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The World Leader in Financial Management Software
General Ledger and Financial Reporting Accounts Receivable Accounts Payable Payroll/ Personnel
Human Resources Fixed Asset Accounting Work Order Management Forecasting
Atlanta (404) 955 -3705
Boston (617) 729 -6962
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 designed hundreds of cash
management systems. Probably none
of them is just right for vou.
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.
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 over night.
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.
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Profiling Your Productivity

13

By Stanley M. Babson, Jr.
There is no one acceptable index of productivity for use by managers in monitoring corporate performance. We can identify, however, separate benchmarks for a given manufacturing enterprise and measure and track these benchmarks as individual indexes — allowing
us, in effect, to establish a "profile of productivity.''

Productivity Through Manufacturing Control

25

By Richard Donkersloot, Jr.
Most manufacturers today use computers to increase the efficiency of operations, but
computers also have allowed material control managers to make errors at the speed of
light. There are many misconceptions about materials control and this practitioner sets
about correcting them. A better grasp of the fundamentals ensures having the correct
parts in work at the correct time —which is one essential aspect of productivity.

Accounting
and
Reporting

Managing the Financial Demands of Growth

33

By Charles W. Kyd
Calculating a company's financial ability to grow can be a difficult process. The Affordable
Growth Rate model provides valuable insights about the effects of managerial decisions
on the financial ability of the firm to grow. Find out how you can use this tool for your
company.

Are You Really Managing Your T &E System?

44

By John Riener
Corporate spending of S55 billion on 105 million business trips in 1980 makes business
travel big business. For many companies, the key to an effective business travel expense
system is to address the needs of both the corporation and employees together. How can
you optimize this situation? You begin by analyzing your company's present travel expense
picture.

Management
Accounting
Issues

Speeding Up Interim Closings

51

By Vincent J. Giovinazzo
Even in computerized environments, delays in interim closings continue to be a problem
for most companies. More than 20 years ago, NAA published a classic study on this
problem and most of the techniques are still applicable. The modern -day dimensions of
the problem are analyzed and many suggestions made to help reduce monthly reporting
lags to minimal levels.
Certificate of Merit, 1980.81

NAA
Research

Toward a Code of Ethics for Management Accountants

60

By C. Mike Merz and David F. Groebner
What ethical guidelines exist for management accountants faced with irreconcilable
choices? Should NAA lead the way in developing a code of ethics specially designed for
management accountants? These and other questions are posed in the NAA's latest
research publication. Here is a summary of this pioneering work.
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Small
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Small Businesses: Are You Getting the Credit You Need?

In order to gain information to plan future programs, the Small Business Administration is
seeking information on the credit experience of small businesses. Your assistance in responding to the survey here will help the SBA devise ways and means of assuring small
business better access to credit and help NAA's Small Business Panel in its planning.
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Information System s have revolutionized corporate and government reporting.
Featured in the January issue is a report on how W eyerhaeuser Co. implemented its
financial information system; also discussed is the development of a software program at
Motorola's Semiconductor Group. The February issue focuses on the changing role of
banking and cash management. Also in this issue, watch for the first in a series of special
sections on small business strategies. Other upcoming themes: financial analysis in
March, government accounting in April, and budgeting in May.

Cover courtesy of the Commercial Business Unit, American Express.

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

About the Executive Committee Meeting
Let me bring you up to date on some of the issues discussed at the
last Executive Committee meeting .... Since the question was raised
as to a requirement for the qualification of admittance to the membership of the NAA, I think it would be appropriate to give you a progress report on the
current status of this particular question. It
was reported to the Executive Committee
in October that many NAA members, chapter leaders and Council participants had
some concerns and reservations as to establishing membership criteria for admittance to the NAA. Most of the comments
seem not to support such a change in the
recent tradition of the organization. As a
point of interest, Jack Vavasour was looking at some membership applications that
went back some 50 years, and at that time,
there was a requirement that the applicant have a position which related either to cost or general accounting. Since these comments have
been passed on to the Executive Committee and other committees
studying this matter, it would seem unlikely that any radical change
from present policies and practices as to membership requirements
would be forthcoming in the near future. Remember, any change as to
membership composition would require approval by your 207 - member
Board of Directors.
We were very pleased to get expressions of interest as to future
directions that the NAA might pursue from a wide spectrum of the NAA
members. The Ad Hoc Committee on Education is going to be working
hard on some other aspects of our educational program, and we are
looking forward to its suggestions.
The Executive Committee also received a comprehensive report
from the Ad Hoc Long -Range Location Committee and is studying
certain viable options as to the future headquarters of the Association.
Our thanks to Dave Rewick and his committee. Further work is proceeding on this very important project.
In other actions, Chairman Bob Donachie has submitted his report to
me concerning how the NAA might improve its international services
and how it might contribute to Management Accounting, world -wide.
Also, we will be making a decision as to whether we should proceed
with a management accounting ethics program after studying a new
research report indicating interest of the NAA membership in pursuing
a study of ethical issues.

Ar �- - A x e l
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President, 1981 -82
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KEEP MORE OF WHAT YOU MAKE. MAKE MORE ON WHAT YOU KEEP.
Effective January 1, 1982, anyone

of S 17,000 you and your clients may
set aside tax- deferred each year

who has earned income will be
entitled to his or her own Individual

With so much at stake, theres
even more reason to make sure

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

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
Tax Defense —your all -out offense
against the high cost of retirement.
Even though Retirement Plans
improvements go into effect

year will increase from S 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

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- 526 -3030. ext. 804. In
New Jersey, call 800 - 742 -2900. ext.
804. In Alaska or Hawaii, call the
Merrill Lynch office nearest you.
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A breed apart.

A MERRILL LYNCH IRA, KEOGH OR SEP PLAN OFFERS YOU ALL THESE INVESTMENT OPPORTUNITIES.

*Growth Stocks
*Speculative Stocks
• High -Yield Stocks
• Blue Chip Stocks
•Corporate Bonds
*Convertible Bonds

*Discount Bonds
Lower Grade Bonds
• Covered Call Options
• Mutual Funds
*Government Securities
*Money Market Funds
•

*Real Estate Limited Partnerships
•Corporate Income Trusts
*Government Agencies
*Treasury Bills
*Certificates of Deposit
*Passbook Savings Account
• Annuities

NEW TAX LAW
WILLOFFER
$2000 TO $17,000
DEDUCTION TO
YOU AND YOUR CLIENTS.
NOW, FIND OUT ABOUT THE MANY WAYS MERRILL LYNCH OFFERS
TO MAKE YOUR RETIREMENT FUNDS GROW FASTER. CALL OR MAIL COUPON TODAY!
F - - - - - - - - - 1
Mail to: Merrill Lynch. P. O Box 2021, Jersey City. N.1.07303
I'm interested in an IRA, Keogh or SEP Plan that truly reflects my individual
needs and goals.
Pleas° 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

City

State

Zi

Business Phone
Home Phone
Merrill Lynch customers, please write name and office address
of your Account Executive:
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Opinion
Robert L. Shultis

Oh, Come Now, Mr. McEneny I
Recently, Roger Schmechel, manager of general accounting for TEC Systems, De Pere,
Wisconsin (Northern Wisconsin Chapter),
wrote us, enclosing an advertisement from a
book called Up the Manufacturing Organization. Let me quote from Mr. Schmechel's letter:
"Recently, I received the following article,
perhaps with the thought I was in the Manufacturing Department.
"Obviously, the narrowmindedness of this
type of advertising requires some response.
This type of reporting leads to a division of
departments and belittles the bean - counters
to much less than they really contribute to
the company."
"I believe a proper response from NAA to
Tim McEneny would be in order."
We agree. The advertisement for Mr. McEneny's book excoriates all controllers and accountants for narrowness of view, for a lack of
a sense of proportion and for an ignorance of
the value of certain management techniques
which he espouses. On top of that, the advertisement, which alleges to quote from a chapter
of Mr. McEneny's book, blasts women in accounting and those of us approaching senior
citizen status as well. Let's select a few excerpts —not out of context, I might add —to supply the flavor of his remarks:
"Why (are there an increasing number of
CEO's with accounting backgrounds)? Good
question. I certainly don't have the answer. After all, we get paid to play and win the game;
accountants get paid just to keep score. "
"The significant assets that are 'standard less' such as overhead, inventory investment
and fixed assets often go unchallenged. Information necessary to plan and control these
items simply has not been available."
"Accountants must begin to realize there is
more to life than a debit and a credit. If they can
grasp the concept that Materials Requirements
6

Planning (MRP) and its supporting system are
more than 'Production Control' systems, those
'little' things like capital expenditures and inventory may, in fact, be controllable."
"If the accountants could be convinced that
one properly designed system would be capable of serving the entire company's needs, we
could all start working together to increase
company profits."
"Maybe then I might understand why that 63year -old bitch in the Accounting Department
harasses me whenever I fill out a form incorrectly."
There's more, but that's a good sample.
You don't know why persons with financial
background are moving into CEO positions with
increasing frequency, Mr. McEneny? The
Boards of Directors can't be that stupid, can
they? Could it be, Mr. McEneny, that the "bean counters who nit - picked your last expense
report" may be the individuals with the best rounded backgrounds with the greatest potential for furthering the fortunes of their companies? More so, perhaps, than Mr. McEneny's
shining knights, the "modern materials managers." We think so— especially if Mr. McEneny's
philosophy, as espoused in the ad, has prevailed among these materials managers.
Yes, Mr. McEneny, management accountants are aware of the benefits of a functioning
MRP system. We recognize the importance of
controlling capital expenditures and inventory
(NAA's several research studies and numerous articles In MANAGEMENT ACCOUNTING testify
to this.) We (or most of us, at least) have a
sense of proportion sufficiently well developed
to distinguish between petty cash and plant
and equipment.
The reference to "one properly designed
system" implies that Mr. McEneny is enamored
with the "total systems" concept. There may
well be some total systems which function
properly, but these aren't very common. Successful systems execution depends more on
the philosophy and cooperation of those using
it than it depends upon the design of the system itself.
We haven't seen or read Mr. McEneny's
book as yet, but we would hope that the advertisement is not representative of the book as a
whole. The tone of the advertisement does
nothing for any of us.
Even if Mr. McEneny's remarks are tongue in
cheek (which we hope they are), we would
suggest that they do American business a considerable disservice. If his contacts and experience have been limited to those types of
"bean- counters" which he describes, his experience has been limited, indeed. Modern man0, 110- 23
MANAGEMENTACCOUNTING/DECEMBER 1981

D&B debunks
4 myths about information holdouts.
"When companies s
data on my clients, why d
they come directly to m
They prefer anonymity. Having an easyaccess, third -party source for current,
comprehensive business information is
essential for America's businesses.
Statistics tell the Dun & Bradstreet
story: over 83,000 companies make
17,000,000 inquiries a vear to D &B
regarding buyers. Our quick response
means orders are filled all the faster.

"Established businesse ,
get all the credit
they need."
Don't kid yourself. Somebody's checking. D &B subscribers do, in fact, make
inquiries on long -time customers.
Better that your clients be prepared
should suppliers' credit policies or
personnel change. Also, those who
request reports —banks and insurers as
well as manufacturers —often require
more than a payment history alone.
Like company background, operations
summary, business trends.

S

uppliers of goods and services t urn to Dun
& Bradstreet for good, solid information about
customers and p rospects . When companies refer
D &B to you, their accountant, do you release
the complete information that suppliers need and
deserve? Or are you an info rmation holdou t, due
to a misconception of the role D &B plays in the
buyer /seller relationship?
The next time a D &B business analyst contacts
you, at the behest of your client, it's in the client's

!t's my job to keep
.onfidential information
7onfidential."
We respect that. The truth is, D &B
Reports are available only to D &B
subscribers. Competitors of your client
who is the subject of a D &B inquiry
are not likely to be among them, since
nearly all subscribers are suppliers. A
D &B Report does not reveal secrets of
success. We act solely as an impartial
gatherer of factual data and report
solely on matters pertaining to
business.

:'t have time to
wer the questions of a
>,B business analyst."
We know vou're busy. So our trained
D &B interviewers take as little of your
time as necessary. In performing this
extra service for your clients, you'll be
doing them a big favor. Because it's
standard operating procedure at many
companies to request a D &B Report
before talking business.
best interests for you to cooperate. Because the
whole point of a comprehensive D &B Report, including a financial statement, is t o bring buyer and
seller together —on the best possible terms. Yes,
Dun & Bradstreet is indeed the essential business.

Dun &Bradstreet
a company of
BB &Bradstreet Corporation
The Dun

Management
Accounting
Practices
Louis Bisgay, Editor

Property and Equipment Disclosures
Revised

8

FASB Proposes Amendment of Interest
Capitalization Standard
According to a proposed amendment of FAS
No. 34, "Capitalization of Interest Cost," capitalization of consolidated interest cost would be
limited to (1) qualifying assets of the parent
company and its consolidated subsidiaries that
appear in the consolidated balance sheet and
(2) investments in investees accounted for by
the equity method until those affiliates begin
their planned principal operations. After operations of the affiliate begin, current or subsequent investments would not be considered
qualifying assets for capitalization under the
proposed standard. In the proposed Statement,
"Capitalization of Interest Cost in Financial
Statements that include Investments Accounted for by the Equity Method," comments are
solicited by December 31.

The Securities & Exchange Commission adopted final amendments to its rules prescribing
disclosures of property, plant, and equipment in
Schedules V and VI under Regulation S -X. Under the new rules, presentation of those schedules is limited to instances in which PP &E is at
a high level of significance; i.e., when PP &E,
net of accumulated depreciation, depletion,
and amortization, is 25% or more of total assets at either the beginning or end of the latest
fiscal year.
Proposed amendments, which were issued
last February, would have required, among other things, PP &E information organized by business segments and data on fully depreciated
assets in use. Based on overwhelming opposition by commentators (including NAA) on
grounds of high costs and /or impracticability,
the Commission concluded that such expanded
disclosures would not be cost- beneficial and
dropped them from the amendments adopted.
The amendments were effective October 1,
1981, the date of publication in the Federal
Register.

The FASB has added to its technical agenda a
project that will consider whether FAS No. 13,
"Accounting for Leases," applies to transactions that are structured as leases under the
Economic Recovery Tax Act of 1981 but which,
in reality, appear to be the sale and purchase of
tax benefits (depreciation deductions and investment tax credits).
In gearing up for the project, the Board's staff
held an all -day session in September with representatives from industry, public accounting,
the financial analyst community, and several
associations, including the NAA. The meeting
provided the staff with input to assist them in
developing a proposed course of action. The
Board also directed its staff to continue its evaluation of the accounting implications of other
provisions of the Act, such as incentive stock
options and longer carryover periods.

MAP Comment Letters Released

New Inflation Accounting Survey

The Management Accounting Practices Committee issued the following letters of comment:
to the FASB on Accounting by the Entertainment Industry; to the SEC on Registration Provisions Regarding Limited -Sized Transactions;
and to the Senate Committee on Banking,
Housing, and Urban Affairs and House Committee on Energy and Commerce on the Amendment of the Foreign Corrupt Practices Act of
1977. MAP Committee comment letters may be
obtained from Ms. Rosemarie Coppola at the
national office.

Arthur Young & Co. has published the results of
a survey the firm undertook to obtain preparers'
views about the usefulness of inflation- adjusted
data required by FAS No. 33, "`Financial Reporting and Changing Prices," and to understand better the methods preparers use to
measure the effects of changing prices on their
businesses. Readers may obtain a copy of the
report by writing to Mr. Robert Berliner, Arthur
Young & Co., 277 Park Ave., New York, N.Y.
10172.
► ►21

FASB Places Tax Act on Agenda
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Where the most important part of electronic banking isn't electronic.
What makes The Citi of Tomorrow so unique is the
people behind it. Some of the best qualified bankers
u► the world ... Citibankers.
They've allowed us to develop the most advanced
electronic banking system available.
They're our account officers who can apply this
expertise to help your company.
They're also a staff of Citibank consultants who can
assist with your cash management problems today and
help you understand and cope with changes in the future.
As well as a team of service professionals who are
always there to work with your staff to bring
0 1981 Citibank, N

Member FDIC

new efficiency and productivity to your back office.
And since our back office operation has gone
through an extensive trial- and -error period at our end,
you won't have to go through it at yours.
For some, the key to electronic banking is
technology. At Citibank, the key is the people behind it.
For more information, call your account manager
or Robert Mendes, V.P., at (212) 559.1980.

CITIBAWO
GLOBAL ELECTRONIC BANKING
The Citi of Tomorrow and Global Electronic Banking are service marks of Citibank, N.A.

Management
Information
Systems
Grover L. Porter, Editor

This column was written in collaboration with
Dr. Homer Burkett, associate professor, School
of Accountancy, University of Mississippi; University, Miss.

MIS: A Reader's Guide
The computer has affected the activities of accountants, bankers, lawyers, engineers, and
others. To meet the needs of their readers,
more than 175 publications at present contain
articles and columns about "the black box"
and its effects on our organizational and personal lives.
More than 40 magazines and newspapers
cover some aspects of computers. A few of the
publications try to reach a very broad readership, but most of the publications are directed
toward particular audiences. For example, one
magazine will contain articles and advertisements of interest to home users of microcomputers or minicomputers while another will contain articles and advertisements of interest to
individuals who are associated with large organizations, The location and type of hardware
are not the only bases used by computer publications for identifying target audiences, Other
bases would include the type of occupation of
the user within a large organization and the level of technical sophistication of the user.
MANAGEMENT ACCOUNTING obviously provides specialized reading material for people
with accounting backgrounds, but accountants
would consider it to be a veritable variety magazine in comparison with the computer publications. Given the interests of readers of this column and the recent proliferation of computer
publications, it seems appropriate to describe
briefly a few of the publications. A description
of the contents of several publications could
make our readers more aware of a type of resource that can provide management accountants with ideas about computer applications.
Three magazines and two newspapers will
be described to illustrate the wealth of informa10

tion that is available on computers in other publications. They were selected based upon two
factors. First, the publications have covered a
broad range of topics of interest to management accountants in large organizations. Second, they had an average circulation of over
100,000 subscribers during 1980 and relatively
large annual gross advertising revenue. Only
five of over 40 publications have been selected
for review, so many popular publications including Data Management, Journal of Systems
Management and MIS Week will not be reviewed. Their omission can only be justified by
a lack of space and by our basic purpose of
making readers more aware of an increased
number and variety of computer publications,
In reviewing the articles, we use the word
"technical" to describe topics related to the
gathering, processing, storage, retrieval, and
communication of data. The word "general" is
used to refer to new ideas, products and applications, and to the communication and use of
information. Technical articles tend to be "how to" and tutorials; general articles tend to be tutorials, surveys and news stories.
Computer Decisions is a magazine which relates more to MIS /DP management than to
other types of financial executives. A single issue probably would contain more general articles than technical articles, and most of the
general articles would be of greatest interest to
a MIS /DP manager_ The type of technical article probably would be "how -to" rather than tutorial, Articles in a recent issue covered topics
such as choosing consultants, new technologies for data entry, using local computer networks, developing user manuals, a survey of
MIS /DP managers' pay and the implications of
planned tax reforms.
Datamation covers an extraordinary range of
topics with a blend of technical and general articles in its regular issues. Special issues provide coverage of data processing conferences.
A recent issue featured four articles about data
base management systems, three articles
about software development and two articles
about personal computers.
Infosystems places some emphasis on software systems and related topics. The dominant
type of article is the tutorial. Topics covered in
a recent issue included computer security, stay at -home conferences, fiber optics communications and voice mail.
Computerworld is a weekly newspaper, and
its relationship to the computer community is
similar to that between the Wall Street Journal
and the financial community. This publication
includes news about the use of computer products and services in various organiza►► 21
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QANTEL:
THEFIRST
4t

n

ANDLAST

A;&

COMPUTER
YOU'LLEVERNEED,

naS

If you're looking for your first business computer,
you probably recognize the significance of expandability. If you've already outgrown a computer
or two, youknow how important it is!
In either case, consider QANTEL® There's no such
term as "planned obsolescence" in the QANTEL vocabulary. Result: All QANTEL hardware and software
incorporate unbounded potential for growth, For
example, QANTEL hardware is modular, You can
add more terminals, add more memory, add more
storage and add more peripherals by literally plugging them in! And you can do so at your place of
business. Without changing your operating procedures and without retraining your operators.

The same holds true for our software. As you upgrade the power of your hardware, you upgrade
the performance of your software. Because all QANTEL programming is 100% compatible with every
system we make. All QANTEL programming. From
our off- the -shelf SOLUTIONS- to our do-it- yourself REPORT GENERATORTM to our QICPLANTM financial planning tool to our plug -in vertical packages... they all
work on all levels of our hardware.
If our "first and last computer" makes sense on paper, wait'til you see it on trial! For a free demonstration, contact your local QANTEL distributor. You can
also write QANTEL at 4142 Point Eden Way, Hayward,
CA 94545. Or call toll free
(800) 227 -1894. In California,
call (415) 887 -7777.

QANTEL

a Mohawk Data Sciences Company

Letters
TO THE EDITOR

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

Bring It to Life
In response to the letter from Jack Sim ermeyer, CM A , (July 1981), I must
a g r e e w i t h h i m t h a t M A N A G E M E N T AC-

I k

articles have become less
than totally useful and somewhat esoteric. I find myself skimming through
and looking only for the new SEC pronouncements or FASB statements.
But despite our similarity of viewpoint on this one issue, I disagree with
the author's solution to the dearth of
meaningful articles presently appearing
in the publication. His action does not
solve the problem but rather only leads
to perpetuation of the same kind of articles. A more enlightened and positive
reaction might be for Mr. Simermeyer
himself to write an article for a future
issue on some aspect of accounting that
deals with the practical side. As a
CMA, Mr. Simermeyer is probably capable enough to draw upon some of his
own experiences that may benefit all of
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We'll help you catch up on your
accounting, bookkeeping and edp.

u s w h o y e a r n f o r M A N A G E M E N T ACCOUNTING to bring its title and application to life.
However, while still agreeing with
Mr. Sim erm eyer, I don't wish to go
overboard with the practical_ Theory
isn't always in opposition to practice,
but rather precedes it, an d practice
should influence theory with new eviden ce as to wh at is wo rking a nd wh at
isn't. Without a the oretical foundation,
accounting becomes merely a hodgepodge of rules with no meaningful
structure, sim ilar to the way Internal
Revenue Codes appear to m any.
Return to the fold , Mr. Sim erm eyer.
Thomas R Fred ricks, CPA
Waukesha County Technical I nst itute
Waukesha, Wis.
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Mr. Fredri cks' poi nt is well taken. As
Shakespeare said, "The fault ... li es not
in our stars, but in ourselves. " I f the majority of manuscripts contributed are `esoteric" and a small minority are 'Practical, " how can the publi shed art i cles be
different? In short, we cannot publi sh
nonexistent articles. Ed.
►�► 23
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Profiling Your Productivity
The profile is composed of "rifle shot" benchmarks
of four fundamental resources: materials, labor,
equipment and facilities, and money.

By Stanley M. Babson, Jr.
Productivity is a major concern of most businesses
today, yet it is extremely difficult to measure and
evaluate. Corporate managers, faced with the task
of tracking and improving their company's productivity, must develop benchmarks for monitoring performance trends in a timely and accurate
manner.
Measuring performance trends is vital, especially for manufacturing plants. For most industrial
plants, however, there is no one valid index that
captures the true essence of productivity. Instead,
a "profile" of productivity can be developed —a
profile being a series of separate and distinct indexes or trends, each of which is significant and
important to watch as an indication of what is
happening.
For any given manufacturing enterprise, the
special parameters that offer significant benchmarks for its operating performance should be
identified, measured and tracked as individual indexes. The body of this material then would form,
at a given point of time, the "profile of productivity" for that enterprise.
Once such a profile has been determined and
measured for a given plant, succeeding periods of
time will show valid trends or fluctuations that
0025-1690/81/6306-1330/$01.00/0

can help operating management evaluate the performance of its operations and alert it to early warning signals that call for corrective action or
deeper challenge and investigation.
A note of caution: Just as no one single index
reflects the entire productivity story of a company, one profile that is valid for a given plant may
not be equally as valid for another plant that is
operating in a different fashion with other pressures bearing on its performance or that has another mix of resources applied to its manufacturing process. Therefore, each resource entering a
plant's manufacturing activity must be evaluated,
both on its own merits of effectiveness as a resource and on the effectiveness of the mix of resources that management has elected to use at any
given point of time.
There are four fundamental resources used in
the manufacturing process:

Stanley M. Babson. Jr.
is a management
consultant with the firm
of Stanley M. Babson
Associates of New
Canaan, Conn. He is
principally engaged in
operational analysis
and improvement
programs. He is a
member of Connecticut
Gateway Chapter and a
past president of the
Morristown Chapter,
through which this
article was submitted.

1. Materials used by the business in its process of
converting to finished products or materials
procured for resale as is.
2. People (labor) used by the business in its conversion process directly or indirectly in an administrative, marketing, sales, engineering,
service or similar capacity.
3. Equipment and facilities to be used to make the
Copyright © 1981 by the National Association of Accountants
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conversion process efficient, economical and
competitive.
4. Money to finance the business and its conversion activities.

You can
Improve
"productivity"
of material as a
resource by
establishing a
formal
purchasing cost
reduction
program

Determining the scale of productivity for these
resources means measuring at given moments and
for given intervals of time the effectiveness with
which each of these resources is being managed by
the business enterprise. This process must be done
in "rifle shot" benchmarks that are relevant to
each resource in the context in which it is used in
a particular instance. In addition, the effect of
management's choice of the mix of resources and
the trend of this mix over time is also a critical
measurement. These measurements collectively
are the "Profile of Productivity" for a business
enterprise.
How to Measure the Materials Resource
Input takes the form of raw materials or purchased components that are procured, staged, and
either used in the manufacturing process by having value added applied or are sold or otherwise
used "as is" as spares or accessories. How can a
plant determine if these materials are being used
productively? The following elements may be used
as a guide:
1. The efficient use of the materials in production—in other words, minimum spoilage or
scrap.
2. The efficient procurement of the material from
vendors —Are you buying correctly? Can you
buy for less? Are you effective in containing the
impact of inflation upon your company's costs
of materials?
3. The efficient turnover of inventory —Are you
turning over fast enough for this type of stock?
These elements can be measured in several
ways.' One method would be by using the standard cost value of material spoiled or scrapped as
a percentage of standard cost value of total material withdrawn from stock for use in the manufacturing process within a given period of time.
Another way would be by using purchase price
cost variances as a percent of total purchases at
standard value from some base period starting
point and comparing this figure to some appropriate external (the Department of Commerce, perhaps) index of rising cost trends of purchased
goods similar in nature.
An important aspect of improving the "productivity" of material as a resource is being able to
establish a formal purchasing cost reduction program. Most companies probably assume this is
happening routinely as part of the normal purchasing responsibility, which isn't necessarily the
case. Competitive bidding on quotes, value analy-
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sis programs, and qualification of new vendors are
necessary ingredients in this process. But one further element is needed - -definition of a "target" of
cost reduction for a given period of time. For example, a goal of containing purchase price variances for a budget year to less than + 3% of total
purchases at standard is certainly a useful goal.
But, a further goal of specific cost reduction of
some items is just as important to define.
The first is a defensive goal; the second is an
offensive one. For example, say the purchasing department would be given the additional specific
target of achieving $500,000 in direct purchase
cost reductions. These reductions may relate to
only a small number of items, and they may be
overshadowed by generally rising costs in the rest
of the purchased items. Defining such a target,
however, ensures some offensive strategy on the
part of the purchasing function, which is part of
the productivity improvement and measurement
game as it applies to material as a resource.
Seeing Through the Camouflage
How many valid discrete turnovers should be
recognized by a plant? One overall composite may
camouflage important underlying information on
poorer performing elements of inventories that
may need corrective action. Therefore, inventories
should be broken out into categories, such as components used in manufacturing assembly, service
spare parts stores, consumables used in the after
market, finished goods stores, and the like.
First, it is essential to separate out divergent
and significant unique groups of materials that
tend to behave differently from each other in
movement and usage characteristics (and that
represent a significant enough investment to measure). Second, some thought should be given to a
"good" turnover. It isn't enough to track turnover
trends by categories without making some attempt to define these measurements against some
theoretical target. So, how should one attempt to
calculate a theoretical target?
Take this illustration, for example:
1. Assume that 60% of value of purchases over a
period of time represent Class A items, 30%
represent Class B items and 10% represent
Class C items.
2. Assume that ordering logic for Class A procurement is to purchase two months' current
usage when the "trigger point" is reached.
(Trigger point is defined as stock on hand plus
stock on order equals one month's stock pad of
current monthly usage plus monthly usage
times number of months of lead time.)
3. Assume that ordering logic for Class B procurement is to purchase four months' usage
when the trigger point is reached.
4. Assume that ordering logic for Class C proMANAGEMENT ACCOUNTING /DECEMBER 1981

curement is to purchase 12 months' usage
when the trigger point is reached.
More explicitly, if lead times were eight weeks
for Class A items, when stock availability (open
orders plus stock on hand) falls to a 12 -week supply, eight more weeks would be ordered. Theoretically, then the maximum stock on hand would be
12 weeks or three months, a minimum of one
month, for an average of two months. This set -up
would represent an average turnover for Class A
items of six times a year. Based on the above logic,
the plant's "target" inventory turnover for the entire A, B and C stock could be 4.6 times turnover
per year.
How to Measure Turnover
Measurements should be carried to the fullest
extent possible in equivalency of value, or "apples
to apples." Optimally, the productivity of materials usage is measured best by comparing the output in terms of materials placed into use (transferred to work in process or otherwise consumed
and removed from stock available for use) with
stock of materials on hand for the purpose of being used (raw material or purchased components
inventory, or finished goods inventory). The basis
of value of the output must be equivalent to the
basis of value of the inventory available for input.
In simplest terms, this measurement could be the
standard cost of inventory withdrawn from stores
over a period of time, annualized, versus the standard value of averaged inventories. If stores inventories have no labor content, then the output calculations of material used likewise should show
material content only. For finished goods inventories, traditionally full material, labor and overhead would be used to relate to full cost of goods
sold, or otherwise used during a given period, annualized.
Again, a word of caution is necessary about the
need to adjust a given turnover calculation to the
peculiarities of a given manufacturing enterprise.
There are many ways to calculate turnover, and
what is relevant for a given business must be recognized in selecting a method.

An offensive
goal is needed:
definition of a
target for a
given period of
time.

efficiency

How to Measure Labor

Another variable impacting on changes in labor
hours of input for a given production output
could be decisions on "make versus buy" of important components of a product. If a plant increases "purchased outside labor content" in this
manner, in -house labor hours will decline for the
same or greater throughput of end product and
appear to create greater productivity. Again, this
move doesn't isolate the effectiveness in the use of
"mix" of resources. Perhaps such a measurement
may be good enough for a given business, in
which case an overly refined measurement system
isolating labor performance on a strictly equivalent basis may not be warranted, but for some
companies such a refined measurement may represent important information.
Industrial engineering standards offer a good
example of what a plant needs to measure in the
labor area. If, for a given standard —expressed in
standard labor hours allowed— actual hours
earned are running 120 %, this information is useful. More important, trends in this figure are significant. An example of a useful report would be
to rank all labor tickets in a given month after
they are evaluated in terms of standard versus actual earned hours and expressed as a percentage of
standard hours. When listed in descending order
of percentage, loose standards, or theoretically
high performance activity, will show up at the
top, and tight standards, or theoretically marginal
productivity, will appear at the bottom. Therefore, trends in the aggregate monthly relationship
of all jobs may be a useful productivity index to
monitor. Monitoring can be done for the plant as
a whole, for a given department, for a given part
number, and for a given employee.
In the absence of such standard data on labor
hours, labor cost of completed production output
for the month related to labor value expended —
put into process for the month —may be a useful
index. This figure could be distorted on a month to -month basis by work -in- process variations, in
which case moving cumulatives of the average
WIP production output versus input probably
would be a better index.
Apart from measuring the productivity oflabor
in throughput changes for a given equivalent labor
input, a plant also should measure the
of
labor input. In other words, are we getting "good"
goods? Or is scrap, spoilage or rework eroding the
effectiveness ofour labor applied?
The measurement here could be the value of
labor content associated with rework, spoilage or
scrap related to the total value of labor applied to
production in a given period. This figure should
be reduced to a percentage relationship tracked
from period to period. Again, it is useful to set
targets on what management considers acceptable
productivity for this product or this business.
It also is important to know how labor costs in

To measure labor, a plant must determine what
output it is getting for its labor input. Presumably,
increases in output of goods produced versus labor hours of input would imply increases in productivity. This assumption may be correct, but it
also may be incorrect and misleading, An investment in additional automated machinery and
equipment can increase the output of goods produced with fewer labor hours of input. While this
is a productivity gain of a sort, it is one that
should be credited to the use of capital, not one
that should be related to the efficiency of labor.
MANAGEMENT ACCOUNTING /DECEMBER 1981
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terms of basic wage per hour are rising versus general wage trends outside the company, preferably
in the industry, if such can be tracked. The fundamental question is, "Are we managing to contain
our people cost - per -hour to market trends, or are
we faring better or worse than the outside world ?"
Developing an in -house index of labor rate trends
(not min -max data but effective actual per -hour
rates paid) is fairly straightforward, Finding a
subtle outside index with which to match in -house
performance may be more difficult.
What Capital Resources Contribute
Capital equipment expenditures can contribute
to a plant's overall productivity because they increase production throughput with fewer bodies
and, theoretically, at lower cost. This is a productivity gain in an overall sense in that it's a rearrangement of the mix of resources used by a corporation to manufacture a product at a lower cost.
Facilities, equipment and machinery as a resource of production do have a place in productivity measurements. This resource should be measured in the "grand picture" and also, where possible, on a "stand- alone" basis as a separate resource in the production process.
MEASUREMENT IN THE GRAND PICTURE
This type of tracking is done best by measurements of return on assets and return on assets emFigure 1
Direct Variable Margin vs Revenues
Year Ended December 31, 1980
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ployed, so there m ust be an attem pt to neutralize
inflation as m uch as possible and deal in equivalent dollars, This m easurem ent is good for a given
plant between production periods as it takes a given operation and use of assets and measures
trends in the effectiveness in that use.
Application of this index between separate
plants or com panies opens up m ore challenges in
the disparity of the m ix of resources used as assets
between them, so it is better to use this index only
as a com parison between plants and confine its
performance trends use to individual plants.
MEASUREMENT OF EQUIPMENT AS A

UNIQUE RESOURCE
Is it effective to use equipm ent and m achinery
as a resource? The "bottom line" is reflected best
by trends in total product cost, but good trends
could be th e resu lt of bette r pro curem e nt, larger
production volumes, quantity purchasing, com petitive bidding am ong suppliers, m aturity of the
labor operation with "learning curve" advantages
being reflected; or better, tighter engineering standards; or the use of production incentives. How is
a company to know that equipment per se is really
"pulling its oar "? Undoubtedly, the capital expenditures request form at the tim e o f pu rch ase
looked good enough to get top m anagem ent's approval, but conditions that justified the equipm ent
purchase on the short term no longer m ay be valid. Were the results promised on the ROI calculation on the capital expenditures request attained?
Did som eone follow up? Any way to prove it?
There m ay be a valid m easurem ent to be m ade
of the usefulness or productivity of the equipm ent
on the books. Is it as productive an asset as it
should be? How would the plant find out'?
One m easure of equipm ent's productivity is utilization. How m any m achine -hours are being applied to the production of goods; how m any potentially usable hours are spent on "m ac hine
down for repairs," "set -up" or whatever; and how
many hours, and what percentage of the total, is a
given machine idle because of absence of a production need? Does the plant have a system to
track this infor m ation by m achin e, and what can
be done to develop some aggregate tracking figure
as an index that managem ent can examine for
overall perform ance without scram bling through
individual perform ance utilization figures? How
about a c apital c ost dollar per available capacity
machine -hour and multiplying this hourly cost
tim es the num ber of m achine -hours used, repair
or other down -time hours, set -up, or the like to
determ ine the capital cost resulting from no production requirem ent or lack of volume? These calculations applied to the cost basis of each item of
equipm ent could be aggregated f or a departm ent
or a plant for whatever period of time was deemed
useful, say a m onth. Again, m easuring the trends
MA NA G E ME NT A C C O UNT I NG / D E C E MB E R 1981

of a given plant index against itself over a period
of time probably would be more useful and meaningful than comparisons between separate plants.
Measuring Overall Performance
In addition to measuring components or individual resources, a plant also must measure its
overall or total performance to be able to draw a
complete productivity profile. One key element
here is return on assets.
Top management must assess the efficiency of
the use of its money. This efficiency is measured
best by ROA, which represents the return that
management is achieving on the assets that are
under its responsibility, which, in turn, relate directly to its judgment on the proper deployment
of the various resources — materials, labor, equipment, and the like— needed to create the product.
All these assets require money, in one form or
another, to finance them. Management's basic
judgment, therefore, always must determine
whether this particular "use of money" is adequate in itself and comparable to alternative uses
of money that management might consider.
I have elected to use ROA rather than ROI
because for individual plants, or individual subsidiaries or divisions of a larger corporate enterprise,
I believe ROA is the more appropriate measurement. The use of ROI is reserved for single -plant

entities where management of the entity has, in
fact, the ability to make debt -vs.- equity decisions.
The second basic question to be answered about .
individual plant performance is whether the business and its profits are enjoying "real" growth in
terms of inflationary forces operating in the business community. To measure This criterion, both
costs and revenues must be factored back into the
equivalent of a "constant dollar" base. Once this
has been done, the fundamental indexes that are
meaningful to top management will be:
1. Trend of "real" growth, year by year, in output
as reflected by adjusted revenues.
2. Trend of "real" growth in profits, also as adjusted, to see whether, free of the impact of
inflation, profitability itself is growing, standing still or declining and if it is keeping pace or
failing to keep pace with adjusted revenue
growth rates.
To illustrate, by examining published financial
reports, one can see that revenue growth is up
15% over prior years. This figure implies that
management has had a good year and performed
well, A less visible observation, however, is that
with inflation factored out, real growth amounted
►►32

Figure 2
Profile of Productivity
Period Ended December 31, 1980
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Explanation:
1. Target can either be a budget figure or, in some instances, an outside index.
2. L.P. = Last period performance. This shows management the trend (better or worse) from prior period. Figures denoting improvement
will fall within the shaded areas.
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It's no coincidence
and National Can both
software
American Can and National Can believe
McCormack & Dodge can.
After years of competing in the container industry, they both have their own idea about what
makes a good package. But American Can and
National Can clearly agree on at least one package.
Their financial software package from McCormack
& Dodge. Both companies use our general ledger
system, GL Plus, to achieve fast, flexible reporting,
efficient journal processing, comprehensive editing
and extended capacity for budget control.
It's no coincidence.

Colgate - Palmolive and Lever Brothers
also agree we can.
What's true for the container industry is also
true for the health and beauty business. Colgate Palmolive and Lever Brothers each have different
systems for product development, marketing and
advertising. But when it comes to controlling fixed
assets, both use one system. Ours. Called FA Plus.
Because FA Plus gives them unparalleled scope in
property accounting and tax reporting.
Again, it's no coincidence.

Known by the companies we keep.
The name McCormack & Dodge may not be a
household word. But the names of our clients are.
Anaconda, Encyclopaedia Britannica, Manufacturers Hanover, Marriot. And over 1,000 other top
companies in banking, consumer products, food
and beverage, health care, insurance, manufacturing, natural resources, paper products, publishing
and transportation. We also serve smaller, growing
companies, the emerging leaders whose corporate
names will become household words.

The most advanced financial software
ever to run on big mainframes.
Now available for minicomputers.
Our general ledger and accounts payable packages, GL Plus and AP Plus, are well known to

Fortune 500 executives. And to any data processing manager with a big mainframe. Until recently,
these programs were only
for big
we've
adapti
IBM S
3000,
Series
comps
comfo
the bL
comp<
of $18
millior

thax American Can
chose the same financial
company,
Not to mention the countless
divisions of giant companies
with their distributed data
processing needs.

They apply this inside knowledge to create exceptionally thorough (and successful) user training
programs. Our training programs make sure your
system is up and running quickly. Because your
people learn in a practical, hands -on environment.
The best hands -on
Errors
are worked out in our classrooms, not
training in the industry. your offices.

Hands down.

It's no coincidence that Canadian General
Electric believes we can, too.

When you call McCormack
& Dodge and ask us to send
a sales rep, we might well
send a CPA. Our entire company is staffed by people who
know accounting software
from the client side, because
they've been accountants,
data processing managers
and controllers.

r

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

that are concerned with improving government
accounting standards. One objective was to
see the result of business reporting principles
applied to government accounting. In particular, participants were asked to report all expenses, including depreciation on all fixed assets and pension expenses, and to prepare
consolidated financial statements. The report is
titled Accounting and Financial Reporting by
State and Local Governments —An Experiment.

Big 8 Audit Fastest Growing Companies
Treacherous Challenges Face CFOs
"The challenges facing corporate financial officers are not only awesome but treacherous,"
Henry Kaufman, managing director and member of the executive committee of Salomon
Brothers Inc., told the Financial Executives Institute's 50th International Conference. He noted that corporate dependence on short-term financing is continuing to rise at an alarming
pace while liquidity and capitalization ratios
were at historical lows. "The Catch 22 for business finance," he said, "is that meaningful corporate funding of short-term liabilities can only
be facilitated in recessions and early stages of
a recovery," which has not happened in the
past few years. Even in a sputtering or spurting
economy, corporate external financing needs
remain high. Speaking at the same conference,
John F. McGillicuddy, chairman of the board,
president, and chief executive officer of Manufacturers Hanover Trust Co., warned that "The
period of readily available credit, albeit at a high
cost, may be coming to a close." He suggested
that financial officers should reassess their
company's banking relationships. The bank
does not expect a precipitous decline in interest rates any time soon. "But we do anticipate
a gradual decline to something like historic levels as inflation continues under control and as
a balanced federal budget changes from rhetoric to reality as I believe it eventually will."

AICPA Tests Government Reporting
In an experiment sponsored by the American
Institute of CPAs, 27 state and local governments prepared financial statements by applying accounting principles different from those
officially recognized by the AICPA and the National Council on Governmental Accounting.
Most of those who took part thought it was useful and the Institute is making the results of the
experiment, compiled in a 59 -page booklet,
available to public and private sector bodies
20

The Big 8 accounting firms audit 80% of the
Inc. magazine list of the 200 fastest - growing,
small publicly -held companies in the U.S., according to the Public Accounting Report newsletter. The average sales growth for the 200
companies was in excess of 650% over the
five -year period, 1976 -80.

What to Do in Case of Fire
The Springer Group, which manages inns and
hotels throughout the U.S., has produced a nononsense, clear and concise booklet, "How to
Protect Yourself in the Unlikely Event of Fire."
This brochure, which was written by a Los Angeles firefighter, is designed to help travelers
staying at inns or hotels to respond intelligently
to emergencies. It can be obtained by writing
The Springer Group, 28001 Chagrin Blvd.,
Cleveland, Ohio 44122.

Business /Accounting Briefs
Recent executive changes: Donald J. Kirk,
chairman of the Financial Accounting Standards Board, has been reappointed to the
Board for an additional five -year term.... Eleanor M. Clark, associate director, financial and
administrative management, National Technical Information Services, has been named national president of the Association of Government Accountants, and W. Fletcher Lutz was
named AGA executive-vice president.... Stanley C. Gross has been named permanent president of the Institute of Internal Auditors. He is
the retired corporate director of internal auditing for the Sherwin- Williams Co.... Expanding
its position in the computer software market,
General Electric Co, has acquired Software International Corp., Andover, Mass.; Banking
Systems, Inc., Dallas; and Energy Enterprises
of Denver, Inc. The new acquisitions will be
part of the GE Information Services Co.
MANAGEMENT ACCOUNTING/ DECEMBER 1981
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IASC Issues Segment Standard
The International Accounting Standards Committee issued Standard
No. 14, "Reporting Financial Information by Segment," which basically is
consistent with U.S. generally accepted accounting principles, Application
of the standard is stated in terms of
publicly- traded and other economical-

ly significant entities ( defined as
those whose levels of revenue, profits, assets, or employment are signifi-

"WITH FAST -TAX, WE WERE
OFF TO A RUNNING START.
"The FAST-TAX system is in the
general format we're used to. We saved
review time and costs because our accounting
firm was familiar with FAST -TAX, so they didn't have
to waste a lot of time figuring out the work papers.
"FAST-TAX is very good at resolving problems. If it's
ours, they help us fix it. If it's theirs, there's no hassle
on the phone.
"We�get�consistency�from�year�to�year�—�a�constant�for�training
and compliance. We can rely on FAST-TAX to some degree to facilitate
the�review�process�—�internal�consistency�on�a�form,�for�instance.
"That way, we can get on with more critical work."

cant in the countries in which their
major operations are conducted). Effective date of the standard is recommended for periods beginning on or
after January 1, 1983.
The IASC also issued two proposed
standards. Exposure Draft 21, "Accounting for Government Grants and
Disclosure of Government Assist-

ance," states the Committee's tentative conclusion regarding accounting
and disclosure aspects of govern-

Kathie Rayle, Tax Compliance Manager. U.S. Gypsum

Tax management is essentially strategic thinking. There is a

ment grants. ED 22, "Accounting for
Business Combinations," deals with
appropriate accounting for business
combinations and the treatment of
goodwill arising from acquisitions.
Copies of both drafts may be obtained without charge from AICPA Order Department, 1211 Avenue of the
Americas, New York, N.Y. 10036.

IFAC on Auditing
The International Auditing Practices
Committee of the International Federation of Accountants issued International Auditing Guideline 7, "Control
of the Quality of Audit Work." It is intended to assist auditors in assuring
that the quality of audit work is reasonably consistent with Guideline 3,
"Basic Principles Governing an Audit." The IAPC also issued Exposure
Draft 11, "Fraud and Error," which
provides guidance on procedures to
be performed when fraud, error, or
suspicious circumstances are encountered. Comments on the ED,

sure way to conserve the unique energies it
requires while outpacing routine calculation and clearing each 1 120
hurdle with ease: Run with the processing leader ... FAST -TAX.
Start today: 214/934 -7000 (Ask for John Lewis.)

I� Running
ST•ahead.
World�Headquarters:�2395�Midway�Road,�Carrollton,�Texas�75006�•�Telex:�73�-0934

which may be obtained from the AICPA, are due by February 28, 1982,

vides MIS /DP professionals with coverage of various aspects of the information systems industry.
Computer publications can provide

MANAGEMENT
INFORMATIOM
SYSTEMS

management accountants with ideas
about computer applications. They
also could be useful to controllers and
other financial executives who are associated with large organizations. In
addition, management accountants
associated with smaller organizations
or who use a computer in their home
may find a computer publication such
as Small Business Computers or Personal Computing will complement the
material found regularly In MANAGE-

104•
tions and development of new products and services.
Information Systems News is published bi- weekly. It contains news and
feature articles that report on the information systems marketplace and is
directed to the MIS function in large
organizations. The newspaper pro-
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Taxes
Jerold M. Weiss and
Israel Blumenfrucht, Editors

New Rules for Leveraged Leases
Included in the Economic Recovery Tax Act of
1981 is a provision which substantially changes
and liberalizes the tax rules relating to leases.
These changes are designed to aid ailing industries, such as the steel, auto and airline industries, as well as to create billions of dollars
of tax shelters for healthy industries. It has
been estimated that this provision alone will
create up to $9.4 billion worth of tax shelters by
1986.
In the past, three -party financing leases —referred to as "leveraged" leases —were used as
vehicles to transfer tax benefits from lessees,
who were unable to effectively use these tax
benefits, to lessors with substantial taxable incomes seeking tax shelters. Such leases, however, were subject to relatively restrictive IRS
guidelines and many corporations were unable
to satisfy all the requirements.
Under the new law, however, a transaction

can be characterized as a lease, even if the
sole purpose of the transaction is to transfer
the tax benefits from the lessee to the lessor, if
both the lessor and lessee make the proper
election and the following basic conditions are
satisfied:
1. the lessor is either a corporation ( other than
a Subchapter S corporation or a personal
holding company) , a partnership of corporations, or a grantor trust whose beneficiaries
are such corporations and partnerships;
2. the property involved is new property which
qualifies for the investment tax credit and is
leased within three months after its acquisition by the lessor;
3. at all times throughout the term of the lease,
the lessor retains a minimum "at risk" investment of not less than 10 % of the adjusted basis of the property; and
4. the term of the lease does not exceed the
greater of (a) 90% of the useful life of the
property or (b) 150% of the present class
life of the property (i.e., the ADR midpoint
life of the property).
In order to fully appreciate the sweeping
changes effected by the new tax rules and the
extent to which the leasing rules have been liberalized, see the table below which compares
and contrasts the old IRS guidelines with the
new law.
The tax benefits these new leasing rules may
provide are enhanced by a number of other recently enacted tax provisions. For example,
new accelerated depreciation schedules re-

Comparison of Old IRS Guidelines and
Current Law Relating to Leveraged Leases
Old IRS guidelines

Current low

1. The lessor must retain a minimum "at risk" investment of 20% of the cost of the the property throughout the term of the lease.

1. The lessor must retain a minimum "at risk' investment of 10% of the cost of the property throughout
the term of the lease.

2, The lessor must have entered into the transaction for
a profit, independent of the tax benefits.

2. The fact that the profitability of the transaction depends solely on tax benefits is not relevant.

3. The lessee cannot have the right to purchase the
property at less than its fair market value. '

5. At the end of the term of the lease, the property must
have a value to a person other than the lessee.

3. The lessee may have an option to purchase the
property for a fixed price, which may be more or less
than its fair market value.
4. The lessee or a related party may provide the financing or guarantee the financing for the transaction
(other than for the minimum 10% "at risk" investment).
5. The fact that the property may only be useful to the
lessee at the end of the lease is not relevant.

6. At the end of the term of the lease, the property's
remaining useful life must be at least one year or
20% of the originally estimated useful life.

6. The term of the lease cannot exceed the greater of
fa) 90% of the useful life of the property or (b) 150%
of the ADR midpoint life of the property.

4.
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The lessee cannot have an investment in the lease
and cannot lend to the lessor any of the purchase
costs relating to the acquisition of the property.
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cently enacted would be of little benefit to financially ailing corporations
which do not have sufficient tax income to benefit from the increased
deductions. However, such corporations may now enter into leasing arrangements whereby they could in effect trade such depreciation deductions and other tax benefits for favorable financing terms from lessors. In
fact, lessors would need to advance
only 10% of the leased property's
cost to obtain 100% of the tax benefits. Furthermore, lessees could still
be responsible for the maintenance of
the property and be liable for any related tax payments and other incidents of ownership.
The precise impact these new tax
rules will have on corporations in general, and on the leasing industry in
particular, is yet uncertain. However, it
is clear that a new area for innovative
tax planning has been created.
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"We produce separate
returns for each of our subsidiaries,
spin off the state returns, and then
produce the consolidated return for the
parent company. Considering we file in virtually
every state, it's a job of unbelievable proportions.
"Running with FAST-TAX has cut the amount of time spent
on routine work — typing, doing the math, checking the results.
duplicating by 90% or more.
... is fantastic. The turnaround time is superior to other
"The service
systems. The quality of the final product has been superb. And
the cost is so cheap, it's immaterial.
"When we started with FAST -TAX, it gave the guy who signs this
return the time for research and planning and making sure the return
is in compliance and to the best advantage of my company"
David Gannon, Assistant Treasurer and Director of Taxes

OPINION

The Telex Corporation

6,4-4
agement accounting offers far more
to an enterprise than his comments
imply. Sample some of NAA's chapter, regional and national meetings,
Mr. McEneny, to experience the
breadth of interests which the management accountant has. We recognize our deficiencies, which are many,
and we are attempting to overcome
them. Nevertheless, the management
accountant is an important member of
the management team, as, of course,
is the materials manager. Cooperation and understanding among the
various disciplines would better serve
our collective interests. Units are important: dollars are also important.
Let's blend them, not separate them.
One final point —that "63- year -old
bitch" to which Mr. McEneny refers is
probably someone's grandmother
who has a job to do, and a family to
support, and who would probably help
him fill out the form he's having trouble with if given a chance. And why
not fill out the form correctly in the
first place? If it's too tough, redesign
the form.

-,

Tax management is essentially strategic thinking. There is a
sure way to conserve the unique energies it
requires while outpacing routine calculation and clearing each 1120
hurdle with ease: Run with the processing leader FAST-TAX.
... j
Start today: 214/934 -7000 (Ask for John Lewis
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What About the Smaller Firms?
Your October issue contained a special
article on the Economic Recovery Tax
Act of 1981. I believe the article was
very concise and well written except for
the last sentence in the final paragraph,
which read: "Further information on
the Economic Recovery Act of 1981 is
available from the larger CPA firms, tax
publishers, and the NAA library." Our
firm is a local CPA firm, and we provide
information relative to the Tax Act of
1981. 1 do not understand why the
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NAA chose to include the words "larger CPA firms."
I am certain there are members of the
National Association of Accountants
who are not employed by or who are
not partners or managers of the larger
CPA firms. In the future when editorializing, your articles should consider
that smaller CPA firms do exist and do
play some role in serving the public.
William J. McDonnell, CPA
McDonnell, Smith and Associates, Ltd.
Scranton, Pa.
Apologies to Mr. McDonnell —We certainly did not mean to exclude any CPA
firm in this reference. Eds.
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Institute of
Management
Accounting

Certificates of Distinguished Performance, according to the IMA:
Garrett D. Bowne, IV, manager, corporate accounting, Hannaford Bros. Co., is a member of
the Southern Maine Chapter of NAA.
Al L. Hartgraves, associate professor of Emory University, Atlanta, Ga., is a member of Atlanta North Chapter.
Jay S. Holmen is assistant professor of
Moorhead State University, Barnesville, Minn.

James Bulloch, Editor
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Beyer Medal Winners —June 1981
James A, Chiafery, financial services manager
for customer services at Digital Equipment
Corp., Maynard, Mass., achieved the highest
scores on the June 1981 examination for the
Certificate in Management Accounting. He will
be presented the Robert Beyer Gold Medal for
his achievement.
Timothy W, Gockel, staff accountant at Touche Ross & Co., Dayton, Ohio, won the Beyer
Silver Medal for achieving the second highest
grades on the examination.
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Irvin N. Gleim, associate professor, University of Florida, Gainesville, Fla., won the Beyer
Bronze Medal for his grades on the examination.
Janee S. Dodds, intercompany accountant at
Northern Telecom, Inc., West Palm Beach,
Fla., won the Student Performance Award. She
is a July 1981 graduate, with a mas ter of accountancy degree from Virginia Polytechnic Institute and State University. This award, sponsored by the Monsanto Co., was established to
recognize the student achieving the highest
scores on the CMA examination.
Other Awards
The winners of the Beyer Medals and the
Student Performance Award were announced
by the Institute of Management Accounting.
Five other candidates for the CMA will receive
24
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Maryanne M. Mowen is assistant professor
at Oklahoma State University, Stillwater, Okla.
John S. Rainey is an accountant with Weinstein & Spira, CPAs.
A member of the Massachusetts North
Shore Chapter, Gold Medal winner James A.
Chiafery received a M_E.E. degree in electrical
engineering from Cornell University. Subsequently, he changed his field and obtained an
MBA degree with a concentration in accounting
from the University of Rochester and an M.S.A.
degree, concentration in accounting, from
Bentley College. He is a licensed CPA in New
York.
Passes CPA Exam
Not only did Timothy W. Gockel win the Silver Medal for his grades on the CMA examination, a month earlier he sat for the CPA examination and passed all four parts. A member of
the Dayton Chapter, he was graduated from
Wright State University with a 4.00 average and
summa cum laude honors.
A Member -at -Large of NAA, Irvin N. Gleim
has a Ph.D. in accounting from the University of
Illinois. He is the author of CMA Examination
Review and CIA Examination Review and coauthor of the CPA Examination Review, 7th edition.
Janee Dodds, a student member of the Palm
Beach Area Chapter, has a master of arts degree in economics from Syracuse University.
She also passed the CPA examination in May
1981.
The Gold, Silver and Bronze Medal Awards
are sponsored by Touche Ross & Co. The firm
established these awards in 1972, with the first
presentation in 1973, to honor the late Robert
Beyer, former managing partner of the firm and
a past national president of NAA.
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Productivity Through
Manufacturing Control
Manufacturing control will not increase productivity;
however, it will give you the tools to do so.

By Richard Donkersloot, Jr.
If you could market a device which would pay for
itself in one year and also reduce your net assets,
your company would jump at the opportunity! A
manufacturing control system is such a device. It
will better manage inventories, tighten and control production costs and improve customer service. In short, a manufacturing control system will
help you improve productivity.
Managers recognize that increased productivity
generally is associated with additional investments. These investments are normally in the
fixed asset area. The investments I will be dealing
with are expensed investments. Material management control can increase productivity without
the addition of fixed investments or increased
working capital.
Productivity increases are generally associated
with a measurement of output per labor or machine hour; however, could we not increase our
productivity by expending labor and machine
hours working on the correct parts rather than on
not - required material? Stated another way: suppose a manufacturing department had 200 hours
of past due material in its work area, plus 600
0025 - 1690/81 /6306 - 1436/$01.00/0

hours of work needed this week and 1,000 hours
of future required work. This work would be the
load of a department at the start of a work week.
The following week, labor reports show 1,000
hours of work were recorded in this work center
for last week. Reviewing the expended work
hours, we find that only 500 hours were used on
past due material and material required this week,
and 500 hours were used on future required parts.
I submit that if proper controls are used, and we
increase the hours expended on past due and current required material from 500 hours to 800
hours, and decrease the hours expended on future
work from 500 hours to 200 hours, have we not
increased the productivity of the department?
We still used 1,000 hours of labor; however, we
have worked on an additional 200 hours of required material. This is a productivity increase.
We have increased the required parts and decreased the not - required parts when reviewing the
total hours used. Direct and indirect cost will decrease in the department. Some costs that might
decrease are expediting costs, additional setup
costs, premium transportation costs, down time
costs in subsequent departments, overtime costs
and costs associated with the loss of business when a
Copyright 0 1981 by the National Association of Accountants

Richard Donkersloot,
Jr. is a production
analyst at Automatic
Switch Co. He has
been employed in
production and
inventory control for
the last 15 years. He
has an MBA degree
from Fairleigh
Dickinson University.
This article was
submitted through the
Essex County Chapter.
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customer does not receive his material on time.
The Insane Cycle
American industry cannot survive in an economy facing runaway inflation. Yet, while large
sums of money are being tied up in inventory, few
companies are approaching the problem through
the areas of better material planning.
In the economic hard times of the late 60s and
mid -70s, material control was faced with large inventories that had to be reduced. Reduced they
were —open orders were reduced or cancelled
when material was not required, production runs
were shortened, people were laid off and excess
parts were reworked to become usable. But these
managers did not realize what they were doing
and customer service fell. As a result, back orders
increased, people were rehired, expensive material
substitutes were found, production runs were increased, premium transportation was used to
make delivery schedules, and production control
worked overtime to expedite parts.
These steps soon caused profit margins to fall.
Overtime was slashed, machine setups were reduced, automation was introduced to reduce di-
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Record Accuracy Is the Foundation

No

Yes

rect labor costs, and cheaper material substitutes
were found. George P1ossl in his book, Manufacturing Control. The Last Frontier for Profits, calls
this process the INSANE cycle'. This acronym
comes from the first letters of the words INventory, Service, And Net Earnings.
The basic problem is that most managers do not
have a firm grasp of the fundamentals of material
control, yet everyone professes to be an expert in
the field. This lack of knowledge results in some
dramatic problems for most companies which attack the symptoms of an illness rather than the
disease itself. Material control is not a series of
mathematical equations that one can use to project inventory needs, nor is it a high -class expediting procedure. Material control is a management
information system which allows us to reduce inventories, increase productivity, and increase customer service. Until business managers realize the
importance of such an information system, many
companies' normal business will fall in the INSANE cycle.
Much has been said about material control, but
what is it? Figure 1 might help clarify some of the
questions. The cycle starts with a production plan,
which is a game plan of what the company's business will be. It leads to resource planning or what
facilities and machinery are needed; it also leads
into a master schedule. This schedule is not a wish
list of what should be produced; it should be a list
of what you can produce.
Feeding into the master schedule is rough cut
capacity planning, which is an attempt to take the
production plan through resource planning to see
if we can produce to our game plan. The master
schedule flows into material requirements—sim ply what is needed when. In turn, the requirements by period generate detailed capacity requirements. Capacity requirements generate input
and output to the manufacturing work center,
while material requirements generate priority lists
o f what is needed by work centers. I f we have
enough specific capacity, we have a valid priority
system. Not having enough specific capacity
means we must adjust our material requirements
so enough work is present to produce the material
required. After reviewing our average capacity
and finding things to our satisfaction, we can proceed. If our average capacity is not valid, we must
then go back and adjust our master production
schedule.

If material management is an information system, then the information must be accurate. Business today does not allow the time to review each
item of information for accuracy. When a source
of information has been proven consistently incorrect, we develop alternate methods of obtaining
information. Thus the informal system is develMANAGEMENT ACCOUNTING/ DECEMBER 1981

oped. When the informal system takes over, information costs to our company double. We now
must support our formal system as well as our
informal system.
Record accuracy is the foundation of the business system. Without valid record accuracy we
are the captain of a ship that has no rudder, and
we will drift aimlessly until we run into something. But where do you start? I suggest you start
with a four -point program.
How sick is the patient— Determine through
cycle counting the record accuracy of your
company. Do not just count material; also verify all records. Bills of material, open purchase
orders and on -hand balance are areas where errors in records seem to be predominant. Remember that one cannot expect what one does
not inspect.
2. Management education — Managers must be
re- educated to the value of record accuracy.
Without high record accuracy the informal system will prevail and massive errors will result
causing poor management decisions.
3. Develop a plan— Methods to increase record
accuracy are not expensive.
4. Cost versus benefit analysis —You will see that
the cost ofsuch a program is far less than the
benefits derived.
Let's review ten records that will help increase
record accuracy. These records are a must for a
manufacturing company.
1. Customer orders —These are customer bookings or what we owe a customer and when he
wants it delivered.
2. Master production schedule —The customer
orders and forecasts are turned into a game
plan for our company. The master schedule
should indicate what you can produce with
the capacity available.
3. Bills of material —Parts lists or ingredients of
a receipt.
4. Open purchase orders —The amount of material we have on open order at vendors; we
must also include when the parts are due.
5. Open manufacturing orders —The amount of
material we have on order within our own
manufacturing company and dates when they
are due.
6. On -hand balances —The amount of material
within our stock room.
7. Allocations —Or reservations of material for
certain jobs.
8. Routings —The flow of material through the
manufacturing process.
9. Standards —How much time is required for
each operation.
10. Item master records —A listing of all parts
MANAGEMENT ACCOUNTING /DECEMBER 1981

used with both current and noncurrent included.
There are two general misconceptions about
record accuracy. One is that it is expensive and,
two, that the payback doesn't justify the expense.
Keeping accurate records permits these essential
activities:
1. Creates a climate of high expectation
2. Makes possible clear assignment of responsibility
3. Measures record accuracy
4. Provides tools
A. Physical tools
B. System tools
5. Identifies the cause of errors
Cost vs. Benefits

Most managers
do not have a
firm grasp
of the
fundamentals
of material
control.

A climate of high expectation. As long as management is willing to tolerate errors, errors will
thrive. Precision and zero - defect programs are required. The impetus must come from top management. Without its involvement the program is
doomed to failure. Top management must take an
active role in this area. What does this participation cost? Time to communicate the policy; time
to review it plus some disciplinary action for those
who refuse to fully participate, but no out -ofpocket expense.
Clear assignment of responsibility. The people
who input data into the system must assume the
responsibility for the accuracy of it. Engineers
must assume the responsibility for the bill of material, storekeepers for the counts going into
stock, and shipping clerks for the counts leaving a
work center. How much does this cost? No out -ofpocket expense, just some management time to
change job descriptions to identify those who are
responsible for accuracy and time for disciplinary
action to enforce the policy.
Measure record accuracy. The reason management takes no action for record accuracy is that it
really does not know how sick the patient is. Management trusts the annual physical inventory to
correct errors; however, the truth is that inventory records are never more wrong than after an
inventory. Cycle counting is the only true method
of recording inventory adjustment and record accuracy. How much does it cost? A few cycle counters will be required. Compared to the cost of a
physical inventory, the salary paid these people is
small.
Provide the tools. In all my experience of being
on the shop floor, i have found no area is in more
need of tools than here. Most companies provide
no tools at the shipping clerks' work center. Let's
help the person rather than hinder him. Counting
scales should be provided along with calculators
and uniform stock boxes that will not fall apart
27

OPEC has done
more to ruin
industrial
forecasts than
any other
factor.

and injure someone. These stock boxes can be the
nesting container type with only a specific number
of nests per box. How much does it cost? Here
some money must be spent. Reorganization costs,
uniform scales, locked stockrooms, and nesting
containers are a one -time cost. However, the total
required will be surprisingly small.
Let's not forget the system tools. Let's make the
reports the working tools of our trade, Eliminate
duplicate files and unnecessary reports inclusive of
on -line editing to insure proper transaction can be
made.
The total cost of this program is where a fair
amount of money is spent; however, it will be returned in fewer injuries, less rework of damaged
parts, and cost of storing not - required data. The
dollars spent on processing not - required reports
and maintenance costs of repairing stock containers which are falling apart will more than make
up the dollar difference.
Identify the cause of the errors. The real improvement of record accuracy will come when
causes of the errors are found and eliminated.
Managers responsible for such data should also be
responsible for the elimination of the causes. Systems do not make errors, only people do. And
those people should correct the errors. What is
the cost? Again, none —this process should be

part of a manager's daily job.
Here we have identified a program which will
eliminate errors in your company's records. Total
cost of the program is small compared to the benefits you will receive. If you noticed, no mention
was made of monetary incentive. O. A. Ohmann
once wrote, "Raising the price of prostitution does
not make it equivalent of love. Higher wages
will not improve record accuracy.
It really isn't hard to assign dollars and cents to
a payback plan to reduce record inaccuracy. Here
are the benefits of record accuracy:
No annual inventory. Once a record accuracy
program is working, there will be no need for a
physical inventory. Inventories needed to satisfy
auditors will be taken from the material control
records.
No staging of material. Collecting components
together just to see if the records are correct will
no longer be required. The staging can be done on
paper. This procedure reduces extra handling
costs, stock space, delays when cannibalizing
staged orders, and the time needed by personnel
required to police and maintain this area.
Shrink reduction. Once the record accuracy
program is in step with all the financial records,
there will be no surprises at year end. Proper fi-

"Here's all the work the computer says l have to do today. Now, which job do you really want. "
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Forecasts Are Usually Wrong
Forecasting is at the start of a material management system. Probably the only true statements
about forecasts are that they will be wrong. The
results of poor forecasts are that inventories will
be out of position, customer service will decrease,
productivity will drop because of the changes in
demand forecasts, and expediting costs will increase in an effort to recover from poor forecasts.
All too often, a company may have more than
one forecast: sales forecasts, financial forecasts
and manufacturing forecasts are the more generally known forecasts ofa company. Unfortunately,
all three are very rarely in agreement. There are
many software packages offered, which do a fairly
good job in forecasting requirements. More time
and effort should be used in understanding what
the forecasts are saying than in selecting one of
the modules. To do this we must:
I. Define the purpose of the forecast. This act allows us to distinguish between the different
types of forecasts. Care must be emphasized
here that once a forecast is made, all areas
must change their forecasts so that each is using the same set of numbers only changed to
reflect their needs; for example, sales in dollars
and manufacturing in pieces.
2. Collect and analyze historical data. The purpose is to use history of previous occurrences to
project into the future. Data should be reviewed to remove abnormal sales conditions
such as large orders or one -time OEM orders.
Continual OEM orders should be kept as separate input so we can monitor the OEM industry data to project our needs.
3. Develop and refine a forecast model. Before any
attempt is made to use statistical techniques,
they should be thoroughly tested. A good
MANAGEMENT ACCOUNTING /DECEMBER 1981

is

method of testing the forecast model is to use
history data from two and three years ago and
hope to come close to the average demand for
last year. If this has been done and found valid,
there is no further need to search for a different
model.
4. Evaluate internal factors New product design,
marketing promotions, price changes, quality
improvements and lead -time reductions must
be reviewed. These reviews are of major importance and should not be left to a clerk or computer program. Management must be involved Manufacturing
here.
now relying
5. Evaluate external factors. The Organization of
on production
Petroleum Exporting Countries (OPEC) has
done more to ruin industrial forecasts than any control to run
other single factor. We must learn from this the work
experience and revise our forecasts to include center —a sign
external factors. Both human forecast reviews of maturity.
and econometric models, which forecast one
economic variable upon another, should be
used in this review.
The Heart: Master Production Schedule
The master production schedule (MPS) is the
heart ofany material control system. It takes the
forecast and transforms it into a working plan
that drives material needs. A good definition of
the master production schedule is that it is a realistic, detailed, manufacturing plan for which all
possible demands put upon the manufacturing facilities have been considered. I have been with
many companies that used the MPS as a device to
try and get more output from a manufacturing
area. One company in particular had a manufacturing manager who loaded the MPS with four
times more schedule than his output could produce. Such a practice places demand upon work
centers for material that is not required. Inventories increase; however, the parts that are manufactured are generally the parts that are "good running jobs" rather that the parts that are required.
Keeping the master schedule valid is a full -time
position a firm, and the MPS must be constantly reviewed for errors.
Two techniques that can be used to keep the
MPS valid are: one, input /output controls and
two, a formal sign -off procedure to insure that
management knows which way the company is
going. These two techniques do not take much
time; however, the benefits gained will keep your
MPS in step with what the manufacturing shop
can produce.
Input /output controls are a simple way to review the manufacturing areas. In the example below we see that actual output has not been manufactured at the 200 units per week that our input
has been. To continue input at 200 units per week
would be incorrect. At this point, management
in

nancial recording throughout the year will keep
records in step with the actual happening.
Less obsolescence. When records are incorrect,
obsolete inventory often appears. My experience
has been that at least 20% of all obsolete material
is a result of poor recordkeeping.
Lower inventory levels. Poor record accuracy
means higher inventory costs. People will produce
more because "downstream" records cannot be
trusted and all efforts must be taken to reduce
stock outs. Additional orders are launched causing incorrect priorities in work center and false
loads. Manufacturing foremen do not know which
job to work on so higher manufacturing costs are
incurred.
A viable formal system. Manufacturing systems
can no longer rely on the informal system. A viable formal system can only help to reduce total
inventory and false requirements placed upon
work centers.
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should review why the output has not matched
the input. In any case, the input for week No. 6
should not be 200 units as scheduled, but a number less than 200. To reduce the schedule arbitrarily to 60 units (200 -140) would be an error. A
decision must be made how the 140- pieces variance is to be made up or if it is to be cancelled.
Management must be involved in the decision
which has a direct effect on the load in a manufacturing area.

Weeks
Input sche duled
Ac tual o utp ut
Variance

3

Work center 1
4
5

6

200 200 200 200 200
175 172 178 170 165
—25 —28 —22 —30 —35
—25 —53 —75 —105 140

7

200

200

Ordering Techniques—Choose the Right One
The two main types of ordering techniques are
order point and material requirements planning
(MRP). Order point has served the production
and inventory control people for a long time.
MRP is rather new to the manufacturing area.
Order point contains some of the well known approaches to inventory control such as min /max,
hi /low, periodic review and statistical analyses.
The common element in all of these techniques is
that additional parts are placed on order when an
order point is reached. An order point is basically
a quantity equal to the projected amount of parts
needed to cover the time it takes to replenish the
stock. Simply, if you estimate lead time to replenish stock to be four weeks and past history shows
you use 25 pieces per week, then the order point
would equal 100 pieces.

8

200

—

Cumulative variance

2

1

change the master schedule ?" My answer is as few
times as possible. Normally, monthly is within
reason; however, a time fence must be used so that
no change can be made within a period of time
without a management review. This precaution is
designed to insure the stability of the manufacturing area.

Some companies call a formal sign -off procedure an executive summary. Table 1 is a good example of one such summary. Most upper management people are interested in dollars only; here
both dollars and pieces are given. This display is
just an additional benefit to reduce the possibility
of error.
The question often is asked, "When can you
Table 1
Executive Summary
January 1981
Major product

Week

1A1
5A5
681
7B2

100
100
250
200

Other

150

1 -16
100
100
250
200
150

1 -9

Total dollars scheduled
January
February

Average
6 mo. output

Scheduled input

500,000
600,000

1 -23
100
100
250
200
150

1 -30
100
100
250
200
150

100
200
250
100

Variance

500,000

-0+20,000

580,000

100
100
250
200
125
6 mo, average

YTD budget

YTD

Budget

2 -27
100
50
300
200
150

2.20
100
50
300
200
150

2 -13
150
100
200
250
100

2 -6
150

450,000

Approval
Note production increases months of January and February

Table 2
Order point

100

4 weeks

Lead time

=

=

=

300

On hand

Order point
Week

1

2

3

4

5

6

7

8

9

10

20

20

20

20

20

20

20

20

20

20

Actual usage

100

0

55

50

Available

200

200

145

Forecast

95
Due

Lead time

100

Ordering

MRP
Week
Required

100

Available

200

Ordering

50

1

5

6

7

8

9

10

0

0

35

0

35

50

95

95

60

0

25

—25

4

2

3

0

55

50

145

95

Start

Lead time

Due
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Material requirements planning looks at what
the required material by time period is and projects when an order is required. Table 2 shows a
comparison between order point and MRP. This
table clearly indicates that with order point an
order must be started in Week 4 when availability
drops below 100 pieces. MRP used the same lead
time; however, it says to start the order in Week 6.
The order point system has a tendency to increase
inventories beyond what is really needed.
In comparing order point with MRP, we find
that there are significant differences between the
two.:,
Order Point
Part oriented
Dependent on past
history
Assumes averages
Gives start dates
Infers need date
Aims to keep stock
Priorities inflexible

a fixed order quantity of 50 pieces.
Period

Net requirements
Planned order

1

2

3

4

5

6

25
50

20

0

30
50

0

20

Order point generally involves how much is required, while MRP shows when the parts are required. This major difference is quite significant
when inventory dollars are reviewed; the difference between how much and when could mean a
substantial amount of money to your company.
The most important benefit of MRP is that it
keeps the priorities correct. This advantage will
allow the formal system to operate. Manufacturing people will now be able to be told when parts
are required. Keeping priorities correct will allow
the manufacturing area the ability, via the formal
system, to manufacture the correct parts rather
than running the parts that represent load in a
department.
Lot Sizing Techniques—Row They Work
Lot sizing is of major importance to a manufacturing company. In the past, consideration was
given only to the cost ofthe individual unit. Material control tried to produce at the most economical unit cost. No review was made to the total
effect on a work center, Recently, the switch has
been made to discrete lot sizing, which allows a
review of actual requirements before a lot size is
set. Before reviewing this procedure, let's recognize all the main approaches to lot sizing today:'
fixed order quantity, economic order quantity
(EOQ), discrete ordering (lot for lot), and requirements per period.
Fixed order quantity is an arbitrarily assigned
number. A manufacturing planner will review the
quantity required each time an order needs to be
placed. The review will be based on the planner's
judgment as to a lot size he feels is justified. As in
the following example, a planner decided to have
MANAGEMENT ACCOUNTING /DECEMBER 1981

8
20

9
30
50

Total
155
200

The economic order quantity formula is based
upon the principle that the lot size will be the
most economical to process through a manufacturing area. The formula takes into consideration
setup cost (S), unit cost (C), carrying cost (I),
and annual usage (V) in units. The EOQ calculation is as follows:
VS1_

T

MRP
Based on bill of material
Looks into the future
Handles erratic lumps
Shows need dates
Infers start date
Tries to run inventory down
Keeps priorities correct

7
10
50

IC

The EOQ calculation bases future demand on historical data rather than actual need. In the example below the calculated EOQ is 45.
Period

Net requirements
Planned order

1

2

3

4

5

6

7

8

9

Total

25
45

20

0

30
45

0

20

10
45

20
45

30
45

155
225

Discrete order is the most simple and most
straightforward lot size. This technique gives you
an order size equal to the period requirement.
This technique is used to minimize inventory dollars. Often it is used for expensive inventory items
or areas where an over - capacity situation exists.
Period

Net requirements
Planned order

1

2

3

4

5

6

7

8

9

Total

25
25

20
20

0
0

30
30

0
0

20
20

10
10

20
20

30
30

155
155

Requirements per period is similar to discrete
lot sizing. RPP totals up all the requirements for a
given period in time and that is assigned as a lot
size. Iri the example three periods are used.

Period

Net requirements
Planned order

1

2

3

4

5

6

7

8

9

Total

25
45

20

0

30
50

0

20

10
60

20

30

155
155

When choosing a proper lot size, care must be
taken to follow a consistent ordering policy. Inflated lot sizes mean manufacturing work centers
will be placed in an over - capacity situation causing priorities to be meaningless. Low lot sizes
mean additional setups and higher costs of manufacturing. The most popular lot sizing is EOQ;
however, as seen in the example, EOQ policy
tends to inflate inventory and state incorrect priorities. This tendency is caused by the need to
look at estimated requirements and assume a normal flow over a period of time. EOQ is not the
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method needed to reduce inventory or increase
output of a work center. Either discrete lot sizing
or requirements per period should be used by
planners to increase output of required parts.
Managing Lead Time

Increasing lead
times will not
create capacity
to run jobs.

The approach many manufacturers take toward
lead time is that if parts cannot be made in a given
period of time, then they just increase the lead
time. Unfortunately, often the problem is that either work centers are over capacity or foremen are
just working on good running jobs. The need to
work to priority items must be followed. Increasing lead times will not create capacity to run jobs.
What happens is that as lead times are increased,
orders are released early and more often, causing
more requirements to be placed on an already
over- burdened work center.
Lead -time management is something few companies do. However, fluctuating lead times will
cause confusion with a purchasing or manufacturing area. All too often we are tempted to increase
our lead times to work out of manufacturing problems. This type of thinking almost destroyed the
bearing industry during the early 1970s. Lead
times should be reviewed and made actual. The
insertion of large queue time into lead time is a
mistake. Most of the time a part spends in a work
center is queue time. Increasing queue time because parts "normally wait" in a work center is an
error. The solution is that we must work on the
parts according to the priorities and not issue ex-

cuses why the lead time must be increased.
The past five years have been very exciting
years for me. I have seen major changes in the
material control area and anticipate further developments. Manufacturing is now relying on production control to run the work centers. The relinquishing of control is not a sign of weakness: it
is a sign of maturity. Manufacturing has far more
important things to worry about. Work center dispatchers and inventory planners are becoming
better educated in the support of an industrial environment. The education process is not coming
from our academic community but from an organization called the American Production and Inventory Control Society and a few dedicated people who realize the need for additional education.
I strongly believe that once a thorough understanding of material management principles are
brought to the manufacturing environment, cost
per unit will decrease and stock outs will be at a
minimum. The American industrial organization
is stagnated now, but this spirit of improvement
will be the booster needed to get our products
back on the shelf and competing with foreign
competition. The ability to increase our productivity is not impossible. It is around the corner
called professional material management.
❑
'George W Plossl, Manufaciunng Control: The Last Frontier jor Pmfil. Prentice.
Hall, Inc.. Englewood Cliffs, N.J.. 1973.
O. A. Ohmann. "Skyhooks.- Harvard Business Review, Jan.-Feb 1970.
' Plossl, op. or.
4
Joseph Orltcky, .Material Requirements Planning.McGraw-Hill, New York, 1975;
Oliver W. Wight. Production and Inventory iWanagement in the Computer Age. CBI
Publishing, 1974; Phnsl and Wight, Production and Inventnry Control, Prentice Hall, Inc.. Englewood Cliffs. N.J.. 1%7.

PROFILING YOUR PRODUCTIVITY
171-4
to only 4.5% over prior years, while, in some
companies, real growth could turn out to be a negative. This measurement is vital for proper management of the business and for understanding the
business's real productivity trends.
A third key ingredient in management's overall
efficiency or performance is a measurement that
reflects whether timely decisions are, in fact, being
made and whether the business is leading, abreast
of, or lagging behind the inflational cost spiral.
This measurement should exclude impact of
volume changes and relate as directly as possible
to controllable direct cost versus sales price relationships. Direct variable margin divided by unadjusted net sales revenues, would be a useful index
if it could be free of currency distortions, where
applicable, and placed on a LIFO basis for inventory transfers to costs. (See Figure 1.)
Figure 2 is a suggested version of what a "Profile" might look like. Innovation and variation obviously are healthy activities to be encouraged by
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individual companies interested in productivity
measurements. This illustration can serve as one
explanation of productivity for one company.
These are only some of the indicators which
should go into the "Profile of Productivity" which
top management should use in understanding
trends and capacity performance of the various
manufacturing plants under their responsibility.
To imply that other useful indexes are nonexistent or unimportant is incorrect. Each enterprise
must be studied as a unique entity to determine
what indicators are relevant to that operation and
warrant quantification. The fact remains that productivity cannot be reduced to one simple indicator. Rather, it is understood best as a series of
indicators, and the important point to keep in
mind is that its changing profile is of critical importance to effective management.
❑
Suggemons of how to measure these elements are not intended to be definitive by
any means. but they are prescnied here for the purpose of demonstrating the tech•
niyue for developping measurements and one possible method for doing so. Others
eventually may be is acceptable and perhaps even more relevant —this depends
upon the study of each specific business enterprise
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Managing the Financial
Demands of Growth
Using the Affordable Growth Rate and related equations, a
company can then translate overall objectives into objectives
for departments and individuals.

By Charles W. Kyd
The speaker had the engineers' full attention. The
year was 1957 and the event was the seventh regional conference of the Institute of Radio Engineers. The speaker was president of Hewlett Packard (HP), one of the most successful new
electronics firms in the country.
The audience and speaker were engineers, but
David Packard wasn't talking about electronics;
he was talking about managerial finance. He said,
We have grown from a sales level of $2.3
million in 1950 to a level of $28 million this
year. And we have accomplished this
growth without any outside capital.
In the last few years you have seen hundreds of small businesses acquired by larger
businesses because they need capital for
growth. Many firms, large and small, are issuing additional stock, and using many other financial devices to provide the money for
growth in this industry.
Since we have achieved a reasonable rate
of growth without using these' devices, I
thought you might be interested in hearing
how we do it.'
The audience was interested. Hewlett- Packard
0025 - 1690/81 /6306 - 1309/501.00/0

had grown at an annual rate of 43% over the previous seven years while maintaining firm control
of its finances. If HP had developed a formula that
would help them to match that performance in
their own businesses, they were eager to learn
what that formula was.
The relationships which Packard described are
known today at HP as the Affordable Growth Rate
model. The basic concept is not unique to HP, Charles W. Kyd is the
vice president of
however. A similar version, known as the Sustain- finance,
Gradco/
able Growth model, is taught at many business Dendoki Inc. of
Newport Beach, Calif.
schools and for most of this century, the DuPont He
holds an MBA
Corporation has used a version of the model to degree from the
University of
manage its operating divisions.
Washington and is a
I want to take the model beyond the version member of the Orange
Chapter.This
that HP uses today, and present ideas that are not Coast
article was submitted
the Salem
normally associated with the other models. The through
(Ore.) Area
Chapter.
discussion presents several equations, most of
which calculate the same number, called the Affordable Growth Rate (AGR). The Affordable
Growth Rate, g *, is the annual percentage increase in sales which a firm can maintain while
keeping its capital structure in balance.
If the firm grows at a faster rate than g *, it will
be forced to increase its debt ratio, decrease dividends, sell additional stock, or engage in more
drastic measures to finance its growth. If the firm
grows at a slower rate, it strengthens its capital
structure. It can reduce its debt ratio, increase its
Copyright ®1981 by the National Association of Accountants
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Certain
necessary
conditions must
be met before
you can
calculate the
Affordable
Growth Rate.

dividends, increase its investments, and so on.
By calculating g *, a manager is calculating a
firm's financial ability to grow. This calculation
needs to be put in its proper perspective, however.
As Mr. Packard told his audience, "In spending
most of my time talking about the financial aspects of growth, I do not medn to imply that these
are in any sense determining. The other things
you do determine how fast you grow, provided
you have the financial resources."
If a firm has done these other things, if it has
developed products attractive to a growing market, if it has attracted the human resources, and so
on, the AGR can be of great assistance in helping
management do these things well.
Calculating g* is not a substitute for doing detailed financial analysis, but it does have several
distinct attractions.'
It provides a benchmark against which internally- generated projections can be compared.
Projected rates of growth that differ significantly from the AGR indicate that changes may be
needed in the company's financial structure,
forecasting process, or both.
The AGR is easy to calculate. The rate itself
can usually be calculated in seconds in one's
head. The relationships supporting that calculation can be manipulated easily on a hand calculator.
3. The AGR focuses on the key operating and
financial variables which affect a company's
growth. This calculation allows the manager
quickly to relate the effect of changes in these
variables to changes in the firm's financial ability to grow.
4. The AGR provides a means of communicating
the effect of the actions of lower -level managers
on overall company performance. For example,
a brief discussion of g* can demonstrate to a
purchasing supervisor how the high inventory
levels for which he is responsible directly affect
the firm's growth rate, profitability, and ultimately, influence the price of the firm's stock.
5. What is most important, the framework established by the g* equations can be associated
with a company's performance measurement
system. This synthesis provides great assistance
in the managing of a firm's ability to grow.
Calculating the Affordable Growth Rate:
the Growth Equation
The calculation of the AGR is based on two
assumptions. The first assumption is that a firm's
sales normally can grow only about as fast as its
assets, For example, if there is the market potential for sales to increase at a 40% yearly rate, as-
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sets must grow at about the same rate to support
those sales.
The second assumption is that the company has
a target debt -to- equity ratio which is approved by
the firm's lenders. This assumption implies that as
stockholders' equity grows, debt can grow at the
same rate, thereby maintaining a constant debt ratio.
The AGR can be determined easily by considering the effect of these assumptions on a company that wishes to increase its sales at a 30% rate
over the next several years.
If sales are to grow by 30 %, assets also must
grow at the same rate (Assumption 1). Because
the balance sheet must balance, total debt and equity must grow by 30% also. Lenders will allow
debt to grow by 30% if equity increases by that
amount (Assumption 2). Therefore, the growth
rate of a firm's sales depends upon the growth rate
of its equity.
The Affordable Growth Rate, therefore, is

equal to the annual percentage increase in a firm's
stockholders' equity section of its balance sheet.
Several factors can cause equity to grow, of
course. The most obvious factor is the amount of
earnings retained after the payment of dividends.
Other sources include the issuance of common
stock, income from equity investments, other income, and so on. If these other sources of equity
are expected to be present, they must be factored
into g *. Earnings after dividends represent the
bulk of the additions to equity; therefore, this discussion will concentrate on that source (other
sources will be discussed briefly).
If one assumes, then, that earnings after taxes
and dividends provide the only source of equity
increase, the Affordable Growth Rate is:
g* _

Earnings After Dividends
Beginning Stockholders' Equity

_ Earnings After Dividends
Earnings
Earnings
x Beginning Stockholders' Equity
Earnings Retention Ratio x Return On
Equity
= bR
Here b is the firm's earnings retention ratio and R
is its return on equity.
As a brief example of the Growth Equation,
consider a company with a 30% return on equity
which pays out 20% of its earnings in dividends.
The retention ratio, b, is 80% (1 — 20 %). That
is, it keeps 80% of its earnings. The firm's Affordable Growth Rate is therefore equal to 80% X
30% = 24 %.
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Notice that the stockholders' equity figure at
the beginning of the period is used to calculate the
return on equity. In fact, wherever balance sheet
data appears in affordable growth calculations,
data from the beginning of the period is used. This
is equivalent, of course, to using data from the
year -end balance sheet of the previous period.
The Strategic Equation
The Growth Equation, g* = bR, calculates a
firm's AGR given assumptions about future dividend payment policies and return on equity performance. This calculation is interesting and occasionally useful, but it offers little insight for those
wishing to understand or improve upon that rate.
The Strategic Equation provides some insight:
Affordable Growth Rate = Eannings Retention
Ratio X Leverage X Net Profit Margin
M X Asset Turnover
The Strategic Equation provides a valuable conceptual framework for decision making and control. It is the equation which Packard described in
his speech and which HP uses today to calculate
its AGR. As a tool for decision making, the equation allows a manager to test the effect on growth
of proposed changes in the company's capital
structure, marketing policies, dividend policy, and
so on. As a means ofcontrol, it serves as a benchmark for performance and helps to communicate
the reasons for that benchmark to employees. The
Strategic Equation is simply an expansion of the
Growth Equation:
g *= b x R
b x Earnings
Equity
b x Assets x Earnings
Equity
Assets
= b x Equity + Debt x Earning x Sales
Equity
Sales
Assets
bx

0+

Debt ) x Earnings x Sales
Equity
Sales
Assets

The equation combines two different types of
components. Earnings retention and leverage are
decisions. Net profit margin and asset turnover are
results.' The former can be described as policy
statements reflecting management's attitude
toward the risks and opportunities it expects in
the future. The latter are the outcomes ofmanagerial action. They reflect performance.
Operating performance, as expressed in this
equation, is composed of both income performance (net profit margin) and asset performance
(asset turnover).
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Net profit margin indicates the market competitiveness of the firm, its manufacturing efficiency,
its ability to manage its marketing and administrative costs, and its ability to achieve economies
of scale. Asset turnover measures the ability of
assets to produce sales. As Mr. Packard told the
engineers, it measures the ability of the sales
group to sell its products to paying customers, the
efficiency with which manufacturing uses its fixed
assets, and the ability of the purchasing group to
deliver raw material to the plant when it is needed
and not before.
The overall measure of operating performance
is return on assets (ROA). It is equal to the product of the profit margin and the turnover. Substituting the ROA for these two ratios produces a
different form of the Strategic Equation. This is
shown as:
g* = b x

0

The Strategic
Equation allows
a manager to
test the effect
on growth of
proposed
changes.

-+- Debt ) x ROA
Equity

Because both the retention ratio and leverage
tend to be relatively cotistant over time, it is sometimes convenient to substitute their actual values
into the Strategic Equation. For example, a company with a retention ratio of 70% and a debt -toequity ratio of 50% could express its AGR in the
following manner:
g* = . 70 x (1.50) x ROA
= 1.05 x ROA
This formulation emphasizes the importance of
the ROA to a firm's financial ability to grow.
Growth depends upon operating performance.
The ROA embodies that performance.
The Financial Planning Equation
As useful as the Strategic Equation is, it ha' s
several drawbacks. The most serious is thai tax
and interest charges are not explicitly specified in
the equation. This deficiency creates problems
when analyzing both operating performance and
financial decisions.
It was said that the ROA is the overall measure
of operating performance. It is an appropriate
measure when one wishes to take a broad view of
a firm's performance. It is an inappropriate measure when one wishes to understand and evaluate
internal operations in any detail because both interest and taxes, which are included in the numerator, tend to complicate the analysis of the other
aspects of performance. The following section on
the DuPont Equation establishes a framework
that deals with these problems.
The Strategic Equation also has drawbacks in
the making of financial decisions. The equation
gives some idea of the multiplier effect of a lever35
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fiat's more than a corporate policy at MSA. It's
we all believe in. From top management on down"
John Imlay believes in service. In the past decade,
MSA has grown to become the acknowledged leader in
the independent software industry.
The key? Totalsoftware support for MSA customers.
Here's what this can mean to you.

Get advice
from the experts
If your accounting people aren't experts in software,
you should talk to the software people who know
accounting.
One of the best reasons to choose business

application packages from MSA is the team behind our
systems. Your Customer Support Team includes accounting specialists who understand your industry's accepted
accounting procedures.
We work with customers in areas like banking and
finance, health care, manufacturing, insurance, education, and commercial and public sector organizations,
to name just a few
Other MSA people are specialists in human
resource systems, data processing, and customer
education.
Led by an MSA Account Manager, these people
help you develop a detailed implementation schedule
that tells you what will happen, when it will happen, and
who will be responsible.
They help get your system up and running. On
schedule. Working smoothly.

-are is a service business"
John P. Imlay, Jr.,Chairman MSA

The team

behind the team
Backing up your Customer Support Team are hundreds
of other MSA people who work behind the scenes, both
at our local offices and in our corporate headquarters in
Atlanta.
Development, for
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improve our application
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of sup po rt ser v ices at no charge.

(After that, you can, like most

of our customers,

ta ke a dv an-

tage of our on -going support

ment exceeds the total
revenues of many OfO u r
key competitors.

f o l l o w u tp'

As part Of our customer
support pr ogram , we keep track

of changes in government regu-

Look for more
than just software
Naturally you're looking for an application package
that's user- proven, dependable, and easy to implement.
An up-to -date system with the latest enhancements and
a choice of special modules and online capabilities. And
But you re also taking a
close
look at the company behind
Applications Software
the
software.
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operating with a CPiM"
operating system.
And our systems are also
available from IBM for the
IBM Personal Computer.
Ask your MSA representative for details or call
1- 800 - 835 -2246 (Ext. 35)

for the Peachtree Software'
dealer nearest you.
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The Software Company
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Management Science America, [tic.
3445 Peachtree Road, N.E., Atlanta, Georgia 30326
Please send me more information on MSA software
systems. Write numbers from product list (at left)

Please send me more information on software for
microcomputers from MSA's Peachtree Division.
i

The fact is, the offer the most
comprehensive line of application soft toarecurrently available fromone
Source. And with more than 6800
of our systems installed around
the world, MSA software is user provetl and highly refined.
But we don't stop there. We support every MSA
software installation with the most extensive cu st o m er

support organization in the industry.

most popular microcomputers including the Apple II "'
as well as microcomputers

For more information on MSA systems, please contact
Robert Carpenter at (404) 262-2376. Or clip this coupon.
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enhancements and releases for your system.

just as important, you want a user - friendly system that
won't frustrate your financial and accounting people.
MSA Ready-To- Install

MSA's Peachtree Software
division now offers a full line

t

NAME
T ITLE
COMPANY
ADDRESS
CITY
STATE
BUSINESS PHONE (
COMPUTER
TYPE/MODEL
t

ZIP
)

ry

g
t

age policy, but gives few hints about the wisdom
of that policy. To illustrate, here are some of the
questions that are frequently asked about growth
and financial planning:'

The growth rate
of a company's
sales depends
upon the
growth rate of
its equity.

1. Would we be able to grow faster if we had a
higher leverage ratio?
2. What are the main dangers of using larger
amounts of long -term debt to finance our capital requirements?
3. Is there one debt structure that is better than
another?
The Financial Planning Equation provides a
framework that will help management to answer
these questions:'
g* =

b x (1 — Tax
(a)
(b) Rate) x ( EOA
(c) +
Debt x (EOA— Interest rate) l
Equity
J
(d)

where EOA is the EBIT on Assets, defined as
Earnings Before Interest and Taxes, divided by
the assets at the beginning of the period.
Although this equation appears to be more
complex than the Strategic Equation, the idea that
it expresses is really more straightforward. The
Financial Planning Equation says that the Affordable Growth Rate is equal to the sum of two rates,
(c) and (d), which are reduced by two earnings
retention ratios, (a) and (b).
The first rate, (c), is the EOA. It is the before tax- and - interest return that the firm is earning on
the assets as a result of operating performance.
The second rate, (d), is the net benefit to the
firm's return on equity from the use of debt. It is
equal to the proportion of debt used by the firm
times the spread between its benefits and its costs.
The sum of these two rates is reduced by the
two Earnings Retention Ratios, the first, (a), after
dividends, and the second, (b), after taxes.
The Financial Planning Equation can not be
used to answer the three questions that were
posed:
A company can grow faster by increasing its
leverage ratio only if the contribution from
debt, (d), is expected to increase significantly.
This is equivalent to saying that there must
continue to be a large and positive spread between the EOA and the before -tax interest rate.
For example, assume that a firm has an EOA
of 20 %, an average interest rate of 12 %, and a
debt -to- equity ratio of 100 %. The firm's before -tax return on equity, (c) plus (d), would
be 28 %. Now assume that new debt is available
38

which would raise the average interest rate to
14% and the debt -to- equity ratio to 200 %.
This change would raise the contribution from
debt from 8% to 12 %, and the before -tax return on equity to 32 %. The firm would have
the financial ability to grow faster under these
circumstances if the EOA can, in fact, be maintained at its current level of 20 %.
2. The dangers of using large amounts of debt
arise from the fact that debt magnifies the fluctuations in a firm's return on equity. For example, if a firm's EOA is subject in bad years to a
decrease of up to 6% from its average level
(say, from 20% to 14 %, or from 16% to
10 %), and if the company maintains a debt -toequity ratio of 200 %, then the company's before -tax return on equity would be subject in
bad years to a decrease of up to 18% from its
average level.
3. Debt structure has little bearing on the magnification effect from the use of debt. However, it
does have other effects. If a firm wants to maintain a constant debt -to- equity ratio, it would be
better to avoid intermediate term debt because
such debt is usually amortized at an approximately constant rate over its life. This creates a
circumstance where the leverage ratio is either
continually changing or where the firm must
incur the expense of continually replacing the
amortized debt.
In evaluations of the proportions of short- and
long -term debt, the traditional view is that permanent increases in the level of investment should be
funded with long -term debt, while temporary increases should be funded with short -term debt.
The risk of using too much long -term debt is that
the firm is tied in to what is usually perceived as a
high long -term interest rate. The risks of using too
much short -term debt are several. When the debt
is needed, it may be either unavailable or extremely costly. Also, of course, a firm subject to significant downside variability in its EOA significantly
increases its vulnerability to bankruptcy with excessive use of short -term debt.
The Financial Planning Equation can assist in
evaluating the effects on growth of various debt
scenarios by expanding section (d):
Debt x (EOA — Interest Rate)
Equity
Debt A x (EOA — Interest Rate of A)
Equity
+ Debt B
Equity
x (EOA — Interest Rate of B)
where Debt A plus Debt B equals total Debt.
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To illustrate how the DuPont framework can
be used to improve a firm's ability to manage its
growth, consider the Malthusian Foods Corporation (MFC). The management of MFC has decided that the firm must increase its EOA from an
average of 29% to one of about 35 %. Meeting this
objective will be complicated by the fact that the
firm has already undergone a massive effort to improve its operating margin (that is, its EBIT divided by total sales). It is felt, therefore, that there
is no practical way to increase MFC's operating
margin above its present level of 20 %. Consequently, an improvement in the EOA must come
totally from an improvement in MFC's turnover.
The data in Table 1 show the situation which
MFC's management faces.
MFC plans to manage this improvement by
breaking the one measurement of turnover into
many detailed measures. Then, through the firm's
management by objectives system, individuals
throughtout the company will commit to specific
improvements in their own performance. ManageMANAGEMENT ACCOUNTING/ DECEMBER 1981
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Table 1
MFC Financial Information
Ratios

EOA
Operating margin
Turnover
Assets- to-sales

Current

Required

29%
20%
1.45 times
69%

35%
20%
1.75 times
57%

Assets to Sales Detail

Cash
Accounts receivable
Inventories
Fixed assets
Other
Total

8%
17%
17%
23%
4%
69%

?

EOA

Sales

?

EOA' =

Figure 1
Du Pont Equation Detail

?

In the Financial Planning Equation, operating
performance was represented by the firm's
EOA —its earnings before interest and taxes
(EBIT) divided by its total assets. As shown in
Figure 1, the DuPont Equation relates this abstract measure of operating performance to the
many details of the organization that make up
that performance.
The figure is only an outline. If it were expanded sufficiently, the performance of every cost center and asset pool could be tied to the financial
ability of the organization to grow. The figure, in
other words, outlines a framework which management can use to translate its overall growth and
profitability objectives into objectives for departments and individuals at all levels of the firm.
In actual practice the balance sheet data found
in Figure I frequently come from the present balance sheet, not the beginning year -to -date balance
sheet. This allows management to factor both asset growth and earnings performance into its internal performance ratios for month -to -month
management reporting.
Using the present assets in this calculation produces a modified EOA, where the EOA was defined as EBIT divided by beginning assets, and the
modified EOA, expressed as EOA', is defined as
EBIT divided by present assets. The relationship
between these two measures is:

?

The DuPont Equation

ment will ensure that the sum of the detailed commitments will produce the desired turnover.
To begin this process, the assets- to-sales ratio is
broken into its major components, as in the bottom of Table 1. Individuals are assigned to research these components and recommend ways to
improve them. The accounts receivable section
will serve as an illustration of the process.
The accounts receivable -to -sales ratio of 17% is

?

This process can be used to deal explicitly with as
many different sources of debt as desired.

57%

equivalent to a collection period of 62 days (.17
X 365). Since MFC's terms are net 30 days, significant improvement can be made. Research reveals that there are four contributing factors to
the long collection period: (1) MFC's major
product has worked improperly on delivery. This
defect has caused customers to withhold payment
until the problems have been solved. (2) MFC's
marketing department has agreed to extended
credit terms on an unofficial basis when salespeople felt it was necessary to make a sale. (3)
MFC's credit checking methods are haphazard at
best. (4) There is frequently a delay of several
39

The Affordable
Growth Rate
model helped
Hewlett Packard
achieve a 43%
growth rate
over seven
years.

days between the time an order is shipped to a
customer and the time that MFC's accounting department mails an invoice.
These factors reflected the performance of several different departments at MFC. After a period
of research and negotiation, the managers of those
departments committed to specific improvements
in the performance of their departments. The accounting department estimated that when these
improvements were implemented they would produce a collection period of approximately 48 days.
This is equivalent to a new accounts receivable -tosales ratio of 13% (48 - 365).
In a similar manner, MFC examines its other
assets, searching for ways to reduce them as a percent of sales. Frequently, the firm must make
trade -offs in this process. For example, reduced
raw materials inventory may increase the possibility that manufacturing will run out of needed
parts, which will tend to increase work in process
inventory and reduce profits. Or, an improved
credit checking procedure may require an increase
in operating expenses, which also would tend to
reduce the operating margin. The DuPont Equation, however, provides a framework for evaluating these trade -offs.
The Challenge for Accountants When
Applying the AGR Equation
Many problems can arise when one tries to implement the AGR equations. Some of these are
relatively easy to deal with. Others provide significant challenges for the management accountant.
Many of these problems can be categorized under the heading of necessary conditions. That is,
there are several conditions which must be met
before one can calculate a meaningful affordable
growth rate:
1. The firm must be profitable. A negative AGR
has little meaning.
2. Performance of the firm must reflect a definable trend over several periods. The AGR tells
the management of a company, "We can afford
to grow at such and such a rate in future periods if we perform in such and such a manner."
It serves as a benchmark, in other words, for
managing today's performance to meet tomorrow's goals. But benchmarks are of little use
when performance fluctuates significantly. Given this condition, detailed financial planning
and analysis will be more important to management than will calculations of the current
AGR.
On the other hand, it is useful for a troubled
firm to translate a desired g* into achievable
operating ratios. Then, as in the previous example, these ratios can serve as objectives within the firm's management by objectives system.
3. The assumptions must not be violated. It was
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assumed that assets and sales would grow at
the same rate and that the ROA would be constant. This is equivalent to assuming a constant
profit margin and turnover. As a practical matter, of course, these ratios will vary to some
degree from period to period. If the variance is
small, little is sacrificed by using a conveniently
calculated "average" ROA in the equations.
If the profit margin or turnover is expected to
increase to a new permanent level, the new ratios can be used to calculate a new g *. But the
Affordable Growth Rate during the transition
is left undefined. It is possible to calculate a
transitional g* if the rate of change of the turnover and profit margin can be specified. The
resulting equations are particularly messy,
however, and usually not worth the trouble
they cause.
4. Other capital transactions must be included.
For example, many companies support employee stock purchase plans. These plans allow
employees to buy stock in the firm through
payroll deductions. Usually, the company contributes a portion of the purchase price. Because these plans increase the equity base of the
firm, they need to be included in the g* calculations, which is easy to do. Simply add to the
affordable growth equations the expected percentage increase in equity arising from the purchase plan. In other words, if stockholders'
equity is expected to increase by 4% yearly because of an employee stock purchase plan, this
4% must also be added to the AGR.
Another area of capital activity is preferred
stock. It is usually most convenient to treat it as a
form of debt. Care must be taken, however, to
adjust the preferred stock dividend to allow for
the fact that these dividends are not tax deductible.
The most challenging aspect of using the AGR
is that of applying the DuPont Equation to multi divisional companies. When this equation is applied successfully, the division can be treated as a
true investment center. That is, the firm has invested an amount which is represented by the asset base in that division. The division can then be
measured by the return that it earns on that investment. But when the DuPont Equation is not
applied successfully, it can lead to poor decisions
and deteriorating morale in the divisions. Several
of the problems which must be overcome include
depreciation, timing, transfer pricing and allocated assets.
Depreciation policy can have a significant influence on EOA. A new facility will have higher depreciation charges and lower accounting profits
than a similar, but fully- depreciated facility.
Several different timing factors can influence an
EOA. One involves inflation. If we experience a
MANAGEMENT ACCOUNTING /DECEMBER 1981

The AGR Model —A Valuable Tool
In concluding his talk with the engineers, David Packard talked in a general sense about the
reasons for HP's success. "We have been able to
achieve a fairly substantial rate of growth," he
said, "first by setting and adhering to some rather
specific objectives, second by demanding a high
level of performance from our management
group, and, in fact, from all of our employees."
The Affordable Growth Rate model can serve
as a valuable tool in this process of coordinating
plans and actions. Viewed from the top -down, the
model provides the ability to translate overall
growth and profitability objectives into many subsidiary objectives that are congruent with the
whole. Viewed from the bottom -up, the model allows managers to calculate and explain the effect
that the actual performances of individual supervisors imply for the company as a whole. Finally,
the model can provide the manager with insight
about the effect of his or her own decisions on the
ability of the company to grow.
1:1

Ways must be
found to ensure
that managers
make long -term
investments in
the best
interests of the
firm.

' All quotes attributed to David Packard are taken from the transcript of his
speech, -Growth From Performance," presented on April 24, 1957, to the Seventh
Region Institute of Radio Engineers Conference.
x Several the attractions listed for calculating the Affordable Growth Rate, and
many ideas for this article. were suggested to the author by Robert C. Higgms,
associate professor of flnpnce. University of Washington. See particularly his atticks, "Sustainable Growth: New Tool in Bank Lending,
Journal ojCommer.
cial Bank Lending, June 1977; and. "How Much Growth Can a Firm Afford ? ",
Finanaul ,14anagement. Fall 1977.
:'The explanation -if the Strategic Equation relies on "Strategy and Operating Performance." by Charles D. Bernstein,Stanford GSB, Summer 1979.80.
1
The booklet, "An Introduction to Financial Planning" by the corporate finance
department of the Wells Fargo Bank, San Francisco, presents these and other fre•
quently asked questions on financial planning. Its nonmathematical answers are
clear and concise.
" The derivation of the Financial Planning Equation is available from the author.
"rhe

or

12% inflation rate over the period, an asset
bought today will cost half of what it will cost in
six years. The EOAs of those two investments will
tend to show similar disparities. Timing has an
influence from another aspect. Today's EOA can
always be increased at the expense of tomorrow's
EOA. For example, spending for R &D, for new
plant and equipment, for the development of new
channels of distribution, and so on, can all significantly reduce today's EOA. Ways must be found
to ensure that managers make these long -term investments that are in the best interests of the firm.
Most management accountants know of the influence that transfer pricing policies have on divisional performance measurement. This is particularly true of investment center divisions because
transfer pricing policies must address both interdivisional income and assets. If no well - considered
policy exists for the treatment of assets in inter corporate sales, a division could improve its EOA
by excessive intercorporate purchases, thereby using another's assets to produce products for itself.
Many assets in a multidivisional corporation
are used to support the divisions. Examples include the corporate headquarters, regional sales
offices, and district warehouses. These assets must
be included in some manager's asset base. As a
general rule, of course, they should be included in
the base of the manager who has control over
them. Determining who these individuals truly
are, however, may be a challenging task in itself.

Backissues

& Reprints
MANAGEMENT ACCOUNTING
REPRINTS OF ARTICLES'

1 -5

100 Copies

4.00 Each Copy
3.50 Each Copy
3.25 Each Copy
3.00 Each Copy
2.50 Each Copy

$

.

$

50.00
30 . 0 0
Add] 100's up to 500
500 Copies
. . . . . . . . . $1 5 0 . 0 0
Add'1 100's up to 1000 .$ 25.00
$2 0 0 . 0 0

Add] 100's

20.00

Subject to availability

r

.

$

1 ,000 Copies

Please state author, title, month and year published, and quantity
desired. Check or money order must accompany order. Completed
orders will be shipped U.P.S. or parcel post within three weeks.
On orders of $20.00 or less, please add 10% for handling and shipping:
on orders more than $21.00, please add 5 %.

MANAGEMENT ACCOUNTING /DECEMBER 1981

.

$
$
$
$

6 -25
26 -50
51-99
100 or more

$

MANAGEMENT ACCOUNTING
BACK ISSUESIBULK ORDERS'

Reprints will be lurnished only
in the multiple copies shown

Seed ?o

Reprint Department
MANAGEMENT ACCOUNTING
919 Third Avenue, New York, N.Y. 10022

41

Monroe introduces
new systemsforbusiness,
For almost 70 years, Monroe has built its reputation by
solving tough business problems. Now, as one of the Litton
high technology companies, we're introducing business systems that will make your business more profitable and easier
to manage. But unlike other companies that offer advanced
technology, Monroe also offers an old- fashioned way of doing
business: a System that makes our products work much
harder for you. We call it The Monroe System.
You don't deal with middlemen. You deal directly with us
for hardware, software, service and supplies. If something
does go wrong, we don't make excuses, we make it right. It's
a system of single - source, total responsibility for service and
support, in your office. The Monroe System doesn't compound your business problems —it solves them.

The New Monroe Computers
The new Monroe OC 8820 is built to be a full -time
Occupational Computer, not a hobbyist toy. It's multitasking:
for example, it can print invoices, enter receivables and
communicate with other computers, simultaneously. Most
other micros can do onlyone job at a time. And they can't handle the advanced software the Monroe can. The OC 8820 has
twice the memory of other micros — as much as larger
minicomputers costing 2 to 4 times as much.
Monroe computers are sophisticated, but you don't
need previous computer experience to use them. They're
self- contained —just plug them in and they work. Monroe
software works, too. It's the result of years of business -tobusiness experience. It's not an "off- the - shelf' compromise.
The Monroe Occupational Computers. Simple to use. Easy
to live with.

The New Monroe Copier
Tired of copiers that break down at the worst possible
times? We've got a desk -top copier reliable enough to be
called a Monroe. The new RL -612 was designed to outperform every leading copier in its class. And our Dry Toner
System produces uniformly excellent results, first copy to
last, at a lower cost per copy than the competition. Monroe's
advanced microprocessor gives you the flexibility of a big
copier in a unit that's fast, compact, portable and affordable.
And if anything should go wrong, we'll be there within hours
from one of our nearby branch offices. That's one advantage
of The Monroe System no other copier can copy.

The New Monroe Calculators
For almost 70 years, Monroe has made calculators that
can stand up to the demands of business use. But some business people didn't think they could afford Monroe quality.
Now they can.
Monroe's newest printing calculators are priced as much
as 40% below the models they are replacing, making them
competitive with calculators that don't keep a correct item
count and don't average correctly. Monroe's printing head
lasts twice as long as others. Our new keyboard lasts three
times as long. Our warranty is four times as long as most
competitors' Monroe's new 2700 series. They cost much
less in the long run because they're built to run a long time.
We'd like to tell you more about our new products and
The System that makes the systems work. Just call 800526 -7843 ext. 444, Toll Free, (in New Jersey: 800 -5224503 ext. 444) or your local Monroe branch office for more
information.
® MONROE
G ".
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HE MONROE SYSTEM.
At Monroe, we're committed to single- source
total responsibility to our customers.
We d esign, manufact ure and sel l or le ase
product s and software wi th me aningful
diffe renc es a nd benefits.
We provide occupational software,
designed by our specialists, t o maximize your
productivity, now and in the future.
We help you select what you need and train
you to use it at your convenience, in your office.
We have 350 Monroe company -owned service
and support c ent ers. Our service a nd support
people know our products— that's all they
work on. Your problems will be solved quickly
and courteously, in your office.
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We will be there when you need us.
That's our commitment— Total Responsibility.
That's what makes Monroe different.
And we think, better.
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Are You Really Managing
Your T &E System?
The majority of companies have no idea how much they have
outstanding in cash advances at any one time.

By John Riener

John Riener is vice
president and general
manager W the
Commercial Business
Unit, American Express
Co., New York, N.Y.
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American companies spent an estimated $55 billion on business travel and related expenses
(T &E) in 1980, That sum is more than the combined retail sales of Sears Roebuck, J. C. Penney,
Montgomery Ward, F. W. Woolworth and KMart. This alone makes business travel big business.
Of the estimated $55 billion spent on business
travel and related expenses, 33% is for airline
tickets; 22 %, meals and entertainment; 20 %,
lodging; 15 %, car rental and 10 %, other. (The
figure of $55 billion is misleading because it does
not include company -owned airplanes, in -house
commissaries and dining facilities, company owned or rented living units, charges to other
departments that are actually travel- incurred
expenses, and indirect costs.) For 1981, travel
expenses probably will increase about 15 %.
These expenses threaten to become an accounting nightmare for many companies with traveling
employees as both the IRS and SEC apply stricter
reporting guidelines, interest rates climb, and internal economies require closer scrutiny of business travel and entertainment- related expenses.
The headaches are mounting as sluggish growth
0025 - 1690/81 /6306 -0001 /$01.00 /0

and lower productivity weaken the profit picture.
Bottom line profits no longer compensate for the
lack of management systems designed to control
travel - related expenses.
Business travel and entertainment, once regarded as too trivial to warrant serious attention, now
require earnest administration. Companies are
now becoming acutely aware that pragmatic disciplines are vital for proper management of these
costs, which are subject to waste and abuse. The
IRS and SEC have increased their demands for
better business expense information and control,
and companies need better internal systems to
meet these more stringent regulatory review and
disclosure requirements.
A closer look at these expenses shows that the
typical business traveler spends $552 a week on
travel - related expenses. Sixty percent of middle
managers take six or more trips a year, and half of
that number take more than 20 trips a year. The
remaining 30% take as many as five trips a year.
This comes out to more than 105 million business
trips, covering 87 billion miles, that were recorded
last year as expense account travel. Ninety percent of the business travelers stayed away two
days or more, and a third were away at least four
days each trip. More than half of these business
Copyright 0 1981 by the National Association of Accountants

travelers fly over 10,000 miles annually (12 %,
first class) and a third of them fly overseas on
their business trips.
The IRS and T &E

will

A relatively new IRS audit procedure, statistical sampling, has enabled the government to scrutinize more corporate tax returns. It works like
this: when a revenue agent checks travel expenses,
he typically divides all deductions into small, medium, and large dollar amounts. Then he draws a
sample from each category, generally taking 500
items from a total universe of 50,000. He will then
ask for documentation of the 500 sample items to
establish their legitimacy. If the company has
trouble substantiating the expenses claimed in the
sample items, the IRS will assess a tax bill based
on projecting the sample error to the entire universe of documents. For example, if 10% of the
sampling fails to pass IRS scrutiny, then 10% of
the total of all 50,000 expense items
be disallowed. The percentages can escalate if the company's control and management system for expenses
is not uniform, or loosely administered. Charge backs can run into millions of dollars where substantiation techniques have been sloppy.
Experience indicates that corporations are not
eager to have much of this kind of information
available for IRS scrutiny. They would rather
bury the auditors in an examination of individual
expense reports. Even so, most companies admit
that they need at least some basic information
such as a listing of travel and related expenses of
the top executives of the company for disclosure
purposes, and a listing of employees who have
traveled abroad during a given fiscal year for foreign reporting purposes, as well as tax returns.
Companies Acting to Avoid Problems
A recent study showed that 60% of American
companies have changed their accounting systems
to comply with IRS regulations and improve the
substantiation of expense information in the early
stages of an audit. However, many companies are
dissatisfied with their travel expense systems; they
know better control over business travel activities
is needed. They are concerned that the increased
rate of regulatory change will outpace their internal programs of compliance. Many companies try
to avoid problems by shifting the administrative
burden to employees, thus widening the potential
for error because the company travel process usually involves at least these steps:
1.
2.
3.
4.
5.
6.

Business travel planning;
Travel event;
Payment;
Expense reporting;
Settlement;
Information management.
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These six phases involve a large number of people, from the traveling employee and his or her
manager or secretary, to travel agents or in -house
travel personnel, multiple vendors, cashiers, accountants, bookkeepers, and auditors. A closer
look at what happens from the event to the information management phases shows that the business travel expense process can comprise as many
as 30 steps: from tracking receipts and incidentals
to reconstructing events, to getting supervisor approval on the employee side, and reconciling
against vendor bills and making accounting entries on the employer side.
Notice that in the above six -step process, the
trip is by no means the end of the story. Once the
employee returns from the trip the reporting, reconciling and accounting begins.
New company attitudes regarding control and
involvement in administration of travel expense
systems differ widely. These outlooks range from
relaxed, where business travel spending is regarded as practically a fringe benefit, to extremely
tight, where limits on business travel spending
force employees to scrimp to break even. Companies also differ widely in their involvement in administration of travel expense systems. Many are
struggling to balance the trade off between control
and administrative involvement, wishing they had
more control over these expenses but not willing
to pay the administrative price. Because so many
companies equivocate when it comes to this area,
most lack a clear, formal travel and related expense policy to guide employee actions. Instead
they assume the policy is understood as implicit in
expense report forms.
Approaches to managing business travel expenses fall into two general groups, employee
funded and company funded, each with its own
advantages and disadvantages. The employee funded method involves the employee's personal
credit and charge vehicles as well as the employee's own cash. At the end of the travel event or
expense period, the employee submits his or her
expense report and is reimbursed. The benefits of
this system are:

Cash advances
are popular but
do the least for
the company,
which loses the
float and
control.

1. It extends the company's float on the money
that might otherwise have been advanced.
2. It's simple and easy for the employee to use.
3. It encourages prompt reporting because the
employee wants to be reimbursed for cash advanced, or before he or she is billed for charges
incurred on personal credit vehicles.
The negatives are:
1. The system offers little control to the company.
2. It provides less direct information to management.
It causes employee resentment.
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Biggest losses
on business
tra vel and
related
expenses result
from failure to
extend cash
floa t.

Ifthey are using their own credit vehicles, employees do not like being the company's travel expense payables department as this leaves less credit available to them for personal use. There is
nothing more embarrassing to a traveling executive than to have his credit rejected while entertaining a customer because his personal bank card
limit has been exceeded. This can happen when
others in his family are using the card or the combination ofpersonal and business use is more than
he anticipated.
There are a number of commonly -used, company- funded methods, among them cash advances,
limited purpose cards, direct billing systems, bank
drafts, and corporate charge card systems. Few of
these disciplines are used exclusively by a company; instead there is a tendency to employ several.
Studies show that some companies even use all
five, thus creating multiple procedures that intensify administrative headaches. Let's examine each
of these systems.
Cash Advances. With this tried - and -true
method, the employee estimates the cost of his
upcoming trip and the company advances cash to
cover the anticipated expenses. This system has a
lot going for it, not the least being that people
have been using it for years and they are used to
it. It supports the traveler who is reimbursed in
advance. Probably its greatest weakness is that it
does nothing for the company which loses the
float and control. Even worse, the cash is often
advanced well before it is needed — usually a week
or more — resulting in negative float. The employee has no motivation to submit expense reports
promptly and by the time he gets around to putting together a report, he has forgotten where a
good part of the money went and has to use the
"best guess" method. Ifthe employee is robbed or
loses his wallet, the company has no recourse. It is
also difficult to administer because it calls for separate accounting and posting to the general ledger.

Limited Purpose Cards. Air travel, car rental,
and oil company cards are somewhat better than
cash advances in terms of advantages to the company. They provide a degree of control over large,
specific travel cost segments as well as some management information. However, although they are
easy to use, they lack utility. Because a vendor
usually accepts only one card, often multiple
cards are needed, creating an administrative burden rather than easing one. With these cards, the
company also has total liability exposure.
Direct Billing. Some companies are billed directly by travel agents and other T &E vendors
who also handle much of the travel planning details. In return for this service, they bill weekly
and expect to be paid weekly. This practice is convenient for the employee and can offer useful
management information for monitoring and con46

trolling purposes, but it is administratively cumbersome and eliminates any significant float for
the company,
The Bank Draft System. In the bank draft system an employee travels with a "letter ofcredit"
enabling him to reimburse himself as needed at
any participating bank. It is easy for the employee
to be reimbursed and it is an especially good system for route or territory sales personnel who do
little or no overnight traveling. Most bank draft
systems are activated weekly, however, so this
practice only extends the company's float by
about a week, and the system also offers the company limited control and information.
The Corporate Charge Card System. A corporate charge card system is a sophisticated approach to solving many control, administration
and information problems. It is a unified travel
and entertainment expense management system
based on a single card, one set of receipts, one
statement, and one monthly status report. The
company enrolls in the system and each expense
account employee receives a card with his or her
own name on it plus the name of the company.
System options enable the company to centralize
all of the billing or only selected parts, such as
card fees and airline charges. The company receives a monthly report summarizing all account
activity; therefore, the employee is encouraged to
report expenses promptly. This system enables the
company to exercise its preferred degree of control over business travel spending because monitoring is convenient, while management is supplied with priority expense information.
This type of system also offers administrative
relief because it eliminates the need for all other
systems except for some limited cash advances for
ground transportation, tips, newspapers and other
miscellaneous items (estimated at only 10% of all
business T &E expenses). A corporate charge card
system also extends the company's float as much
as 60 days with real bottom -line significance.
Looking at Float
Most companies' biggest losses on business
travel and related activities take place because of
failure to extend cash float as far as possible.
While there are several alternative systems available to companies managing travel expenses, all of
which extend float to some degree, many companies still rely heavily on the cash- advance /cash -return system —the one that does them the least
good. Studies show that the majority ofcompanies
have no idea how much they have outstanding in
cash advances at any one time. Invariably, the
company's estimate falls 90% short of the true
amount out there. Large sales- oriented companies
often have as much as $6 million in cash advances
outstanding at all times. At today's interest rates
that can mean more than $1 million in opportuniMANAGEMENT ACCOUNTING /DECEMBER 1981

Reconciliation and Payment
Data Processing
Cashier
Miscellaneous
Audit

42.5%
17.1%
9.9%
3.4%
27.1%

Many traveling employees regard these tasks as
time - consuming and nonproductive paper shuffling, yet companies do not see how the problem
can be avoided with the systems they are using,
beyond increasing the responsibility of the employee as a means of expediency. So, because they
are the primary source of expense account information, highly paid executives spend a lot of time
on record keeping and expense reporting. Executives on the road are often too busy to record expenses in detail when they are incurred. A cash
advance system alone requires application of executive time in record keeping and inevitably leads
to guesswork and rounding off back in the office
after a trip, with additional time lost.
Increasing Profits through Lower Costs
Companies also are losing potential savings by
failure to take advantage of discounts and guidelines which are available to corporate travelers.
Even large companies whose executives travel extensively and whose trips are planned in advance
MANAGEMENT ACCOUNTING /DECEMBER 1981

often do not avail themselves of possible corporate
rates or discounts from airlines, hotel chains, and
car rental agencies.
There are also published guidelines with
monthly updates for subscribers which monitor
and regularly report on standard transportation,
lodging, and meal costs in hundreds of major
American cities. Companies that have corporate
charge card systems should take advantage of
vendor analysis -reports which supply them with

Table 1
How to Calculate Lost Float Benefits
a. Total average (annual or monthly) cash advances
outstanding
b. Percent regained by retaining float
c. Total dollars regained by retaining float (a x b)
d. Current cost of money
e. Annual income available from retained float (c
x

ty cost —money the company failed to make because cash was advanced instead of invested for
profit.
Try taking 90% of your cash advances
outstanding and multiplying that figure by the
current cost of money. This eye- opening little exercise will quickly reveal the amount of your company's loss. (90% is used because examination
has shown that about 10% of business travel expenses require cash.) See Tables 1 and 2 to calculate lost float and maximum float.
The administration of travel and entertainment
expenses is another area which is seriously cutting
into some companies' profits. In a recent study,
some typical 1980 indirect costs (excludes cost of
direct T &E) per individual travel expense reports
were $11.83 for a pharmaceutical company,
$13.36 for a transportation company, and $26.66
for an aerospace firm. The average annual indirect
costs of American Express' data base came to
$696,740 per company. However, most companies
accept travel expense processing as a normal administrative burden rather than a cost burden,
even as accounting departments interrupt normal
procedures to hurriedly respond to rush requests
for petty cash and checks, a costly practice which
leads to errors. Reconciliation of expense reports
and bills, payment of suppliers, tracking employee
advances and auditing expense reports accounts
for 70% of processing costs. Here is a breakdown
of travel expense processing time:

g
90%

d)

Table 2
How to Calculate Maximum Float
a.
b.
c.
d.
a.
f.
g.

Number of expense account employees
Average annual expenses per employee
Total annual expenses (a x b)
Percent available for maximum float
Dollars available for maximum float Ic x dl
Current cost of money
Maximum cash available from float (e x f)

S
g
90%
S

information to negotiate discounts. Vendor analysis reports provide detailed totals by vendor (hotel
chain, car rental agency, airline, etc.). These reports track employee spending, identify where the
money is going by national and geographic regions, and provide valuable management information.
Clearly the once manageable little expense item
is causing big problems and costing far more than
most companies realize. The question is how to
optimize the situation. Keep in mind that companies' and employees' needs are interactive and
both need to be addressed to make the system
functional. Employees are concerned with easier
record keeping and reporting, easier reconciliation
and payment, and generally more responsive travel expense services. In turn, companies need information for documentation and cost and activity
details; they also need control, from authorization
to documentation and timely reporting. Moreover, they need to reduce the administrative burden inherent in the processes of reconciliation,
payment, advance tracking and expense auditing.
No single system can unilaterally satisfy every
company's fiscal and managerial needs. But in
seeking to make the system as effective as possible,
47

any company should be aiming for the following
objectives:
1. Maximization of cash retention.
2. Availability of accurate and timely documentation.
3. Reduction of administrative cost.
4. Responsiveness to business traveler's needs.

90% of your
cash advances
outstanding
times the
current cost of
money equals
your company's
loss.

The company wants cash retention as a means
to increase float or to have additional working
capital. It needs documentation for its own internal information requirements as well as for IRS
and SEC demands. Reduction of administrative
costs and the concomitant simplification of administrative procedures is clearly a worthwhile
objective. And, of course, the accommodation of
the employee is a primary objective of the system's design. The ideal T &E system achieves an
equitable balance between the needs of the employee and those of the corporation.
Growth, sales orientation, international operations, documentation needs and T &E policies are
subjects for consideration when evaluating your
present system. A growing company is likely to
have a greater increase in travel expenditures than
the 15% projected for all companies this year. Do
your sales people make day trips and go home at
night, or do they stay away for longer periods incurring airline and lodging expenses? For the daytime route salesman a bank draft system is ideal.
But if your company has extensive international
business, you can probably expect travel expenses
to increase, and, therefore, a more versatile system
should be considered.
Documentation is particularly important for
government contractors and service businesses
which bill clients and customers for travel expenses. Does your company have a clear set of policies
and procedures for employees to follow? This is a
concern of both the IRS and the SEC. To analyze
your company's travel expense picture you need
information in these areas:
1.
2.
3.
4.
5.
6.
7.
8.

Overall business travel information.
Acquisition of business travel services.
Payment systems.
Processing and accounting.
Financing and cash management.
Management and regulatory reporting.
Cost— direct, indirect, hidden.
Effectiveness of policies and procedures.
You need to know the number of business trav-
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elers in your company, what kinds of expenses
they are incurring, and what services they are using. You also need to know how travel services
are planned, reserved, ticketed —and how well this
acquisition and servicing is meeting the company's needs. Then examine the kind of payment
instruments used by employees and their level of
satisfaction with these instruments. You should
review the cash advance system, its control procedures, and its effectiveness in meeting user needs.
In the processing area you should review how
expenses are tracked, reconciled and reported by
users; the effectiveness of company policies and
procedures governing business travel; the requirements for reconciling bills and settling with users
and suppliers; and the company's accounting procedures.
Under financing you should calculate the opportunity cost of funding advances and the possible benefits of float management. You also need to
look at the reporting area, the information requirements of department heads as well as management and government. Determine how well
your current reporting system is meeting these information needs.
In the cost area, don't look only at total direct
costs, but also examine closely and summarize the
indirect costs. These are part of the hidden costs,
and they can be important. They include acquisition, financing, processing and administration.
Then analyze them by type, by charged versus
noncharged, and by receipted versus nonreceipted. You will be surprised at the numbers you turn
up using this structure. Documentation of the
process and identification of direct and indirect
costs help to identify and define the needs of both
the company and the employees. This analysis
will also help you assess how well these needs are
met by identifying the strengths and weaknesses
in the current process and pinpointing potential
negative problem areas. Then you can make specific recommendations for improvement and
quantify the expected costs and benefits of these
recommendations.
World conditions are changing, the business environment of today is different from that of yesterday, just as tomorrow's business disciplines will be
different from today's. We must be dynamic. We
cannot stay locked into outmoded systems, but
rather we must examine and update our business
postures. The longer companies delay examining
their own business travel systems the more difficult, and the more costly, it will be later on. It can
cost or save your company millions.
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However, typing is its main job.
Let's say you're preparing a tax
opinion letter on the CPT 8000 (right).
Instead of reaching for typing paper
and inserting it like you would in a typewriter, you begin typing immediately.
What you type appears on an easy to- read screen that actually looks like a
sheet of paper: full-size, with black
characters on a white background.

remarkable '
things a CPT 8000
can do.

"Elect ronic
Filing"
Everything
you type on

the CPT 8000
can be captured
on small magnetic memory disks. Each
holds over one hundred pages of your
paperwork. Documents can be recalled to
the screen in seconds for easy u4datmg.
With this CPT "electronic filing" system, you can replace rows of bulky filing
cabinets with small disk storage boxes.

Note: The black -on -white screen is a major
feature of the CPT 8000, some competitive
models have only a partial -page displax and
a green -on- green, computer -like screen.

Power t ypi ng
Because nothing's on paper yet, you can

"power type' at full rough -draft speed
without worrying about errors.
Mistakes are corrected easily right
on the CPT 8000 screen. Leave out a

now frees your secretary•s time for more
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Pays for itself
Even in a small accounting firm, a word
processor can save so much time and
increase output so dramatically that it will
quickly pay for itself.
A conservative estimate is that a word
processor will double a secretary's output.
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ti me you save by getting your audit
reports and other documents faster.
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how word processing can speed up and
simplify routine chores in your office. For
a more thorough explanation, please send
for our free booklet,
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Out of Word Processing,
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word processors, is called "software
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readjusted electronically.
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client billing, schedule audit
assignments, prepare payrolls, and much more.
It's so simple that no special
computer language or knowledge is necessary.

The CPT 8000 screen will I
scroll across a full 240- character

accounnng document. Plus,
there's a 10 -key pad to enter
columns and numbers quickly.
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perfect do you transfer it from screen to
paper. Just touch a button and the CPT
8000 printer produces a crisp original
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speed of up to 540 words a minute.
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statistical typists are among its strongest
advocates.
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Speeding Up Interim Closings
The lag in interim closings ranged from one workday to eight
months after the end of the period; the average closing period

By Vincent J. Giovinazzo
In seminars presented during the last four years
on managing the accounting function, I have
polled more than 500 controllers and accounting
managers on the issue of interim closings. These
accounting executives, from organizations of all
types and sizes, have clearly indicated that delays
in monthly closings are a problem of serious concern in a large majority ofcompanies. In addition
to preventing operating managers from responding to problems on a timely basis, these reporting
delays generate a great deal of ill will toward accounting, and stimulate an unwillingness to cooperate with accounting in source data preparation.
An interim closing is completed when the reports for the prior period are delivered to management. Processing by a service bureau, reviewing of
reports prior to distribution, and any related typing are all part of the closing process. Only when
all such tasks are finished, and the reports have
been delivered, has the closing been completed.
Using this delivery criteria, the accounting executives mentioned above discussed the closing process in their organizations.
The lag in closing ranged from one workday to
eight months after the end of the period being reported. The average closing period appears to be
somewhere in the range of nine to 11 workdays.
Only representatives from banks, and one manufacturer, reported that they closed in less than
0025-1690/81/6306-1524/$01.00/0

three days. Banks are capable of such fast closings
because they do not have inventories, have fixed,
regular expenses, can generate a trial balance very
rapidly, are generally highly automated, and are
frequently using on -line computerized systems.
Only a handful ofcompanies reported that they
close in three to five work days consistently. These
companies were generally medium to large in size,
have reputations for being extremely well managed, have highly automated systems, and use
most of the techniques to accelerate closings
which are discussed here. The small companies
that close this quickly are able to do so because of
the nature oftheir businesses and the strict adherence to a closing work schedule.
Most companies with over $100 million in sales
reported that they close in from four to 10 days. A
few such companies require a longer period, although no company of this size reported taking
more than 15 days to close.
Most companies with sales in the range of $10
to $100 million close in five to 15 workdays. None
of these companies reported taking more than 25
days to close.
For smaller companies the closing patterns, as
can be expected, are much more varied. The average appears to be about 12 workdays, and virtually all members of this group close in five to 25
workdays normally. There were several cases of
small companies that were several months behind
in their closing. However, most of these cases reCopyright C 1981 by the National Association of Accountants
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flected systems which were seriously flawed, incomplete, out of control, or where the accounting
function was greatly undermanned or lacked
trained accountants on the staff.
State and local government organizations almost always require 15 to 22 workdays to close
their books. In some cases, a two -month lag is the
normal situation.
With the extreme cases removed, the lags in reporting monthly results appear to show the patterns in Figure 1.
About 70 of the participants in such seminars
state that they are dissatisfied with their closing
period. This dissatisfaction stems primarily from
the pressure and complaints of top management
or from a belief within accounting itself that with
some organizing and discipline the closing period
can be substantially reduced. In some cases, accounting executives criticized their systems because the closing period varied substantially and
irregularly over the year. Such monthly inconsistencies in the time required to close were particularly a problem of many small companies.
These findings are based on polls taken at seminars for accountants. Because random selection
from an appropriate universe of companies was
not applied, care must be taken in reaching general conclusions. Nevertheless, it is my intuitive beFigure 1
Reporting Monthly Results

FORMULATING AND APPLYING
APPROPRIATE REPORTING POLICIES
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Too often accuracy and reliability are stressed
to the detriment of relevancy. This bias results in
a concentration on precision and completeness at
the expense of timeliness and presentation. Timeliness as well as accuracy must be considered in
establishing reporting policies. Indeed, a slightly
erroneous or less precise number received quickly
is often far more useful to operating management
than a completely correct, verified figure received
10 to 15 days later. All information and reports
are not useful to the same degree to operating
management; therefore, the reporting of key information should not be delayed until a complete set
of reports can be provided.
Accounting management must have appropriate attitudes regarding its responsibilities to provide line executives with useful information on a
timely basis. Management accountants must recof
rather than the
ognize that the
the reports of the system is the end objective.
Some of the major reporting policies and approaches used to maximize such usefulness:
use

generation

7.

clearly understood. A step -by -step examination of
the closing is necessary to prepare a profile of required work activities and show their interdependence and chronological order of execution.
Volume levels for major work steps must also
be measured so that the "peaks and valleys" of the
workload are identified. From this analysis it will
become quite evident which personnel involved in
the closing are overwhelmed by work demands
and which tasks are the high volume and /or bottleneck activities. In short, the causes of delay will
be understood, and efforts can then be directed at
leveling workload peaks, relieving bottlenecks,
and instituting efficient processing methods.
The various techniques and policies to achieve
faster closing can be grouped into four categories:
formulating and applying appropriate reporting
policies, standardizing and organizing processing
activities, developing procedures for handling difficult problem areas, and developing and adhering
to a closing schedule. Once the most effective
methods for dealing with these four areas have
been established and integrated, the closing process should run very smoothly with reporting lags
at minimal levels.
More than 20 years ago, the National Association of Accountants performed the classic study
on speeding up interim closings, Interestingly, the
methods which are effective today, even in a computerized environment, are basically the same
ones, with some modifications, that NAA suggested in its report.'

lief that a scientifically - applied statistical study
would generate similar findings,
How to Speed Up Closings
In order to develop a streamlined closing process, the activities that this process entails must be
52

Scheduling the delivery of the information and
reports that each operating management level
MANAGEMENT ACCOUNTING/ DECEMBER 1981

receives by priorities. The financial informaperiod which cannot be posted to specific action, physical statistics, and reports received by
counts because available documentation on
each manager should be evaluated in terms of
these transactions is incomplete or inadequate,
relative degrees of importance and the time and (2) errors or unexplained discrepancies
frame within which each must be received to
between related account balances are detected
affect decisions. Vital information, however,
at a point in time that the required investigashould be communicated as soon as it is pretive and correction process can only be carried
pared. In short, critical information and reout if the closing is extended.
ports should not be held up until the complete
In these instances, a suspense account can be
set or package of reports provided each period
used. Such items are posted to this account and
can be transmitted.
are thereby held in suspension until the begin2. Distributing "Flash Reports" whenever they
ning of the following month. No item • is alare needed or appropriate. The usefulness of
lowed to remain in the suspense account for
some types of information to operating managtwo consecutive months; thus all problem
ers are greatly affected by the speed with which
items must be resolved and corrected during
such information becomes available. Sales, the
the month following their posting to the susnumber of outgoing sales calls, direct labor
pense account.
hours, overtime hours, spoilage rates and colThe account appears on the balance sheet
lections are examples of information that maneach month, normally at the end of the asset
agers find extremely useful to track on a
section if it has a debit balance; or between
month -to -date, weekly or even daily basis. This
liabilities and owners' equity if it has a credit
need to receive certain information quickly is
balance. Of course, if an entry being considered
addressed by issuing key figures several times
for inclusion in the suspense account would
during the month or prior to the completion of
significantly affect reported income for the pethe closing. Frequently, such figures can only
riod, then an estimate of the revenue or exbe made available with such speed if they are
pense involved, rather than a suspense account
distributed prior to their complete verification.
posting should be applied. This account should
For example, a major oil company, which
be used only on interim, not annual, reports,
normally closes in eight workdays, generates a
clearly labeled and used with great care.
flash report on income on the first workday of 4. Using estimates on interim reports. Frequently,
the new month. In its closing procedure, six
vouchers for expenses, costs and charges have
successive trial balances are prepared during
not arrived by the time the closing is to be exethe eight days as accruals, adjustments, late encuted. This problem prevails in computerized
tries and corrections are made. A preliminary
as well as manual environments and it continincome statement is generated from the first
ues to be the single most significant roadblock
trial balance, with historical relationships beto faster closings.
ing used to plug any gaps or correct any quesThe major alternative for dealing with this
tionable figures. The sixth and final version of
problem is to substitute estimates in the acthe trial balance is used to generate the official
counts for the missing figures and make the
financial statements. Normally, the verified,
required corrections at a later date when the
corrected numbers officially presented almost
related documentation does arrive.
two weeks later show insignificant differences 5. Removing excessive detail from the chart and
from the earlier flashed -out figures.
code of accounts. A chart and code of accounts
Frequently, accounting management is conmay have a level of detail which slows down
cerned about the reaction that will result when
the journalizing and closing processes. This is
the verified numbers significantly differ from
so because accounts are so finely defined that a
flashed -out figures, particularly when final corgreat deal of investigative and follow -up work
rections are unfavorable. Normally, flash reand analyses are required to determine to
ports are used where operating executives have
which account a transaction should be related.
been effectively educated on the nature of these
Interestingly, this problem has grown with the
numbers and the possibility of occasional ungrowth of computerized systems and the expleasant surprises, and where a good relationpansion of coding structures.
ship in terms of trust and respect exists beFor example, one company uses over 400
tween accounting and operations.
factory maintenance accounts. It has found
3. Using suspense accounts to prevent delays in
that in addition to slowing down the closing
closing on schedule. Two problems frequently
considerably, such precision is largely illusory.
arise at the end of an interim period which
Despite time - consuming analyses, over 80% of
make it difficult, if not impossible, to complete
the total maintenance charges are assigned to
a processing step within the scheduled time the last account in the series, titled Miscellaneframe: (1) transactions occur at the end of the
ous Factory Overhead.
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In interim
reporting, too
often accuracy
and reliability
are stressed to
the detriment
of relevancy.
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Handwritten
reports
emphasize the
point that they
are generated
from unverified
data.

In addition to the need for such time -consuming analyses, other clues that the code of
accounts may be too finely drawn include insignificant balances in many accounts, use of
several accounts for similar items, and detailed
breakdown of items which can only be controlled as a group. When such characteristics
are evident, efforts should be made to reduce
the level of classification detail.
6. Using handwritten or photo - copied reports.
Many times the delay in receiving reports is
extended because of typing time requirements.
Even in computerized environments, typing
delays sometimes occur for summary reports
which the system has not yet been programmed to generate, and to meet top management's insistence that "they not receive computer output (i.e., light -green striped paper
with holes on the side)."
Some EDP departments place computer paper into the printer on its nonstriped side and
then develop a photo copy of the printout. By
substituting these copies, such restrictions by
top management on computer paper can be
overcome without substantial typing delays.
Moreover, many executives do not mind receiving handwritten copies of reports or key
figures, particularly when they are of a Hash
report nature. The fact that these reports are
handwritten emphasizes the point that they
were generated from unverified data.
STANDARDIZING AND ORGANIZING
PROCESSING ACTIVITIES
Several actions can be taken to standardize and
organize processing activities, including:
Smoothing workloads to the fullest extent possible. Analyzing processing activities in terms
of volume counts by workday or week will
clearly highlight the periods during the month
when the workload builds up to crushing levels. First it must be determined if a buildup is
due to physical flows and /or late data arrivals
beyond accounting's control or to inappropriate processing procedures. To the extent that
ill- formed procedures or practices are the causal factor, such uneven workloads can often be
significantly leveled by establishing more effective procedures and additional discipline.
For example, many small companies wait
until the end of the month to process their accounts payable. Thus the entire burden of
matching receiving reports, purchase orders
and invoices is encountered at exactly the least
convenient point in time. By simply insisting
that such matching be performed weekly for all
available documents, the workload in this subsystem can be substantially leveled. In many
larger companies, analysis and verification of
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debit and credit memos, claims, detected discrepancies, and disputed figures are often put
off until the monthly closing forces clerks to
resolve these issues. To avoid these deferrals,
discipline must be exerted on clerical personnel
to carry out some of the less attractive activities of their jobs on a steady basis throughout
the month.
2. Incorporating the use of forms more effectively
in the work of the system. The image of forms
as solely a means for recording source data is
very constricting. Forms can be established for
a wide assortment of uses including worksheets, trial balances, reports, routing slips,
batch headers, control total sheets, and debit
and credit memos. The use of well - designed
forms in these areas can reduce preparation
time and error rates substantially. For example, much time is wasted when forms for trial
balances and major worksheets are not used,
and several hours are consumed monthly in
preparing headings and columns, and inserting
account titles.
Care must be taken in designing forms, however, because form design experts estimate that
two out of every three forms are designed
poorly. Some of the major causes of poor form
design are that the time required to design the
form is greatly underestimated, accountants
view the task as simply a drafting exercise
rather than a system problem, all personnel affected by the form are not consulted during its
design, and many details are overlooked. Using
a form design checklist, input from all affected
personnel and trial copies can substantially improve the chances that a form will be designed
properly.
3. Setting up certain types of repeating journal
entries in advance. There are many journal entries for certain fixed expenses and accruals
which must be recognized every month and are
relatively constant in magnitude. Included are
.expenses incurred for rent, leasing charges, depreciation, property taxes, repairs and maintenance contracts, exterminating and laundry
services, and fees for legal, accounting and consulting services when a fixed retainer agreement is in effect. Several types of revenues can
also have the same fixed -level characteristics.
Many companies set up the journal entries
for such transactions at the start of the year.
These entries .are automatically posted to the
accounts each period by a specified workday
during the closing if no entry indicating a cash
transaction has been recorded by that date.
This procedure works well in both manual and
computerized environments. In a computerized environment, these entries are generally
handled in one of two ways: a software routine
can be established to record these figures periMANAGEMENT ACCOUNTING /DECEMBER 1981

odically, or a special journal entry form can be
weekday, usually Friday, Saturday or Sunday.
designed for such entries, in which 12 sets of
The last period ofthe year would normally end
the entries are prepared or photo- copied in adon the final day of the calendar month. Some
vance. With the latter approach, one set of
companies, however, choose to have the last
these journal entries is sent to data processing
period incorporate an even number of weeks as
monthly.
well, and ignore the actual day on which the
Interestingly, most accounting managers
fiscal year would normally end.
who have experience using both techniques
The advantage of these two alternatives
prefer the use of forms rather than a special
from a speed -of- closing standpoint is that the
software program. This procedure allows acfirst workday of the closing always begins on a
counting to easily substitute a newly - prepared
Monday and the first week of each new month
copy of the form for a changed entry and not
can therefore be designated and easily thought
depend on data processing to insert the new
of as "closing week." During this week, no spefigure into the adjusting entries' data file. If
cial analysis or assignments for those involved
this form is cleverly designed, one copy can be
in the closing process are permitted, and from
structured to indicate any reversing entries
a motivational standpoint it is easy to focus
which should be made at the start of the new
attention and efforts on the closing.
period.
If differences in the length of periods are ig4. Summing columns on worksheets, ledgers, spenored with respect to the fixed expenses
cial journals, and systems control reports sevcharged to a period, such variations do not creeral times during the month. The preparation
ate any special burdens from an accounting
of intermediate summaries on worksheets,
standpoint. If the budget process develops periledgers, etc., is another method used to reduce
od charges in the same manner, then no serious
the time required for end -of -month totaling
problem arises because of equal fixed charges
and cross - checking. In the case of manually being attached to periods of uneven length.
prepared sales journals, for example, totals for
From a processing and systems standpoint,
each product category can be determined
5 -4 -4 week quarters are particularly advantaweekly for the week and month -to -date. This
geous. The workload in accounting is normally
procedure considerably reduces the amount of
at its peak at year end and at the end of each
time required during the closing to arrive at
quarter. This results in the heaviest workload
the full -month totals. Such intermediate sumdeveloping in the first two weeks of a new
ming techniques also are used by many compaquarter. With the use of the 5 -4 -4 approach,
nies in maintaining manually - developed conthe extra week before the next closing occurs in
trol totals in computerized systems. Most sigthe very month each quarter that the additionnificantly, these intermediate totals can be real week is most needed.
ported to line management during the month
Operating management, particularly sales
on "flash" reports, allowing them to keep track
and production, are accustomed to thinking
of important operating figures as the month
about their areas in weekly terms. Thus, the
modified interim periods suggested here are
progresses.
5. Modifying the interim calendar. In most cases,
quite attractive from their standpoint. Given
organizations have never considered the possithat such adjustments can also alleviate some
bility that a time period other than the calenpressures on the system and speed up closings,
dar month be designated as the interim acmodified interim periods are worthy of serious
counting period. Three major alternatives are
considerations.
frequently used in place of the calendar month: 6. Computerizing the accounting function. Obvi13 four -week periods (or "months ") during
ously the use of modern computer equipment
the year; quarters containing three periods of
can have a significant effect on the speed of
four weeks, four weeks, and five weeks; and
interim closings. But frequently the dramatic
quarters containing three periods offive weeks,
improvements attributed to computerization
four weeks, and four weeks.
are primarily due to the elimination of antiIn some cases these alternatives are not apquated, poorly- organized procedures and techpropriate or legally allowable; in other inniques, which were replaced when the old sysstances, however, not only would they assist in
tem was terminated.
speeding up closings, but such periods would
Experience strongly indicates that convertalso segregate the year into more meaningful
ing to a highly- computerized system can only
and comparable time periods from operating
improve the speed of closing to a certain point.
management's perspective.
In most cases, the lag in closing cannot be reFor the latter two alternatives, every interim
duced beyond six or seven workdays if only
period except December (or the last period of
computerization is relied upon. The late arrival
the year) would end on the same selected
cf source data and lack of commitment and
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A closing
schedule forces
a degree of
organization
and regularity
not attainable
without such a
schedule.
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discipline by systems personnel cannot be overcome simply by using a computerized system.
Closing schedules, supervision, and perhaps
some estimating techniques will normally be
required to get interim reporting lags down to
minimal levels.
DEVELOPING PROCEDURES FOR HANDLING
DIFFICULT PROBLEM AREAS

Some
companies
regularly use
staggered
starting times
during the
closing to
ensure
employees start
fresh.

Several issues and problems create particularly
difficult obstacles to rapid closings for a wide
range of companies. Although computerization,
particularly in an on -line mode, can alleviate some
of these problems, often minimal closing times
cannot be attained without applying other techniques as well. These problems areas are:
• Highly uneven sales patterns which peak at the
end of each month,
• Late arrival of the documentation for some purchases and expenses,
• Time consuming end -of- period processing activities for inventory and payroll,
• Delays in receiving information from other
physical locations of the organization,
Approaches available for dealing with these
problems include computerization, use of estimates and early cut -offs, and selection of optimal
information retrieval alternatives. Specifically,
these problems are handled as follows:
Dealing with uneven sales patterns. Some organizations generate as much as 50 or 60% of
their monthly sales during the last week of
each month. In these cases, the sheer volume of
transactions which "bunch up" at month's end
greatly strains the system and delays closings.
Although most companies are not confronted
with this situation on a regular basis, a large
number of firms do encounter such uneven
sales patterns at least once or twice each year.
To deal with this peaking problem, several actions can be taken. First, related processing
procedures must be thoroughly analyzed and
all work steps streamlined, organized, and
scheduled. Extensions of interim periods for
several days beyond the period via the backdating of invoices should be discouraged. In addition to being poor accounting and delaying
closings, such practices quickly become habitual and stimulate production and sales executives to be less attentive to quotas and budgets
during the early part of each month.
Early identification of sales orders which
most likely will be completed in time to be
shipped by the end of the month can be quite
helpful. Much of the related paper work can be
initiated prior to the actual shipping date,
thereby leveling the workload and getting a
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"head start" on the required processing. This
pre- shipment initiation of the related accounting is particularly helpful in job shops where
the accumulation of the material requisition
and labor ticket documentation can be very
time consuming.
Overtime can be used, of course, to further
relieve any heavy workloads which develop.
Some companies regularly use staggered starting time during the closing so that employees
begin their workday at the time the input required for their tasks is scheduled to become
available. Thus, these employees start fresh
and are mentally prepared to rigorously concentrate on the closing upon their arrival at
work.
When sales or services are of a nature that
considerable time is required to determine the
exact amount to bill customers, an account
called "Unbilled Accounts Receivable" can be
used to circumvent delays in closing.
This account is used by quickly estimating
total billings on such late sales and posting the
total to the Unbilled Accounts Receivable and
Sales accounts. The month is then closed, with
Unbilled Accounts Receivable being incorporated into the accounts receivable total on the
balance sheet. Immediately after the accounts
receivable and sales subsystems are closed, the
normal process for calculating billing charges
is performed. Once the correct charges are determined, invoices are prepared and entries are
posted to recognize the accounts receivable
and eliminate the amount recorded in Unbilled
Accounts Receivable prior to the closing. Any
difference between the amounts posted to these
two accounts is posted to Sales for the new
month. Usually the sales shifted between two
consecutive months is quite insignificant.
Note that when significant fact finding, analysis and judgment are required to determine
billing charges, computerization of the process
alone cannot completely eliminate the lags
which arise. Only an early start of the data
collection process and the use of estimates can
remove the major bottlenecks.
2. Coping with late- arriving documentation.
Some of the invoices, bills and expense reports
related to the transactions of a period will not
arrive until several days into the following
month. These delays are the single most common impediment to speedy closings and the
one which many organizations find very difficult to overcome. To handle this problem, several techniques have been developed.
A workday must be specified by which each
subsystem will be closed regardless of the absence of needed documentation. For those
transactions for which documentation is incomplete, journal entries are determined from
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estimates or other means. For accounts payable, the subsystem most affected by this problem, the second or third workday of the new
month is recommended.
The possibility of influencing vendors and
service companies to send their bills on a more
timely basis should be explored. To encourage
rapid receipt of invoices, some companies have
adopted prompt payment policies on any bills
received within a specified time period following a transaction. In addition, delays in receiving bills from vendors and suppliers of services
can often be eliminated simply by requesting
faster transmissions of charges.
In cases where the income statement will be
insignificantly affected, some companies choose
to not include some of the transactions for
which documentation is incomplete rather
than delay the closing. This procedure is often
followed for unused inventory for which no invoice has yet been received. Thus neither the
inventory nor the accounts payable is recognized on the interim balance sheet. Needless to
say, the ignoring of a valid transaction should
only be exercised cautiously.
Lags in receiving sales personnel's monthly
expense reports are minimized by enforcing
procedures regarding their scheduled submission and using periods with early cutoffs. Some
companies will not approve any travel stipends
to a sales person unless expense reports accounting for all prior allowances have already
been submitted. Periods which run from, say,
the 26th of the prior month to the 25th of the
current month are often used for expense reports. In addition, mailed -in reports must be
postmarked no later than the 27th of the
month. This approach, when enforced, virtually eliminates this nagging problem.
Using estimates in journal entries is probably the technique that is most widely practiced
to handle this problem of inadequate documentation. Such estimates are prepared in a wide
variety of ways. For monthly charges for
which bills are not normally received on a
timely basis, a historical analysis is performed
at the beginning of the year and monthly estimates developed. Due consideration should be
given for inflationary effects and seasonal patterns. Also, figures on purchase orders and receiving reports are used when available. Estimates are also obtained from purchasing
agents or those with the appropriate technical
knowledge, such as company engineers.
In addition, suppliers or service organizations are actually contacted by telephone to
find out the magnitudes of key unreceived invoices. This action is only taken for significant
amounts or expenses. Finally, gas, electric and
water meters are regularly read at a specified
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time at the end ofeach month to determine the
probable amount of the monthly charges.
No estimate should be posted to the accounts payable system because the data in this
system is used for managing major cash disbursements. Instead an Unaudited (or Estimated) Vouchers Payable account should be
used. Thus estimated expenses are processed
through the system as follows: (1) estimated
amounts are charged to the expense accounts
and entered into the unaudited vouchers payable account, (2) after the closing is completed
this entry is reversed, thereby placing a negative balance in the expense account and eliminating the balance in the unaudited vouchers
payable account, (3) when the missing documentation becomes available, the correct entry
is made, including the posting to accounts payable. The difference between the estimated and
actual amounts ofan expense will be shifted to
the following period. Normally the shifted
amount will be insignificant.
Managing period- ending processing activities
for inventory and payroll. Converting from a
manual system where a physical inventory is
taken monthly to a computerized perpetual inventory system is an area where computerization can have a dramatic effect on the speed of
closing. Great care should be exerted in selecting or developing an accounting software package in this area, however, because this is one of
the most troublesome accounting systems to
implement successfully.
When manual systems are in effect, early
cutoffs and crude perpetual inventory systems
for segregated little -used items are often applied. In addition, some companies switch to
taking physical inventories only bimonthly or
quarterly, using gross margin percentage estimates or other techniques to determine inventory values for intermediate periods.
Computerization, rigorous adherence to a
closing schedule, and the application of
streamlined processing procedures are the
most effective methods to minimize any lags
caused by accounting for payroll. Given the
wide use ofcomputerized systems in this area,
payroll is no longer a major closing bottleneck
for most companies. However, in some industries, like construction, payroll accounting can
still be a substantial problem. In such industries, many companies use early cutoffs, with
wages for the final one or two days ofthe week
or period being based on an assumed straight
eight -hour workday. Under such approaches,
the weekly payroll includes charges and payments for (1) three days of actual costs, (2)
two eight -hour days, and (3) any required adjustments for differences between actual and
estimated figures of the prior week.

To be effective,
a closing
schedule must
encompass
related
nonaccounting
activities.
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A closing
schedule is the
most effective
technique
available for
accelerating the
closing process.

4. Effectively receiving information from other locations. The key to minimizing delays caused
by the transmittal of information from outlying
areas is to be sure that all communication alternatives have been considered. Telephone
communications is an excellent way to generate Hash reports. A major brewery assigns a
specified calling time in half -hour intervals to
each of its plants to call Milwaukee with its
figures. The use of well- designed forms and a
scheduled calling time works very well for
many companies. Eventually, of course, telecommunications will eliminate this problem almost completely.
Developing and Adhering to a Closing Schedule
The closing process can be viewed as the series
of processing and accounting work steps which
must be completed at the end of each period in
order to generate the monthly reports. These steps
include (1) processing source data and posting to
the related accounts for end -of- period transactions, (2) making accruals and adjusting entries,
(3) performing any related EDP runs, (4) reviewing balances and control reports for errors,
(5) making corrections, (6) performing any necessary typing, and (7) duplicating, collating, and
distributing the verified versions of the reports.
This process can be described in a work schedule in which the required tasks are grouped by
subsystem and listed in the chronological order
they must be, or are normally performed. In addition, this schedule must identify which organizational position or unit is responsible for each step,
and the point in time by which each step must be
completed. Such a schedule is often referred to as
a closing schedule, and it is widely agreed that of
all the techniques available for accelerating the
closing process, none will normally have a greater
impact than the effective use of such a schedule.
Care must be taken not to underestimate the
time required to develop a closing schedule. The
fact - finding process can be quite time consuming
because related activities must be traced through

the system, volume counts determined, and interrelationships among subsystems clearly understood and documented. In addition, many
unresolved issues regarding who is specifically responsible for particular tasks will be brought out
into the open, and mini- meetings will be required
to resolve permanently any disagreements. Often
the need to introduce a new form or procedure or
for some work simplification will become apparent, further delaying the establishment of the closing schedule until these issues are resolved.
To collect the facts and perform the analysis
necessary to develop a closing schedule efficiently,
it is best to first design the form on which the
closing schedule will be specified. This form can
vary considerably in its format, as long as the
spaces for the necessary information are allowed.
A frequently -used setup which communicates
clearly and also facilitates fact collection is shown
in Figure 2.
Through the use of this form the end -of- period
work required to close can be analyzed and documented. Basically the schedule for each subsystem
would be developed by tracing its end -of- period
activities step -by -step in the chronological order
they occur as follows:
1. Identify the independent work paths of the
closing process. The work steps and data from
many subsystems are completely independent
of the processing and data requirements of other subsystems. For example, the accounts receivable and accounts payable subsystems normally would not require any input from each
other. The activities related to each of these
subsystems are considered "work paths."
2. Specify the work steps in each work path.
These work steps are usually highly interdependent and generally must be performed in a
particular chronological order. Of course, all
subsystems will normally interface with the
general ledger and sometimes supply needed
information or figures to other subsystems. The
work steps related to such interfacing must

Figure 2
Closing Schedule
Subsystem:
Responsibility
Task

of

Scheduled completion time
Workday

Date

Actual completion time
Hour

Date

Hour

Prepared by
Date pr epared
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also be considered and specified.
3. Indicate the organizational position or unit responsible for carrying out each work step.
Even if duties overlap for a step, one organizational position or unit must be assigned the
overall responsibility for the step.
4. Determine the maximum and average end -ofperiod volume levels for each step and the time
requirements to complete a unit of work.
5. Calculate the time requirements for each work
step. Analyze end -of- period volume levels and
unit time requirments. Reach some conclusions
and agreements regarding the amount of time
necessary to complete a step once the input
data from the prior step becomes available.
6. Build up and prepare the closing schedule. The
time requirements for each step developed in
step 5 above can now be used for determining
the scheduled completion points in terms of
workday and hour. Time is measured from the
beginning of the first workday on the new
month. Thus, zero time is usually designated as
midnight of the night immediately preceding
this first workday.
It must be emphasized that the use of a closing
schedule loses much effectiveness if it does not encompass related nonaccounting activities, In general, any significant step which must be performed
at the end of the period in order to complete the
closing should be included in the schedule. Thus,
the activities necessary to prepare key internal
source documents should be specified in the closing schedule, particularly if these documents are
generated in high volumes and /or require a substantial amount of further processing.
For example, the preparation activities for production, transfer, receiving and shipping documents which report end -of -period physical flows
must be included in the schedule. In addition, the
time requirements for submittal of direct labor
work cards and sales personnel expense reports
must also be specified. The controller, however,
does not normally have line authority over the
operating personnel preparing these documents.
Thus operating management must be convinced
that it is necessary to direct subordinates to adhere to the agreed -upon submission deadlines.
Internal data processing activities and even
work performed by a service bureau should also
be included in the closing schedule. It is extremely
important to specify for these units the time each
month (e.g., 4th workday, 10 a.m.) by which input data will regularly be delivered. In turn, these
units must then arrange their work to run closing related activities as soon thereafter as possible. In
short, these units must understand that agreed upon turnaround times become commitments.
An experienced accounting manager should be
assigned the responsibility of coordinating and
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managing the closing. In medium and larger companies this duty frequently is assigned to an assistant controller or a general ledger manager. In this
capacity this individual is often given the title of
closing coordinator or expediter.
Closing Schedules Are a Gold Mine
Not enough can be said about the benefits derived from the use of a closing schedule. First,
such schedules provide benchmarks for evaluating
the performance of accounting and systems personnel and for focusing attention on problem areas in the system. Second, a closing schedule is a
very flexible tool and can be used even if only part
of the closing has been analyzed. In such cases, it
can be quite useful, particularly if targeted completion times are at least set up for the bottleneck
activities. Third, as the classic work on this subject performed by the NAA over 20 years ago
stated, "closing schedules are a gold mine in time
savings." In this regard nothing has changed, for
even today most knowledgeable internal accountants still strongly agree that the introduction of
such schedules leads to more substantial reductions in the time required to close than does the
use of any other technique.
But perhaps the most important benefits of using such a schedule are more profound and subtle.
Its development and use create insights regarding
a company's systems which could not be obtained
easily by any other means. In addition, it forces a
degree of organization and regularity that is not
attainable without such a schedule. Indeed, virtually all accounting managers who use such schedules cannot imagine how their accounting system
could possibly function without the discipline provided by the schedule.
Obviously, there is a limit to how much the lag
in reporting interim period results can be reduced.
The sheer volume of data and documents which
must be examined, verified, investigated and processed simply make it physically impossible to
eliminate such lags completely. In addition, if
physical activities tend to peak right at the end of
each month, as often is the case, the task of closing quickly even becomes more formidable.
Certainly there are no secret, magical answers
for accelerating closings. But if management accountants study their system carefully, and if they
organize, standardize, and institute discipline into
the closing process, there is no reason why such
lags cannot be maintained at minimal levels. Perhaps most important, management accountants
must be clever in adapting techniques to their situations, astutely deal with the human relations
problems which always exist, and lead in the
evolvement of appropriate attitudes toward reporting by both preparers and users.
❑

One company
uses more than
400 factory
maintenance
accounts, but
80% of charges
are assigned to
Miscellaneous.
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NAA Research Report

Toward a Code of Ethics
for Management Accountants
This month NAA is publishing Toward a Code of Ethics for
Management Accountants. This research book was written by
C. Mike Metz, professor of accounting, and David F. Groebner, associate professor of management, at Boise State University, Boise, Idaho. The publication can be obtained by filling
out and mailing the coupon at the end ofthe authors ' summapublished below.

ry

The controller of Obscurity Products Corporation faced a serious ethical dilemma. Should he tell the external auditors
that one of Obscurity's major customers was encountering
financial difficulties and might go bankrupt in the next year?
If this customer did go bankrupt, almost half of Obscurity's
receivables would have to be written off. The controller was
afraid that the auditors might force him to write off the receivables right away, which would weaken Obscurity's current financial position to the point where Obscurity might not
be able to secure the short -term financing it needed to survive
the current recession. The customer in trouble was in a different state than Obscurity, the controller knew there was a
good chance that the auditors would rely on last year's extensive examination of the customer to verify collectibility and
thus not uncover the problem.
While pondering his dilemma, the controller remembered
the ethical principle of utilitarianism from a philosophy
course he took a long time ago in college. Utilitarianism dictates that one should take the action which leads to the greatest good. Not disclosing the potential collections problem
seemed to lead to the greatest good because it would prevent
the immediate loss of jobs and economic hardship on the
community. Also, if the customer did survive, then the problem would resolve itself. Thus, the controller rationalized that
he shouldn't disclose the problem to the auditors, but he felt
uneasy with this conclusion and wondered whether full disclosure was the ethically correct action.
To determine if management accountants typically encounter such ethical dilemmas in their work, NAA initiated an
ethics study which resulted in this research publication,
Toward a Code of Ethics for Management Accountants. To
accomplish the broad objectives of the study, we reviewed
ethical theory, analyzed other professional codes, and surveyed large samples of management accountants. Results of
the research suggested the following implications and conclu60

sions with respect to a code of ethics for management accountants.
Ethical Theory
Utilitarianism forms the ethical basis for our democratic
society. As the controller in the example correctly remembered, utilitarianism calls for the action leading to the greatest good. Determining the greatest good is not always easy,
however, and in many situations ethical theory applies the
principle of Kant's "categorical imperative."
When faced with an ethical situation, Kant believed that a
person should act in a manner that he or she would want all
persons to act in a similar situation. The categorical imperative would require our controller to make full disclosure because the financial reporting system might collapse if each
controller were permitted to decide what to disclose in each
situation. Application of Kant's theories prevents many of the
undesirable outcomes which utilitarianism condones. Thus,
contemporary societal ethics seems to blend utilitarianism
and Kant.
Ethical theorists disagree on many issues, such as whether
business has a duty to try to achieve desirable social objectives such as full employment and equal opportunity for all
ethnic groups. Classical economists believe that business best
fulfills its ethical duty to society by striving only to maximize
profits. Some contemporary philosophers, however, believe
that business also has a responsibility to implement desirable
social goals. Thus, ethical theory fails to provide clear -cut
guidance on many ethical issues relevant to management accounting.
Most people are aware that the established professional
groups —CPAs, doctors, engineers and lawyers —have adopted codes of ethics. Not so well known is that the vast. majority
of other professional groups also have adopted codes. All professional business groups with a certification program, such as
the Financial Analysts Federation with their Chartered Financial Analyst (CFA) program and the Institute of Internal
Auditors (IIA) with their Certified Internal Auditor (CIA)
designation, have adopted codes for their general members
and certificate holders. Thus, the absence of a code for its
general members and for the holders of Certificates in Management Accounting (CMA) makes NAA unusual among
professional associations.
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naire favored a code of ethics; 72% felt that NAA either
should or probably should adopt a code. About half
thought that a code would either help them or other management accountants resolve ethical dilemmas. Most agreed that
a code would enhance the professional image of management
accountants. A significant minority also believed that a code
would be "window- dressing" because each person acts according to his or her personal convictions.

definitely

With respect to the feasibility of a code of ethics, management accounting closely resembles data processing and internal auditing in which professional persons usually work as
employees. Both the Data Processing Management Assn.
(DPMA) and the IIA have adopted codes which they feel
enhance their professional image and serve as useful educational tools. If NAA were to adopt a code, it should probably
emulate the DPMA and IIA.
The researchers conducted personal interviews with 137
accountants in 10 geographical locations and received 600
responses to a questionnaire mailed to a random sample of
1,000 members of NAA. Throughout the surveys, the researchers took care to assure respondents that their answers
would help NAA decide whether a code seemed desirable and
that no decision had been reached yet.
The interviews revealed that management accountants do
sometimes face ethical dilemmas. Most companies strive to
operate in an ethical manner and their management accountants can resolve ethical dilemmas by selecting the most appropriate alternative for the situation. Thus for most management accountants, a code of ethics was not a "burning issue."
Some companies, however, did exert pressure upon their accountants to act unethically, such as manipulating profit by
shifting expenses between periods or classifying capital costs
as expenses to avoid taxes. Several persons had left former
employers because of these pressures.
Most NAA members who responded to the mail question-

NAA Should Adopt a Code
The researchers believe that the overall study results support the conclusion that NAA should adopt a code of ethics
because:
1. A code apparently would help some management accountants resolve ethical dilemmas.
2. Most NAA members favor a code.
3. Adopting and administering a code would entail a relatively low cost program for NAA.
While adopting a code of ethics does not appear critical to
NAA's continued survival and success, the researchers believe that the potential benefits of a code outweigh its costs.
Dr. Merz gratefully acknowledges the support that Boise offices of Arthur Andersen, Coopers and
Lybrand, Fox and Company, and Hewlett- Packard gave to the accounting department at Boise State
University to enable Dr Mcrz's leave from the University during which much of the research report
was written.
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by C. Mike Merz and David F. Groebner
This month NAA is publishing Toward a Code of
accountants? A major portion of this work deals
Ethics for Management Accountants by C. Mike
with the many existing organizations' codes of
Merz, professor of accounting, and David F.
ethics and their relationship to management
Groebner, associate professor of management, at
accountants.
Boise State University, Boise, Idaho.
This long- awaited publication offers extraordinary
A pioneering work, it examines what ethical
insights into intriguing questions
guidelines exist for management accountants faced
posed by this latest NAA research study.
with irreconcilable choices that form the basis of
Order your copy today —
modern business dilemmas.
95
Should NAA lead the way in developing a code
160 pps. Priced at
of ethics specially designed for management
10% Discount to members

$12
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Small Businesses:
Are You Getting the Credit You Need?
SBA Wants Immediate Comments
Are co m m ercial b an ks meetin g th e
credit needs o f sm a ll businesses? Th e
Sm all Bu sin ess Ad m in istratio n is seeking the an swer fro m th e sm all b u sin ess

community and would like all NAA
members involved in small business activities to answer several questions on
this subject by December 31, 1981. The
SBA would like complete responses to
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You
already
know the value of
yo ur

co mputer co ntro l for
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 OnLine 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 mos t ... 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,

B2

the questions and will accept any inform atio n given on t he sub ject.
1. Ho w well have local and nonlocal
co m m ercial banks met your business
credit needs in recent years? Please
p ro vid e a shor t descr iption.
2. Wh at difficulties, if any, has your
b u sin es s had in obt aining bank c redit?

WILLYOU
SPEND TOO
MUCH ON
FINANCIAL
APPLICATION
SOFTWARE?
TOLAS has the features of the high
priced competition at a fraction of
the cost. So if you've found financial software you like but don't
like its price, talk to Transco mm

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.
Call John Scanlon at (412) 9636770 today for inform ation. The
time to contact Transcomm is
before you spend too much.
A gM -usa company

DATA SYSTEMS
w u K] RQ 2

81 1 1 ma c 0 7 1 FROt S1 Rlu 1 OA

1380 Old Freeport Road
Dept. MA
Pittsburgh, PA 15238
Pittsburgh (412) 963.6770
New York /Metro (201) 992.1155
Houston (713) 738 -5090
Atlanta (404) 581 -0382

3. Do you believe that the characteristics of a bank (e.g., size of a bank,
whether it is headquartered locally or
other) affect its willingness or ability to
meet your business' credit needs?
4. Do any specific policies or characteristics of a bank affect its willingness or ability to meet your business's
credit needs?
5. What experience has your business had with government loan or loan
guarantee programs? What suggestions
would you make regarding these programs?
6. Please make any other specific
comments or recommendations concerning how the commercial banks can
make improvements in meeting your
short -term and long -terms credit needs.
Please furnish the following information about your business:
a. What is your form of business
organization?
1. Proprietorship
2. Partnership
3. Corporation
b. Please classify your major business activity using one of the categories. If more than one applies, please indicate only the one contributing the
most to your gross sales or total revenues.
I. Retail trade — franchise
2. Retail trade —other
3. Construction
4. Service
5. Wholesale trade
6. Commodity dealers
7. Realty firms
8. Manufacturing
9. Mining
10. Security brokers /dealers
11. Transportation
12. Other (specify)
c. During your last fiscal year, what
were your gross sales or revenues, net
of sales taxes and other excise taxes?
d. How many employees do you
have including yourself? (number of
full -time equivalents)
e. What were the total assets of your
business for the most recent fiscal year
end?
►► 70
MANAGEMENT ACCOUNTING/ DECEMBER 1981

In the Library
Valuing a Business: The Analysis and
Appraisal of Closely-Held Companies

Any book reviewed here is available
from the NAA Library. Members may
borrow books for a two-week loan period
by mail, telephone or personal visit. Address Ms. Miriam Redrick, Manager, Li•
brary Services, NAA, 919 Third Avenue,
New York, N. Y. 10022 — (212) 754 -9736.

Shannon P. Pratt, Dow -Jones Irwin,
Inc., 1818 Ridge Rd., Homewood, IL
60430, 1981, 409 pp. —A primer on the
theory and practice of valuing a business or an interest, this book is for professional advisors to business owners,
such as CPAs, attorneys, financial estate planners, business consultants and
others. The author brings the essentials
of business valuation together in a single
expository and reference manual.
How to be Your Own Advertising
Agency

Editor, Stan F. Stec

er reader those aspects of a given situation and the authorities involved that
need to be considered in order to make
knowledgeable decisions.
How to Organize Your Marketing
John Hathaway- Bates, Asigan Ltd., P.O.
Box 10688, Beverly Hills, CA 90213,
1981, 157pp.—The forms and methods
described in this book can be used to
perform the management tasks of any
marketing investigation. Using the examples and methods as models enables
the creation of more precise forms and
analysis methods suited to a particular
need of the reader.

Bert Holige, McGraw -Hill Book Co.,
1221 Ave. of the Americas, New York,
NY 10020, 1981, 215 pp.—Offering a
clear picture of the scope and complexity of the field, this authoritative work
covers everything from the legal considerations involved to the creative challenges of doing your own advertising.
The managerial responsibilities and Handbook of Mergers, Acquisition and
functions are explained in detail, with Buyouts
special emphasis given the economic
factors to be considered.
Steven James Lee and Robert Douglas,
eds., Prentice -Hall, Inc., Englewood
The Management of Working Capital in Cliffs,NJ 07632, 1981, 747pp. —FourHospitals
teen topical areas in the handbook cover
the essential information needed by the
Robert W. Broyles, Aspen Systems Corp., "nonprofessional practitioner" for an
1600 Research Blvd., Rockville, MD understanding of the field. It can be
20850, 1981, 499 pp.—The purpose of used by the practitioner or executive to
this text is to familiarize practicing ad- understand the issues and reasoning of
ministrators and students of health care other professionals on the acquisition
administration with the fundamentals of team and by the accountant to underworking capital management and the stand the impact of the merger upon
techniques of controlling activity, par- public relations with shareholders and
ticularly in achieving the goals and ob- the investment community.
jectives of the hospital enterprise.
Productivity: The Human Side
Tax Guide for Patents, Trademarks and
Copyrights
Robert B. Blake and Jane Siygley Mori ton, AMACOM, 135 East 50th Street,
Taxation Committee ofthe Patent Law New York, NY 20020, 1981, 133 pp.—
Association of Chicago, Clark Boardman The behavioral sciences are a gold mine
Co., Ltd., 435 Hudson Street, New York, of ideas about how to be effective in
NY 10014, 1981, 258 pp.—Provides an achieving production. When managers
outline of the statutory, case and regula- recognize and understand the principles
tory law as it pertains to tax aspects of clearly described in this text, they can
intellectual property. The objective of promote productivity, reduce absenteethe work is to indicate to the practition- ism and inferior quality, and stimulate
MANAGEMENT ACCOUNTING /DECEMBER 1981

the creativity that is so essential for
finding sound solutions to the many
chronic and acute problems facing us
today.
Understanding Inflation Accounting
Timothy S. Lucas, McGraw -Hill Book
Co., 1221 Ave. of the Americas, New
York, NY 10020, 1981, 82 pp.—Written
under the auspices of the Financial Accounting Standards Board, this authoritative work is designed for anyone who
needs to read and understand annual reports. It explains complex concepts in
simple, nontechnical and direct terms,
describing how to use and analyze constant- dollar and current -cost financial
disclosures.
Controllerships: The Work of the
Management Accountant
James D. Willson and John B. Campbell, John Wiley & Sons, 605 Third Ave.,
New York, NY 10016, 1981, 889 pp. —In
presenting an integrated and future -oriented treatment of practical controllership, the authors place greater stress on
financial planning and on efficient management of working capital and other
assets and liabilities of the company.
Numerous illustrations and examples
are taken from a wide variety ofindustries and business situations. This book
has been planned to maximize the applications for not only the larger firms but
also the medium and small companies.
Work Sharing: Issues, Policy Options
and Prospects
Fred Best, W.E. Upjohn Institute for
Employment Research, 300 South West nedge Ave., Kalamazoo, MI 49007,
1981, 204 pp.— Intended to encourage
readers to think of work sharing as the
general idea of reducing work time in
order to spread employment and to recognize that there are many approaches
to this general objective. This monograph is in large part theoretical and
speculative because empirical data are
sparse and the topic of work sharing is,
for the most part, a largely unexplored
issue.
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PREPARING ADMINIST RATIVE MANUALS
by Susan Z. Diamond
Properly designed and used, administrative
manuals can be extremely valuable corporate
communications tools. To use these manuals
properly, the reader must have specialized
communication skills. The purpose of this book
is to provide the reader with those skills. It
shows in simple, logical steps how to develop
usable manuals that will save your organization
time and money. If you have been charged with
the responsibility for creating administrative
manuals, this book will give you the tools you
need to create the most useful and effective
manual possible.
AMACOM
133 pp

1981
$17.95

recommendations
directed
management accountants.

THE STRATEGIC EVALUATION AND
MANAGEMENT OF CAPITAL
EXPENDITURES
by Robert E. Pritchard
and Thomas J. Hindelang

National Association of Accountants
154 pp.

This book is a unique Integration of the capital
budgeting process and the new management
;systems of strategic planning. It contains
discussions of cash flow, the future value of
money, tax breaks, depreciation methods and
lease -buy decisions— accompanied by an array
of line drawings, decision trees, organization
Charts, formulas and tables.
AMACOM
304 pp

This comprehensive collection of model forms
simplifies and improves all aspects of financial
analysis and planning —from projecting sales,
inventory and manpower to preparing first -rate
reports. It contains 550 ready -to -use financial
forms, charts and worksheets which eliminate
the time, effort and expense of designing forms
from scratch. The handbook pictures each
specialized form in full size and shows readers
exactly when, where, and how to use them for
effective control. Some of the areas for which
they can be used to improve profit performance
include asset acquisition, leasing and mergers,
investment instruments, cash and credit
management,
collections,
payroll,
and
accounting. The forms deliver accurate and
meaningful information to all levels of
management, and disclose trends that don't
often show up on an income statement or
balance sheet,
Prentice -Hall, Inc.
960 pp.

toward
1981
$7.95

Written under the auspices of the Financial
Accounting Standards Board, this authoritative
work is designed for anyone who needs to read
and understand annual reports, especially
those who are not experts in the technical
aspects of accounting. It examines these
complex concepts in simple, non - technical, and
direct terms — describing how to use and
analyze constant - dollar and current -cost
financial disclosures. Lucas points out that
recently published annual reports for large
public companies in this country are required to
provide information previously not included on
the company performance adjusted for the
effects of inflation. He explains, in detail, how
companies now report this type of economic
data and demonstrates how to use and
interpret the material.

THE AUDIT DIRECTOR'S GUIDE: HOW TO
SERVE EFFECTIVELY ON THE CORPORATE
AUDIT COMMITTEE
by Louis Braiotta

McGraw -Hill Book Co.
82 pp

1981
$7.95

This balanced, up -to -date presentation of the
professional tasks of audit directors offers an
integrated and comprehensive treatment of
theoretical and practical aspects of audit
committees.

THE HANDBOOK OF THE BOND AND
MONEY MARKETS
by David M. Darst

This book is the first to show financial
executives how to gain effective control over
inventories. It presents a methodology for
creating this control and deals with the subject
solely from the viewpoint of the financial
executive.

Many changes along with new investment
procedures and tactics, new participants, new
technological aids, new legal aspects, and new
regulatory and tax parameters have increased
the scope, complexity and even the character
of the fixed - income securities markets today.
This handbook is designed to help the investor
understand and take advantage of these new
developments. Unlike other works in the field, it
presents information on all the participants in
the markets and provides specific techniques
for formulating strategy and investing on a day to -day basis. Charts, graphs, tables, guidelines,
worksheets, examples, and simplified formulas
are included.

Ronald Press
251 pp.

McGraw -Hill Book Co.
461 pp.

John Wiley & Sons
303 pp

1981
$24.95

HANDBOOK OF ANNOTAT ED FINANCIAL
FORMS
by Robert P. Vichas

UNDERSTANDING INFLATION
ACCOUNTING
by Timothy S. Lucas

NAA's Management Accounting
Book Service enables members to
purchase books from a number of
major publishers at a 10% discount.
This month's special selections are
summarized on this page. Orders
accompanied by payment may be
sent on the form provided. For foreign orders, please request pro forma invoice. (Prices guaranteed for
90 days only.)

1981
$29.95

INVENTORY CONTROL FOR THE
FINANCIAL EXECUT IVE
by Thomas S. Dudick and Ross Cornell

1981
$54.95

1979
$35.95

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Qu an t i t y

Please arrange to have the following literature sent to me
Title
Price Ea

Member Acct No
SHIP TO:

Total

Subtotal
Less 10% Discount .. .

TRANSFER PRICING: TECHNIQUES AND
USES
by Ralph L. Benke, Jr.
and James Don Edwards

S ubto tal... . . . . . . . .
Add

- -

Postage and Handling

$2.Ibook,4tb CI. Book Rate
(6.8 wks. deliv (
$3lbook UPS (4.6 wks deltv.)

PAYMENT MUST ACCOMPANY ORDER

TOTAL

—
—_

.. . . . . $ _

_..

Mail T o: Miriam Redrick, Manager, Library Services
National Association of Accountants, 919 T hird Ave., New York, N.Y. 10022

offer

Decentralized business enterprises organized
as responsibility or profit centers employ
transfer pricing in allocating costs. This study
was designed to determine the various
applications of transfer pricing within different
companies and within different industries. The
authors analyze their findings and

1981
$29.95
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People in the News
Rex I. Frieze, Colorado Springs- Pueblo.,
has been named controller of Aikman
Companies.
Lloyd E. Pitts, Columbia, has been admitted into the partnership of Ernst &
Whinney.
Robert G. Holt, Connecticut Gateway,
has been promoted to general manager
of the Milcom Systems Division of Miller Communications, Inc.
Gary M. White, Dallas, has been appointed senior vice president of Lomas
& Nettleton Financial Corp.

NAA Chairman Robert J. Donachie addresses meeting of
Beta Alpha Psi accounting honor society at Kent State
University. Executive Director Robert L. Shulfis watches
from first row.

Promotions and New Positions

now controller at Drapela & Associates.

Peter J. George, III, Albany Chapter
past president, has been named controller of the College of Saint Rose.

Warren N. Waggenspack, Baton Rouge
Chapter past president, has been elected
chairman of the board of the State National Life Insurance Co.

John H. Merrett, Albuquerque past
president and current NAA national director, has been elected president of two
newly established corporations: The
New Mexico Educational Assistance
Foundation and The New Mexico Student Loan Guarantee Corp.
Douglas F. Ziesemer, Ann Arbor, has
been elected president of Gallup -Silkworth Co.
Roger E. Jennings, Asheville, has been
promoted to assistant controller at
Asheville Steel Co.
Claire Crouch, Atlanta North, is now assistant controller of AMEV Holdings,
Inc.
Giles W. Bailey, II, Augusta, has been
promoted to assistant controller of
Georgia Iron Works.... Carla H. Barfield has joined W. F. Hall Printing Co.
as plant controller.
At Elgin Butler Brick Co., Thomas G.
Arnold, Austin Area Chapter past president, has been appointed operations
vice president, and John A. Mikus is
now controller.... Vivian M. Miller is
66

B. Bragg Comer, II, Birmingham -Vulcan, is now corporate controller at
Avondale Mills.
Frederic L. Cook, Buffalo, has been appointed partner -in- charge of Coopers &
Lybrand's Buffalo tax department... .
Charles I. Unger, chapter past president, is now controller of Buffalo Forge
Co. . . . James M. Wright has been
named controller at KVS Information
Systems Inc.
Keith E. Bruxvoort, Calumet, is now
corporate controller at Land O' Frost,
Inc.
Neil W. Boynton, Cape Canaveral, has
joined Wuesthoff Hospital as controller.
Michael T. Jetton, Chattahoochee Valley, has been named vice president and
controller of Swift Textiles, Inc.
Victor H. Brown, Chicago, has joined
Firestone Tire & Rubber Co. as vice
president and chief financial officer.
Frank A. Brown, Cincinnati, has been
admitted into the partnership of Ernst
& Whinney.

James R. Downie, Delaware, has been
appointed controller of ICI's films division. . . . Richard K. Rebmann has
joined Harrah's Hotel and Casino in Atlantic City as head of management services. . . . Harold D. Smith, II, is now
assistant director of E. I. DuPont De
Nemours' industrial accounting division, finance department.
Donald R. Drummer, Denver, has been
named senior vice president and comptroller at the Colorado State Bank of
Denver.
At Meredith Corp., Larry D. Hartsook,
Des Moines Chapter president, has been
elected a vice president and director of
financial controls, and Richard L. Run dall is now controller of book publish ing/family shopping service.... Joseph
A. Saccento has joined Kagin's Numismatic Investment Corp. as marketing
vice president.
Gerald M. Gabriel, Detroit, has been
named vice president and senior accounting officer at Manufacturers National Bank of Detroit.
Harold E. Kline, East Bergen —Rockland, is now controller ofthe George H.
Swatek Co.
Robert F. Maddox, Elkhart Area, has
been promoted to corporate controller
at Goshen Rubber.
At Lincoln National Corp., Daniel D.
Austin, Fort Wayne, has been named assistant vice president; Stephen H. Baker
has been elected assistant vice president
and director of real estate sales and financial reporting for the Development
MANAGEMENT ACCOUNTING /DECEMBER 1981

Corp., and O. Douglas Worthington is
now assistant vice president and national pension controller of the Corporation's Pension Insurance Co.... Jo A.
Hinrichs has joined YWCA as associate
director of business administration.

J . William Grinstead, Louisville, has
been appointed controller of Devoe &
Raynolds Co. and Devoe Marine Coatings Co., divisions of Grow Group, Inc.

has been promoted to assistant plant
manager of Raytheon Bristol, Tenn.,
plant. . . . James T. Tucker, chapter
past president, is now vice president of
Raytheon Subsidiary Support Co., Inc.
Michael W. Hill, Lynchburg, is now director of finance for the City of Lynch- ...Robert M. Tuttle, also a past president, has been named division controlburg.
ler of Raytheon'Co.'s missile systems division.

Arthur R. Holly, Fox River Valley, has
been promoted to accounting manager
at ARI Industries.
William R. Matteson, Hawaii, has been
elected director of management reporting at Pacific Resources, Inc.... Craig
K. Slayter has been promoted to principal at Alexander Grant & Co.... Edwin T. Tamaru is now treasurer of Hawaii Management Corp., an affiliate of
Blackfield Hawaii Corp.
Eugene F. Oncken, Houston —Lone
Star, has been elected president of First
City Bank — Inwood Forest, a unit of
First City Bancorp. of Texas.
Erma Fitzharris, Indiana East, has been
elected executive director of Yokefellow
Institute.
Robin L. Wood is now
controller...
at Earlham College.

o

46

HOFFMAN
Mich. Upper Peninsula

HALOM
Minn. Vikinq

Francis M. Cleary, Massachusetts
Route 128, is now assistant controller at
Keane, Inc.
John L. Livingstone, Member -at- Large,
USA, has been named the Kenneth Leventhal Professor and director of the
Center for Accounting Research at the
University of Southern California
School of Accounting.

Donald W. Pangborn, Jamestown -Warren Chapter past president, is now assistant controller at Truck Lite Co., Inc.

Donald M. Castle, Merrimack Valley,

Mark W. Hoffman, Michigan Upper Peninsula, has been named vice president
and controller of the Upper Peninsula
Shipbuilding Co.
James T. Halom, Minneapolis Viking.
has been named senior vice president
and treasurer at Control Data Corp....
At Pillsbury Co., Herbert D. Ihle has
been elected vice president and controller, and Jerry L. Ford, CMA, was
named vice president, finance, for Pillsbury's consumer products group. He is
a current national director and member
of the Board of Regents of the Institute
of Management Accounting.
M. Edward Fenton, Mohawk Valley,
has been named vice president, treasurer and controller of Camden Wire Co.,

Frederick B. Mickel, Johnstown Chapter past president, has been named president and chief executive officer of
KDM Information Systems, Inc.
Armando Alcaraz, Las Vegas, has
joined Arizona Pacific Airlines as controller.
Dale G. Barney, Lancaster Chapter past
president, has been named controller at
Congoleum.
Alan Davies is now
...of the Harrisburg Disgeneral manager
trict for Servomation Corp.... Dale E.
Matt, has been admitted as a partner of
Dorwart, Andrew & Co.
Janet J. Deidloff, Long Beach, has been
promoted to general accounting manager of Excellon Automation.
Joseph C. Cahn, Los Angeles, has been
made a partner in the firm of Miller,
Arase, Kaplan, Sheets & Co., CPAs....
Anthony R. Leach has been elected vice
president— accounting of Occidental
Petrol eum Co rp.... James D. McMenamin, has been appointed chairman of
Glacier Park Co., a subsidiary of Burlington Northern, Inc.
MANAGEMENT ACCOUNTING /DECEMBER 1981
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Balance your personal and professional life
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John P. Glynn, Montgomery, has been
elected to the new post of executive vice
president at Blount Inc. He will continue as chief financial officer as well.
Morton Kaplan, ,Morristown, has been
promoted to general manager of the
New Jersey division of Scientific-Atlan ta, Inc.

secretary - treasurer of Tipperary Corp.
Joseph F. Gorman, Philadelphia, has
been named a vice president at Provident National Bank.
Crowson H. Hunt, Piedmont -High
Point, has been named vice president of
finance at Geo. T. Wood & Sons, Inc.

Peter K. Dunn, Northwest Suburban
Chicago, has been named vice president
and controller of Gould Financial, Inc.
Peter A. Del Franco, Orange Coast California, is now vice president— finance
and treasurer for Dunn Properties and
Fredricks Development.
Cliff Buchanan, Permian Basin Chapter
president, has been promoted to vice
president — technical services at Superior Software Services, Inc.... James D.
Ross has been elected a director and

y

Julie A. Karg, New Jersey Meadowlands, has joined Cris Associates as executive director of accounting and financial recruiting.

-

Inc., and has been elected to the board
of directors.

A lf'.
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Minn. Viking

Minn. Viking

At Wachovia Bank & Trust Co., N. A.,
Eugene Rossitch, Piedmont WinstonSalem past president, has been promoted to foreign exchange manager of the
international department, and Felipe
M. Villalon has been named manager of
the international operation unit.
At Dravo Engineers and Constructors,
a unit of Dravo Corp., William E.
McDonough, Pittsburgh, has been

named controller— Pittsburgh; John G.
Mika is now manager of cost engineering for Pittsburgh operations, and Helen A. Minder has been appointed controller for Dravo Corp.'s Aggregates
Division.
James J. Vistica, Portland - Willamette,
is now controller and assistant treasurer
of Northwest Natural Gas Co.
Lisa M. Allison, Princeton, has been
promoted to manager of financial analysis in the comptroller's department of
Dow Jones.
Lawrence W. Brooks
... treasurer of Lithoid.
has been appointed
Richard G. Elder, Raleigh Area, has
been named controller of Westinghouse
Electric's transformer divisions in Pittsburgh.
Robert D. Bechtel, Reading, has been
named controller at Ludens, Inc.
...
Dennis L. O'Brien is now assistant
comptroller of Metro Edison.
Richard A. Holloway, Richmond -Lee,
has been named vice president and controller ofThe C omput er Co .... Thomas C. Smith is now vice president, capital division audit staff, at the Bank of
Virginia.
Robert M. Keene, San Antonio, has
joined Riddle Oil Co. as assistant controller.
Antonio M. Pruna, San Juan, has
joined Foster Parents Plan International
in Warwick, R.I., as a travelling regional controller.
Priscilla H. Malone, Southeast Alabama, has been named vice president of
Frit Industries.
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CPA Software
Best Tools
...Your
Yet for Improving
Accounting Practice:
► Small Business Accounting
and Financial Reporting
System
► Time and Expense
Management System

".

System/34
Fin Plan'. Financial Planning
and Modeling System.
► Evaluate Business Opportunities in Minutes
► $1350 One -time
License Fee

l

System/23

111]❑
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AccounTech
AccounTech Systems, Inc. - 28104 Orchand lake Road, Suite 108
Farmingto n Hills, M I 48018 - 313/626 -0770
68

Robert L. Lanning, St. Louis, has been
named controller at Pershing Oil -Ohio
Co .. .. M ichael B. Snyder, CMA, has
joined the St. Ann School of Music
Service, Inc. as controller.
Steven E. Engelman, Suburban Northeast Philadelphia, is now assistant corporate controller at SPS Technologies.
Philip J. Adams, Toledo, has been admitted into the partnership of Peat,
Marwick, Mitchell & Co.
At Crompton Co., Dennis W. Burris,
Virginia Skyline, has been promoted to
assistant manager of production planning and control, and George F. Smith
is now plant manager.
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Douglas E. Arnold, West Central Ohio,
has been named controller of Pressure
Systems Inc.... Zelda M. Wolfe is now
assistant manager at Campbell Tools
Co.
John T. Dunbar, Westmoreland County
past president, has been appointed vice
president — technical services for the
Mid - Continent Telephone Corp.
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Robert F. Warwick, Wilmington, has
been elected vice chairman of Wilmington Industrial Development Inc. He
also has been elected to a three -year
term on the board of directors of the
Foundation of the University of North
Carolina at Wilmington. In addition, he
retains his duties as managing partner
of Lowrimore, Warwick & Co,
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Harry J . Batcheller, Worcester Area
past president, has been appointed controller of Scopus Corp.

,Gr

1 9 8 1 -8 2 Hist a co u nt C at a lo g .
FREE
52 Pages of h ard -t o -fin d Acco untant s' sup plies,
pro fes s io n al card s, s tat io n ery an d co l umn ar p ad s .
Histacount's new catalog is ready now. At your
request we will rush it to you by first class mail. You will
find this special Accountants' edition to be a convenient
time - saving source of supplies for your office: copier
paper • addressing labels • color coded file folders
• modern file cabinets • illuminated signs • and more.

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 oJ' annual dues. The intent of this
provision of the Byla ws is to recognize the
debt that the Association owes to members of
long .standing.
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Shoreland C. Matthias, York Chapter
past president, has been elected president of J. R. Purtscher Ready -Mix Concre t e . . . . Richard C. Reierson is now
controller of Morton Metalcraft Co.

Kenneth A . Boos, Niagara.
Robert T. Bro adie, South Jersey past
president.
Clifford V. Bry an t, Knoxville.
Joh n P . C ala m ar i, Wabash Valley.
Gerald C. Con d o n , Madison.
Klaus U. Fels, Oaklan d -East Bay.
Ervin G. Fean y , I llowa.
Frank S. Fin n erty , Mohawk Valley past
president.
Ot is O . Gillwo rth , Jr . , Houston -Lone
Star.
S . John Gu so n, Olean- Bradford Area
past president.
Allen W. Haw kin s, Chattahoochee Valley.
R. E. (Bud) Jaco b s, Indianapolis.
John T. Jo n es, Alameda County - South.

Y OUR

OS SK

Cust om forms for your prac t i c e .
Histacount — famous since 1928 as printers to the
profes sions — has a cust om forms dep artmen t that
helps you design exactly the form you want and need.
For a no- obligation design kit, just check the box at the
bottom of the coupon.

Send this coupon t oda y. We'll rush you our free
cat al og a s l ong as the supply la st s.
I

r
'

HISTACOUNT

'

Please rush m e your new Accountants' Catalog.

965 Walt Whitm an Rd., Melville, N.Y. 11747

'
'

'
'

'
Name

Plcasc Print

'

'

Address

City

i

State

Zip
'

C he c k he re if you wis h a c us tom forms kit
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Adele E. Knauf, Rochester past president.
Joseph J. Majesky, Syracuse,
David Markow, Rochester.
Donald J. Metzger, Rochester.
Matthew C. Raksa, Raritan valley.
Ralph L. Raymond, DenverRobert H. Schnier, Cincinnati.
James A. Simmons, Atlanta North.
J. Gilbert Tinker, New York.
Stanley H. Wheater, Mohawk valley
past president.

mond past president, 1946. ELA.
C.E. Johnston, 46, Mt. Rainier, 1980.
William L. Kerr, 74, Member -at- Large,
Australia, 1946. ELA.
Anita P. Kirby, 41, Hawaii, 1968.
Solomon Lagrimas, 63, Hawaii, 1968.
Glen R. McDaniel, 63, Portland -Willatnette, 1952. ELA.
John L. Miller, 54, New Orleans, 1975.
Jack Neff, 51, Fort Wayne, 1972.
Oswald Nielsen, 76, San Francisco,
1944. ELA.
Roy A. Oman, 60, Member -at- Large,
USA, 1961.
Lloyd D. Peters, 60, Stockton Area past
president, 1969.
In Memoriam
Elmer A. Phail, 41, North San Diego
County, 1978.
Sylvin Bilsky, 67, Los Angeles, 1974.
Richard L. Buel, 71, Olean- Bradford Charles V. Shafer, 55, Ithaca- Cortland,
Area. 1958. Emeritus Life Associate.
1981.
M.W. Carson, 73, Susquehanna Valley John F. Shea, 57, Miami past president,
past president, 1944. ELA.
1956. SCMS. ELA.
M.L. Solomon, 50, Montgomery- Prince
J.L. Ciesielski, 54, Michiana, 1968.
Melvin T. Coutts, 74, Mid- Florida, Georges, 1968.
Harold B. Taylor, 80, Susquehanna
1953. ELA.
L.L. Fielden, 83,Southern ,Maine past Valley, 1930. ELA.
president, 1951. SCMS. ELA.
Betty L. Thamm, Boise, 1964.
L. Guy Hunt, 70, Richmond -Lee; Rich- Marcel N. Wahba, 63, Philadelphia,
1969.
John T. Ward, Olean- Bradford Area.
I
1977.
Quay M. Wassam, Jr., 63, Portland Willamette past president, 1960.
•THRU�INDEPENDENT�CORRESPONDENCE�STUDY
*GRADUATES�QUALIFY�FOR�ADMISSION�CA�BAR„ James E. Wilmotte, 66, Northwest SubU.S. Federal Courts. U S. Supreme Court, U S Tax
urban Chicago, 1970.
Courts plus Administrative Courts as CA Attorney.
•CALIFORNIA�RESIDENCY�NOT�REQUIRED

•�REGISTERED�LAW�SCHOOL,StateofCalifornia
Calif Residents

800- 423 -4530

213- 795 -5558

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

M a Fi<ac @uK-ToHg
IPDNW6, &HP HIRIPOO pug
NEW! PRE - PRINTED ON 81/2 x 111

• Management Reports
•�Audit�Workpapers
• Financial Statements
•�Journals�and�Ledgers
•�Graphs,�Logs�&�More

WRITE TO DEPT, D FOR FREE 81 PAGE
CATALOG CONTAINING OVER 130 INNOVATIVE FORMS AND LOTS OF
CREATIVE IDEAS.

rloou nif?wIDTU

C❑ (6,

2011 Rolling Hills Road, P.O. Box 255813
Sacramento, California 95625
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W.M. Young, Jr.
Named Consultant at
American Appraisal
W,M, Young, Jr., former executive director of the National
Association of Accountants, has
been named consultant to the
president of American Appraisal
Co., subject to his continuing
responsibilities to the Association. His new duties will be in
the areas of marketing and business development, including participation in the company's
Speaker's Bureau activities, conferences and seminars, district
office coordination, special programs and new service investigation. He will have offices in
Baltimore, Md.
❑

cha
Sing
your
address?
To ins ure
un int e rr u p t e d

Committee of Bar Examiners.

Nationwide [oil-free

formation, contact Gerald L. Feigen,
associate advocate for capital formation and venture capital or Steve
Stanalonis at (202) 653 -7584.
❑

Sm all Businesses:
Are You Get ti ng the Credit
You Need?
62 44
f. What is the location of your business?
1. Rural
2. Small town (under 25,000
population, non -SMSA)
3. Suburban
4. Urban
Please send your written comments
to Frank S. Swain, chief counsel for
advocacy, SBA, 1441 L Street NW.
Washington, D.C. 20416. Also, please
send a copy of your answers to Alfred
M. King, managing director of professional services, NAA, 919 Third Ave.,
New York, N.Y. 10022. For further in-
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#80120 THE MAKE -OR -BUY DECISION

#80117

By Anthony J. Gambino
Will your company add a new production line or subcontract
the work? Your input can be the deciding factor. Base your
decision on your company's situation and the experience of
350 other companies that have faced the make -or -buy decision. This informative publication also features personal
interviews with 18 management executives who share their
decision - making process with you.
128 pages
Price $10.95
Other informative publications
#79113 MAINTENANCE PLANNING AND CONTROL
By James H. Bullock
The co sts of maintaining a plant and equipment as well as co n.
trolling those costs affect pricing, replacement and other production decisions. Examine the current state o f accounting for
maintenance. Learn what information is essential and ho w to
develop that inf ormation, as well as the techniques and methods
to emplo y in projecting, planning and contro lling maintenance
costs. Research for this study included a survey of 91 companies
and 18 interviews conducted at the plant level.
14 6p a ge s
Price $10.95
#79114 PROPOSED FUNDS STATEMENTS FOR MANAGERS
ANDINVESTORS
By Harold E. Arnett
Modifying funds statements, as recommended here, could make
these documents much more useful than they are now... without
violating any GA AP. Concludes with statement data of potential
value in daily operations.
137 pages
Price $10.95
#6128 USE OF GRAPHS IN INTERNAL REPORTING
Learn ho w graphs can help yo u co mmunicate co mplex ideas,
quickly and easily. This booklet clearly explains the various
typ e s of gr a phs a nd e xa mp le s o f how the y a re us e d. Ide a l f or
any management acco untant who prepares planning, analysis
and projectio n f igures.
32 pages
Price $2.95

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

The buy -or -lease decision is made regularly by management
acco untants on air co nditio ners to zeppelins, and everything
in between. This study examines every aspect of leasing ver-

sus purchasing and develops a decision model representative of sound corporate business practice. Research includes in -depth interviews with lessees, lessors, CPA firms,
bond rating agencies and a detailed survey of 925 corporations. Comprehensive, conclusive - ideal for corporate decision makers or classroom study.
126 pages
P r i r a sin as
�

ORDER FORM- - - -
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lonal Asso ciation o f Ac countants
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022
Please send me the following publications:
Number
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All orders totaling less than $20.00
must be prepaid. Allow 4 weeks for
delivery.
SHIP TO:

$

Less 10%
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Discount
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Address
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New Products/ Services
analysis and bonds calculations. Other
functions include compound interest,
amortization, net present value, internal
rate of return, depreciation schedules,
and a feature only HP offers: odd -days
interest, which lets users amortize over
the life of a loan interest accrued during
the initial "odd days" period. Statistical
analysis and calendar functions are also
pre - programmed. Write to: Inquiries
Manager, Hewlett- Packard Co., 1820
Embarcadero Road, Palo Alto, Calif.
94303.

Monroe OC 8820 Occupational Computer
Monroe Systems for Business has introduced the OC 8810 and 8820 Occupational Microcomputers for business
with power and operating capabilities
previously found only in higher priced,
less accessible minicomputer systems.
The OC 8810/20 can be used both as a
small business accounting system and
an occupational computer for managers
and professionals. Monroe's Multi Tasking Operating System enables the
computers to handle multiple functions
simultaneously. Accounting, financial
and information management applications software all are being offered.
Phone J. M. Reed, (201) 540 -7635.
Xerox Corp, has developed the 350 Color Slide System which allows users to
create full -color 35mm slides electronically. Compared with the conventional
cut - and -paste method of slide - making,
the 350 CSS can design an entire set of
slides in a fraction of the time, at a fraction of the cost, Eliminating typesetting,
photography, the use of color gels and
dyes, stripping -in and other time -consuming and costly tasks, the new system
makes creating color slides as quick and
easy as using a typewriter -like keyboard. It consists of a computer terminal with CRT screen and keyboard, two
disk drive units, and a telephone modem. Write to Xerox Reproduction
Centers, Xerox Square 862, Rochester,
72

N.Y. 14644, or the XRC nearest you.
United American Service Corp,
(UASC) has introduced the Business
Manager, the first total financial service
package tailored for small -to- medium
businesses. The new service uses an
IBM Displaywriter System with programs supplied by UASC. With Business Manager, companies can perform
most of the cash management and routine banking tasks in their own offices,
around the clock. The package provides
instant access to checking and savings
accounts, electronic bill paying, and
cash management through continuously
updated information on certificates of
deposit, savings and money market
rates. It also includes educational services and information on the latest available banking services. In addition, the
Business Manager provides a link to a
national financial information and news
network, as well as an electronic mail
system. Phone James W. Fouche, Jr.,
(651) 637 -2035.
A new programmable "slim line" calculator designed for financial problem solving has been introduced by Hewlett Packard. Standard features include a
liquid - crystal display and continuous
memory. The new HP -12C can be used
for solving time - value -of -money problems, such as discounted cash -flow

Transcomm Data Systems Inc, has released the latest addition to its TOLAS
software line of financial systems: the
Oil and Gas System. Operating on the
Digital PDP -11 family of computers, it
is currently the only BASIC - PLUS -2
RSTS -based software to control the accounting operations of .energy producers. The new system interfaces to the
standard accounting systems of accounts receivable, accounts payable and
general ledger, facilitating companywide financial operations. Specifically,
the Oil and Gas System distributes the
costs and revenues of energy exploration and production. Eliminating the
need for separate accounting systems to
control energy operations, the system
permits fast and accurate productions of
accounting reports, consolidating statements and financial forecasts. Phone
Beverly Gaich (412) 963 -6770.
Index of Products and Services
Ac c o unT ec h S y s tems , Inc . . . . . . . . . . . . . . . . . 68
Ac c o un tem p s . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
B o o k S e r v ic e . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 5
Certificate in Management Accounting . . . . . . 5 0
Citibank
..............................9
... Accounting Corp
Comprehensive
C -3
....... .
C o ntinuing Ed uc atio n P ro gram
. ..
..
. ..
..
. ..
. 64
C P T C o r p o r a t io n . . . . . . . . . . . . . . . . . . . . . . . . 4 9
Du n & B r a d s t r e e t . . . . . . . . . . . . . . . . . . . . . . . . . 7
F a s t - T a x . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 1 & 23
His t a c o u n t C o r p . . . . . . . . . . . . . . . . . . . . . . . . . 69
1 ntern al C o n tro l C o mp any . . . . . . . . . . . . . . . . 70
Management Science America, Inc
36 -37
Mc C o r mac k & Do d ge . . . . . . . . . .
. ..
..
. ..
..
. ..
..
18-19
MDS QantelCo rp
.. . . . . . . . . II
.......
Merrill Lynch -IRA..
/Keogh
..
..
. ..... . . . . . . . . . . . 5
Monroe Systems for Business . . . . . . . . . . . 4 2 - 4 3
Mus t R eading for Decis io n- Makers . ... .. ... 71
NAA R e s earc h . . . . . . . . . . . . . . . . . . . . . . . . . . 61
R e p u b lic B a t ik . . . . . . . . . . . . . . . . . . . . . . . . . . . . I
R o b e r t H a l f . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 -4
S heaff er Ea to n . . . . . . . . . . . . . . . . . . . . . . . . . . 67
Software International . . . . . . . . . . . . . . . . . . G 2
S o u th lan d U n iv e rs ity . . . . . . . . . . . . . . . . . . . . . 7 0
T ran s c o m m Da ta S ys te ms . . . . . . . . . . . . . . . . . 62
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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
more than tri led my income!" _Joe Donahue, D Denver,
en er, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSIVE".
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.
What is COMPREHENSIVE?
COMPREHENSIVE I s 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
COMPREHENSNE'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 many clients?
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!

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

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.

'These sales, profits or
earnings are of a specific
franchise and should not be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any other franchise. The
franchisor does not represent
that any franchisee can
expect to attain these sales,
profits or earnings. There are
currently 190 accountants in
the franchisor's Associate
and Affiliate Programs. Mr.
Donahue is in the Affiliate
Program, which began in

What happened?
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.

1976. Of all Affiliates in the
pro gram who had completed
at least one full calendar year
in practice as of January 1,
1979, six o f 34 individuals (or
18 percent) achieved
annualized billings in excess
of $5,500 per mo nth 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

Back to money
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.

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

from a low of $65,969 to a
high of Mr. Donahue's
$213,543 with a median of
$107,497. Of these, only one
individual attained billings of
less than $100,000.

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!

L

regulatory agencies. So here
they are:

Call M. K. Savage
Toll free )800) 323 -9000

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

I'd like to know more about my
' opportunities as a COMPREHENSIVE accountant!
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Joe Donahue,a
COMPREHENSIVEaff late
inDenver. Cobrado
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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 consta nt problem. At Robert
Half, we've found a solution. Our specialists
have been dealing exclusively with accounting, financial and edp professionals for more
than 30 years.

By using the latest techniques, we carefully evaluate each top candidate. That way
we ca n 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.

IM IR C M E R T R A LF

p accounting, financial and edp personnel specialists

ALBUQUERQUE • ALLENT'OWN • ATLAMA • BALTIMORE - BIRMMINGHAM - BLOOMINGTON (MN) • BOSTON • BUFFALO • CHICAGO • CINCINNATI • CITY OF COMMERCE (CA)
•CLAYTON • CLEVELAND • CL[FCON ( NJ)•COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER - DES MOINES • DETROIT • FORT LAUDERDALE • FORT WORTH
• FRESNO - GRAND RAPIDS • GREENSBORO • HARTFQRD • HAYWARD • HOUSTON -INDIANAPOLIS • JACKSONVILLE • KALAMAZOO • KANSAS CITY • LEXINGTON
• LONG 15LAND • 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
• ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SCHAUMBURG (IL) • SEATTLE • SPRINGDAL.E (OH) • STAMFORD (CT) • TAMPA • TULSA
• WALNUT CREEK (CA) • WASHINGTON D.C. • WILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON
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