:30 a.m. to 9 p.m. Eastern
Time, 800-221-1840, ext. 803. In
New York City and State, call
1- 800 - 522 -1880, ext. 803. In Alaska or
Hawaii, call the Merrill Lynch office
nearest you.

4 4

Merrill Winch
Merrill Lynch Pierce F enner Ifi. Smith Im.

A breed apart

A MERRILL LYNCH IRA, KEOGH OR SEP PLAN OFFERS YOU ALL THESE INVESTMENT OPPORTUNITIES.
0Growth Stocks
*Discount Bonds
*Real Estate Limited Partnerships
•Speculative Stocks
• Lower Grade Bonds
*Corporate Income Trusts
• High -Yield Stocks
SiCovered Call Options
•Government Agencies
*Blue Chip Stocks
• Mutual Funds
*Treasury Bills
• Corporate Bonds
*Government Securities
*Certificates of Deposit
*Convertible Bonds
• Money Market Funds
*Passbook Savings Account
• Annuities

NEW TAX LAW
)VILLOFFER
52,000TOSI7P000
DEDUCTION TO
YOU AND YOUR CLIENTS.
NOW, FIND OUTABOUT THE MANY WAYS MERRILL LYNCH OFFERS
TO MAKE YOUR RETIREMENT FUNDS GROW FASTER. CALL OR MAIL COUPON TODAY!
I Mail to: Merrill Lynch. PO Box 399
Bowling Green Station, New York. NY 10274
I'm interested in an IRA, Keogh or SEP Plan that truly reflects my individual
needs and goals.
Please send free literature on IRA. Keogh and SEP plans I'm interested in
transferring my present IRA, Keogh or SEP plan to Merrill Lynch

Name

I

Address
City

State

Zip

Business Phone
Home Phone
Merrill Lynch customers, please write name and office address
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of your Account Executive:
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The exception is F/A PLUS. The McCormack & Dodge
fixed asset system.
If you're one of the tax specialists or data processing
managers who happen to have this package, congratulations. You won't have to add emergency programmers
and do major software surgery for your 1981 taxes.
For you, the Reagan tax revolution will be business as
usual. Because your fixed asset system is so flexible it can
even accommodate a revolution. You won't panic over the
radical Reagan shifts in investment tax credit percentages
and time periods. Why should you? Your investment tax
credit software is completely user - defined and parameter driven. The changes are a cinch.
You won't even worry about whether your state accepts
the new federal procedure. After all, your fixed asset software has more tax books than you'll ever need to meet all
possible variations in state requirements. Naturally, the
system also includes both of the new law's mandatory
depreciation methods.
McCormack & Dodge is the only financial software
company that doesn't have to play catch -up to get in step
with President Reagan. We've been scrutinizing the plan
and preparing for it almost as long as he has. It's our way
of providing service to our clients. Our way of making sure
that people who sit down and talk to us do more than just
talk. They become customers.
We'd like to show you why.
Write now and get F/A PLUS for your 1981 taxes.
1 ❑ ❑General❑Ledger❑❑ ❑Purchase❑Order❑❑ ❑Accounts 1
1 Payable❑❑ ❑Fixed❑Assets❑❑ ❑Capital❑Project❑Analysis 1
j Name
Company
1 Address
State
Zip
Computer Model

Title
City
Phone
_

McCormack &Dodge
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1 The best financial software.The best financial people. 1
HJlskle Avenue. Needham Heights. MA 02914, (W) 4494012. Atlanta t404) 997 -2797. Chicago
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1
Dallas (214) 3697014, Los Angeles (213) 645 6382. San Francisco (415) 3962960
1 (312) 843-34M.
Washington,❑D.0❑(703)❑734-0710.❑New❑York❑(212)❑4860035❑•❑Canada❑•❑United❑Kingdom
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elected board members of the 1,300 largest
U.S. -based companies, 83% said that the attention of the SEC has strongly affected their
own perception of their roles as directors. They
specificially cited an increase in the responsibilities of the audit and nominating committees as
among the principal changes resulting from the
criticism of former SEC Chairman Harold Williams.

Dollar Strengthens but NCR Income
Declines
Productivity Update: Here Come the
Robots
Companies are planning to put more money
into robots to improve productivity, according to
a recent survey by Productivity, a monthly
newsletter published in Stamford, Conn. The
survey of more than 500 of the newsletter's
subscribers showed: more than 70% will spend
more on office computers; 55% will invest
more in CAD /CAM — computer systems which
automate the design and manufacture of products, and 30% said they would put more money into robots. More than 50 % of the managers
who answered the survey said employee participation programs are in operation at their companies. Robert E. Cole, a specialist in Japanese industrial organizations, recently estimated that more than 400 American companies
have adopted or are in the process of adopting
some version of quality control circles, but
warns that these circles will be ineffective unless the unions are full participants in the programs.

Flex Time Not Widespread Says
Conference Board

Under a new policy, NAA members may use
their VISA and Master Charge cards to purchase publications and subscriptions from
NAA's Special Order Department. The cards
may be used to order books, publications, and
Self -Study Program courses if the order
amounts to $20 or more.

Despite much discussion of the concept, flexible work -time schedules are used by only 15%
of companies for their white - collar workers and
by only 3% for any blue - collar workers, the
Conference Board reports in a study covering
the personnel practices of more than 2,200
companies. Insurance companies are a major
exception: about 34% use flexible time schedules for more than half of their employees, and
in more than 25% of the insurance companies,
some white - collar employees may work a
shortened work week. The three -part report,
Personnel Practices, maybe obtained from The
Conference Board, 845 Third Ave., New York,
N.Y. 10022.

Role of Directors Changes

Business /Accounting Briefs

Major changes have been made in the role of
boards of directors as a result of increased attention from the Securities & Exchange Commission, the news media, and shareholder
groups, according to a survey by Arthur Young
Executive Resource Consultants. Of 197 newly

An early -July survey of members of the National Assn. of Credit Management found that
those reporting falling sales rose over 25 %,
while 10% report increasing problems with
slow - paying customers. Some 69% were "concerned" or "worried" about the economy.

Members May Use MC, VISA Cards
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One of the ironies of modern international currency transactions was pointed up by NCR Corporation's second quarter report. Because
more than half of the company's business is
generated outside of the United States, foreign
currency movements are a significant factor affecting financial performance. When the U.S.
dollar strengthened during the second quarter
of 1981, the value of many foreign currencies
declined, "slowing revenue growth expressed
in U.S. dollars by several percentage points
and very adversely affecting net income," according to NCR chairman William S. Anderson.
NCR's net income for the second quarter —
$52,289,000— declined 8% from 1980's second quarter.
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Introducing HiLite, the fastest,
most powerful on line inquiry system
ever offered in an accounts payable,
fixed asset or general ledger package.
Just ask your computer.
Introducing HiLite, one of the most important
developments in financial software in the past five years.
A McCormack & Dodge breakthrough in on -line
convenience.
We designed it for everyone who's ever longed to ask
fast, simple questions of a general ledger, fixed asset and
accounts payable system —and get fast, simple answers.
HiLite lets you probe expense accounts, compare
costs, ask for outstanding inventories. It lets you list your
fixed assets in ABC division. Check your month's telephone expenses in XYZ division. Your outstanding pay ables. Your cash in the bank.
The questions you can ask are infinite.
And no matter what inquiry you make, it's all done
on -line. By regular clerical personnel, not data processing
specialists. HiLite shortcuts the whole cumbersome rigmarole of batch inquiry. It gives you direct, instant access
to the transactional history file of your GL Plus general
ledger system and the voucher data file of your AP Plus
accounts payable system. And you have access to any
field of information on the master asset and retirement
file of your FA Plus fixed asset system.
HiLite is machine efficient. It requires minimum
processing and storage space. And a minimum of user
training. HiLite is one more reason why our systems are
years ahead of the field. And why —all over the world —
prospects who sit down and talk to McCormack & Dodge
do more than just talk. They become customers.
We'd like to show you why.
1
1 Please send schedule of free seminars, plus
information on:
1 General Ledger Accounts Payable Fixed
1
1
1 Assets Capital Project Analysis
j Name
j
Company
1 Address
State

Title
__
Zip

City
Phone

1
1
1
j

Computer Model
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1 The best financial software.The best financial people. 1
H,1l,de Avenue, Needham Heighls, MA02914. 1617) 4494012. Atlanta (404) 9972797, Chicago
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1
(312)B43-3400. Dallas (214) 3697014. Los Angeles 1213) 645 -6382. San Francisco (4151398 -2960,
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Regulation of Cost Accounting:
the Answer or the Abyss
Industry must realize that unless it begins to work with
the government there will be more stringent regulations in the future.

By William O. Brackney and Henry R, Anderson
+sqA

William O. Brackney is
manager of
administrative services,
Electro- Mechanical
Div., Northrop Corp, He
has an MB A degree
with an accounting
concentration from
California State
University, Fullerton.
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With the culmination of the work of the Cost Accounting Standards Board (CASB) in September
1980, the issues related to the necessity and scope
of federal regulation of cost accounting practices
are again the focus of attention of advocates and
opponents alike. Years of dialogue between industry and government representatives has done little
to establish mutual acceptance of a limited
amount of federal regulation designed to protect
the interests of private investors and taxpayers.
We will not add fuel to this already heated debate. Rather, it is our hope that by defining some
underlying concerns and looking at the issues
from both sides of the spectrum, we can provide
the catalyst for greater understanding on both
sides of the need for an appropriate level of government regulation. It is hoped this exposure will
lead to a joint effort on the part of government
and industry to minimize, in the future, dysfunctional litigation like that which is currently draining resources from the contractor's primary objective of productivity. In addition, ideas for future
research are presented in the hope that several academic studies can be developed centering on the
need for, and usefulness of, regulation of cost accounting practices.
0 0 2 5 -1 6 9 0 /8 1 /6 3 0 4 -0 9 4 1 /$ 0 1 .0 0 /0

We have selected three major areas of concern
that typify the divergent positions existing today
regarding regulation of cost accounting practices.
These areas are cost versus benefit, efficient administration oj' the regulations and a societal perspective. Acting as advocates of each side of the particular issue, we summarize the perceptions of our
respective peers in an attempt to capture the key
points within these broad areas of controversy, In
addition, we offer objective and constructive suggestions as to how the divergence of opinion can
be narrowed. After discussing these issues, we also
propose future activities designed to yield the specific information required to reduce the current
nonproductive relationship between government
and industry.
Federal Regulation of Cost Accounting:
The Positions
Government agencies base their advocacy of
regulation on the need for diligent stewardship of
public funds. Federal agencies are obligated to
control effectively the collection and redistribution of all monies received from the taxpayers.
While the objective of the Internal Revenue Code
(IRC) is to provide for equity and expediency in
the collection of tax revenue from the private sector, Federal Procurement Regulations (FPR) and
Copyright © 1981 by the National Association of Accountants
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Defense Acquisition Regulations (DAR) strive to
ensure that equity and integrity are maintained
within an imperfect competitive environment
when negotiating, awarding, and arriving at final
settlements of government, contracts. Cost accounting standards are incorporated within FPR
and DAR via Appendix O in the respective regulations. The Securities & Exchange Commission
(SEC) has developed an intricate scheme of regulation of the securities business and of corporate
affairs, including disclosure of accounting practices relating to financial statements of
corporations.I Cost accounting practices are crucial of all government agencies that develop and
use these regulations because the reporting ofcost
is a primary element of their activities.
In recent years there has been a significant
amount of activity in the development of regulations designed to control costs in negotiation,
award, and performance of a contract. Figure 1
illustrates the major federal regulations affecting
cost accounting practice promulgated during the
past 10 years. Within these stages of contract activity, price is determined by cost, actual and anticipated. The government's stewardship objective
dictates that within its procurement practices cost
must be determined accurately. Only those costs
associated with a firm's performance in the delivery of the goods and /or services for which the
government has contracted and are allowable under the terms of the contract are to be reimbursed.
To use cost as a price determinant in a competitive environment, the government must establish,
via regulation, a degree of standardization to ensure that equity and objectivity in the proposal,
evaluation, and contract negotiation /payment
processes are achieved. Without regulation, the

nebulous guidelines of generally accepted accounting principles (GAAP) must be used in determining contract price and because GAAP do
not specifically relate to cost accounting practices,
this practice would permit more variability in the
recording of cost data. As a result, less accurate
cost information would be used and comparative
proposal analysis would be difficult ifnot impossible. Without a degree ofstandardization through
regulation, the determination of those costs that
the government should properly reimburse would
be subjective and on a contract -by- contract basis.
"Thus, it is not surprising, ifa contract is to represent a meeting of the minds of the contracting
parties, that the Government developed a statement of cost accounting principles to be incorporated in those contracts for which cost is the basis
for price."' These government cost accounting
principles represent regulations that were developed to limit the amount ofcost that can be recovered from the government' 3
Industry, on the other hand, views the current
scenario as ineffective and an obstacle to the functioning of a competitive marketplace. In addition,
because of the variation of missions and implementing regulations of the IRS, SEC, and government contracting agencies, multiple sets of accounting records must be maintained to support
each agency's reporting and disclosure requirements. Using multiple sets of "books" is mandatory when a firm does business with several different
agencies in a government - controlled monopsony.
Each agency may have its own unique procurement and /or reporting regulations.
Industry concedes that for certain types of contracts where the government as a consumer bears
more risk than would be expected in a normal

Figure 1
Major Federal Regulations Affecting Cost Accounting
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Cost Versus Benefit
The cost/benefit trade off has been a major
issue debated since the first passage of federal regulation affecting the conduct of business enterprises. The controversy surrounding this issue mushroomed when Public Law 91 -379 established the
Cost Accounting Standards Board in 1970. As
more and more cost accounting standards were
promulgated, the number of claims concerning
cost/benefit from both sides increased. This issue
became so dominant that a major part of the 1977
CASB Evaluation Conference centered on cost/
benefit trade offs. The lack of concrete data on
either side of the question has been the major
problem facing the parties to the controversy.
We may conjecture that the absence of data is
indicative that both sides feel uneasy in defending
their positions and, thus, reality lies somewhere
between the arguments as presented here. For example, industry often ignores the inherent benefit
derived from consistent and accurate cost data in
the decision- making processes that results from
using less diversified accounting practices internally. Similarly, the predicted cost savings that
were to have accrued to the government from the
implementation of cost accounting standards and
other regulations affecting cost accounting practices apparently have not been realized.
The government's position regarding the cost/
benefit issue was stated in the CASB's Restatement of Objectives, Policies, and Concepts:
The Board views costs and benefits in a
broad sense. All disruptions of contractors'
and agencies' practices and procedures are
viewed as costs. Prior to making a final
promulgation decision, the Board makes
specific inquiries into the likely costs of implementing proposed Standards, both for
MANAGEMENT ACCOUNTING /OCTOBER 1981

contractors and for affected agencies of the
Government. In this inquiry, an effort is
made to distinguish transitional costs from
those that may persist on a recurring basis.
Also, the Board makes a distinction between
(1) incremental administrative costs, i.e.,
the cost of added activities over and above
that which would otherwise have been incurred, and (2) costs that are absorbed in
implementing and administering Standards,
i.e., the cost of effort or resources diverted to
the implementation and administration of
Standards that otherwise have been applied
elsewhere. Out -of- pocket administrative expenses can be estimated, albeit with difficulty, and any increase in such expenses must
be regarded as cost.
a

competitive environment, the government should
scrutinize and control the reimbursement of costs
via regulation. The depth and breadth of such regulation, however, has exceeded a prudent level
and, in effect, created a need for a subterranean
organization within industry, a group of government financial relations experts at the corporate
and operating segment levels. The primary purpose of this new group is to monitor for management the bureaucracy responsible for creating and
enforcing the various regulations.
Furthermore, regulating the accounting of costs
inherently limits profit, discourages innovation,
and dissuades entrepreneurial excellence. This effect has resulted in lower productivity, a lack of
competitive enthusiasm, and less than diligent
cost performance when compared to a commercial environment where determinants of supply
and demand are price, quality, and availability of
substitutable goods and services.

Corporations
have created
subterranean
organizations to
monitor the
regulators.

Benefits from CAS include anticipated reductions in the number of time - consuming
controversies stemming from unresolved aspects of cost allocability as well as greater
equity to all concerned. The Board also expects that benefits will be achieved through
simplified negotiation, administration, audit
and settlement procedures. Also, Standards
should serve to reduce the opportunities for
the manipulation of accounting methods alleged to have existed prior to establishment
of the Board. Finally, and most importantly,
the availability of better cost data stemming
from the use of Cost Accounting Standards
will permit improved comparability of offers
and facilitate better negotiation of resulting
contracts. The Board believes also that it
would be extremely ditticult, if not impossible, to quantify the benefits which are
sought from Standards.4
The underlying mission of any agency that regulates cost accounting is to prevent the awarding
of contracts based on cost data that is subject to
manipulative accounting practices. Contractors
who employ imaginative accounting methods in
the contract costing environment tend to distort
performance measurement. Such distortion results
in unexpected and exorbitant cost overruns and/
or excessive profits. Prevention of cost overruns,
then, is the benefit derived by the government. On
the cost side of the issue are all costs incurred by
either the government or contractor to implement
the necessary changes to bring cost accounting
systems into compliance with the regulated practice. It is the government's position that the costs
avoided through the use of regulated cost accounting practices far exceed those incurred to
implement those practices.
Many companies and industry organizations
have challenged the government's assertion that
benefits have exceeded costs. Many costs incurred
27

by the contractor to implement the various regulated practices are not recognized as true costs by
the government. A case in point is the prescribed

Rarely is there
even dialogue
between
regulatory
agencies.

treatm en t of d ep reciatio n expense. A contractor
wh o h as a lon g - stan d ing practice of depreciating
assets o ver th eir u sefu l lives u sing an accelerated
meth o d for co n tract co sting pu rposes has been requ ired to p rovid e recom p utation of that asset's net
b o o k v alu e fo r t ax p u rp o se s (AD R) an d rep lacemen t co sts for statem en t n o tes in SEC 10 -K subm itt als. CAS No . 40 9 re q u ired that if usa ge r eco rd s were availab le, useful lives and m ethods of
depreciation were to be m o dified perspectively for
fu tu re allo wab ility o f dep reciation expense. In this
case, th e CAS13 stand ard d id no thing to elim inate
a rep o rtin g req u irem en t, it o n ly increased the requ ired acco u ntin g p ractices o f th e contractor. The
diversity of acco un tin g for depreciation expense is
illu str ated in Fig u re 2. Th e co s ts of m ain tain ing
mu ltip le sets o f acco u n tin g reco rds are reim burs-

able for contract costing purposes but are not recognized on the cost side of the government's cost/
benefit analysis.
Regulation of cost accounting practices has created the need for adm inis trators on b oth sides of
the controversy. There has been a proliferation of
legal and accounting experts specializing in administration of the various regulations d uring the
last decade. Indu stry an d go ver nm en t n ow m ust
have specialists for tax adm inistration, financial
accounting/statem ent preparation, and, most recently, DAR /C AS adm inistration. Th e cost of
this effort is excessive, In 1976, the Council of
Defense and Space Industry Associations (COD S I A ) concluded that the a dm in istra tive cost s to
date for cost accounting standards alone were approxim ately $56 m illion with no net reduction in
contract prices. ' Four years hence and several
promulgations later, little has changed to stem the
growth of these redundant costs. The com plexity

Figure 2
Gove rnm e nt C os t Ac c o unti ng F low
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of the standards released since the study have only
increased the controversy and cost with little evidence of cost savings for either side.
From the viewpoint of a neutral observer, there
are aspects not yet addressed by the two sides. On
the one hand, consistency of data within a large
corporation yields unquantifiable benefits when
using comparative analysis to distribute capital
between competing operating segments. The government, on the other hand, can through uniformity of competitive data attain greater confidence
that the best value is being realized for each taxpayer dollar spent. The cost to industry of complying with such regulations as CAS 409 and ASR
190 has been significant. However, by complying
with these regulations, a benefit has been realized
in that the inflationary impact to the productive
capacity of industry is more recognizable to both
management and government. CAS 414, which
requires an amount representing the imputed interest cost of capital employed in a contract to be
included as a cost of that contract, is representative of a national response by the government to
mitigate this impact. The benefits to be derived
from such accounting policies are still unexamined. Future research efforts should be conducted to monitor these results and help to shed new
light on the evasive cost/benefit issue.
The Issue of Efficient Administration
The most difficult aspect of government regulation is administration. It follows that this is also
one of the most controversial topics. This issue
permeates all others in that the mechanics of implementing federal regulation are the points at
which the regulators and regulated businesses
come in direct contact. At these points, incremental costs are generated without the immediate
feedback of any derived benefits. Such a conclusion was the basis of the recommendation by the
Logistics Management Institute (LM I) whose
government- directed study of cost accounting
standard costs versus benefits concluded that efforts would be be tter spent recommending changes to the administrative tasks to minimize cost generating disagreements.6
Government representatives recognize the difficulty of multi - agency regulation. Each agency is
charged with a unique objective. That objective is
specified by law and therefore must be met. Because many of these objectives are meant to be
checks and balances within a dynamic economy,
some agencies must act autonomously and, as a
result, some necessary duplication and overlap exists. From the government viewpoint, the depth
and breadth of multi - agency regulation yields hidden benefits to the regulated elements that outweigh the difficulties created. Contractors benefit
internally from consistent practices between reporting centers and uniformity of those practices
MANAGEMENT ACCOUNTING /OCTOBER 1981

from period to period. Hence management reporting becomes more meaningful and less costly.
From a competitive perspective, contractors can
no longer elude the difficult financial considerations by masking pricing data with innovative cost
accounting techniques unique to the competitive
award being pursued. If then contractors accept a
little inconvenience and cooperate, those capable
of profitably performing a contract will receive
contract awards. Those who do not comply, and
can not perform, invite further restrictive regulation that works to the detriment of all concerned.
Regulated contractors counter these assertions
with the question, "What coordination ?" Every
regulatory agency has its own body of specialized
expertise even though redundant in the macro
view. Rarely is there even dialogue between agencies, let alone the sharing and exchanging of information and personnel. There is no attempt to be
consistent between agencies in data requirements
placed on contractors nor is there uniformity from
year to year in many instances. Timing of submittals is not consistent. Data is required from contractors in spurts, depending on which agency is
requesting the data. There is no approach to these
submittals as a time continuum for a dynamic
business. Without integrating the data requirements of all agencies, the government can not
fully comprehend the disruptive impact to the
normal business cycle because the time - phasing of
sequentially generated data is not compatible with
government reporting requirements. There appears to be a total lack of direction, yet penalties
for noncompliance are prescribed by law. Hence,
prudent businessmen must incur unnecessary
costs to adhere to an irrational plethora of agencies' requirements, recognizing that they can do
little else to protect their stockholders. Because in
most instances contractors pass added administrative costs on to the government, the taxpayer
again is the victim.
One possible solution might be to establish a
centralized clearinghouse for government -required data. In a sense this would become a government- maintained and monitored data bank,
housing all submittals over time from regulated
businesses. With the use of a computer, this dynamic data bank could rationally time -phase and
integrate data requirements from all regulating
agencies to correspond to the fiscal cycle of the
individual business. This process would mitigate
the disruption and probably increase the accuracy
of the data because it would be consistent with the
performance of the target firm. From a government point of view, agencies could eliminate duplication of data requests and be assured of timely
and consistent data availability, allowing each
agency to accomplish its statutory objective without compromising another agency by using out of -date or inconsistent data.

CODSIA
estimated
administrative
costs of cost
accounting
standards to be
$56 million.
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The clearinghouse could serve as data collector
and distributor for all agencies, eliminating government and industry personnel and forms requirements that currently accompany each new
regulating entity. Data delinquency from a company would be less desirous to a contractor in that
all affected agencies could bring the threat of
sanctions to bear. Accuracy will be mandatory in
that multi - agency analyses of common data for
different purposes inherently will provide additional checks and balances in the regulatory systems. This approach is not intended to suggest
more government regulation. Rather, we suggest
that it would lead to more efficient government at
a reduced cost to both contracting parties.
The Issue of Societal Perspective
As to the current state of federal regulation of
cost accounting, the Cost Accounting Standards
Board no longer exists. But the legacy of the legislation that the CASB passed will continue. Industry must realize that unless it begins to work with
the government there will be more stringent regulations in the future. The government has mandated uniformity to facilitate its conduct of stewardship over the taxpayers' money. As regulations
become more defined and limiting in nature, contractors become more imaginative in their methods to get around the regulations. The process is
similar to the miniaturization of communication
circuits. The smaller the requirements, the more
exotic the solution. Yet is this type of creativity
productive or counterproductive? In the circuit
case, greater service to the consumer is achieved.
In the case of federal regulation of cost accounting, neither the government nor the contractor is
served in an economic sense. Both must expend

ever increasing amounts of resources to stay
ahead of the other. Why then do not the adversaries seek a detente of sorts through the mutual understanding of missions and objectives? No one
would deny that a fair price and a fair profit
should be expected in the performance of a government contract. Likewise, the government
should not expect more than reasonable reporting
and reimbursement of costs and profit for those
contracts. The foundation of all the issues presented here is the reasonableness of the regulatory requirements when dealing within a competitive free
enterprise system, Adversaries argue about the basic mechanics of implementing the regulations
while the underlying philosophic issue of government and private business working together is ignored.
Productivity has been declining in the private
sector of our economy. Part of this decline may be
attributed directly to the burden of federal regulation. From both sides of the controversy, it is human nature to sustain one's self interests via whatever means possible. The bureaucratic agencies
will exist as long as there is a perceived need for
them. Industry will continue to employ specialized professionals whose skills are directed at
countering the effects of federal regulation as long
as regulation continues to hamper the activities of
industry. This cycle is totally counterproductive.
It is incumbent upon industry to increase productivity in concert with the objectives of governmental agencies rather than attempt to be productive
in spite of government intervention. We might
speculate that the shift during the last decade in
upper management emphasis from production oriented personnel to financial and legal professionals may in fact be a primary reason for lowered productivity in our private sector.
Both sides must share in the blame if in fact
productivity has been lowered because of increased government regulation. The government
has oftentimes overreacted to the need for regulation of cost accounting practices. Industry has
failed to recognize the need for easier, more efficient means of evaluating, negotiating, and administering various phases of contracting —thus inviting the very intervention that it now battles at any
cost. The result has been higher taxation and lower productivity and profitability. This vicious cycle must be halted now before it encumbers the
economy to the point where nationalization of
critical elements is demanded by circumstance.
This evolution is running contrary to our socioeconomic and political goals and can only serve to
undermine an already imperfect free enterprise
system.
What Can Be Done?
We have attempted to present the general sentiments of our respective contemporaries, hoping to
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elicit both favorable and negative responses from needs as opposed to reactive legislation after the
readers. Evaluate your personal responses to the fact;
issues presented here. If you found yourself align- *Evaluation and integration of the regulatory
ing with one side, then examine the opposing ar- agencies, their missions, and their roles to elimigument as objectively as possible. In doing so, we nate duplication and redundancy;
hope that a clearer understanding of the attributes e Evaluation of the benefits of a central clearingof both positions will be developed and will lead house concept for , the collection and disseminato the reduction of the defensive barriers inherent tion of data required of all federal regulatory
in the debate over government regulation of cost agencies dealing with industry data;
accounting practices. The adversary relationship *Evaluation of the administrative processes of
fueling this controversy has caused many disputes each cost accounting regulatory agency to see if
and court actions to surface, resulting in extreme- parallel approaches in different agencies exist that
ly costly settlements —the total cost of which could be combined or eliminated;
eventually is borne by every working American.
*Analysis of the timing of data submittal reThere is little doubt that federal regulation of quirements of all cost accounting regulatory agencost accounting will continue in some form or an- cies in terms of a broad sample of reporting comother in the future. An industry representative panies to determine disruption to the business
was overheard saying, "the future simply holds cycle and costs thereof,
more of the same or worse!" Neither side desires e Evaluation of the economic impact on a sample
this outcome for it would further damage our eco- segment of our economy of specific regulations,
nomic system and drive up the cost of govern- such as cost accounting standards, to establish the
ment. What can be done? We contend that coali- effect of this type of regulation on our free entertions between government, academic institutions, prise system.
and industry groups (e.g., NAA, FEI, CODSIA)
These topics are examples of areas which need
should be mobilized to study the basic issues further study. We encourage objective analysis
raised here. There is a need for objective research that will prevent further controversy and enhance
to break the stalemate currently existing between the capability of government and industry to work
government and industry. We feel that research of together and to control the future direction of feda practical nature could serve to arbitrate disputes eral regulation of cost accounting practice.
in advance. Some possible topics for these studies:
I Benjamin Graham, David L. Dodd, and Sidney Cottle, Security Analysis,
McGraw -Hill Book Co., 1962.
2 Howard W. Wright and James P. Bedingfield, Government Contract Accounting,
Federal Publications, Inc.. [979.
3 John Cibinic, Jr.,Cost Determination,George Washington University Press, 1964.
4Restaremenr ojOb)'ectiw. Policies. and Concepts, Cost Accounting Standards
Board, Washington, D. C.. May 1977.
5 Cost Accounting Standards Guide, Article 8186, Commerce Clearing House, Inc.,
Chicago, 111. 1977.
616id..Article 9234, p. 9193.
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We'll help you over them.
Heller helps your client over the
obstacles. Like a balance sheet position
that stands in the way of borrowing
adequate funds. We're interested in
providing more money for your clients
than other sources would. So we give
thoughtful consideration to their special
needs both now, in view of todays
economic climate, and in the future.
At Heller, we're anxious to assist any

business which can make profitable use
of additional funds. We'll lend against
your client's receivables and other assets
at a practical rate that enables your client
to make money on money borrowed.
When your client has a chance to
profit, and cash can help him over
obstacles, suggest Heller. Your recommendation can prove to be a practical
and profitable one.

HELLERE
Financial Services

Walter E. Heller& Company, 105 W Adams St., Chicago, IL 60603.Other Heller offices in: New York • Boston - Philadelphia • Montclair, NJ • Baltimore
Syracuse • Minneapolis • Detroit • Grand Rapids • Cleveland • Kansas City • Atlanta • Charlotte • Miami • Tampa • Birmingham • Columbia, SC
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President's
Report
Stated simply, our objective for
1980 -81 was to enhance the role of
the Association as the leading professional association in the field of
management accounting through
increasing both the sphere and the
quality of our influence.
I believe we made excellent progress toward the achievement of
this objective. Let's summarize
some of the milestones during
1980.81:
9 In an era of rising inflation and
increasing costs, we turned our
attention to two important fiscal
matters to secure our financial
future. We changed our reserve
fund investment philosophy and advisors in an effort to secure a
greater return on this fund. Second,
we established a Long -Range Location Committee in an effort to protect NAA from escalating rental
costs by fixing our long -range costs
of occupancy.
• In the area of education, our objective was to improve our delivery
systems of educational opportunities to our members and further collaborate with educational institutions. This effort resulted in
the establishment of an Ad Hoc

Committee which already has recommended improvements in educational programs and standards.
In addition, a number of NAA
members are serving on visitation
teams to assist the American
Assembly of Collegiate Schools of
Business in the accreditation process. Indeed, NAA is represented
on the assembly itself.
• We continued our program to
offer corporations direct participation in our research activity. New
brochures were used in the solicitation process which, at the end of
the fiscal year, resulted in contributions of $73,955 to the research
program.
•Our new executive director,
who is a former financial vice president- corporate controller of a large
corporation, was named to serve on
the Financial Accounting Standards Advisory Council (FASAC) of
the FASB;
• Carrying out the recommendations of the Program Evaluation
Group (PEG), we named a new
managing director for professional
services to upgrade and expand our
research and other technical services areas;
• We presented a charter to the
Netherlands Affiliate and visited

with the heads of accounting organizations abroad, exploring areas
of cooperation. Our conclusion was
that there is a strong role for NAA
to play in international accounting,
and we will be following up on the
recommendations made in that
report.
We have made, and will continue
to make, changes in NAA programs
and policies in order to enhance our
professional role. Your officers and
directors contributed many hours of
effort, reviewing programs and
recommending changes so that
NAA will be able to do its job better, by serving not only members
but all those in the field of management accounting.
As I noted in one of the monthly
President's Perspectives, I am confident that we as management accountants can and indeed will succeed in exerting our influence on
the management of business, national and economic policies. We
shall do so with confidence, with
trust, with integrity, and most of
all with respect and concern for our
fellow man.
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President, 1980 -81
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In membership records department
(r.), Dorothy Green processes one of
the 300 membership record changes
made daily.
CMA examination (1) was held
twice at 47 sites, including this one
at Pace College.

Professional
Activities
The emphasis on professionalism in
all of the Association activities that
recent NAA presidents have made
their goal is beginning to bear fruit.
The NAA executive director was
appointed to the Financial Accounting Standards Advisory Council
(FASAC), advisory body to the
Financial Accounting Standards
Board. The Management Accounting Practices Committee issued the
first of a new series of conceptual
statements; at the same time
continued to respond to accounting
issues posed by governmental and
private bodies in the standard making field. Our representative
continued to assist in the important
task of establishing accreditation
standards for accounting schools.
A visit to NAA affiliates and
sister organizations in Europe
further demonstrated to NAA
leaders the high esteem in which
international accountants hold the
Association, its publications, and
its research program —and the
potential that exists here and
abroad for expansion of our
activities.

Three special in -depth conferences
on one topic were well received. The
second annual controllers' conference in Chicago surpassed the
attendance of the first, the third
conference on the FASB's inflation
standard —FAS No. 33 —drew a
large attendance in Los Angeles,
and the first computer conference
held in New York was highly
successful.
Regional councils increased their
efforts in holding professional
development meetings, supplementing and broadening the programs of
the NAA chapters and affiliates.
The Institute of Management
Accounting continued to gain
stature and recognition during the
year. Increasingly, those members
holding the Certificate in Management Accounting are playing a
greater role in Association
activities.
The Association is aggressively
meeting the challenges of the new
decade. Our main objective —
education—is being pursued
through many avenues: research,
publications, conferences, seminars,
Management Accounting Practice
statements, specially - developed
audiovisual materials, and the
Certificate in Management
Accounting program.

Research Effort
Accelerates
The research program is expanding
as the Association actively solicits
funds from corporations. In
conjunction with the Society of
Management Accountants of
Canada (SMAC ), we published The
Maker -Buy Decision by Anthony
J. Gambino and The Pricing
Decision by Lawrence A. Gordon,
Robert Cooper, Haim Falk, and
Danny Miller. These publications
are the latest in a series of nine
decision models identified in a
jointly - funded project. The SelfInsurance Decision by Joseph M.
Conder also was published during
the Association year. Ransfer
Pricing. Rchniques and Ekes, by
Ralph L. Benke, Jr., and James
Don Edwards, published in August
1980, is one of our "Thp 10"
bestsellers.
A major study, The Impact of
Inflation on Internal Planning and
Control by Allen H. Seed, III, is
one of the research reports released
for publication in 1980 -81. It will be
offered to all NAA members as a
membership bonus. Three additional research reports are in
printing production.

Studies on the profile of the
management accountant, minicomputers, and energy sources and
consumption are nearing completion. This year major new studies
were authorized on the information
needs of boards of directors and
audit committees, product abandonment decision process, planning and
control for municipal costs and
revenues, and productivity in small
business.

Management Accounting
Practices Development
The Committee on Management
Accounting Practices developed
and published Statement 1 A of a
new series of statements on
management accounting. The first
statement, titled "Definition of
Management Accounting," will be
disseminated to appropriate
individuals and institutions. At the
same time, the Committee and its
staff drafted the broad outlines of a
framework for management
accounting. Currently, it is working
on a management accounting
glossary, and the drafting of the
objectives and concepts of
management accounting.

In its role as spokesman for the
Association on proposed accounting
rules and standards, the Committee
sent 42 letters of comment during
the year to the Financial Accounting Standards Board, the International Federation of Accountants,
International Accounting Standards Committee, American Institute of CPAs, the Cost Accounting
Standards Board, Financial
Accounting Foundation, the
Internal Revenue Service, and the
Governmental Accounting Standards Board Organization
Committee.
John F. Chironna and Executive
Director Robert L. Shultis testified
at the FASB public hearing
December 17 on "Foreign Currency
Translation," and a MAP Subcommittee participated in the FASB
session on foreign currency
translation on April 16. Mr. Shultis
and Louis Bisgay, MAP secretary,
appeared on behalf of the
Committee on May 5 at a hearing
in Philadelphia to oppose the
establishment of the proposed
Governmental Accounting Standards Board.
NAA's position released to the
press says, in part: "While we
recognize there are some differences
between the accounting problems of
government and those of private

industry we feel the differences are
more apparent than real and do not
justify setting up separate standards. Certainly, the intent of
financial reporting by both governmental and business entities is, or
should be, the same— management,
control and protection for investors
and the public."
Richard Snyder represented the
Committee on May 11 at the FASB
public hearing on "Funds Flow and
Liquidity. "

Member Education —Ad
Hoc Committee Report
An Ad Hoc Committee on Member
Education with the charge to
"provide opportunities for members
to increase their knowledge of
accounting practice and methods
and to increase their individual
capabilities" has submitted a
preliminary report. The Committee
is considering a reorganization of
the Association's total educational
program to involve and motivate
members and to improve the
education level of NAA members.
Another aim is to improve the
recognition of the management

NAA accounting department R.l
processed more than 10,000 checks,
100,000 dues cards.
In Word Processing Center (c.A Jean
Carroll operates IBM OS46 system.
Center produced 2'/4 million lines of
typewritten material last year.
Librarian Miriam J. Redrick checks
on one of &000 volumes in library.
Some 1,000 books were loaned to
members.
accounting field and the
Association as a leader in that field.
The Committee made a number of
recommendations including the
establishment of classes of membership in NAA, and the organization
of a three - to five -year educational
program. These proposals will be
reviewed during the coming year by
the appropriate committees.

SSP —Three New Courses
Three new Self -Study Program
courses were introduced in 1980 -81
and their success helped to make
SSP revenues reach a record high.
The three courses are Capital
Budgeting, Credit and Financial
Analysis, and Flexible Budgeting
and Contribution Reporting. A
fourth SSP package consisting of
three budgeting courses and a
cassette player - recorder is ready to
be marketed.

Institute of Management
Accounting
The number of IMA members and
applicants to the Certificate in
Management Accounting program
grew 20% to approximately 8,000
individuals. The Certificate was

issued to 561 candidates, making a
total of 2,492 who now hold the
CM A. The examination was held at
47 sites, an increase of six from the
prior year.
Our promotion and marketing
efforts seem to be succeeding
because the program is growing
and the CMA is gaining recognition
in both business and academia as
the professional designation for
management accountants. Additional major corporations have
adopted the CMA program.
Management accountants who
hold the Certificate are participating to a greater extent in the
program by contributing their
services to proctor the examination.
The long -run goal is to have CMA
proctors at all sites.

Marketing and
Membership
Services
As of June 30, 1981, the Association's total membership was 95,224,
which includes domestic, international, associate and student
members, and Emeritus Life
Associates.
Because of sharply increased
costs, the National Board voted to
raise annual dues $5 for domestic
members and students, $2.50 for
associate members, and $15 for
international members.
Although the increase is approximately 8 %, it does not fully
compensate for the impact of
inflation on the Association's
operations. In 1980, for example,
the Consumer Price Index went up
12.4 %, according to the Bureau of
Labor Statistics. lb help members
save costs on their membership, the
National Board approved a new
policy that allows members to prepay two or three years' dues at new
discounts. Approximately 20% of
the increase in member dues this
year will be returned to chapters as

(L) Production Manager Stephen
McCrea and Feature Editor Kathy
Williams discuss upcoming issue of
MANAGEMENT ACCOUNTING.

(c.) Printing plate duplicates
brochure on CMA program. NAA
in -house printers produced 10
million impressions during year.
Part of CEP department:
processing registrations for some 24
courses held in major cities
throughout U.S.
additional revenue to conduct their
operations.
The Association chartered five
new chapters and one international
affiliate during 1980 -81. The new
units and their charter dates are:
Netherlands Affiliate Nov. 1, 1980
Amarillo (Rx.) Area Nov. 1, 1980
Acadiana
(Lafayette, La.)
Feb. 1, 1981
Green Mountain
Chapter
Feb. 1, 1981
Southeast Louisiana April 1, 1981
Southeast Alabama April 1, 1981
Also approved were partitions in
Birmingham, Houston, and Nashville, giving us six chapters in these
cities instead of the original three.
The National Board and Executive Committee also approved a
charter for the North Central
Regional council comprising the
Des Moines, Omaha, Nebraska Cornhusker, Sioux City, and Sioux
Falls Area Chapters. As of June 30,
1981, the Association had 322
operating chapters, 24 regional
councils, and 15 international
affiliates.

Direct Service
Membership
A special attempt was initiated this
year to attract potential members

who cannot or do not choose to
affiliate with an NAA chapter. A
new category of membership,
Direct Service Membership, has
been created. It is available to
accountants living in the United
States and Canada. Those individuals choosing this category of
membership will receive all general
publications of the Association
published during their cycle year
and are entitled to all member
benefits, except chapter affiliation.
Their annual dues will be
approximately 125% of regular
member dues.
Your officers and directors
approved this new category of
membership as a way of attracting
those individuals who terminate,
presumably because they are not
interested in chapter participation.
Now they will have the option of
receiving all the publications of the
Association — including monthly
issues of MANAGEMENT ACCOUNTING.and all research reports —while
staying abreast of all national
conference activities through the
annual direct mail promotions. At
crucial points in their careers, many

may want to re- affiliate with a
chapter to gain the maximum
benefits of Association programs
and activities. This program is a
step toward retaining many
members who allow their membership and chapter affiliation to lapse
because they do not fit into their
current career planning.

Publications —New
Subscription Policy
For a two -year trial period, the
Association has established a
program to allow individuals to
subscribe to MANAGEMENT
ACCOUNTING without joining the
Association. Under this new policy,
an individual may receive 12 issues
of the magazine at a subscription
rate of $42, with a 50% discount
allowed nonprofit libraries. It is
hoped that once individuals are
exposed to the Association and its
activities for the first time, they
will want to affiliate with a chapter
to obtain all the benefits of full
membership.

New Columns Added
In response to a request by the
FASB that the Association offer

assistance in determining the needs
of small businesses, the Association
has established a Small Business
Advisory Panel and inaugurated a
Small Business column in
MANAGEMENT ACCOUNTING. The
initial reaction to the feature has
been very positive. This column will
alternate with another new department called 74xes.

The Executive Director has
begun to write a monthly column,
Opinion, on accounting and financial topics. This department has
received a good response from
readers. In addition, the magazine
revived its Management Information Systems column, which is
written on alternate months by
editors from industry and from
academe.

Public Relations:
Financial Executives
Speak Out
Surveys of the chief financial
officers of the country's 1,000
largest industrial corporations
continued to generate coverage for
the Association in the nation's
newspapers and other media. A

survey that queried CFOs as to
their reaction as interest rates
returned to 1980 historical peaks
went over the AP wire under John
T. Cunniff's byline. More than half
of those responding to the survey
said they would stop borrowing to
finance capital expenditures if
interest rates peaked again. The AP
story also quoted the NAA executive director with his interpretation
of the survey results.

Memorial Education
Fund
Videocassette Project
Funded
Established to allow members and
others to contribute to the pursuit
of the educational objectives of the
Association, the Memorial Education Fund is another resource that
NAA can call upon. In 1980 -81, the
National Board approved a videocassette program for use by
chapters in their technical programs
to be funded from this source. One
tentative topic is "cash
management for small business."
Individuals and organizations
contributing to the Fund during
1980 -81 are listed at right:

Contributors
James Bulloch
Mr. & Mrs. Robert G. Chapman
Raymond Goldstein
Mr. & Mrs. Gordon A. Johnson
Mr. & Mrs. John E. Vavasour
Mr. & Mrs. Robert J. Weafer
Mr. & Mrs. W.M. Young, Jr.
Beaver Valley Chapter
Cincinnati Chapter
Dallas Chapter
NAA Staff
New Orleans Chapter
Racine- Kenosha
St. Louis Chapter past presidents
In Memory of or Honor of:
Joan Billings
Robert C. Buchholz
Dorothy Dresser
Bliss R. Finlay
W.W. Gholson
George C. Hetlage
Paul L. Jacoby
Victor Lota
George B. McCoy
Robert M. Osborne
Charles H. Russell
Tracy H. Rutherford
Rose Shanley
James C. Stevenson
Marion Young

NATIONAL AS S OC IATION OF AC C O UNTANTS

BALANCE SHEETS

June 30
Ass ets

June 30

1981

1980

Liabilities and Fund Balances

1981

1980

2,527,752

2,628,628

271,635

244,793

279,329
89,316

341,457
53,696

$3,255,237

$3,331,471

651,209

619,095

$

Accoun ts payable and accrued exp enses
Accrual fo r co mp ens at ed abs en ces
(note 5) . . . . . . . . . . . . . . . . . . . . . . . . . .
Deferred revenu es
........
Membershi p d ues .....
Research contributions (note 1) . . . . . . .
Other ............................
Other liabilities . . . . . . . . . . . . . . . . . . . . .
Total liabilities . . . . . . . . . . . .
Fu n d b al an ce (d efi ci t) .. . .. . . .. . .. . .. . .

62,897

$

87,205

$

Cash ..............................
Market able s ecurit ies at cost,
wh i c h a p p r o x i ma t e s ma r k e t . . . . . . . . . .
Furni ture, equ ipment an d leasehold improvements (note 2) . . . . . . . . . .
Receivables net of allowance for
doubtful accounts ($12,700 -June 30,
19 8 1; $1 1 ,0 0 0 -Ju n e 3 0, 19 8 0) .. . .. . .. . .
Other as sets . . . . . . . . . . . . . . . . . . . . . . . .

$

Current Operating F und

109,775

101,256

2,545,050
62,327
85,822
11,409
3,465,592
(210,355 )
$3,255,237

2,119,978
38,741
100,609
10,534
2,990,213
341,258
$3,331,471

$

$

Res erve F un d
Cash (note 6) . . . . . . . . . . . . . . . . . . . . . . .

$ 935,776

Marketable secu rities, at cost
(app rox imate mark et valu e
$3,151,900 in 1981; $3,552,000
in1980 ) . . . . . . . . . . . . . . . . . . . . . . . . . .

$

3,210,986

Payable to broker

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

Fu nd b al an ce
Beginning of year . . . . . . . . . . . . . . . . . .
Regi s t rat i o n fees for memb ers h i p . . . . . .
Net gain on dis position of securities
(note 6) ... ....................
End of year ...
...................
.

3,271,341

38,110

$4,207,117

$3,249,096

59,220

-

3,249,096
158,795

3,020,209
162,729

740,006
4,147,897
$4,207,117

66,158
3,249,096
$3,249,096

$ 120,180
13,792
1,768
$ 135,740

$

Memorial Education Fund
Cash
Market able s ecurit ies, at cost
plus accrued i nterest (which
ap p r o x i ma t e s ma r k e t va l u e) . . . . . . . . . .

$

7,060

$ 135,740
See notes to fina ncial sta tements.

$

10,289

109,891
$ 120,180

Fu nd b al an ce
Beginning of year . . . . . . . . . . . . . . . . . .
In t e r e s t i n c o me . . . . . . . . . . . . . . . . . . . .
D o n a t i o n s r e c e i ve d . . . . . . . . . . . . . . . . .
End of year . . . . . . . . . . . . . . . . . . . . . . .

104,721
11,974
3,485
$ 120,180

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF REVENUES AND EXPENSES
CURRENT OPERATING FUND

Year Ended June 30
1981
1980

-

-

-

Revenues
Membership dues ..
............ ...............................
Continuing education program registration fees and sales of materials .......
Annual and international conferences re g i st r a t i o n f e e s . . . . . . . . . . . . . . . . . . .
Advertising and sales of publications .... ...............................
Institute of Management Accounting registration and examination fees .....
Interest and dividends on reserve fund investments . . . . . . . . . . . . . . . . . . . . . . .
Int e re st on c urre nt ope ra t ing fund i nve stme nt s .. . . . . .. . . . . . .. . . . . . .. . . . . .
Gain (loss) on security sales ............ ...............................
Research fund contributions applied ..... ...............................
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.

.

Expenses
Chapter services
Payments to chapters .............. ...............................
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical publications ................ ...............................
Marketing
Me mbe rshi p a nd ne w c ha pt e r d e ve l opme nt . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Public relations and promotion
. . ............
. . . . . . . . . . . . . . ................
................
... ..
Meeting arrangements ............
Technical services
Continuing Education Program. ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Research fund expenditures
Other . . . . . . . . . . . . . . . . . . .........
. . . . . . . . . . ..............................
. . . . . ..... .. . . . . . . .. . . . . . .
Administration .. ...... ............... ... ......................
Finance
Accounting....
......
..............................
Data processing
........... ................................
Administrative services
General office and office services ...... ...............................
Occupancy costs (note 4)
...............................
Word proc e ssi ng a nd a d..
mi.......
ni st ra t i ve
support . . . . . . . . . . . . . . . . . . . . . . . . . . .
Institute of Management Accounting .... ...............................
Annual and international conferences .... ...............................
.

I

(Defi ci e nc y) of revenues to cover expe nse s . . .. . .. . .. .. . .. . .. . .. . .. . .. .
See notes to financial statements.

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

$3,986,553
819,492
335,192
452,973
471,832
203,512
268,603
13,907
74,400
48,890
6,675,354

879,593
375,947
966,776

778,732
345,785
823,892

226,282
259,796
176,449

221,524
173,830
165,934

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

856,614
297,561
183,988
454,124

285,520
267,185

263,881
240,097

602,380
378,043
599,142
527,544
241,669
7,818,608

580,527
348,308
540,593
424,488
319,489
7,019,367

$ (551,613)

$ (344,013)

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF CHANGES IN FUND BALANCE
CURRENT OPERATING FUND
Year Ended June 30
1981
1980

$

Cumul at ive effe ct of ac count ing change (note 5 ) .. ... .. .. .. .. .. .. .. .. .. .. .. ..
Fund ba l anc e , a t be gi nni ng of ye a r, a s re sta t e d . . . .. . . .. . . .. . . . .. . . .. . . .. . . .
(Deficiency) of revenues to cover expenses .. ...............................
Fund balance (deficit), at end of year....... ...............................

$

442,514
(101,256)
341,258
(551,613)
(210,355)

$

$

Fund balance, at beginning of year, as previously reported ....................

779,629
(94,358)
685,271
(344,013)
341,258

See notes to financial statements.

STATEMENT OF CHANGES IN FINANCIAL POSITION
CURRENT OPERATING FUND

$

(551,613)
64,252
(487,361)
425,072
23,586
-

-

127,974
258,013

91,094

102,076
117,723
7,474

$

-

$

35,620
14,787
141,501
24,308
62,897
87,205

(344,013)
59,982
(284,031)
26,991
38,741
33,399
314,939

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

-

Funds provided from (used by►
Operations
(Deficiency) of revenues to cover expenses..............................
Add items not requiring outlay of funds - depreciation and amortization .....
Funds (used by) operations......... ...............................
Increase in deferred revenues
Membership dues.... ............................... .............
Research contributions ............. ...............................
Other ........................... ...............................
Decrease in marketable securities....... ...............................
De crea se in re ce ivabl es . . .. .. .. . .. .. .. .. .. .. . .. .. . .. .. .. . .. .. .. . .. .. .
Inc rea se in acc ounts pa yable and ac crued expenses .. ... .. ... ... ... ... ... ..
Total funds provided .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Funds applied
Purchase of furniture, equipment and leasehold improvements ...............
Increase in receivables................ ...............................
Increase in other assets ... ............................... ...........
Decrease in deferred revenues other .................. ...............
Tot a l f und s a ppl i e d . . .. . . . . . .. . . . . . .. . . . . . .. . . . . . . .. . . . . . .. . . . . . .
Net increase in cash .............. ...............................
Cash balance, beginning of year .......... ...............................
Cash balance, end of year ............... ...............................

$

Year Ended June 30
1981
1980

227,273
30,740
32,157
62,897

See notes to financial statements.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1981
Note 1 - Summary of significant accounting policies
The accompanying financial statements do not include the
funds and accounts of chapters, regional councils, and the
Stuart Cameron McLeod Society.
Current operating fund

Revenue recognition
Membership dues are recorded as revenue during the
applicable membership period and no portion of such

dues is allocated to subscription revenues in the accompanying financial statements. Registration and examination fees are recorded as revenue when the
related program or examination takes place. Advertising revenues are recorded as revenue when the applicable publications are issued.
Furniture, equipment and leasehold improvements
Furniture, equipment and leasehold improvements are
recorded at cost. Leasehold improvements are amor-

$

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

Reclassification
Certain items in the 1980 financial statements have been
reclassified for comparative purposes.

$

Note 2 — Furniture, equipment and
leasehold improvements
As.of June 30, 1981 and 1980, furniture, equipment and
leasehold improvements consisted of the following:
1981
1980
Furniture and equipment
836,104 $771,379
Leasehold improvements.......
189,330
162,961
.......
1,025,434
934,340
Less accumulated depreciation and amortization
753,799
689,547
......
$ 271,635 $244,793

s

/

.......

A deferred compensation plan for certain employees of the
Association was established during the year ended June 30,
1981. A provision of $20,000 is being accrued annually to
provide an amount, at age 65, equal to the present value of
anticipated payments to these individuals.
Note 4 —Lease commitments
The Association occupies office space under long -term lease
agreements, expiring in 1985, requiring minimum rental payments plus certain escalation charges. Rent expense, net of
sublease rentals of $46,967 and $44,985, was $311,391 and
$283,778 for the years ended June 30, 1981 and 1980, respectively. The aggregate minimum annual rentals under significant long -term office leases (exclusive of additional rent for
increases in certain operating costs of the landlord) are summarized as follows:
Year Ending
Lease
Sublease
June 30
Commitments
Rentals
1 9 8 2 . . . . . . . . . . $ 2 3 3 , 2 1 4 . . . . . . . . . . $6 3 , 0 0 0
1 9 8 3 . . . . . . . . . . 2 3 3 , 2 1 4 . . . . . . . . . . 69,000
1 9 8 4 . . . . . . . . . . 23 3 ,2 1 4. . . .. . .. . .
1 9 8 5 . . . . . . . . . . 19 4 , 34 4 . .. . . .. . . .
—

$

Research fund
The research fund, which is administered by the Committee
on Research, has been established for the purpose of providing funds for the expansion of the research activities of
the Association. The policy of the Association is that funds
contributed for research be included in the current operating
fund and that expenditures for research will come first from
the amount of the Association's annual budget for this purpose. Any excess expenditures will be charged to contributed
funds and remaining contributed funds will be deferred and
committed to future research expenditures. Funds contributed for research with a specific dedication or restriction
to a specific research subject or project will be considered
restricted funds and accounted for as such.
The following is a summary of transactions affecting deferred research contributions for the 1981 fiscal year:
Balance June 30,1980
38,741
............. 73,955
Donations received
................
112,696
Research fund contributions
applied
50,369
........................
Balance June 30,1981
62,327

Note 3 —Pension plan
The Association has a non - contributory pension plan covering substantially all employees. The Association's policy is
to fund pension expenses as accrued. Total pension expense
was approximately $211,000 and $193,000 for the years
ended June 30, 1981 and 1980, respectively. The actuarial
funding method used is the Frozen Initial Liability Cost
Method. Actuarial gains totaling approximately $72,000 are
being amortized over a 10 -year period from July 1, 1976; the
balance at June 30, 1981 amounted to approximately
$36,000.
Accumulated plan benefits, as defined by the Financial
Accounting Standards Board, are retirement plan benefits
earned to date by plan participants. Such benefits, calculated
as of the most recent valuation date (July 1, 1980), along
with net assets available for benefits, measured on a market
value basis, are presented below. The calculations are
prepared using an assumed rate of return of 6' percent on
plan investments.
Actuarial present value of accumulated plan benefits
Vested
$1,319,980
...........................
Non - vested
91,360
........................
Total
$1,411,340
............................
Net assets available for benefits
$1,875,172

—

tized on the straight -line method over the term of the
lease or the estimated useful lives of the assets, whichever is the shorter period. Furniture and equipment are
depreciated on the straight -line method over their
estimated useful lives.
Reserve fund
The reserve fund has been established for the purpose of providing funds (a) as a reserve for unforeseen financial contingencies; and (b) to insure continuous extension and development of activities for the best interests of members. At June
30, 1981, the amounts designated for such purposes, based
on policy guidelines approved by the Board of Directors,
were $3,512,283 and $635,614, respectively. Membership
registration fees and gains and losses on disposition of
securities of the fund are recorded therein. Interest and
dividends earned on investments of the fund are recorded in
the current operating fund. Appropriations may be made
from the fund upon affirmative vote of the majority of the
Board of Directors.
Memorial education fund
The memorial education fund has been established for the
purpose of supporting and furthering the educational goals
of the Association. Donations for such purposes, and interest
earned on the fund's investments, are recorded in the fund.
The Board of Directors has approved a policy that once the
fund has reached $100,000 the interest income may be expended. The fund is administered by a committee whose actions are subject to the approval of the Executive Committee.

Note 5 — Change in an accounting principle
As a result of the issuance of Statement of Financial
Accounting Standards No. 43, Accounting for Compensated
Absences, the Association has retroactively adopted the
policy of accruing vacation benefits earned but not taken.
The cumulative effect of this change on the current
operating fund balance as of July 1, 1979 was $94,358. The
statement of revenues and expenses for the year ended June
30, 1980 has been restated to reflect additional expenses of
$6,898. Expenses for the year ended June 30, 1981 were increased by $8,519 as a result of this change.
Note 6 — Reserve fund
Cash held by the broker earns interest at a rate which
approximates the weekly 90-day U.S. Treasury Bill rate.
The net gain on disposition of securities reflects a loss on
securities write down of $58,055. Certain U.S. Treasury
Bonds acquired at a cost of $250,119 were sold on July 6,
1981 for $192,064. As of June 30, 1981 these Bonds were
written down to this amount and a realized loss of $58,055
recognized.

PANNELL
KERR
FORSTER
Certified Public Ac countants
420 Lexington Avenue
New York, NY 10170

The Board of Directors
National Association of Accountants
We have examined the balance sheets of the National
Association of Accountants at June 30, 1981 and June 30,
1980,and the related statements of revenues and expenses
— current operating fund, changes in fund balance — current
operating fund and of changes in financial position — current
operating fund for the years then ended. Our examinations
were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

Financial Review
Summary
For the year ended June 30, 1981,
expenses exceeded revenues by
$551,613 compared to a prior year
deficiency of $344,013. $171,852 of
this deficit represents a loss
incurred on the sale of debt
securities held as operating fund
investments. The proceeds of these
sales were reinvested in securities
with significantly higher interest
rates whi ch are ex pected to
generate addition al revenues over
the n ext s everal years.

Revenues
Revenues for the year totaled
$7,266,995, which represents an
increase of $591,641 from the prior
year. Membershi p dues revenues
increased $416,017, principally as a
result of the dues increase effective
September 1, 1980. Other significant revenue increases included
advertising, $87,200, subscriber list
rentals, $58,400, and educational
activities, $164,400. Offsetting
these increases was the loss of
$171,852 on the sale of securities
mentioned above.
Revenues for the 1980 -81 fiscal
year were disappointing when
compared to plan, reflecting an
unfavorable variance of $375,000.
Of this amount, however, $169,600

In our opinion, the financial statements referred to above
present fairly the financial position of the National Association of Accountants at June 30, 1981 and June 30, 1980,and
the results of its operations in the current operating fund
and the changes in the financial position of the current operating fund for the years then ended, in conformity with
generally accepted accounting principles applied on a consistent basis after restatement for the change, with which we
concur, in accounting for compensated absences as described
in note 5 to the financial statements.
August 13. 1981

represented reduced revenues which
were exactly offset by reduced
expenses, including $99,600 of
research fund contributions applied
and $70,000 of revenues for a
planned international conference
which was canceled. Revenues
below plan included associate
member dues of $69,900, educational activities of $125,900 and the
loss on sale of securities
Of $171,852. MANAGEMENT
ACCOUNTING advertis ing revenues
exceeded plan by $79,900.

Expenses
Expens es fo r the year were
$7,818,608, which is $799,241 more
than the prior year. Salaries, wages
and fringe benefits increased a total
of $342,300 . Payments to chapters
were greater by $100,861, reflecting
increases in both the per capita and
the competition point payments. In
an effort to improve revenues from
continuing education activities and
to en hance membership gro wth,
expenditures for promotion
increased by $130,400. Production
printing expense increased by
$57,400, reflecting additional
advertising pages in MANAGEMENT
ACCOUNTING as well as increased
printing costs.
When compared to the fiscal year
plan, expenses reflect a favorable
variance of $78,300. As indicated
above, anticipated expenses in the
research program and fo r an

international conference totaling
$169,600 were not incurred. When
it became app arent t hat revenu es
for the year would b e unfavorable
to plan, controllable expenses were
reduced accordingly. Salaries,
wages, fringe ben efits, t emporary
help and s taff travel reflect a total
favorable variance of $213,300.
Promotion expense fo r CEP and
memb ersh ip p rograms exceeded
buds by $74,200. Expenses for
meetings facilities and meals reflect
an unfavorable variance of $34,700,
principally in the CEP and committ ee meetin gs areas. Ot her
unfavo rable varian ces to taling
approximately $75,000 for the year
were incurred as a res ult of some
originally unplanned expenditures
for a st udy by o uts ide cons ultants
regarding the long -range location of
the Association office, supplementary retirement benefits for certain
employees, recruiting fees incurred
in the acquisiti on of a Managing
Director of Professional Services
and a contribution to the American
Assembly of Collegiate Schools of
Business.

Report of the
Executive
Director
A year ago, our 1980 -81 President,
Bob Donachie, characterized the
decade of the '80s, as an era of
"crisis, challenge, and change." In a
somewhat shorter perspective, the
year just ended might be similarly
thought of. We have had our share
of crises; there have been numerous
challenges confronting the Association; and your leadership has initiated numerous changes to meet
them.
Our greatest internal "crisis"
occurred on Friday, March 13, 1981,
when a fire, here at the national office, burned out or heavily damaged
a good portion of the floor which we
occupy. However, thanks to the
literally round - the -clock and over the- weekend efforts of many of our
staff, operations scarcely skipped a
beat.
The "challenge" of inflation continues to be with us. Despite introduction of tight financial controls and drastic cutbacks from
planned expenditures in many
areas, such as staff salaries and
travel, other expenses such as printing, mailing, and meeting costs
continued to soar, with the result
that operating results showed a net

excess of expenses over revenues
during the year of $551,000. It is
clear that a serious choice faces the
membership: to increase our
revenues from all sources or to reduce our services to members. One
distinctly favorable development in
the past year has been the increasing acceptance Of MANAGEMENT

ACCOUNTING by our advertisers. The
financial summary, which has been
included as part of the annual
report for the first time, has the
details.
"Change" during 1980 -81 can
bes t be identified with the change
in direction and shift in emphasis of
the Association. Without for a momerit minimizing the importance of
the fellowship activities for which
the NAA has long been known,
your leadership has inaugurated
several new programs to enhance
the professional image of the
management accountant in general
and the Association in particular.
To help us reach this goal, we
were fortunate in having Alfred
Kind; join the staff as Managing
Director of Professional Services on
May 1. During his brief time with
us, he has revitalized this function
upon: which the future of the
Association depends. We can expect
wide - ranging ideas for change and
progress toward our professional
goals under his leadership.
The business community at large
has, we feel, become more aware of
the leadership and influence which

the NAA exerts as the voice of the
management accountant through
the Association's participation at
all stages of the financial accounting standard- setting activities,
through its newly reconstituted
management accounting statement
promulgation project, through the
reports of our surveys of the financial community that have received
wide publicity, and through a wide
variety of other activities.
Service to its membership remains the prime objective of the
Association. We, again, suggest a
reading of the detailed reports on
the activities within the NAA this
past year to learn what the Association is doing and how it has served
and will continue to serve its
members.

ROBERT L. SHULTIS
Executive Director
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WILLYOU
SPEND TOO
'�
MUCH ON
IrFINANCIAL
APPLICATION
SOFTWARE?

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
System, is a cost - effective alternative to expensive
financial systems. Now you and your staff can have
the increased productivity of the latest financial
software tools without a large software investment.
And you can have that productivity where you need
it most ... on a large -scale processor in your centralized company data center ... or on a smaller computer system in your branch or accounting office.
Whether you're in the market for Accounts
Receivable, Accounts Payable, Payroll, Fixed Assets,
General Ledger /Financial Reporting or Financial
Analysis systems, TOLAS has the features of the
high-priced competition at a fraction of the cost.

A gsi -usa company

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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YES! I'd like more information on the
TOLAS Financial Systems.
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The Windfall Profits Tax:
Panacea or Pandora's Box?
The majority of oil producers are not optimistic
that the industry can satisfy the country's energy needs.

By Martha A. Fasci
What effect has the windfall profits tax had on oil
companies' operations? How do oil companies
view the role of government in their industry, and
what is the impact of that role on the oil industry's operations?
To find the answers, we randomly selected 32
oil companies from the first and second group of
Fortune's 500 largest companies. Fifteen companies responded, for a 47% response rate. We identified the companies by their operations: ten independent producers — smaller firms that produce
oil yet are not engaged in refining and marketing
(also excluding royalty owners); three integrated
oil companies —firms that produce oil and that are
retailers or refiners; and others —one company
that manages oil- and gas - producing properties
and one independent refiner.
Most of the companies felt that the windfall
profits tax has had a negative effect on the oil industry and the consumer and that the trend will
continue unless the United States returns to limited government regulation and the free enterprise
system. Not only prices, but also personnel, company procedures and costs have been affected,
0025-1690/81/6304-1035/$01.00/0

How the Tax Has Affected
Company Operations
PERSONNEL
Most oil companies said they needed to explain
the tax and its implications to their employees. Of
the companies responding, 87% provided such an
orientation through seminars, lecture sessions,
self -study programs or communication with peers.
The employees given this orientation mainly
were from accounting and production. In some
companies', finance, sales, managers at all levels
and office personnel also were included in the orientation.
Thirteen percent of the respondents said that a
special division would be set up to implement the
provisions of the tax, 80% would not need a special division, 7% did not comment. Twenty -seven
percent would increase their accounting staffs by
5 -20 new members as a res ult of the tax, 7%
would add more than 35 new members, 53% did
not anticipate needing more personnel, and 13%
did not comment.

Martha A. Fasci is
associate professor of
accounting at the
University of Texas at
San Antonio. She is a
member of the San
Antonio Chapter,
through which this
article was submitted.

PROCEDURES
The windfall profits tax legislation specifies acCopyright®1981 bytheNational Associationof Accountants
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COST
We asked the companies to estimate the expenses from the windfall profits tax in terms of costs
for implementing the procedures to compute the
tax, recurring costs until the tax is phased out
and revenues provided to the government from
payment of the tax.
Seventy -three percent of the companies reported having to spend up to $500,000 on a one -time
basis to prepare for paying the tax, 7% would
spend more than $500,000 and up to $1 million,
while 13% did not anticipate any cost, and 7%
did not comment. In terms of recurring cost, 86%
of the companies would spend up to $500,000
each year that the tax is in effect, 7% would not
incur additional cost, and 7 %n did not comment.
All these costs would represent an increase of up
to 15% for 79% of the firms, over 15% and up to
25% for 7% of the firms, and 7% would have no
increase in cost. Seven percent did not comment.
The annual revenues generated to the government from the tax would consist of up to $500,000
for 59 % of the firms and more than $500,000 and
up to $1 million for 27% of the firms, Seven percent reported that $50 million would be more like
it, and 7% did not provide any information.
OIL PRICES
We also asked the companies to evaluate the
trend in oil prices; to comment on the role of the
industry to seek relief in prices; and to express
their plans, if any, for helping alleviate the oil
price situation. In addition, we asked them to estimate the impact of the windfall profits tax on
prices and to state whether the cost of the tax
52

would be reflected in prices to consumers.
As Table 1 indicates, the majority of the companies anticipated no relief from the upward trend
in prices.

Table 1
Trend in Oil Prices
Reponse

53%
33
7
7

No relief in future
Prices will ease off
Did not know
Did not comment

100%

Total

Seventy -three percent of the companies thought
they could not have done anything to prevent the
rise in prices, 7% thought they could have, and
20% did not comment. One -third of the companies thought increased supplies of oil and elimination of government intervention would provide
some relief in the price situation. The rest indicated no plans to pursue alleviation of this problem
or would not comment. Tables 2 and 3 show that
companies definitely think the price situation will
be accelerated by the windfall profits tax.

Table 2
Acceleration of Prices from Tax
Companies responding
'

73% of the
companies
reported they
would ha ve to
spend up to
$500, 000 to
prepare for
paying the
windfall profits
tax.

counting for oil by three different categories or
tiers. "Tier I" oil is old oil and oil from the Alaskan North Slope; "Tier 2" oil is stripper oil from
wells producing ten or fewer barrels per day;
"Tier 3" oil is newly discovered oil, heavy oil and
oil discovered using incremental tertiary methods.
Two- thirds of the respondents had to install
new procedures to account for their oil by these
categories. These procedures consisted of developing special schedules to show production of the
different tiers of oil, setting up new accounts, writing new computer programs, developing a programmed procedure to calculate base prices and
escalating these periodically to be able to compute
the tax.
Forty -seven percent of the respondents thought
the difficulty in computing the tax was high, 40%
thought the difficulty was average, and 13%
thought it was low. To simplify the tax, the companies suggested minimizing computations; eliminating information flow between purchaser, producer and royalty owners; and determining the
tax as a flat rate per barrel, per total sales revenue,
or per value of oil.

73%
20
7

Agree
Disagree
No comment

100%

Total

Not only did oil companies anticipate higher
prices with the tax, but 87% stated that any increase in cost to their companies because of the
tax would be passed on to the consumer. Only
13% indicated no plans to pass on the cost to the
consumer. (See Table 3.)
Table 3
Increase in Prices from Tax
Increase

0%
1 -5%
6 -10%
10%+
No comment
Total

Companies responding

13%
7
20
40
20
100%

PLANNING

For companies that must pay the windfall profits tax, the tax rates vary according to the category of oil that they are producing. Old oil and oil
from the Alaskan North Slope is taxed at the
MANAGEMENT ACCOUNTING /OCTOBER 1981

highest rate of 70 %. Stripper oil from wells producing ten or fewer barrels per day is taxed at a
rate of 50 %. Newly discovered oil, heavy oil and
oil discovered by using incremental tertiary methods is taxed at the lowest rate of 30 %. (President
Reagan's recently passed tax package, however,
seems to alleviate some of the oil companies' burden. Starting in 1983, stripper wells producing no
more than ten barrels a day will be exempted from
the tax, and annual revenue cost will start at $525
million and rise to $797 million after three years.
There also will be a gradual reduction of the tax
rate on newly discovered oil from 30% to 15% by
1986.)
The majority of the companies did not think
that these current provisions motivated them to
find new oil or use incremental tertiary methods
to discover new oil. Thirty -three percent of the
companies said they would be motivated to find
new oil while 60% said they would not. Seven
percent did not comment. Regarding the use of
incremental tertiary methods to find new oil, 67%
said they would not be motivated, 27% said they
would, and 6% did not comment.
In addition, a majority of companies reported
that the largest portion of their investments would
tie in old oil and oil from the Alaskan North Slope
(40 %) and stripper oil from wells producing ten
or fewer barrels a day (27 %). Twenty -seven percent would be looking mainly for new oil, and 6%
did not comment.
Government's Impact on Companies' Operations
Several questions were intended to determine
opinions on what the role of government should
be in the industry and how this role may be impacting on the major problems of the oil industry.
Two- thirds of the respondents thought the government should have no role in their industry.
The other one -third thought the government's actions should be positive toward the industry.
Some examples of positive action they suggested
included: legislate to protect the industry; encourage the industry in its efforts to provide energy;
develop a coherent, reasonable energy policy; and
involve itself in limited antitrust legislation.
In responding, 53% blamed the control of oil
prices for the U.S. energy crises, 13% did not,
20% did not comment, 7% blamed OPEC, and
7% said they did not know. In addition, the majority were not optimistic that the oil industry
could satisfy the country's energy needs. In fact,
53% said the industry could not satisfy the country's needs, 40% said it could, and 7% did not
know.
Some of the reasons the companies were not
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optimistic included: government intervention,
sources of supply not enough to meet needs, alternate sources must be developed, bad environment
for private investment, and decontrol of coal
needs to be effected. One -third of the companies
suspected a tax would be imposed with deregulation of oil prices, yet an overwhelming majority of
93% still favor deregulation in spite of the tax.
Why Institute a Windfall Profits Tax?
The avowed purpose of the windfall profits tax
is to supply revenues that can be used to alleviate
the burden on the consumer from the decontrolling of oil prices. All the companies said they were
skeptical that this purpose of the tax would be
fulfilled because only the government benefits
from taxes, no price relief is foreseen, taxes interrupt supply and demand forces, consumers pay
for all taxes, the United States is so dependent on
foreign oil, and the tax is discouraging small investors.
Most of the respondents also thought that the
revenues from the tax would be used just to increase spending in general. The rest of the respondents had diverse opinions. They said the government might spend in the areas of welfare, social
security deficit, tax exemptions and exclusions for
various groups, and subsidation of unprofitable
companies.
The companies said the oil industry would use
the revenues to find new oil, to provide tax credits
to the oil industry, to return money to taxpayers
and /or the private sector, to curb inflation and to
reduce taxes.
The companies responding to the survey reiterated that the windfall profits tax has had a very
negative effect on the oil industry. Companies
have had to train employees, employ new procedures, and will be forced to spend large sums of
money. According to the industry, the tax will
worsen the energy situation and prices will escalate. Instead of benefiting from the windfall profits
tax, the consumer will suffer the impact of the
additional costs.
Oil industry associations have filed suit in a
U.S. District Court challenging the constitutionality of the tax, calling the tax "counter productive"
and "self- defeating" in the struggle to expand oil
production.'
Congress did make changes in this legislation as
part of the Administration's tax package passed in
August 1981. Whether these changes will satisfy
the oil industry or help improve the energy picture remains to be seen.
F-1

The oil industry
believes the tax
will worsen the
energy situation
and prices will
escalate.

' Executive Newsletter. Peat, Marwick, Mitchcll & Co., Vol. VI, No. 8, Nov. 26,
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Regulation, Deregulation or
Self - Regulation?
The key lies in the cooperation of private sector standard- setting bodies.

By Robert A. Morgan

Robert A. Morgan has
been a member of the
Financial Accounting
Standards Board since
1978, Before his
appointment he was
controller of Caterpillar
Tractor Co. and a
member of the
Financial Accounting
Standards Advisory
Council. He also has
served as chairman of
NAA's Management
Accounting Practices
Committee. He is a
member of the
Connecticut Gateway
Chapter, through which
this article was
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During the U.S. Presidential campaign of 1980,
all candidates promised that, if elected, they
would try to balance the budget, but they also
implied that government costs and activities
might have to be reduced in order to reach this
balance. Both major parties also promised that the
burden of government regulation would be reduced if their candidate won the election.
Now it appears that, indeed, there will be significant reductions in government activities. Deregulation has occurred in a number of industries, and
more seems to be in the offing.
But what about those areas of activity in which
there is a consensus that some restraints —some
standards —are required in the interest of all concerned? There has been little discussion about
what may be a viable middle way between regulation and deregulation— namely self - regulation. I
believe that self - regulation has some advantages
over government regulation, and it may lack some
Expressions of individual views by members of
the Financial Accounting Standards Board staff'
are encouraged. The views expressed here are those
of Robert A. Morgan. Official positions of the
FASB on accounting matters are determined only
after extensive due process and deliberation.
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of the disadvantages associated with deregulation
or no regulation in certain areas of the economy.
In the world of financial accounting, there has
evolved over the past 50 years a mechanism that
permits a maximum degree of self - governance
with a lowered degree of government activity and
cost. I refer to the way financial accounting standards are set and maintained in the private sector.
Some people will argue that the ultimate body
to prescribe standards in any area that affects society at large should be either an elected or appointed government body responsible directly or indirectly to the citizens of the country. I do not believe a government body can be effective in setting
standards in any field where neutrality, evenhandedness, conceptual consistency and technical correctness are essential. Government bodies cater to
the electorate, so they frequently make compromises for various interests. This does not lead to
improvement of the affected art or science.
Private bodies may, at times, make compromises when no solution that is clearly correct in technical terms is available. Given, however, that a
standard- setting body is dedicated to public service through the improvement of its field of art or
science, is adequately funded, and is independent
of its sources or funding, I believe it will do a
better job more consistently than will a group of
government people addressing the same area.
Copyright C 1981 by the National Association of Accountants

ing politicians a responsibility which, to them,
might be a political liability.
The FASB's Model is Good

Private Sector Standard -Setting Is Better
The Office of Management and Budget, in its
Circular No. A -119 dated January 17, 1980, suggested that the government should rely on voluntary standards whenever feasible and consistent
with law and regulation. (There is little evidence,
however, that OMB's suggestions are being
followed.) Circular No. A -119 and the policy underlying it cannot provide the private sector infrastructures that are essential for meaningful self regulation. For example, the structure under
which the public accounting profession has agreed
to abide by standards established by an independent body —the Financial Accounting Standards
Board — requires substantial funding, rules of procedure to govern its actions, widespread public
participation in its process, complex administrative procedures, and firm agreements with other
organizations which result in de facto adoption of
its standards by all entities that need "certification" of their financial statements.
With regard to financial accounting standards,
I believe that private sector standard - setting is a
better way. As a body independent of the regulator (the Securities & Exchange Commission) and
the regulated (preparers and auditors), the FASB
establishes financial accounting standards it intends to be neutral. If followed these standards
produce financial accounting information of maximum utility to a wide group of users at costs the
users will consider reasonable for the benefits provided. As an organization complementary to the
SEC, the FASB permits economies in government
(a rare thing today) because it is able to deal with
standard - setting with a minimum of political pressure. Except in rare cases, it gets the support of
the political authority for its pronouncements.
Whether my appraisal of the advantages of the
FASB approach agrees with everyone else's, there
is evidence, including a 1980 Louis Harris and
Associates survey of the Board's constituents, that
it is working. The Board's system could come unglued, of course, but I don't expect that to happen. I believe the FASB serves a useful function of
solving difficult technical problems without handMANAGEMENT ACCOUNTING /OCTOBER 1981

I believe there is a model in the FASB that others might be encouraged to copy. If there were
FASB -type standard - setting boards in such controversial areas as environmental topics, fair labor
practices, health and safety standards, automobile
safety standards and product safety standards,
many government employees could be returned to
the private sector, the government's costs would
fall, and the government still would be in a position to countermand the new standards when, as,
and if it believed they were inimical to the welfare
of the people.
I think that inherent in private- sector standard setting there is a glimmer of hope that big government, which usually operates on ad hoc bases, can
be made more manageable with the cooperation of
private sector bodies of experts who are supported
by their constituents but who are independent of
them. Private standards boards such as the FASB
cannot be created overnight. It might be time for
the next Presidential election before many could
be in place and operating. It took about two years
after inception for the FASB to produce anything
of significance. The recommended procedure of
having representative groups of experts survey the
need, establish objectives, draft the charter, plan
the organization, establish funding arrangements,
recruit and hire board members (who must sever
all potentially conflicting ties), establish a headquarters and put together competent staff is extremely time - consuming. After this feat is accomplished, a board must devise its own procedures,
adopt an agenda, establish liaison with related private and government entities, and make a few
false starts before it begins to make achievements.
Processes and structures similar to those of the
FASB are not appropriate for all activities. Neither is deregulation nor omission of regulation
possible in all instances. Where some sort of regulation seems required to avoid gross inequities,
public safety and welfare hazards, and the like,
self - regulation is more appealing than government
regulation. Private sector standard - setting seems
to be an essential part of such self - regulation, and
it is the solution I recommend.

Evaluating Accounting
Alternatives
I1 1rl1'
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The major contribution of the model presented here lies in its ability
to provide a formal integrated and meaningful framework
for evaluating accounting alternatives.

By Eugene A. Imhoff, Jr.
A review o f th e literatu re wh ich related to theory
an d a theoretical fram ewo rk for accounting reveals that th ere is co n sid erab le agreem ent about
th e o verall ob jective of accou nting and the desired
attribu tes of accou n tin g in fo rm ation.' At the
sam e tim e, it is very u n co m m on to find consensus
am o n g acco u n tin g p o licy m akers when accountin g altern atives are b ein g evalu ated. Foreign curren cy tran slatio n is a recen t ex am ple of this lack
of con sensu s.
Th e p ro b lem in eva lu atin g a ccoun ting alte rnative s lies n o t in ag reein g o n w hich att ribu tes acco u n tin g in fo rm atio n sh o u ld reflect, but rather in
determ inin g th e d egree to wh ich the attributes are
p resen t in an y given acco u n tin g alternative. How
can certain accep ted accou n tin g attributes be evaluated ? On e ap p roach is to develop a model which
will facilitate the evalu atio n o f accounting alternatives, using five gen erally accepted attributes of
acco u ntin g in fo rm atio n .
Th ese attrib u tes th emselves h ave a long history
of d evelo p m en t b y vario u s au th oritative accountin g b o d ies su ch as th e Am erican Accounting Association ( A A A ) an d t h e A m er ic an I nst it ut e of
CP As ( A I C P A ) . Wh ile these attributes have
ch an ged to so m e ex t en t an d h ave be en sta ted in
sligh tly d ifferen t way s at tim es, they are all basically d erived fro m th e set o f attribute s identified
by Mo o n itz.` Tab le I lists th e attributes identified
0025-1690/81/6304-1021/$01.00/0

in some of the major authoritative pronouncements. The num ber of a ttr ibu tes in com m on is
hard to igno re. The m ajo r pro blem is that these
attributes are not identified in any operational
form , and there is no known form ula for weighing
their relative im portance.
Pres ente d he re is a m ode l wh ich dem o nstr ates
how five of th ese att rib utes m a y be us ed t o p rovide a fram ework for evaluating alternative accounting inform ation. Th e five attributes which
the model considers are: relevance, verifiability,
freedom from bias, measurability, and c om p ar ability . A discuss ion of the n ature of th ese at tributes is necessary before the model is developed.
Nature of Attributes
Relevance is described in A St at ement of Basi c
Accounting Theory ( ASO BAT) as the prim ary
standard for evaluating inform ation.' Inform ation
is said to be r elevant if it satisfies known or assum ed inform ation needs of users. The statem ent
im plies that knowledge o f the exact needs of any
one user o r users in general is not nece ssary, but
rather that a general understanding of users'
needs m ight suffice for the developm ent of a theoretical fram ewo rk.' As exam ple s, A SOBA T cited
earnings, liquidity, m anagem ent effectiveness, and
stewardship inform ation to be am ong the item s of
financial data of relevance to m ost users.
The identification of re le va nc e as t he p rim a ry
evaluation attribute is perhaps the most significant
Copyright © 1981 by the National Association of Accountants

contribution of the statement. In most of the theoretical literature prior to 1966, the concept of
objectivity (or verifiability) was implicitly considered the primary attribute for evaluating accounting data.' The concept of relevance, however, has
been specifically identified as primary in all of the
major theoretical pronouncements since 1966. As
stated in the AICPA Study Group's discussion of
relevance and materiality, "Information that does
not bear on the problems for which it is intended
simply is not useful, regardless of its other qualities." 6 The framework developed here assumes
that relevance should be the dominant attribute in
the evaluation of information.
The attributes of verifiability and objectivity are
synonymous in their accounting context. Objective information is verifiable and vice versa. The
term reliability has also been defined to encompass both the verifiability (objectivity) of a measurement process and the bias of the process.'
Hence, verifiability is one of the two elements of
reliability. The most descriptive explanation of
verifiability involves the statistical concept of consensus. If a measurement system or rule is objective, it will permit many users of the measurement
process to arrive at the same (or very similar)
results.
Murphy has broken down the total variation
produced by a system into the sum of the variation due to measurement rules and the variation
due to those who apply the rules, or the "measurers. "' The numerical representations permit the
total variation to be separated into variation due
to rules, variation due to measurers, and joint variation for individual rules and measurer as well as
rules and measurers in total.
The major contribution of this separation of the
causes of variation is the suggestion that bias is
the variation due to rules while objectivity is the
sum of the variation due to measurers and the
joint variation due to measurers and rules. While
Murphy provides an argument in favor of assigning the joint variance to objectivity, it is not clear
that the interaction effect is attributable to one
element more than the other. In addition, the definition of bias as the squared difference between
the measures of the rules and the grand mean of
all measurers and all rules is not consistent with
the Ijiri and Jaedicke definition of bias.
Although the definition of bias proposed by
Murphy has the advantage of being readily measurable, it is not conceptually useful to the model
developed here which is based on the more complete framework of Ijiri and Jaedicke. At the same
time it should be noted that the identification of
the various sources of variation suggested by Murphy is perfectly compatible with the proposed
model which does not subdivide the causes of variation but simply refers to overall measurement
variation as objectivity.
MANAGEMENT ACCOUNTING /OCTOBER 1961

Table 1
Attributes of Accounting Information
A Statement of Basic Accounting T heory (ASOBAT)
(AAA -1966)
Relevance
Verifiability
Freedom from bias
nuantifiability

Disclosure
Consistency
Uniformity
Appropriateness
Environment

Accounting Principles Board Statement No. 4
(AICPA -1970)
Relevance
Verifiability
Neutrality
Completeness

Comparability
Timeliness
Understandability

Study Group on Objectives of Financial Statements
(AICPA -1973)
Relevance
Materiality
Reliability
Freedom from bias

Consistency
Comparability
Understandability
Form and substance

Conceptual Framework Study
(FASB Statements of Financial Accounting Concepts)
Relevance
Reliability

Measurability
Comparability

Measurement errors in accounting are considered to be differences between the true value and
the results obtained by using generally accepted
measurement rules or processes. For example, if
the true value of an asset declined evenly over its
useful life and the double declining balance measurement rule was used to measure its decline in
value over time, the measurement process would
be reporting a systematically biased value for that
asset.
Bias can result not only from the rules and their
inappropriate selection and application, but also
from the persons who apply the rules. If an individual applying measurement rules to assets
believes that the assets may be overstated (or understated), that person might be "identifying,
measuring and communicating" information concerning the assets in a systematically biased manner. Bias, like objectivity, is a relative concept
which is discussed in terms of degree versus absolute value because the true value in most instances
is not known.q
The quantification of the results of operations in
money terms has been identified as a necessary
attribute of accounting information. While descriptions of measurable phenomena and nonmeasurable information are considered useful and
may be included as a part of the notes to the financial statements, they are generally considered to
be outside the domain of the formal accounting
system. In the strict context of measurement theory, conventional systems would not permit the
classification of accounting as a measurement dis57

Figure 2
Trade-offs Between Objectivity and Bias

System A

a,

System B

a*

a,

Reliability of
information is
based on
objectivity and
bias.

cipline. The fact that the measurement unit, the
dollar, does not represent an extensive property
because of its changing value over time is a principal measurement problem. Yet accounting has
continued to place emphasis on the measurability
of the information processed.
Although quantification was not included in
Accounting Principles Board Statement No. 4 or
the Study Group's report, the element of "understandability" might be viewed as representing essentially the same attribute. Both understandability and uniformity of signal interpretation on the
part of the user are facilitated by quantified information. The model to be considered here assumes
that input is sufficiently measurable and doesn't
explicitly deal with the measurement problem
suggested above.
Comparability, the only other uniformly identified attribute, suggests that the information
should facilitate interfirm (as well as intrafirm)
evaluations over time. Information which reflects
the other attributes but fails to permit comparison
of alternative opportunities will not facilitate resource allocations.

p, # a t

a,, o=, o* as before

Developing an Accounting Model
The attributes discussed above have been found
to be common to a number of authoritative pronouncements. From this one might conclude that

Figure 1
Objectivity and Bias
System A

System B

J ,--,
02

-

a*

az = a,
a* = true value of object being measured
a, = average measurement using system A
a 2 = average measurement using system B
to values are dollar values along a horizontal axis which
goes from zero dollars to a very high dollar value.)
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there is some agreement on the attributes which
accounting information should possess. The problem lies in making these attributes operational.
The following model is suggested as a means of
using these attributes to evaluate accounting information.
The reliability of information is said to be made
up of objectivity and bias. Objectivity can be defined as the variation of measures of an object for
a given measurement system. Figure 1 shows two
measurement systems with different degrees of objectivity.
Objectivity may be considered in both a static
and a dynamic sense. At a point in time, the objectivity of a given system might be represented by
the distribution of measurements obtained by a
group of individuals using the measurement rules
of that particular system. Alternatively, the repeated measures needed to form the distribution
might be viewed as individual measurements of a
particular object over time. Still a third way to
view the distribution is a combination of the
above: multiple measures at a point in time, added
over time.
System A is said to be more objective than system B because it provides a more consistent
measurement. Although the variance is greater in
system B, on the average it is no more (or less)
biased than system A since the expected values
(a, and a,) are the same "distance" from the true
values (a,* and a, *). Given that they are equally
biased, system A is preferred to B because of its
greater objectivity (other things being equal).
Figure 2 shows a less clear -cut situation conMANAGEMENT ACCOUNTING /OCTOBER 1981

cerning th e ob jectivity bias trad e -o ff. Wh ile sy stem A still provid es in fo rm atio n which is mo re
objective, it is so m ewh at mo re biased sin ce th e
distance a, —a ,* is g reat er t h an a Z—a z°. On
the average, sy stem B gives a less b iased estimate
of t he object being measured , but th e measurement system is n o t as ob jective as system A.
Withou t ad d ition al in fo rm atio n, it would be
necessary to weigh these two attrib utes in order to
select one of th e two altern ative m easurem en t system s. In ad d itio n , id en tif y in g t h e tru e valu e is a
significan t pro b lem . If th e tru e value was kn o wn ,
there wou ld b e n o m easu rem en t prob lem. Alternatively, witho u t th e tru e value, co n sid eratio n s o f
the objectivity bias trade -o ff wou ld seem t o be

strictly an academic exercise.
Another problem implicit in this proposed
scheme derives from the argument that if the bias
is known it may be informally considered in the
evaluation.10 This is not unlike arguing that, if
everyone wanted to know the effect of changes in
purchasing power on a firm and they were told the
overall change in purchasing power, there would
be no need to provide general purchasing power
adjusted financial data. This is a line of thinking
which has been used to justify greater consideration for objectivity in the historical cost system,
but it does not provide the needed support for
such a position. First, because the true value is not
known, the bias cannot be precisely measured.
Second, if there is a rough idea of the true value
for a set of objects being measured by any given
system, there is no reason to assume that the distance between the true value and the measured
value will be consistent. among objects. For example, assume a firm owns 100 different machine
presses. The bias (distance) between the historical
cost of presses and the true value may vary considerably among the 100 different presses. Without the specific information used to formulate the
rough estimate, one cannot judge the extent of the
bias in order to informally compensate for it.
Armed with such specific information, however,
the bias factor might just as well be formally evaluated in the context of a trade -off model rather
than informally evaluated in some less consistent
manner.
Consider now the representation of relevance in
the statistical measurement scheme in Figure 3.
System A is shown to be more objective and more
biased than system B. However, assume that
around the true value is a confidence interval such
that —a* to +a* represents the relevant range
around the true value of the information. Measurement systems which produce information
within this relevant range will be useful. Measurements outside of this range represent material deviations from the true value and are not useful,
since relevan ce is th e p rim ary attrib u te wh ich in
form ation m ust p ossess.
MANAGEMENT ACCOUNTING /OCTOBER 1981

One might ask how this relevant range concept
about some unknown true value can be of any use
in evaluating information. Consider the situation
where an investor who owns an automatic car
wash facility wants to determine its true value in
order to decide whether to sell, hold, or perhaps
acquire another facility. In theory, value is equal
to the discounted present value of the future net
cash flows from the facility. The owner accepts
the fact that these future cash flows cannot be predicted with certainty, but will seek information
which will help to reduce the uncertainty concerning the value of the facility.
In Figure 3, let a, * =a,* = the net present value of the future cash flows. Also, assume system A
represents the set of measurements that could be
obtained from a conventional accounting system
under various depreciation alternatives. Assume
further that system B represents the set of "conservative" measurements prepared by a group of
appraisers. The —a* to +a* range is an interval
around the true value of the asset which represents the tolerance of the user's decision model on
the basis of previous experience. In the case illustrated, it appears as if the appraisal values are relevant about half of the time, while the conventionFigure 3
Relevance, Objectivity, and Bias
System A

a*

a*

+

a lt

System B

a2

a2

+ a
1
I

— a*
a, #

02

a, = 02

(01, 02, a* as before)
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The Evaluation Process
The above discussion demonstrates how to conceptually measure in attributes of relevance, objectivity, and bias. In order to implement such a

Figure 4
Comparing Two Systems
System A

Q l
it

z

System B

a, = $5.000
$11,000
a 3 = estimated true value between system A and B
_ $9,500
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model, it is necessary to overcome the fact that ex
ante, the true value of the object being measured is
unknown. The following example will demonstrate how this problem might be circumvented.
Assume that in Figure 4, system A is a historical cost system and system B is a market value
system being used to evaluate plant assets. Further, assume top management is considering these
systems as possible input to a capital expenditure
decision involving the possible replacement of
plant assets. In system B let d, _ $11,000, the expected value. The maximum and minimum values
under B can equal $12,000 and $10,000, respectively. In systems A, d, _ $5,000, with the maximum and minimum equal to $5,500 and $4,500,
respectively. This information generally can be
obtained from competing measurement systems.
Assume that an agreement cannot be reached as
to whether or not the true value
(1) to the
right of the values from system B ( > $12,000); or
(2) to the left of B ( <$10,000) or; (3) within the
limits of B ($10,000412,000). The true value and
bias might still be determinable to the point of
being useful. Suppose the true value is to the right
of measures from system B. System B would provide less bias data and be closer to the true value
(i.e., more relevant)_ If the measures from B include the true value, system B would again be preferred.
Now suppose the true value is to the left of B.
Assume the manager of system A contends that
system B is too liberal a measurement system, that
it overstates true values, and that the true value is
less than $10,000. The manager of system A suggests that a relevant value is $9,500. This information can be used to measure the expected differences in the bias of the two original systems. The
expected bias differential is $3,000 in favor of system B ($11,000 - $9,500 = $1,500 versus $9,500 $5,000 = $4,500). Only as this differential
approaches zero will there be a problem in determining the least biased system. Furthermore, if
manager A's revised measurement systems ( =
$9,500) is worth general consideration, its validity
and objectivity might be compared to that of system B. To the extent that manager A can improve
upon the excessively liberal output from system B,
a new information system might be obtained.
The discount bid system is an example of this
sort of intervening information system that is
commonly used by decision makers in practice. In
purchasing an asset it is common to have information regarding the asset cost to the seller and the
suggested retail price. Such information is usually
available on automobiles, for example. The cost
information is unrealistically low as a basis for a
bid, and the retail price is usually higher than the
price necessary to acquire the asset. But the two
pieces of information provide a basis for the purchasers' discount bid of X percent above cost or Y
is:

a] accounting values are never relevant. Given no
other information alternatives, the user should
rely on the appraisal values alone in decision making.
The notion of being able to identify a relevant
range of measures for a specific item is difficult to
conceptualize for a large group of financial statement users. However, relevance is actually quite
simple to develop in a single user or single decision case. By reviewing a number of past decisions, users will generally be able to sort previously used information measures into a useful or not
useful dichotomy. Evaluating the amount of prediction error in these variables will enable individuals to develop a "materiality threshold." This
threshold, stated as a percentage of the ex post
outcome, or correct value, may then be used to
develop the relevant range —a* to +a* i n any
given situation."
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percent below retail. Hence, while neither cost nor
retail values are reasonable, they are, in combination, useful in developing a basis for valuation.
The selection of A or B above as the superior
measurement system is not the primary concern.
What is important is whether the attributes mentioned can be used to evaluate alternative accounting information without perfect knowledge of the
true value of the information. The example above
suggests that if a consensus can be reached on the
approximate location A)f the true value relative to
two or more competing information system alternatives, then it would be possible to select that
system which would most frequently encompass
or include relevant values. This should effectively
eliminate the need to weigh the objectivity bias
attributes, given the primacy of relevance, unless
two or more systems consistently produce information that is within the relevant range for the
object or group of objects being measured. In the
event that two or more systems are relevant, the
weighing problem becomes a three - variable problem. The only advantage here is that the weight of
the relevance attribute (assumed to be the primary attribute) must be greater than the weights
of all other variables combined.
Comparability is said to be present when similar
or dissimilar events are measured and reported
such that information users may understand their
similarity. In the following situation let us attempt
to demonstrate how comparability can be added
to the other attributes already considered and
evaluated in the context of a model. Consider cost
of goods sold based on a FIFO cost flow measurement system for firm A compared to the LIFO
perpetual cost flow system used by firm B. Assume that in Figure 5 ratios have been used to
eliminate the scale problem for comparison
purposes." It is now possible to determine the degree of comparability between the two measurement system alternatives (within GAAP) of the
two firms. The measure S, (Figure 5), represents
the differential which results when two firms with
essentially similar unit flows use different cost
flows to measure cost of sales. As a policy - making
objective in selecting among accounting alternatives, 5, should be minimized to facilitate comparability.
Now consider an alternative information system for both firms, such as a current cash equivalent measurement of inventory. The current cash
equivalent measure (righthand side of Figure 5)
results in a similar differential measure, 52, which
can be compared to S, to determine which systems
result in more comparable measures across
firms." Thus, a measurable comparability feature
of alternative systems across firms emerges.
If this concept of comparability is applied to
assets with long lives, the differences may become
more obvious, so that experimentation with outMANAGEMENT ACCOUNTING /OCTOBER 1981

Figure 5
Comparability of Cost of Sales

FIFO System

Current cash equivalent
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puts from alternative systems is not necessary to
the formulation of a conclusion concerning the
comparability of systems. Land is an obvious example, where firm A purchased in 1930 and firm
B acquired in 1970 similar plots of land for similar
purposes. The comparability of market -based
measurement systems would dominate.
An Integrated Example
The integration of comparability into the relevance- reliability framework is illustrated in Figure
6. The shaded area of the measurement systems
for the two firms which are within ±a* o f t h e
true value are those measures which provide relevant information. For firm A, system 2 provides
the most relevant information. For firm B, both
systems provide relevant information, but system
2 information is relevant more often than system
1. Even without perfect knowledge of the true value (a *), it may be concluded that system 2 provides more comparable information. Using approximations of true value discussed earlier,
agreement might be reached that system 2 is less
biased, although this is more obvious in firm A
61

than it is in firm B. Finally, a comparison of the
distributions of the measurements in this case
shows that system 1 is more objective than system
2 in both firms. Given the primacy of relevance,
system 2 is preferable to system 1.
A Meaningful Framework for Evaluation

A model should
provide a
formal
integrated and
meaningful
framework.

The model presented here is designed to provide a systematic method of evaluating the degree
to which generally agreed upon information attributes are present in alternative accounting information systems and procedures. Without such
a model these attributes will remain nothing more
than abstract concepts to practitioners and policy
makers alike.
The major contribution of this model lies in its
ability to provide a formal, integrated and meaningful framework for evaluating accounting alternatives. Instead of treating the objectivity or the
relevance of information in the abstract, it places
these concepts into a framework within which alternatives might be considered according to their

relative degree of objectivity, relevance, etc. This
idea is not new. What is new is the model's integration of five attributes so that they can be considered simultaneously.
The model is not without its limitations. For
example, the concept of repeated measurements as
a basis for formulating the objectivity of a measurement system is conceptually appealing but not
feasible in practice. However, such pragmatic limitations need not detract from the conceptual
strength of the integrated framework represented
by the model. Application of the model to various
situations where accounting alternatives are available will tend to result in the selection of different
valuation methods for different assets. For example, the model tends to strongly support the use of
market value for marketable securities (given that
the market is efficient and that the price represents
the true economic value of the asset). This assumption, however, does not mean that other valuation methods are not more relevant for other
► ►71

Figure 6
Relevance, Reliability, Comparability Framework
Firm A
System 1

System 2

I
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"Three years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensive accountant, and I've
morethantripledmyincome!" —Joe Donahue, Denver, Colorado
What happened?

Back to money

m

MA 1 0

'

Name
' Address

,

' City

Zip

State

'

(Best time to call)

Comprehensive
Drive, Aurora,
Illinois 60507 '
Mail to : 2111
Comprehensive
Accounting
Corpo ration

m

=
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=
=
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like to know more about my
' Opportunities as a COMPREHENSIVE accountant!

Phone
Joe Donahue, a
COMPREHENSIVEaffiliate
Denver,Colorado

Anywhere in the Continental U.S
In Illinois, call collect (312) 898 -6868
m

m

m

r

Call M. K. Savage

V t ! Toll free (800) 323 -9000
m

Legalese
Can you do as well as I did?
There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

Now what?
Obviously, you're not going to
rush out and invest in becoming
a COMPREHENSIVE accountant
just on my say so.
So get the facts. Ask for
complete information on
earnings and profits of all
current COMPREHENSIVE
accountants, including me, Joe
Donahue. There's no obligation
—and it could be the most
important move you'll
ever make!

mi

In my first year, I attained 59
monthly small business clients
and was billing at an annualized
rate of over $5,500' a month.
By July of 1979, my client list
was up to 142 accounts, with
annualized billings averaging
$17,800' a month.
That means an annualized
gross of over $213,000` after
only three years!
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed,
And I've proven a lot of things to
myself that I always dreamed
about.

m

By now, you've probably
found the average COMPREHENSIVE accountant has about
90 clients. That's right -90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants in the
system have even more. In fact,
my own personal client list now
tops 140!

'These sales, profits or
earnings are of a specific
franchise and should no t be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any o ther franchise, The
franchisor does not represent
that any franchisee can
expect to attain these sales,
profits or earnings. There are
currently 190 acco untants in
the f ranchiso r's A ssociate
and Affiliate Programs- Mr.
Donahue is in the Af filiate
Pro gram, which began in
1976. Of all Af filiates in the
pro gram who had completed
at least one full calendar year
in practice as of January 1,
1979, six of 34 individuals (or
18 percent) achieved
annualized billings in excess
of $5,500 per month during
their first calendar year in
Practice. Of the six Affiliates
in practice for at least three
years as of July, 1979, gross
annualized billings ranged
from a low of $65,969 to a
high of M r, Donahue's
$213,543 with a median of
$107,497. Of these, only one
individual attained billings of
less than $100,000.

I quit. And moved my family
to Colorado, where I hardly
knew a soul.
Most importantly, though, I
became a COMPREHENSIVE
affiliate and invested in my
future.
COMPREHENSIVE trained me to
use complete systems, from
marketing and sales through
production. The system is so
sound, it's almost incredible!
All the tools are there. You
don't have to be an inventor.
And I certainly don't consider
myself a super salesman. I'm
still nervous whenever I make a
new presentation.

m

How many clients?

What about money?
Before I became a
COMPREHENSIVE: accountant, my
salary was $20,000. That was
three years ago, when I was 31.
So you know I'm not a
remarkable genius.
I'm not one of those Harvard
B- School types either. My
degree is from Mankato State
College in Minnesota. And
believe me, there were times I
thought I'd never get through. I
finally did, though, in 1967, and
went to work as an internal
auditor with Control Data.
Almost ten years and two
jobs later, I'd had it. I was tired
of slaving for a salary and going
nowhere. The time had come to

make a major decision —both
about my career and my life.

m

What is COMPREHENSIVE?
COMPREHENSIVE is the nation's
largest franchisor of bookkeeping, accounting and tax
services, with more than 19,000
small business clients of all
kinds handled every month with
a system developed through 30
years of successful experience.
Nearly 200 independent
accountants utilize
COMPREHENSIVE's centralized
computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
With COMPREHENSIVE. I'm
backed by a team skilled in
accounting systems, practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre -sell
new clients.

How do I do it? With our
exclusive system, it's really not
too difficult. And here's what I
give each and every client
every month.
• Operating statement for both
the current month and
year-to-date, with
percentages for both
• Complete bank
reconciliations
• All tax returns
• Itemized employee payroll
records
• Detailed supporting ledgers
by account for each item on
the operating statement
• Balance sheets as necessary

'

I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSIVE'A.
I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
Practice, but working for
someone else meant I didn't
have that core group of clients
to get me started.
Then I read about
COMPREHENSIVE's nationwide
network of independent local
accountants. Local to let me
keep in touch with myself and
my market, and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.
You might say COMPREHENSIVE
helps you be in business for
yourself without being in
business by yourself.

accounting corporation
Official Tabulators for the National Easter Seal Telethon
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Jerold M. Weiss and
Israel Blumenfrucht, Editors

Tax -Free Reorganizations
Recent tax developments have added considerable flexibility, as well as potential tax benefits, to tax -free reorganization transactions.
Two recently decided cases in the area of tax free reorganizations are of particular interest in
light of the heightened interest and activity in
corporate mergers and acquisitions.

v.

will

New Interpretation of
Continuity of Interest Requirement
In order for a merger, acquisition or other
form of corporate reorganization to be treated
as a tax -free reorganization, it is generally required that the owners of the acquired enterprise retain a "continuity of interest" in the equity of the reorganized corporation. Although
the tax law does not require such owners to
retain equity interests in the reorganized corporation for any minimum period of time after the
reorganization, the IRS has made clear that it
will not issue a ruling confirming the tax -free
status of a reorganization unless owners of the
acquired enterprise represent that they have no
plan or intention to sell the securities they
acquire in the reorganized corporation. The
IRS' position appears to be based on the view
that a pre- reorganization intent to dispose of
securities to be acquired in a reorganization
does not satisfy the continuity of interest requirement. A recent Tax Court decision appears to cast serious doubt on the validity of
this position.
In McDonald's of Zion, et al. Commissioner, certain franchise owners effected a merger
transaction pursuant to which the stock of their
privately -held corporation was exchanged for
restricted stock of McDonald's Corporation. Although the transferring shareholders would
have preferred to receive cash in the transaction rather than McDonald's stock, they agreed
to a stock transaction upon McDonald's agreeing that they would be permitted to dispose of
their McDonald's stock in an imminent public
offering. Thus, the transferring shareholders
64

The crux of the continuity of interest test
lies in the continuation of the acquired
shareholders' proprietary interest. . . .
However, once they have acquired a sufficient interest in the ongoing enterprise,
the acquired shareholders should subsequently be free to do what they may with
the interest. . . . While Congress could
statutorily mandate a postmerger holding
period for qualified reorganizations, such
a requirement is not presently part and
parcel of the continuity of interest.
Thus, the court concluded that because the
transferring shareholders were not legally
bound to sell the McDonald's stock they received, there was no violation of the continuity
of interest rule.
This decision could have far - reaching implications for corporations negotiating mergers or
acquisitions. For example, if a group of dissident shareholders are opposed to a merger or
acquisition and do not want to retain an equity
interest in a reorganized corporation, a plan
can be developed for selling and disposing of
their securities without necessarily adversely
affecting the tax -free status of the reorganization. The plan, however, cannot provide for a
legally binding agreement pursuant to which
the securities will be sold. It is unclear at this
time whether the IRS will acquiesce to the
McDonald's decision or if it
continue to
challenge such arrangements in the hope of receiving a more favorable ruling from another
court.
will

Taxes

were assured that they could convert their
stock into cash shortly after the merger, which
in fact they did.
In assessing whether the continuity of interest requirement was satisfied, the court ruled
that this requirement is generally deemed satisfied so long as on the date the reorganization is
completed the owners of the acquired corporation have not entered into a legally binding
agreement to sell their new shares of stock.
Mere intent, or a nonbinding agreement, to sell
the securities received in the reorganization
does not automatically violate the continuity of
interest requirement.
The court succinctly summarized its interpretation of the continuity of interest requirement
as follows:

Deductibility of Merger Expenses
On Disposition of Acquired Business
It has been widely accepted and understood
that reorganization expenses must always be
capitalized for tax purposes and could never
10-11-75
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How We Documented
Our Internal Accounting
Control Systems
Most functional areas need assistance to update or write
completely new desk procedures.

0025-1690/81/6304-1209/$01.00/0

1up'0

Project Initiated
On March 5, 1979, a letter from the vice president
corporate auditing outlined local management's responsibilities to document and evaluate
our plant's internal accounting controls. The letter, which was very specific as to requirements
the project, required us to:
and due dates
of

of

In "How We Comply with the Foreign Corrupt
Practices Act," (November 1979), the authors
outlined a three -year program that Cummins Engine Co. has undertaken to examine companywide internal accounting controls. At Cummins
Charleston, Inc., we have applied the guidelines
this corporate auditing program in developing
documentation for our plant's internal accounting
control systems.
Cummins Charleston, Inc. is a wholly -owned
subsidiary of Cummins Engine Co., with corporate offices located in Columbus, Ind. At the outset of 1973, our plant was scheduled to be a diesel
engine assembly and test facility, but today our
product mix has expanded to include NH head
machining and assembly, K -6 engine assembly
test and miscellaneous machining, NH engine assembly and test, VT engine assembly and test,
gear machining (new operation), and injector machining (new operation),
The plant has approximately 1100 employees,
operates along functional lines, and uses the
"team concept." The top management operating
team consists of the plant manager and five division managers. Divisions are separated into departments and then into sections, each having
managers. Employees are organized into teams

within these sections and are headed by team
members. This unique team concept is exceptionally effective in this manufacturing environment.

of

By Wade W. Hathaway, Jr.

• Answer an Internal Control Questionnaire of 59
pages, 358 questions by May 31, 1979;
• Complete Transactional Flow Analysis (TFA),
a technique for the evaluation of internal controls developed by Arthur Andersen & Co., by
December 31, 1980.

Wade W. Hathaway,
Jr., is internal control
analyst at Cummins
Charleston, Inc.,
Charleston, S.C. He
has a B.S. degree in
business administration
from The Citadel,
Charleston, S.C., and is
a past president of the
Charleston Chapter,
through which this
article was submitted.

The letter further explained that this approach
would document current internal accounting controls and that it would identify control weaknesses
as determined by local management. Maintenance
of both phases would provide a permanent file of
internal accounting control documentation. The
primary responsibility for developing, maintaining, and monitoring internal accounting controls
would be management's. Each entity would have
to report to Corporate Control on the adequacy of
CopyrightLt981 by the National Association of Accountants
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its internal accounting controls and provide the
documentation to support this judgment.

counting Section Manager.
Question: Who receives the shipping advices directly from the Shipping Departm ent?
Answer: The original signed copies of num bered Bills o f Lading att ached to the m iscellaneous shipping orders and /or engine orders are sent
daily to the Cost Accounting Section. The Bill of
Lading num bers are logged in numerical sequence
on the day they are received.
Because m ost of the questions centered around
accounting controls, section managers in the Finance Departm ent were given the overall responsibility of com pleting the questionnaire. Input was
required from m any oth er a reas of plant operations. Specific areas covered were general organization and m anagem ent. responsibilities, accounting and reporting, cash controls, shipping, billing,
accounts receivable, inventories, notes receivable,
investm ent securities, fixed assets, purchasing, receiving, accounts payable, payrolls, and intercom -

Phase I —The Questionnaire

Our system
allowed
management to
answer in such
a way as to
document our
accounting
system.

The Internal Control Questionnaire was designed by our corporate auditors for the review of
both accounting procedures and internal accounting controls. While the traditional questionnaire
asked yes or no questions, our system allowed
management to answer in such a way as to document our accounting system fully. Responses to
the questions had to be in sufficient detail to indicate the controls which are in place. For example:
Question: How are prenumbered checks accounted for to assure accountability of all checks?
Answer: All prenumbered checks are purchased
with guaranteed numbering. In the case of continuous forms a log is maintained identifying the
date prepared and a listing of those spoiled. Manually prepared checks are controlled with separate
logs. Both logs are reviewed by the General Ac-

pany accounts.
In answering the Internal Control Question-
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naire we stressed the importance of having written
procedures. Also, we evaluated risks incurred because of procedures now followed and proposed
corrective actions if weaknesses were determined.
The completed questionnaire was returned to
the vice president of corporate auditing on May
29, 1979. The conclusion was that there were no
apparent weaknesses in our accounting controls.

plant functions, the next step was to completely
inform and properly train the individuals directly
involved.
In an April 1979 interoffice memorandum to all
division and department managers, the Charles ton plant controller clearly outlined the corporate -wide program to be implemented. Both phases of the program were explained, and an initial
training program to be conducted by our corporate auditors was planned. Charleston was the
training site for a two -day seminar. It was given

Because the project would document numerous

Figure 2
Cummins Charleston, Inc. Transaction Flow Analysis Priority Schedule
Column description
1. Turn in desk procedure, flow chart by section manager.
2. Evaluation of data in #1 for completeness.
3. Complete AP 108, control objectives, techniques, evaluation.
4. Internal review of AP 108.
5. Corporate auditing review of AP 108.
Priority
1.

Activity area
Fixed assets

Cycle

Project

Expenditure

01

Date requirements
Task due dates will be as of the last working day of the month
indicated.
Responsibility
The internal control analyst will be coordinating the TFA work
in each cycle.
Function

1

2

3

4

5

Jan

Feb

Mar

Apr

May

Additions
Retirements
Records

2.

Shipping, billing Er
accounts receivable

Revenue

02
05
07
10
11
17

Engine billing, system
Engine order entry
Miscellaneous receivables
Shipping
Parts order entry
Cash receipts

3.

Inventories

Conversion

08

Physical control
Inventory control

4.

Purchasing, receiving,
and accounts payable

Expenditure

03
04

Accounts, payable matching
Vendor selection
Requisitioning, purchase
Order control
Quality control - damage
Receiving

06
09
5.

Accounting and
reporting

Financial
reporting

12
13

Mar

Apr -May

Jun

Jul

Feb

Mar

Apr -May

Jun

Jul

Feb

Mar

Apr -May

Jun

Jul

Apr

May

Jun -Jul

Aug

Sep

Apr

May

Jun -Jul

Aug

Sep

Jun

Jul

Aug

Sep

Oct

Jun

Jul

Aug

Sep

Oct

Journal entry preparation to
general ledger
Report preparation Quarterly comparison
Budget comparison analysis
Financial monthly reports

6.

Cash

Expenditure

16
18

Cash disbursements
Maintenance of petty cash

1

Payroll

Expenditure

19

Personnel records
Attendance reporting
Payroll preparation
Payroll distribution
Payment

8.

Intercompany
accounts

Expenditure

20

Monthly reconciliation
Intransit recordings
Payments
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Figure 3
Internal Control Flow Chart
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Cycle control objectiv es
1 . Suppliers should be authorized in accordance with management's criteria:
Management's criteria for supplier selection includes:
• Suppliers must have a reputation for meeting promised
delivery dates.
• Employee- Suppliers must comply with Charleston Plant
Manual Practice 0200 - 007.00, Purchasing from Employees.
• Suppliers must have a reputation for meeting quality
specifications.
• Suppliers must continually display competitive pricing
and cost consciousness.
• Suppliers must demonstrate interest in long term growth

jointly by corporate auditing and representatives
from Arthur Andersen & Co. to 25 people. The
course covered a series of lectures on the theory of
TFA, followed by case studies illustrating the application of this theory. The seminar helped:
• Define the business cycles and functions of our
plant (see Figure 1, Flowchart of Cycle Relationships);
• Identify control objectives for those cycles;
• Identify control techniques for satisfying those
objectives; and
• Recognize the risks associated with failure to
meet the stated objectives.
The seminar was successfully completed in early
May 1979.
At this point the TFA guidelines had been set
by management, giving each entity the primary
responsibility for developing, maintaining, and
monitoring its internal accounting controls.
Phase II— Administration
Once we knew what would be required and had
68

Called
to
supplier

new
P.O.

Process
modification
to
P.O.

Issued
to
supplier

and have available capacity combined with flexibility to
comply with changing requirements.
• Suppliers must be financially sound
Co nt ro l techniques
1.a. Cummins Charleston has written practices which aid in
the selection and authorization of suppliers. Three such
policies are:
1) Charleston Plant Manual Practice 801.00, Contracting
for Services for Facilities Engineering.
2) Charleston Plant Manual Practice 802.001OM 207,
Supplier Selection for Critical and Non - Critical Parts.
3) Charleston Plant Manual Practice, 807.00, Purchasing
Department Responsibilities.

determined the time frame for completion, we decided to add the staff position of internal control
analyst to coordinate all documentation efforts.
This individual would report to the department
manager of finance and be responsible for developing a process to:
• Review each functional area's operating procedures,
• Report results of reviews and initiate action
plans to implement or change procedures where
necessary through TFA,
• Develop internal control procedures,
• Reconcile any differences between plant and
corporate manual practices, and
• Coordinate with corporate auditing all activities
relating to the internal control project.
Our Action Plan
In using TFA evaluation, the following steps
had to be taken. First, transactions under examination were placed into business cycles. Next,
these cycles were subdivided into functions for
documentation and assessment. After functions
MANAGEMENT ACCOUNTING /OCTOBER 1981
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Accounting

These practices include clear statements of responsibility
and procedures in selecting suppliers.
b. The purchasing department has procedures to outline the
steps for adding to, changing, or deleting fro m the
Charleston Supplier File. Form 9024 1179N, Supplier
Master, is used for this purpose.
Input to the Charleston Supplier File is controlled by the
OTM at the indirect control desk. The office team person
checks to be sure that Form 9024 -1179N is completed to
include approval by Supplier Quality Assurance of new
direct suppliers.
Control and risk ev aluation

specific practices need to be documented for added control. These may include guidelines for buying teams in
regard to verbal or written action in dealing with supplier
representatives, follow -up on existing supplier perfor
mance, engineering requirements, reference library, and
buyer information file.
b. The stated techniques provide some assurance that only
authorized suppliers are added, deleted or changed on the
master file. Because control file totals are not shown on
the accounts payable supplier update printout, the possibility of changes being made to the file could happen
without to the purchasing department's knowledge.

1.a. While the Charleston Plant Manual does have written
practices that are followed in selecting suppliers, more

were flowcharted, control objectives for each function were identified, and techniques to accomplish
each objective were documented.
Following the Internal Accounting Control
Questionnaire as a quide, we selected the activity
areas and functions which we felt should first be
examined. Based on this analysis we developed a
priority schedule that described the procedures to
be followed, deadlines, and responsibilities ofindividuals involved. Our plan went through in October 1980, allowing a two-months' buffer (see Figure 2).
Because commitment to our priority schedule
was most important and many project leaders
were in divisions other than finance, our plant
controller felt it was necessary to hold another
training session for division and department managers in the plant. A program which provided
more detail ofour goals was developed. After the
presentation we felt a positive response was
achieved, and we were ready to document.
The Documentation Procedure
Project leaders were notified formally by the inMANAGEMENT ACCOUNTING /OCTOBER 1981

ternal control analyst of additional training and
due dates for flowcharts and desk procedures for
their functional areas. Additional training was
conducted with small groups on the specifics of
internal control concepts. These separate presentations used a slide narrative in reviewing the approach for studying and evaluating internal accounting controls using TFA techniques.
As work began on the projects, weekly meetings
were scheduled with each project leader. The internal control analyst would evaluate the progress
made, discuss problems, and offer guidance.
It was evident from the beginning that most
functional areas needed assistance to update or
write completely new desk procedures. In accomplishing this, control techniques were highlighted
in writing these procedures. We stressed answers
to questions such as: Who authorizes processes?
Where are the processing control points? What
physical safeguards are employed? How do you
substantiate and evaluate your process?
After each weekly meeting, the internal control
analyst would issue a written progress report to
the project leader as a reminder of key points of
69

discussion. Also, monthly written reports went to
each department manager on the progress of all
projects being evaluated in his functional area.
The Review Process
The primary reference source used was Arthur
Andersen & Co., Guide for Studying and Evaluating Internal Accounting Controls. In initial meetings between each project. leader and internal control analyst, discussions centered around their operating procedures as to:
• Any Cummins corporate practice which offers
guidelines to the operation,
• Any Charleston plant manual practice which
covers the operations,
• Development of a simple flowchart of the operations, and
• Desk procedures and job descriptions.
Control Objectives
Develop control objectives for the function being examined. For example, the expenditure cycle— purchasing function, one control objective
may be that vendors should be authorized in
accordance with management's criteria.
Control Techniques
What control techniques do we use to ensure
that this objective is achieved? They may be

corporate and local plant manual practices,
purchasing desk procedures (for adding to,
changing, or deleting from the computerized
supplier file) and special input forms.
Control and Risk Evaluation
The evaluation is made by the internal control
analyst to check the clarity and quality of written procedures and their use in vendor selection. If risks exist, such as an order going to an
unapproved vendor who ships inferior parts,
the evaluation should contain the suggested
controls to reduce this risk. Example: Master
Vendor Files should be constantly updated by
the Quality Assurance Engineer Department.
A Completed Project
Using as an example the purchasing activity
area, which involves the function of vendor selection, requisitioning, and purchase order control,
the following comprises a complete project folder:
• Direct and Indirect Material Purchasing Desk
Procedures,
• General Stores Purchasing Desk Procedures,
• Purchase Order Form Control Procedures,
• A completed Arthur Andersen & Co. form AP
108 to include flowcharts on Direct Purchasing,
Indirect Purchasing, and General Stores Pur-

Table 1
Cummins Charleston, Inc. Transaction Flow Analysis Action Plan
Receiving
Project 09
Area of
responsibility

Due date

Completion date

Receiving
P. Taylor

11130/80

11118/80

Receiving
P. Taylor

11;30180

11125180

8131180

8x29180

Control Objective I
The Receiving Section's processing procedure should be established and
maintained in accordance with management's criteria.
Evaluation
The stated techniques provide some assurance that this objective is
achieved, except that parts of these practices are no longer in effect. The
Receiving Section is currently working on the update and issuance of
three practices pertaining to receiving Direct, Indirect and affiliate
materials.
2. Control Objective 2
Only requested goods and services should be accepted and then reported
accurately and promptly.
Evaluation
Even though all materials received are assigned receiving report
numbers, some accepted orders are received without the documentation
to reference a purchase order number. The risk of unauthorized purchases can therefore arise. Also, there is no established procedure to
dandle receipts against a closed P.O. as to accepting or returning the
item. In indirect receiving, the person who placed the order is required
to pick up the material after receipt. This material sometimes sits for
days after notification thus increasing the risk of its being misplaced,
stolen, or just taking up valuable space.
The open purchase order file in receiving contains many unnecessary copies of P.O.'s for such things as plane tickets, price modifications, in -plant contractual work, and landscaping. This only
adds to confusion, filing time, and clutter.
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Purchasing
F. Walker

Receiving
P. Taylor
Purchasing
F. walker
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chasing ( see Figure 3),
• Cycle Control Objectives,
• Control techniques for this objective,
• Control and Risk evaluation of the techniques,
• An action plan for corrective measures.
Putting It All Together
Eighteen functional areas were examined using
TFA techniques coupled with effective project
management controls . One such control was use
of a time phase chart which noted when meetings
and actions had taken place.
No real surprises were found as far as weak
internal controls within the plant. We did find:
• Many outdated plant manual practices (no periodic review),
• Outdated or nonexistent desk procedures,
• Need for better communication between various
functional areas, and
• Two or more individuals doing the same task
but using different techniques.
There were 44 deficiencies which required actions. Each functional area had its own action
plan to correct these deficiencies ( see Table 1, Action Plan— Receiving).
Completed projects were sent to Corporate Auditing for review from July through October. Action plan due dates were scheduled for completion
from August through December 1980. An action
plan follow-up schedule had to be maintained to
keep track of the 44 different actions required.

Even though dates were agreed upon by project
leaders, some had to be postponed because of personnel changes and work loads.
Monitoring the Program
The second phase was completed in December
1980. We now will review the files established periodically and update for all procedural changes.
The evaluation process will be continuous, with
each internal accounting control project providing
the basis for this review. To accomplish this evaluation , we developed a review and update schedule
covering each of the 18 completed projects which
began in January 1981.
From the beginning of the project we felt that
an adequate system of controls was in effect and,
therefore, no surprises came about . Our management feels that the documentation of internal controls has helped the plant to bring about:

There were 44

deficiencies
which required
action —but no
real surprises.

• A better employee understanding of various departmental relationships,
• An added dimension in training new employees,
• Elimination of unnecessary controls improving
the efficiency of some functions, and
• An overall awareness of the need to review current accounting practices.
The review and update of internal accounting
control documentation at Cummins Charleston
will be a continued priority on the list of management's responsibilities.
F

EVALUATING ACCOUNTING ALTERNATIVES
62 44
assets. Because current GAAP permits the use of
such valuations as market value, replacement value, and price level- adjusted values in certain situations, an eclectic approach seems both feasible
and defensible. The model is also useful, of course,
for evaluating accounting alternatives within the
historical cost -based accounting system.
Finally, despite its limitations, the model has
the virtue of stimulating a systematic and critical
evaluation of accounting as it is practiced today,
on the basis of information attributes which have
long been supported by both practitioners and academics. If the profession is serious in its contention that accounting information should possess
these and other atttributes in order to fulfill its
objective, then efforts to evaluate their presence in
current and proposed accounting alternatives
should be recognized as an important goal.
[)
1
The literature noted here refers to the official pronouncements of the major authoritative bodies in accounting.
a Maurice Moonitz, "The Baste Postulates of Accounting," Accounting Research
Study # 1, American Institute of CPAs, 1961.
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.r Ame ri can A cco unt in g A ss n., Co mmitt ee to P repare

a Statement of Basic Ac.
counting Theory, A Statement of Basic Theory, 1 %6.
'
The term "theory" is used here in the informal sense used by most accountants.
Accounting has typically viewed theory as a set of rules or measurement concepts
by which accounting information might be Judgoil
" Kenneth W. Lemke. "Asset Valuation and Income Theory, " The Accounting Review, January 1966.
a
American Institute of CPAs. Report of the Study Group on the Objectives of
Financial Statements, Objectives of Financial Statements, 1973,
Yuji ljiri and Robert K. Jaedicke, "Reliability and Objectivity of Accounting
Measurements," The Accounting Review, July 1966.
"George J. Murphy, " A Numerical Representation of Some Accounting Conventions,' The Accounting Review, April 1976.
° It is doubtful that complete agreement would be reached on the true value of any
asset. However, many would accept the value of cash on hand and the value of
marketable securities at market value as examples of assets where a true value
exists. The assumption here is that the true value would represent the economic
value of any asset, that is, the discounted present value of the future benefits to be
derived from the asset.
10
Indirectly, this is the argument presented by Murphy (footnote g) and is apparently the basis for avoiding any discussion of a true value. Murphy suggests that
different users have different decision models and, therefore, need different transformattons to convert accounting information into useful information for decision
making. It is argued here that the closer the accounting information is to the true
economic value, the more relevant it will be, regardless of the specific decision
models
or parameters of individual users.
II
It is the overall application of relevance (and other attributes) for evaluation and
policy- making purposes which is of Primary concern here. On an individual basis,
the relevance of any set or subset of information might be readily evaluated simply
by specifying the user's decision model. To the extent that policy decisions influence
many users with varying needs and decision models, a more general evaluation is
desired. It should be emphasized, however, that assuming a bar of information is
desired and that the true value is the most appropriate for all those desiring it, the
evaluation of relevance on a relative basis is sensitive to the relevance of information
to individuals collectively.
'r
Any number of denominators may be used to deflate the raw data to a more
relative value. One possible deflator would be net sales. Cost of goods sold expressed
as a percentage of net sales, while not necessarily the only relative value or the most
aepropriate one, will suffice for illustration purposes.
' Actually, the 61 represents the sum of the difference between firms and the
difference due to measurement errors, while 62 should be the difference between
measurement errors alone and will tend to be zero, assuming unbiased estimation.
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The Impact of Inflation on Internal
Planning and Control
This month NAA is publishing The Impact of Inflation on
Internal Planning and Control by Allen H. Seed, III, senior
consultant, Arthur D. Little, Inc. This publication is being offered free, for a limited time period, to all members, as a bonus
for belonging to NAA. Under a new policy, a member may

choose this new publication or one of three others, published
previously. To obtain a copy of your study, send in the reply
request card in this issue. If the postcard is missing, send your
name and membership number to "Free Book, " care of the
NAA office, 919 Third Ave., N.Y. N.Y 10022.

By Research Staff

management accountants should focus on in order to reduce
the impact of inflation: ( I ) management education; (2) straBecause all business enterprises are facing a common problem tegic management including forecasting, monitoring and proof determining how to deal with inflation, the National Asso- ductivity measurements; and (3) operating management conciation of Accountants initiated a study on the impact of in- trol including budgeting, standard costing and management
flation on internal planning and control practices. NAA reporting.
wanted to find out how inflation has actually affected these
Some of the major conclusions:
practices in leading corporations and what the companies are
doing to cope with the accounting problems associated with • Many accountants and managers do not really understand
inflation.
inflation accounting techniques, how inflation affects their
The research effort consisted offour major phases: a literabusinesses, or what the implications of inflation are; thereture search, an analysis of the inflation - adjusted results of 29
fore, management education is an important concept when
of the 30 companies that constitute the Dow Jones Industrial
dealing with the impact of inflation in today's volatile sociAverage, a questionnaire soliciting information from chief fiety.
nancial officers ofFortune 1000 companies, and in -depth case • Constant dollars and current ebst accounting concepts genstudies of sixindustrial companies considered to be leaders in
erally apply to strategic management processes, but they
dealing with inflation.
have limited use in short -term budgeting and operating reThe results of the study are presented in four comprehenporting.
sive sections: introduction and background on causes of infla- • Budgets and standard costs should always be expressed in
tion and factors influencing accounting practices in the Unitnominal dollars but should reflect all anticipated price level
ed States and other countries, including the impact of FAS
changes for the period, because of the impact of inflation.
No. 33; a section dealing with management accounting issues
For the most part, fundamental management reporting reand practices; in -depth case studies; conclusions and recomquirements are unaffected by inflation; however, there is an
mendations for all management accountants.
increased emphasis on the funds statement because of inflaRecommendations to Management Accountants
This study provides management accountants with a practical foundation for determining which course:; of action
would be most appropriate in many business situations. The
researcher's recommendations are based on the premise that
inflation will continue to fluctuate between 5% to 20% annually, and, therefore, the impact of inflation is here to stay.
The researcher has determined three significant areas that
MANAGEMENT ACCOUNTING /OCTOBER 1981

tionary pressures. The survey showed 76% of the respondents placed increased emphasis on funds flow as a result of
inflation.
In general, the researcher views the application of inflation oriented management accounting techniques to internal planning and control as an evolutionary process with American
businesses beginning to take their first steps toward coping
with inflation's impact.

F
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staffs to concentrate on more specialized projects."

104/

"The long hot summer has a trendy
new trauma that may turn programmers into parsnip farmers," comments an author in a recent issue of
Datamatron (July, 1981 ) . Burnout —
being fed up with one's job —seems
to be running rampant among data
processing professionals lately. Until
programmers are given more freedom
in their work environment as suggested in recent articles, such as "Computer Terminals Allow More People to
Work at Home" ( Wall Street Journal
Aug. 4, 1981 ) , a lot of DP people will

be singing Johnny Paycheck's favorite song to the boss — "Take This Job
and Shove It!"
O

EDP Burnout

can outside your company rather than
developing them internally.
A number of studies by consulting
and CPA firms have contrasted the
external vs, internal development of
computer software. As is true of most
of these studies, a recent Price Waterhouse and Co. study of packaged
software revealed that the package
offers "reduced risk, faster implementation" and allows companies "to reserve the talents of in -house DP

MANAGEMENT
ACCOUNTING
PRACTICES
811
ceiving written submissions concerning the practical experience of registrants and accountants in applying
the LIFO method. NAA encourages
its members to comment and to send
copies of their comments to the MAP
Committee. If you need a copy of
ASR No. 293, please contact L. Bisgay at NAA.

Amendments to the Bylaws
The NAA Board of Directors recently approved
changes to three articles in the Bylaws of the Association. The changes were made to reflect the
establishment of a new category of membership,
an expanded definition of the Committee on Socio- Economic Programs, and the addition of two
committee chairmen to the Executive Committee.
Article VII of the Constitution specifies that
amendments, repeals or additions to the Bylaws
are considered to be adopted when a majority of
the Board of Directors approves them. This condition having been fulfilled, members herewith are
notified of the adoption of these amendments.
This amendment to Article I was approved
June 20, 1981.
Article I— Membership, Section 2
This new paragraph is inserted as (b):
Direct Service Membership is available to individuals residing within the United States and Canada who elect not to affiliate with a chapter. They
shall receive all general publications of the Association published during their cycle year and are
entitled to all member benefits except chapter affiliation. Direct Service Members shall pay a
yearly dues equal to 125% of Regular Member
Dues rounded to the nearest multiple of $5.00.
Redesignate paragraphs (b), (c), (d) & (e) as
(c), (d ). (e) & (f)•
This amendment to Article IV was approved
January 18 -19, 1980.
ARTICLE IV— Executive Committee
Section 1. Executive Committee: the Executive
Committee of the Association shall consist of
(a) the elective officers of the Association,
(b) six members of the Association, two of
whom are appointed each year as provided in Article IX, Section 5, of the Bylaws,
74

(c) the chairman of each of the standing committees designated in Article IX, Section 3, of the
Bylaws,
(d) the Chairman of the Management Accounting Practices Committee designated in Article IX,
Section 2, of the Bylaws and the Chairman of the
Board of Regents of the Institute of Management
Accounting designated in Article X, Section 1, of
the Bylaws.
(e) the immediate Past Chairman of the Association and
(/') all Past Presidents of the Association, ex officio, but without vote, for continuing terms.
This amendment to Article IX was approved by
the Board of Directors, June 14, 1980.
ARTICLE IX— Committees
(b) A Committee on Community and Socio -Economic Programs of not less than 20 members with
two -year terms, with ten to be appointed annually.
It shall have the responsibility for reviewing on a
continuing basis community service and socioeconomic programs and recommending to the
chapters specific areas where they may contribute
to the betterment of their communities; these activities may include, but not be limited to, such
areas of service as fund -drive accounting, local
government accounting studies, civic education
panels or workshops on accounting - related topics,
Junior Achievement participation, Explorer
accounting participation, counseling of economically disadvantaged businessmen, conducting or
participating in educational activities for economically disadvantaged businessmen, organizing and
coordinating programs of other local organizations engaged in Socio- economic activities and
providing technical assistance to other socio -economic agencies or organizations.
MANAGEMENT ACCOUNTING /OCTOBER 1981

TAXES

free mergers record these two types
of expenses separately and, where
appropriate, prepare schedules indicating the method used for allocating
joint expenses.

64
generate a loss or deduction. However, the Second Circuit Court of Appeals recently ruled in McCrory Corp.
v. U.S. that certain expenses incident
to the acquisition of a business pursuant to a tax -free merger are deductible when the acquired business is
disposed of or liquidated.
The court distinguished between
expenses incurred in connection with
(1) the acquisition of the business
assets and (2) the raising of capital.
The court ruled that the corporation
may deduct expenses incurred in connection with the acquisition of business assets when those assets are
ultimately sold or otherwise disposed
of, although expenses incurred in
connection with the raising of capital
were held to be nondeductible capital
outlays.
The court, however, did place the
burden on the taxpayer to demonstrate the separate and distinct nature
of these expenses. Thus, it is advisable that corporations involved in tax-
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ideas out of his own experience and
team up with a writing professor to
jointly produce the kind of useful paper
he, and we, would like to see.
Gardner M. Jones
Professor of Accounting
and Associate Dean
Michigan State University
East Lansing, Mich.
Taking Out The Elastic
The article by Frederick D. Finney,
"Looking At Inflation — Realistically"
(June '81) was timely and gave excellent advice on the necessity of taking
the elastic out of the measuring unit
(dollar) in calculating real growth

rates. My only point of difference with
the author relates to the example used
to illustrate the computation of depreciation on a current cost basis.
The amounts shown for current -year
charge for depreciation each year in Table 2 indicate that the provision must
not only be increased by the replacement cost index applied to depreciation
on a historical cost basis, but must also
include a "catch -up" adjustment for
prior years. This would only be necessary if it were assumed that the funds
provided by prior- years' depreciation
were accumulated in a noninterest -bearing checking account rather than being
reinvested in earning assets.
It is more logical to assume that
when the second machine was purchased, it was determined that it would
yield an adequate rate of return on the
current cost of $10,750 and that the
$1,000 of funds provided during Year 1
was applied toward the purchase of Machine 2 or some other equally worthwhile use. That being the case, $2,150
will be adequate depreciation on the two
machines in Year 2— $1,075 on each
11- 79
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Requirement M.C. O'Connor G. Chandra
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People in the News
the Louisiana State University Accounting Dept. and has been appointed editor
of the Louisiana Certified Public AcCraig E. Johnson and William E.
McKee, Akron Summit, are now part- count.
ners with Sorkin, Thayer & Co.
Edward R. Andrejko, Binghamton
Chapter past president, has been named
Thaddeus S. Bismack, CMA, Anderson
vice president and controller of the
Area past president, has been named
Binghamton Savings Bank.
controller of Reliance Electric Co.'s
gear products manufacturing plant. He John H. Bruens, Blue Grass Area, has
been promoted to manager of governis a past national director.
ment reporting for Diamond Shamrock
Woodrow E. McNair, Atlanta North,
Corp.'s Coal Unit.... Judy C. Golden
has been named director of accounting
is now supervisor of Abbott Advertising
for Hangar One, Inc.... Paul H. Shenk
Accounting at Jerrico, Inc.
has joined Ciba Vision Care as accountJohn K. Collins, Boston, has been electing manager.
ed vice president, finance, of Warren,
Robert J. Ausfresser, Baltimore, is now
controller at Patuxent Publishing Gorham & Lamont, Inc.

Promotions and New Positions

Corp ... . James W. Jones, Chapter
past president, has been elected treasurer of the Baltimore County Historical
Society Inc.

Donald P. Vogel, Buffalo, is now group
controller at Moog Inc.

Robert J. Lapp, Canton Chapter, has
been promoted to assistant managing
Jerry E. Trapnell, Baton Rouge, has director of Timken France and Timken
been promoted to associate professor in Europa.
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William C. Massie, Catawba Valley, is
now vice president and controller of
Trend Line Furniture.
Rodney G. McSwain, Charlotte Blue,
has joined New England Commerical
Finance Corp. as vice president.
Edward A. Pacey, Colorado Springs Pueblo, is now controller of El Paso National Corp.
James L. Blythe, Dallas, has opened an
information systems consulting firm.
At E.I. du Pont de Nemours & Co.,
Ronald R. Houck, Delaware has joined
the management reports section as supervisor of the special studies area, and
Kathy L. Plush is now an accounting
analyst in the financial statements section.

can Sterilizer Co. . . . Thomas M.
Schaeffer has been admitted into the
partnership of Main Hurdman.
Gary M. Cademartori, Essex County,
has been elected vice president —finance
of Butler International Inc.
Patricia Boyer Frishkoff, Eugene Springfield, has been promoted to associate professor of accounting at Oregon
State University.
J. R. Hermes, past president of Evansville Chapter, has been named controller of Charles Leich & Co. . . . Greg
Wedding is now with Mead Johnson &
Co. as a credit analyst.... Marion W.
Wendel has been promoted to accounting manager at Haynie Travel Service.
Donald E. Crumpacker, Fort Wayne,
has been elected assistant vice president
of Lincoln National Life Insurance Co.
He will continue to serve as director of
individual policy administration as well.
John C. Arme, Greater San Gabriel Valley, has been promoted to partner in
charge of the San Diego office of Arthur
Andersen & Co. He is a past president
of Phoenix Chapter.
Raymond S. Oliger, Harrisburg, has
been named manager of financial control for the Turbine Components Division of TRW, Inc.
Kenneth C. H. Leong, Hawaii past president, has been promoted to vice president and controller at Hawaiian Telephone Co.
J ack I . Tompkins, Houston -Lone Star
Chapter, has been admitted into the
partnership of Arthur Andersen & Co.

Joseph W . England , 111owa, has been
elected a senior vice president and director of Deere & Co. . . . Robert S.
Charles B. Harper, III, Delaware Coun- Westerberg is now controller of the
ty Pennsylvania, has been promoted to Blackhawk Hotel.... Alan F. Fletcher
chief internal auditor at Triangle Publi- is controller of real estate investments, a
cations, Inc.
division of Lifelnvestors Insurance Co.
This
change was listed incorrectly in
Martin H. Oostema, East Bergen -Rockland, has been appointed comptroller of August.
ITT Avionics Division.
Brenda Cockrell, Jackson, has been proWilliam J . Bleil, Erie past president, moted to vice president of Security
has been appointed treasurer of Ameri- Buildings, Inc.
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Gary W. Chawk, Jacksonville, has been
named controller at St. Luke's Hospital.
... Carole J. Poindexter has been appointed treasurer of Baker Bros., Inc.,
as well as *retaining her duties as controller.
Frederick E. Hagen, Kalamazoo, has
been appointed vice president and commercial loan officer of the American
National Bank & Trust Co.
At Armstrong World Industries, Lancaster, Andre H. Fouchet has been
named manager of information services
and control in the corporate technology
and venture management organization,
and G. Glen Groff has been promoted
to controller, sheet goods production.
. . . John C. Helms has been elected
treasurer of HMW Industries, Inc.
Donald R. George, Lansing- Jackson,
has been named plant controller for the
Hillsdale plant of the Industrial Power
Transmission Division of Dana Corp.
Gage A. Parrish, Las Vegas, has been
appointed controller for the Barbary
Coast Hotel and Casino.... William E.
Wells is now controller for Imperial
Mortgage Co.

University of Alaska. He is a past president of Oakland -East Bay Chapter.
At the Donruss Co., Memphis, Donna
J. Ford has been promoted to account ing supervisor, and Ronald Natale is
now accounting manager.
William B. Brown , Miami Valley Ohio,
has been named controller of the Journal News.
Peter J. Gillen, Minneapolis Viking, has
been named director of fuel management at Republic Airlines.
Jo Anne DeStefano, Mohawk Valley,
has been named controller of Bossert
Manufacturing Co. Ralph M. Risley
has been named vice president of finance and treasurer of Hamilton Digital
Controls, Inc. . . . John Story, Jr.,
chapter president, is now a partner with
Evans, Severn, Bankert & Peet.
Rudolph J. Thurnes, Morristown Chapter past president, has joined Brown,
Dozdri as treasurer and chief financial
officer.
Jack C. I.indaas, Mt. Rainier, is now
controller for Glen River Industries.
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Joseph K. Allison, Los Angeles, has
been promoted to assistant controller at
Weiser Lock.... Stephen P. Brandman
is now director of reimbursement for
the LA office, Health Care Industries
Dept. of Laventhol and Horwath. . . .
Betty M. Moser has been appointed
controller for Hang Ten Jewelry Co.
Jane P. Gordon, Louisville, is now accounting officer for Citizens Fidelity
Bank & Trust Co.... Carey L. Roth bauer has joined H.J. Scheirich Co. as
manager of financial analysis.
Joan C. Frost, Lynchburg, is now controller for the Education and Research
Foundation, Inc.
William G. Diehl, Macomb County Michigan, has been named controller at
Dollar Electric Co.
Frank N. Liguori, Member-at-Large,
USA, has been elected executive vice
president of Olsten Corp.... Errol P.
Mitlyng is now vice president of finance
and chief financial officer at The Marley
Compan y.. .. Carl G. Orne has been
appointed a visiting professor for the
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James R. Frullo, New York, has been
promoted to controller of Phillips, Nizer, Benjamin, Krim, & Ballon.
George F. Hanks, North Central Indiana, has been promoted to professor in
the department of accounting at Ball
State University.
Dean M . Hebert , Northern New York,
has been named controller at ACCO International.
Roy L. McCracken, Oakland County
past president, has opened his own CPA
practice.
Edward A . Rincon, Palm Beach Area,
has been elected treasurer of Snelling
and Snelling, Inc.
At Brockway Glass Co. Marguerite E.
Ferrazzano, Pennsylvania Northwest,
has been named manager of cost accounting and budgets for the glass container division, and Robert T. Gabler
has been appointed accounting and statistical administrator for the risk and
loss prevention department.... Michael G. Straub chapter past president,
has joined Robert Cole Trucking as
controller.
James W. Dorris, Peoria, has joined
Somerville Construction as accounting
manager
David E. Milam, CMA, Piedmont Winston -Salem past president, at the Taulman Co. is corporate controller.
Thomas A. Madden , Pittsburgh, has
joined Rockwell International as manager of external financial reporting.
Ronald L. Mundt , Portland - Willamette,
has joined Stimson Lumber Co. as financial officer.
John E. Mattern, Raritan Valley, has

I
•THRU INDEPENDENT CORRESPONDENCE STUDY
*GRADUATES QUALIFY FOR ADMISSION CA BAR,
U.S Federal Courts, U.S Supreme Court, U.S. Tax
Courts plus Administrative Courts as CA Attorney.
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69 N. Catalina, Dept. B3
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joined Extracorporeal Medical Specialties Inc. as a financial controller.
Byree K. Anderson , Red River Valley
Chapter past president, is now manager
of the new client accounting services
dept. of Charles Bailly & Co.
Charles H. Fincham, Jr., Richmond
Jackson, has been elected treasurer and
business manager of Union Theological
Seminary.
Michael C. Holvey, Rochester, has been
appointed president and chief operating
officer of Wolfe Publications, Inc. . , ,
John Lounsbury has been elected a vice
president of Security New York State
Corp. . . . Catherine H. McGuire has
been promoted to controller at Merkel Donohue Inc.

Benedict, South Central Indiana, has
been named corporate accounting specialist, Gwendolyn D. Davis is now
manager of cost and management accounting, Eric C. Schneider has been
promoted to management accounting
manager, James S. Snyder, Chapter
past president, is now manager of financial control, and Steve A. Spaulding has
been appointed financial project manager.
Richard F. Hoffman , South Central
Minnesota, is now controller for the
NEL Branch of Midtex Inc.
Thomas B. Ferguson , Southern Minnesota, has been appointed to the board of
directors at Olmsted Community Hospital.
John S. Surabian, Jr„ Southwest Los
Angeles Chapter past president, has
been appointed director —risk management and assistant treasurer of Hilton
Hotels Corp. He is currently a member
of South Bay Chapter.

a>
RINCON
Palm Beach Area

MILAM
Piedmont W -Salem

Thomas E. Kienitz, Rockford, has been
admitted into the partnership of Seidman & Seidman.
Terry R. Collins, Salt Lake Area, is now
director of finance for Intermountain
Health Care's southern region.
Tammie L. Dudley, San Diego, has been
named internal auditor for United First
Mortgage, a subsidiary of Merrill Lynch
Co.... William D. Jarr is now a partner with McGladrey Hendrickson &
Co.... Robert W. Klemme has been appointed regional vice president of the
San Diego regional commercial banking
office of Wells Fargo Bank.... Robert
D. Weaver has been promoted to partner with Deloitte, Haskins & Sells.
Vicente Leon, San Juan Chapter past
president, is now a partner with Peat,
Marwick & Mitchell.
Charles Ferrin Lauve, Seattle, has been
appointed director of marketing —West
Coast operations, at A.C.T.S.
Paula J . Horgen , Shreveport, has been
named director of finance for the City of
Melbourne.
At Cummins Engine Co., Edwin L.

Steven L. Barnard , Spartanburg Area
Chapter, has been appointed manager of
budgeting and forecasting at Southern
Wood.
Bruce P. Budge, Spokane Area past
president, has been elected to the board
of directors of Welk Bros. Metal Products Inc. He is also professor of accounting at Washington State University and president of Conkling Park Inc.
John P. Keithley, St. Louis, has been
appointed dean of the School of Business and Administration of St. Louis
University.... Paul C. Simons has been
elected treasurer of Pott Industries, Inc.
... Donald J. Vogt is now assistant controller for the Tretolite division of Petrolite Corp.
Carol M. Butler, Syracuse, has been
promoted to manager of accounting at
Hoffman Air & Fil tratio n.... Ronald
A. Colella has been appointed assistant
manager of accounting at Auburn Steel
Co.... Walter J. Dlugolecki has been
named plant controller for Crouse Hinds . . . . Georgia J. Hickey has recently opened a consulting business —
The Quest Group.
At Tecumseh Products Co., Raymond
Cox, Toledo, has been named controller
of the Acklin Division, and Vernon G.
Flickinger, Chapter past president, has
MANAGEMENT ACCOUNTING /OCTOBER 1981

been appointed director of accounting
procedures for the Acklin and Taylor
Divisions.

..

Dale A. Gibson, Tulsa, has been promoted to manager of general accounting
at Getty Oil.
, Chris A. Housley is
now controller at McKissick Products.
Thomas C. Rondot has been named
...
assistant divisional controller at The
Crosby Group.
William Edward
...
Richter, Tulsa past president, is now divisional controller at The Crosby
Group.... Ted T. Timmerman has been
promoted to supervisor —field accounting, marketing and accounting at
Agrico Chemical,
Robert E. Baldwin, Valley Forge, has
been named vice president, finance, and
southern regional controller of Carpenter/Offutt Paper, Inc.... Donn Patton,
chapter past president, is now vice president— finance with the Philadelphia
Flyers Hockey Club.
Ralph Arosemena, Washington, has
been appointed director of finance and
administration for Appalachian Community Service Network.
Michael
...
M. Fallin is now supervisor
of general
accounting at Smith - Sternau Organizat i o n . . . . John M. Giovannoni has been
promoted to controller at Gardner
Group Inc. He remains a partner in
Giovannoni & Associates.... Arthur G.
Gillum has been named vice president
of finance and accounting at Interstate
Natural Gas Assn. of America. , , .
Nancy S. Kupperian is now managing
partner of Giovannoni & Associates.
Lois A. O'Rourke, Waterloo -Cedar
Falls, has joined Luthern Mutual Life
Insurance Co. as a financial analyst.
At Worcester Bancorp, Inc., Ronald A.
Dion, CMA, Worcester Area, has been
named cost accounting officer, and
Charles H. Eppinger has been appointed senior vice president.
Jimmy E. Dillman, Wichita, has been
promoted to controller at Didde Graphic Systems Corp.... Christy S. Scott is
now a manager with Arthur Young.

Organization Service
Imogene A. Posey, Knoxville Chapter
past president, has been elected the first
woman president -elect of the Tennessee
Society of Certified Public Accountants.
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Emeritus Life Associates
The designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of active service or ten
years of active service including five years as
an elected national or chapter officer or director. Those so designated are relieved from
payment of annual dues_ The intent of this
provision of the Bylaws is to recognize the
debt that the Association owes to members of
long standing.
Alex J. Andrews, Elmira Area.
Thomas L. Bingham, Asheville.
Ellis M. Campbell, Jamestown- Warren.
John H. Campbell, Tulsa.
Eugene D. Doerr, Albany.
Forrest W. Earl, Battle Creek.
Willard A. Eastin, New Orleans.
A. Arthur Eilers, Columbus.
Marjorie L. Flanagan, Salt Lake Area.
John S. Flynn, Los Angeles.
Raymond J. Garon, Merrimack Valley.
James H. Geer, New York,
Stuart B. Goldthorpe, Cleveland.
Lowell A. Goodson, Evansville past
president.
Manville L. Gordon, Southern Maine.
J. Kenneth Hersh, Lancaster.
Delos H. Hobbs, Northern Wisconsin.
Ted J. Jenkins, Niagara.
Francis T. Knouss, Lehigh Valley past
president. SCMS.
Bernard F. Mack, Lehigh Valley.
Warren Mundy, Virginia Skyline.
Robert K. Murphy, Ithaca - Cortland.
William Norton, New York.
Andrew M. Puskus, Erie.
John C.. Read, Peoria.
Sol Reifler, Chicago.
Orrin F. Richards, Oakland -East Bay.
James M. S. Risk, Member -at- Large,
Scotland.
Ralph W. Roll, Columbus.
Thomas J. Rowe, Essex County.
Leonard F. Runyan, Colorado Springs Pueblo.
Mary V. Salamey, Mohawk Valley.
Jerry Santor, Raritan Valley.
William A. Schlenk, Louisville.
Herman Schneider, Detroit.
Henry Schueftan, Chicago,
Robert H. Schueler, Member -at- Large.
Andrew G. M. Scott, Member -at- Large,
Australia.
Edward W. Shineman, Jr., New York.
Paul H. Smith, Evansville.
Clarence E. Starn, Tulsa.
Edward C. Sunnuck, Birmingham -Vulcan.
Harold J. Wolosin, New York.

In Memoriam
J. B. Enos, 59, Western Wayne, 1961.
S. D. Flinn, 87, Chicago, 1942. ELA.
Fred C. Klarman, 68, Elmira Area,
1949. ELA.
Robert G. Pettygrove, 60, Member -atLarge, USA, 1968.
Mervyn Schade, 77, Erie past president,
1926. ELA.
Ronald P. Senn, 54, New Orleans, 1976.
John B. Snyder, 59, Milwaukee, 1962.
H. D. Stehman, 80, Lancaster, 1933,
ELA.
Harry B. Turbett, 78, Elmira Area,
1946. ELA.
Lee Van Oosten, 55, Long Beach, 1974.
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machine. It is not necessary to provide
$ 1,150 for depreciation on Machine 1 in
Year 2 any more than it is necessary to
do so on Machine 2 in its first year of
use.
Willis A. Leonhardi
Chicago, Ill.

Encourage The 'Little People'
I read with interest Jack Simermeyer's
letter (July '81). I have noticed similar
comments from other readers.
Although I would not issue a blanket
indictment of all the articles published,
I, too, have the feeling that too many of
them are academician theory. We need
more nitty - gritty how -to articles.
Many of us are controllers or chief
accountants of small businesses. We do
not have the facilities to employ some of
the theories set forth in these flowery
treatises. Many of us are directed by
nonaccountant chief executives or owners who believe everyone below their
level is just overhead. They want to see
something immediately visible, something that flows directly to the bottom
line.
Maybe we need to encourage more
"little people" to submit ideas for articles. If they are not writers, there are
surely staff members who can correct
spelling and grammar and present the
article in an attractive manner,
Charles H. Young
Arvada, Colo.
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A brochure describing the advantages
of Card Jacket Microform file systems
for banks, savings and loans, and other
financial institutions is available from
Microseal Corp., 2000 Lewis Ave.,
Zion, IL 60099.
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Coopers & Lybrand has released a new
computerized estate planning system
which can handle all the calculations involved in the analysis of an individual's
current estate tax liability, as well as the
iterations required to quantify the benefits achievable under various proposed

7559.

,

Complete data entry, error recovery, invoice /vendor inquiry, and processing
controls highlight the many capabilities
of Management Science America's new
Online Accounts Payable System. As an
entry is made, errors are automatically
displayed for duplicate invoices, invalid
vendors, invalid general ledger distribution, balancing errors, and other system
controls and alerts. The system simplifies data entry and correction, and performs functions that reduce clerical effort. Terminal operators can control
check writing, date controls, and report
requests without data processing personnel assistance. For ease of entering
data, the system automatically displays
the next logical screen without users
having to key a request for it. Phone
Robert Carpenter, (404) 262 -2376.

Communication Sciences, Inc. (CSI)
has introduced EXPLAIN, a new writing and documentation methodology. It
provides the standards, tools, and procedures for developing and controlling
all types of business documentation.
EXPLAIN can be used in the areas of
finance, personnel, data processing, and
systems analysis. It can; be used by people at all levels of responsibility. EXPLAIN is designed to be effective at any
stage of company's development —from
start -up to revision of existing documentation. It is available in five packages, each complete in itself but
designed for different stages of a company's development. Phone (612) 332-

.

Minicom Systems has introduced specially configured turn key hardware/
software integrated systems for CPAs,
based on Point 4 Data Corp.'s Mark V
minicomputer. The turn key system
includes standard software: client accounting, time billing, and word processing in conjunction with data process-

McCormack & Dodge Corp. has introduced P/O PLUS, a purchasing software package that automates the clerical portion of the purchasing function.
The new system automatically processes
requisitions, standard and blanket purchase orders, receipts, inspections, debit
memos, partial shipments, back orders,
and system contracts. It provides various reports, such as inspection analysis
and part /vendor evaluation reports,
thus enhancing management purchasing
analysis and decision making, The
Matching Module interfaces P/O PLUS
with A/ P PLUS, McCormack &
Dodge's Accounts Payable system. It
allows distribution to appropriate general ledger accounts, improves cash flow
management, and allows for an automated four -way match of purchase order, receipt, invoice, and inspection document. Phone Allen Katzoff, (617)
449 -4012.

versions. The system allows practitioners to easily choose which features are
to be incorporated: Federal estate and
gift taxes, state death and gift taxes, income in respect of a decedent, and generation skipping. The new system does a
custom calculation for each state according to its laws concerning taxation
methods, major types of exemptions,
and marital deductions. Call toll -free
(800) 223 -0535. In New York, call
(212) 536 -3302,

,

A new bookkeeping system that gives
monthly computerized and updated reports, has been developed by Fedit. Titled "The World's Easiest Bookkeeping
System," Fedit has been designed especially for small businesses, professional
and personal accounting. A unique patented check register allows financial
transactions to be recorded with codes
for each category of expense and income. Recording pages are in duplicate,
eliminating the need for carbon paper.
At the end of each month the original
entry sheets are mailed to Fedit, where
the figures are computerized and updated; a complete record of each page remains in the checkbook. The register
even provides for cash and credit card
expenditures by category so that every
deductible expense can be recorded for
income tax purposes. Phone (412) 4656666.

ing. Hardware varies depending on the
customer's need. Phone Jack Cipriano,
(213) 469 -1161.

&

The International Command System, a
new computerized financial planning,
consolidating and reporting system designed primarily for multidivision and
multinational companies engaged in international business, is now available
from General Electric Information
Services Co. Acquired from and developed by Citicorp International Bank,
Ltd., London, the system enables decision makers to perform numerous calculations and revisions during the budgeting and planning process, and then
track actual performance results. Currency conversion, financial statement
consolidation, and "what -if' analyses
can be quickly and easily accomplished,
Built -in accounting logic permits rapid,
accurate, and timely consolidations, regardless of the number of components
and accounting relationships involved.
Write GE Information Services Co.,
Marketing Dept., 401 N. Washington
St., Rockville, MD 20850.
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MAKING SOFTWARE DECISIONS?

Your next software
system is probably
on this list
The Largest, Most ComprehensiveList of Application Software
Currently Available from One Source

MSA READY -TO- INSTALL
SOFTWARE
1. General Ledger
2. Financ ial Information & Control
3. Fixed Assets Accounting

people don't have to be data processing
professionals to use it. But coupled with

our General Ledger system, even greater
Benefits are possible:
(I) you have the best, With ins ta lla ti o n
growth avenging more
most advanced finan- than31% a for
ear ten
cial system available, years, over y5400
MsA
a n d ( 2 ) y o u g e t as -

-t. Financial Forecasting & Modeling
5. Payroll Accounting
6. Personnel Management & Reporting
7. Accounts Receivable
8. Accounts Payable
9. Supplies Inventory Control
& Purchasing
10. Proc urement Matc hing

HECK THIS LIST. No other software company, in the country
offers such a comprehensive choice
of systems.
As a result, you don't have to wait
for software, tie up your data processing
resources, or pay the enormous development costs of in -house design. You can
install the MSA systems you need in a
much shorter time.
Instead
among
differeof
nt picking
packagesand
(or choosin
vendors,

tonishing flexibility.
Fo r

examp le,

systems am in use today
in 250 of the Fortune
wcompaniesandhtmdeeds of smaller firms.
many with their first

you can retrieve his- computer.
torical information
from the database, develop and refine
plans and forcasts, then automatically
generate budget transactions back into
the special Budget Module for top down
budgeting.
MANAGE YOUR CASH
The VISA Accounts Receivable System
dramatically simplifies receivables management and greatly stimulates cash flow.
It automatically highlights unauand unearned dis-

PRACTICAL SOFTWARE
Our approach is to install software that
helps you toget jobs done. We specialize
in ready- to-use, application software.
We pioneered and perfected man),
Of the systems currently in use worldwide. Our list of systems is constantly
aced and improved to keep pace witf i
changing needs of your comPand.
Our methodology is both practical and
productive.
MSA Industry Specialists are ex-

V

perts in governm ent, education, finan-

cial, insurance, health care and manufacturing industries. By understanding
the problems most frequently encountered (and the terminology) they are
resources you can use.
CALL NOW
We have prepared support material with
all the facts and information to evaluate
the systems listed here. Everything is

available without obligation.
For more details, please contact
Robert Carpenter at Management
Science America (404) 262 -2376. Telex
549638. Or send this coupon.

r-------------------�-�-�-�-�-�
t

thorized deductions

counts, and can forecast cash flow
through customer payment history. It
even interfaces with Dun & Bradstreet
and NACIS credit information.
Install our Procurement Matching

System and you get added flexibility.
This system integrates three important
functions— purchasing, receiving and
accounts payable.

more and more companies are making
MSA their software company Of course,
speed and economy aren't the only reaMANAGE YOUR RESOURCES
sons. What counts is the quality and
compatibility of our products.
The MSA Payroll System is one of the
most popular accounting systems in the
MANAGE YOUR FINANCIALS
Take o u r Fin an cial Fo rec ast in g a n d
Modeling System . It works with m ost
financial data b ases, an d vour financial

duplicate records are eliminated. For the
F time, you can have a single source
for all current human resources information— payroll, tax and personnel
management.
Systems are in compliance with
EEOC. ERISA and OSHA requirements.
And new changes are automatically
issued to update your systems as accounting guidelines change and government
legislation is enacted.

MANAGEMENT SCIENCE AMERICA
3445 PEACHTREE ROAD. N.E.
t
ATLANTA. GEORGIA 30326
Please send more information about MSA
applica tion software , inc luding the s ys tems listed here (write numbers):

1t
1 NAME
1
j TITLE

II
I
I

1
COMPANY

t

1
1 ADDRESS
1

I

i Crr

t
t

t

j STATE

1 TELEPHONE!
COMPUTERTYPE
AND MODEL
L - - - - - - - - - -

- - - - - - --- - - - - -J

country.

Combine this with our Personnel
Management and Reporting System,
and volumes of redundant input and

M A - l "1

I

11

i

i
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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 many companies, constant turnover
can turn into a constant 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.

RQSE-RT IMLFSM

O accounting, financial and edp personnel specialists

ALBUQUERQUE • ALLENTOWN • ATLANTA • BALTIMORE • BIRMINGHAM • BLOOMINGTON (MN) • BOSTON • BUFFALO • CHICAGO • CINCINNATI • CITY OF COMMERCE (CA)
CLAYTON • CLEVELAND • CLIFTON (NJ) • COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER • DES MOINES • DETROIT • FORT LAUDERDALE • FORT WORTH
• FRESNO • GRAND RAPIDS • GREEN BORO • HARTFORD • HAYWARD • HOUSTON • INDIANAPOLIS • JACKSONVILLE • KALAMAZOO • KANSAS CITY • LEXINGTON
• LONG ISLAND • LOS ANGELES • LOUISVILLE • MEMPHIS • MIAMI • MILWAUKEE • MINNEAPOLIS • NASHVILLE • NEW HOPE (MN) • NEW ORLEANS • NEW YORK
OAK BROOK (IL) • OMAHA • ORANGE (CA) • ORLANDO • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND • PROVIDENCE • RICHMOND • SACRAMENTO
SILOUIS • ST PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SCHAUMBURG (IL) • SEATTLE • SPRINGDALE (OH) •STANFORD (CT) •TAMPA •TULSA
WALNUT CREEK (CA) • WASHINGTON D.C. • WILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON
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