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We'll help you over them.
Heller helps your client over the
obstacles. Like a balance sheet position
that stands in the way of borrowing
adequate funds. We're interested in
providing more money for your clients
than other sources would. So we give
thoughtful consideration to their special
needs both now, in view of todays
economic climate, and in the future.
At Heller, we're anxious to assist any

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

37

By John S. Chandler and Thomas N. Trone
In this budgeting approach, which is ideal for the small independent food service business,
one begins with a target profit level and then backs into the appropriate levels of production costs and other expenses. Not only does "bottom -up'' budgeting aid in controlling
daily operations, it also helps the small business operator to meet long -term goals.

How We Valued Our Closely Held Corporation

41

By John J. Mesko
Several offers had been made to purchase this small privately owned company so it
needed answers to the question, "Are the offers fair ?" Here's how the company calculated
its value and persuaded the stockholders to accept the formula.

Internal Control for the Small Business

43

By Barbara D. Perkins
If each phase of a small company's operations is not monitored, any kind of trouble can,
and will, erupt —from employee theft to unfilled orders to incorrect reports. This guide to
setting up a system of internal control will help keep any small business running smoothly.

Banking

Banks Should Use Management Accounting Models

13

By Charles D. Mecimore and Michael F. Cornick
Banks need to incorporate the management accounting techniques of direct or full absorption costing in their everyday operations to help them meet their goals and achieve a better
overall view of operations.
Certificate of Merit, 1980 -81

Understanding Troubled Debt Restructuring

26

By Donald J. Senna
Explaining troubled debt restructurings to operating managers can be a difficult task for
bank accountants. What are they and what is the role of a bank as creditor?

Accounting

Post- Auditing Capital Investments Using IRR and NPV Models

29

&

By Harold P. Roth and Robert M. Brown

Reporting

Much research has been done on the initial evaluation of a capital investment, but little
attention has been paid to the methods that can be used to post audit these methods. The
models presented here are consistent with recommended evaluation techniques.
Certificate of Merit, 1980 -81.
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Establishing Standard Costs in the Concrete Pipe Industry

45

By Ronald L. Caricofe
Here's how one concrete pipe company designed and implemented a practical approach
to a standard cost system and established inventory valuation policies.

MIS

Using Time - Sharing Models in the Controller's Function

50

By William Stock
Three time - sharing models developed by the controller's function at 3 -M Company helped
this division controller to be more responsive to management by providing faster turnaround of information.

Annual
Conference

Buchwald Missiles to Launch NAA Conference

FASB

FASB W ants NAA's Help in Small Business Project

57

Columnist Art Buchwald will help welcome NAAers to Washington, D.C., for the 1982
Annual Conference, June 20 -23. Program also features economist Ezra Solomon.

56

Small business men and women are urged to respond to the FASB's Invitation to Comment on the impact of financial reporting rules on private and small public companies.

Association Urges Action on Deferred Income Tax Accounting

66

MAP Committee calls on FASB to reconsider APB Opinion No. 11.
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The Role of the Management Accountant
In Office Automation
Is the term "office automation" too narrow in connotation is to what is
actually happening in business communications technology? The management accountant should be thinking about methods to improve the
company's communication and control nett
work. Part of the improvement could be
from the utilization of more advanced word
'
processing systems. which could be
achieved by using standalone word processors interfacing with current in -house
equipment. The use of multi- function work;4
stations (data and word processing) is a
tool that can greatly enhance managers'
productivity. The management accountant
should be aware o f what is h appeni ng in
these areas so that his ability to communicate financial data along with the ability to
establish better accounting controls are in
step with modern technology.
How can the management accountant assist in the automation of
data processing of communications? First, he is train ed to as k t he
relevant questions. What are the objectives? Will the new system save
costs? Will it save time or add a valuable feature to the current system?
Next, he is trained to analyze the costs. What are the relevant
costs? If a change in procedures is made, will people be taken off the
payroll? Will improvements such as better information be difficult to
quantify?
The out -of- pocket cost of the new equipment and the salvage value
of any old equipment is relatively easy to quantify. But what about such
issues as an increase or reduction in space requirements? How much
training will be involved? How much software costs will be incurred?
Once all the relevant costs have been quantified, a benefits /financial analysis is possible. One of the issues is to estimate the useful life
of the new equipment. Technology is changing so rapidly that what
was a state -of- the -art piece of equipment three years ago today may
be outdated. But it is very important that the real useful life of the
equipment under consideration be made at t h e fro nt en d and co st
justification based on that.
Technology, then, is providing management with ever increasing
ways to improve productivity. Because of the management accountant's training and experience, he should be involved in the analysis
process as early as possible. Companies that have this management
accounting expertise should use it, especially when faced with the
problem of replacing current systems with new technology.
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Opinion
Robert L. Shu1tis

`In Praise of Small Business'
We borrowed the title from an article in the December 6, 1981 issue of the New York Times
Magazine by Arthur Levitt, Jr., chairman of the
American Stock Exchange. We subscribe to
both the sentiments expressed by Mr. Levitt
and the intent of the manuscripts published in
this issue.
Small business is really big business; small
business is also dynamic business; and small
business is highly profitable business. It need
apologize to no one and those who are, or work
for, small business should be proud of their
contribution to the American economy. We fail
to understand, for example, the incipient issue
now being raised as to whether it is "small"
business or "smaller" business we are talking
about. Other, more pressing, issues related to
small business should occupy our attention ...
issues we expect the NAA to address in the
near future.
Just what is a small business? Many acronymic entities in today's alphabet soup have
tried their hands at a definition —the SEC, the
SBA, the FASB, etc. —with limited success at
best. Our approach is that small business is a
state of mindy o u know whether you own,
whether you manage or whether you work for a
small business. For our purposes, that's all that
counts.
And there are a lot of us. Mr. Levitt states
that approximately 60 million Americans out of
a work force of 97 million own or work for small
business. A recent M.I.T. study found that 66%
of all new jobs in the private sector were provided by businesses with 20 or fewer employees. On the other hand, over the last decade,
according to the National Federation of Independent Business, the Fortune 1000 firms created only 10.6% of all new jobs. The dynamism, the growth, the innovation in today's
economy obviously lies with small business.
Many of us who have observed the research
efforts of firms of varying sizes have known
subliminally that the research dollar spent in a

small firm is far better spent than in a large firm.
We've heard a chairman of the board, who has
seen his company grow from a one -room establishment over a garage to a half - billion dollar
corporation, bemoan the fact that he can no
longer find the innovative spirit among the platoon of Ph.D.s in his research divisions that existed when the business was small. A recent
study by the National Science Foundation
bears this out. Small firms produce 24 times as
many industrial innovations as do large firms
per research dollar, according to this study.
Of course, all is not for the best in this best of
all possible worlds ... especially among the
new businesses that make up a good share of
the small businesses we've been talking about.
Nine out of ten fail in ten years, according to
Dun and Bradstreet. Think, therefore, of the
boost to the economy if we could reduce that
failure rate by one -third or one -half. And, again
according to Dun & Bradstreet, "a majority of
all business failures are due to management in-

adequacies —from poor long -range planning to
errors in accounting. And it is often not that the
business owners don't recognize their lack of
skills or competence in particular areas; there
just appears to be nowhere to turn to for reliable information or counsel. "
Is it any wonder, therefore, that NAA has established an active Small Business Advisory
Panel, or that an important part of our 1982
Annual Conference program will be devoted to
subjects of interest to small business? Discovery and dissemination of the ways and means
for the efficient creation and effective use
of management information is NAA's raison
d'etre. Largely through the contributions of our
thousands of knowledgeable, interested members, we can, and will, contribute to the improvement of the vital information processes
for small businesses. NAA is participating in
various phases of the FASB's study of the public reporting or "standards overkill" issue for
small business. But, more important, we urge
each concerned member to become acquainted with all facets of this complex, crucial issue.
Chapters and councils should also be aware of
and responsive to members' needs and ideas
on this subject.
Secondly, we've urged in this space on occasion, that management accountants look beyond the strict accounting rules to portray the
real economic facts of life. Nowhere is the opportunity greater or the challenge more severe
than with management information systems for
small business. We have deliberately avoided
using the term "financial" or "accounting" information system because, particularly for
small business, those key bits of information
► ►71
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It's the only banking
system that brings you
the past 45 days at the
touch of a button.
The Citi of Tomorrow gives you
the past. Like no other bank can.
An information retrieval system
that is unrivaled in bringing you the
data you need to evaluate your funds
position today. And forecast your
financial needs tomorrow.
Citibank's retrieval system
reports on your financial transactions
as far back as 45 business days —
more than any other bank.
You can retrieve your balances
by date. By account. By total debits
and credits per account. By means
of summaries of activities for a given
period. You can also receive reports
on only those activities that are
most relevant to you.
The Citi of Tomorrow. One reason it's a pre - eminent system today
is that it appreciates the importance
of yesterday.
For more information, call your
account manager or Robert Mendes,
VP., at (212) 5591980.
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Management
Accounting
Practices
Louis Bisgay, Editor

Foreign Currency Rule Revised

The principal change in the final standard
from the exposure draft published last June
concerns the treatment of currencies in highly
inflationary economies. The exposure draft
called for a price -level adjustment prior to
translation if the entity's functional currency
had been subject to a cumulative inflation rate
of 100% or more over a three -year period.
Statement No. 52 requires translation of those
entities' financial statements as if the foreign
entity's functional currency were the U.S. dollar.
The fact that the new rules were approved by
a four -to -three vote of the Board members illustrates the divisiveness of the issues. Nevertheless, Statement No. 52 is more likely to achieve
a higher degree of general acceptance than did
FAS No. 8. Application of Statement No. 52 is
effective for fiscal years beginning on or after
December 15, 1982. Earlier application is encouraged, however, even as early as 1981 financial statements.

in

The Financial Accounting Standards Board has
issued its long- awaited Statement No. 52, "Foreign Currency Translation" (MAP, Nov. '81) ,
which supersedes the highly controversial
Statement No. 8. Accounting for translation of
foreign currency transactions and foreign cur- Other FASB Publications
rency financial statements since 1975 has
been governed by FAS No. 8. It has been sub- Foreign currency translation is not the only subjected to much adverse criticism, focusing ject being mulled over in Stamford these days.
mainly on the volatility of earnings resulting Other highlights of recent releases:
from fluctuating exchange rates.
• "Reporting Income, Cash Flows, and FinanThe new standard is expected to reduce fluccial Position of Business Enterprises" is an
tuations in many companies' reported earnings
exposure draft of a proposed Statement of
caused by changing foreign exchange rates.
Concepts that the Board expects to have a
For foreign operations that are relatively self significant influence on the future direction
contained within a particular country, Stateand dimension of financial reporting. Part of
ment No. 52 requires the use of the current
the program to develop a conceptual frameexchange rate in translating from a foreign
work for financial accounting and reporting,
"functional currency" to U.S. dollars. In those
the proposal would recognize (1) that evalucases, translation adjustments are included in a
ation of overall financial performance is
separate component of shareholders' equity
aided by financial statements that relate
rather than in the determination of net income.
comprehensive income to owners' financial
Transaction gains and losses, on the other
investment, (2) that reporting meaningful
hand, result from the effect of exchange rate
components of cash flows generally is more
changes on transactions denominated
useful than changes in working capital, and
currencies other than the functional currency, and
(3) the importance of concepts of liquidity
those adjustments are generally included in deand financial flexibility in evaluating risk.
termining net income.
Comment deadline on the proposal: May 3,
The new statement provides guidance for
1982.
determining the functional currency, which is • The Board released for comment a proposal
defined as the currency of the primary economto eliminate the requirement that investment
ic environment in which a subsidiary, division,
companies disclose financial information adbranch, or joint venture generates and expends
justed for the effects of inflation under FAS
cash. For many foreign operations, it will be the
No. 33, "Financial Reporting and Changing
currency of the country in which the entity is
Prices." The Board noted that value -based
located. In those types of foregin operations
information, which is similar to current cost
whose cash flows related to individual assets
data, already is provided in the primary finanand liabilities directly affect the parent's cash
cial statements of investment companies,
flows, the U.S. dollar will be the functional curobviating the need for supplemental disclorency and the exchange gains or losses will be
sure of Statement No. 33 information.
included in net income.
► ► 59
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Peace of mind.
You see, QANTELO vertical software packages
take the guesswork out of recommending the right
computer system. Each was designed for a specific
type of business. And dozens of firms have already
discovered these systems are the key to well managed growth and profits.
There's a package for electrical wholesalers.
Manufacturers. Hotels. Paper distributors. Shoe
stores, Food brokers. Retailers. Even professional
sportsteams, to name a few. And we're adding new
packages all the time.
Point is, no matter which business
your client is in, our systems will solve
the problems that are unique to his
company. They'll do it without extensive modifications. And for a lot less
money than it would cost your client
D
DCOM
QANTEL
PUTERS
BUSINESS

n,

a Mohawk Data Sciences Company

to develop similar software from scratch.
Equally important, your client won't outgrow his
QANTEL system a few months after he installs it.
Because the hardware and software are modular,
they can be expanded as your client's needs
expand. And every piece of equipment your client
acquires inthefuturewill be fully compatible with his
initial system.
QANTEL vertical software packages, A package
solution to your client's dilemma that will also solve
yours. Return the coupon for more information, or
call your local QANTEL Distributor.
- 02JMAl82
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Management
Information
Systems
Grover L. Porter, Editor

Should Small Business Information
Systems Be Computerized?
While the definition of what is "small business"
varies from industry to industry, the U.S. Small
Business Administration states that there are
nearly 9 million small business firms in the United States. This represents about 95% of all
business firms, over 50% of the entire national
payroll, and about 30% of the gross national
product.
Small companies tend to be more flexible in
the ways they do business than larger companies, but they are also more vulnerable to unfavorable turns in the economy. Thus, a simple
lack of relevant and timely information has
caused the failure of many small business companies. The typical small business often does
not collect the type of information needed by
management to make crucial planning, control,
and special- purpose decisions. This situation
must be corrected if small business is to remain
a vital force in our free enterprise system.
While many small business firms may survive
with only a modest accounting system, the
companies that will prosper in the future will be
those that have had a small business information system (SBIS) "tailor- made" to fit the
needs of the organization. Of course, the SBIS
may be either a manual system or a computer based system since the goals of both are fundamentally the same.
A SBIS is the sum of all the tools, techniques, and procedures used by the firm to
process data. Such a system accepts input
data from business events and generates required or desired output data and reports. The
primary components of a SBIS are: a financial
accounting and control system; a cash receipts
and disbursements system; and a sales and
purchases system.
10

A more detailed discussion of such a computer -based system may be found in "The
Promise of Small Business Information Systems" in the September 1981 issue of the Journal of Systems Management.

Computer -Based Systems
A small business firm needs a "tailor- made"
SBIS. But, does the company need a computerized system and, if so, should the firm rely on
outside computer resources or acquire an inhouse computer system? If the company is to
avoid becoming another disenchanted computer user, a rational decision process must be followed in answering questions such as these.
A company considering a computer should
ask four basic questions:
1. Would the use of a computer be feasible in
our business?
2. If the answer to 1 is yes, what alternatives
exist for providing computer resources to
our business?
3. From the alternatives of 2, what specific system (or service) should we select?
4. For the specific system (or service) selected, what financial arrangement should be
chosen?
Although in practice some overlap occurs in
the four steps above, the basic steps of feasibility study, consideration of alternatives, selection of a system (or service) , and choice of
financial arrangements can be viewed as distinct areas for purposes of analysis. What is
crucial is that the small business recognize that
the decision to computerize involves a sequence of decisions based on these four steps.
An extensive "Computer Feasibility Checklist"
covering these four steps may be found in the
July 1981 issue Journal of SmaH Business Management.
If a firm decides to computerize, what are the
specific computer alternatives? There are four
computer alternatives:
Service Bureaus —A service bureau is completely remote from the user. Data is sent to the
bureau for processing, and the output is returned in a few days. Operating on a batch
processing basis, a service bureau usually handles routine, high - volume, and easily programmed jobs. The relative advantages are
simplicity and low cost from the small business
user's viewpoint.
Time- Sharing Bureaus —A time - sharing bureau installs one or more computer terminals in
a firm's office. Users may enter input data inter110110. 59
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Tips fr o m CPT
o n what to look for
in a word processor
C o f f e r s a p l a i n E ng l is h e x p l a na t i o n
of exactly what word processing is, and
some helpful pointers on how to
choose from over 70 makes.
;
Word processing is simply a
faster, easier, less expensive
way to type.
With a modern word

,
Z

processor (such as the
CPT 8000, right), you type on

a screen instead of pa r.
You can type at full rough draft speed without worrying about
errors. Leave out a word or a

paragraph? No worry. just go back
and type it in. You can readjust the
entire text without retyping.

"Electronic filing"
Most word processors have some
form of memory. This may range
from a magnetic card, which holds a
single business letter, to the disks
used in the CPT 8000, which hold
over a hundred full -page letters.
This electronic storage allows
you to recall individual pages to the

er r
a

w

I

er.Wa I

begin
with these bast s:
1. Don't buy
too little —or
too much —
word processor. Least
expensive are
"intelligent
typewriters;'

Be n d

I B h

YES NO YES NO YES NO

Black -on -white full -page
screen
Ea sily e xpanded with software packages
Sta nda rd ke yboa rd a nd
11100
pla in Engli s h c omma nds
Aut oma tic hy phe na t ion
Dual dis k drives and
standard 120 -page disks
Simulta ne ous input / output
C ompre he ns i ve tra ini ng
and loca l de ale r s upport

screen in seconds. So you can make
changes at any tim e as easily as yo u

corrected the original.
Only when the document is
letter - perfect do you transfer it from
screen to paper —at up to 540 words
a m in ute.

Things to look for
Your search for the right word processor will be greatly simplified if you

-

with very limited functions. At the
other end of the scale are expensive
shared systems.
Most popular by far are the
"standalone" models. The CPT 8000,
for example, fits easily on a desk top,

called "software programming,Ican
enhance your word processor so it
can perform many other office tasks.
The CPT 8000, for instance,
can also be used to prepare your
office payrolls, keep ledgers, handle
inventory and bookkeeping, and
more. Be sure the word processor
you choose has this important feature.
There are more things to look
for than we can touch on here. For a
thorough explanation of word processing, and more tips on what to
look for, send for our free booklet
CPT Takes the Mystery Out of
Word Processing.

yet has nearly all the
automated features of
even the largest systems.
s,� a 2. Look for a full -page
YES NO screen with a clear
image. The full -size,
black -on -white screen is
a major feature of the

CPT 8000. Some competitive models have only
a partial -page display,
and a green -on -green

computer -like screen.
3. Be sure the word
processor you select is
easy to use. Look for things like a

standard keyboard, and plain English
commands. The CPT 8000 is so
easy to learn, most secretaries will be
turning out actual work after a short
period of instruction.
4. Plan for your needs. It is temptin g to u se yo ur word processor as a

"fancy typewriter' lust because your
procedures are set up that way.
However, a relatively new feature,

c r r M A - 1 4

'
'

x

Mail to: CPT Corporation

P.O. Box 17
Minneapolis, MN 55440

'

'

I

'

I
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1'd like to know more ahout word processing and
the CPT 8000. Please send me your free booklet
CPT Takes the Mystery Out of Woad Processing.
Name
Title/Company
Address
City
Phone l

State
1

Zip

Letters

TO THE EDITOR

The Solution Is Academic
A note on two pieces in your November
issue —the "Opinion" column by Robert L. Shultis and the letter to the editor
from Patrick M. Premo.
Mr. Shultis' column should be placed
on banners and marched up and down
streets — preferably near schools. I most
certainly applaud his ideas.
Also, Mr. Premo's letter says something very important. Sadly, our educational system today fails to make students ready for the outside world. What
was wrong with the extensive drilling
exercises we received in grade school
and the thorough coverage of all subject
matter we received in high school from
dedicated professionals? These people
took pride in what they were doing and
wanted to see their students succeed.
Who's at fault in the system today?
While the educational system is the prevailing force, we're still the captain of
our own ship! When new instructional

HCA, one of the world's leading
health care companies, is looking for several bright, qualified
controllers to take on challenging responsibilities with our
growing company. We offer excellent career opportunity with
upward mobility, an attractive
benefits package, a very competitive salary commensurate
with experience and company paid relocation. And with over
350 hospitals nationwide, we
just might have the exact loca-

programs were being introduced many
years ago, we should have stood them
up and questioned why the "3Rs" were
suddenly less effective.
The solution to the problem is academic! It must start at home and in the
first years of grade school. The end result is about 12 to 16 years away. We've
blown the last two decades, so let's not
do it again. If we start today, we'll be
able to see improvement before the end
of the 1980s.
A few weeks ago I heard that some
governmental groups were going to require testing in reading, writing and
arithmetic. These proficiency tests
would be mandatory before someone
would be hired. It's a start in the right
direction. If general industry would
adopt the same simple tests, maybe our
educational system would sit up and
take note.
There are many educators now doing
a superb job. Let's give them our backing and let them know how thankful we

tion you've been looking for!
Candidates must have one to two
years experience in hospital finance and an accounting degree.
For immediate consideration,
send resume and salary requirements, in confidence, to Financial Recruitment, HCA, One Park
Plaza, Nashville, TN 37203.
Corporation
of America
H C A Hospital

are for what they've done. We should
ask them how we can help them and
then follow through.
G. Victor Herro
G. Victor Herro & Associates, Inc.
Colgate, Wis.

In Praise of Proper Education
Robert L. Shultis' "Opinion" column
for November hits the bull's -eye. His
suggestion of five admonitions which,
when carried out, will produce more
highly qualified accountants for responsible positions in the business world is
on target. When I held positions in industry and in government, I experienced the truth that Mr. Shultis talks
about —that accountants need to improve their skills in the areas of reading,
communication, ethics and economics.
Today's management accountants
need to work with and through people
rather than just try to make points with
their bosses, When these young accountants become bosses, they must
know how to encourage co- workers,
delegate responsibilities and duties, plus
work as a team.
I hope that the majority of your readers will be motivated enough to start a
movement toward teaching this information to all management accountants
and, if they are professors, to encourage
the proper education in their schools.
Donald C. Shiner
Rochester, N. Y.

An Equal Opportunity Employer
Unfair Criticism of Educators
In his November "Opinion" column,
Robert L. Shultis unfairly criticizes educators for their poor preparation of accountants in reading and in verbal and
written communication skills. My undergraduate courses at Brooklyn College included courses in English and a
public speaking course designed to instill adequate ability to read, write and
speak in public. Unfortunately, in public speaking I was as nervous, uncomfortable and inept at the conclusion of
the course as before it. In this area, I am
0-10, 62

12

MANAGEMENT ACCOUNTING /FEBRUARY 1982

Banks Should Use
Management Accounting
Models
As the banking industry becomes more competitive, it must develop
the capacity to evaluate employee performance.

By Charles D. Mecimore
and Michael F. Cornick
Service enterprises, especially banks, need to apply management accounting concepts and ideas to
their operations just as much as other organizations do. While the advantages and disadvantages
of direct versus full absorption costing have been
debated frequently, using manufacturing data as
examples, the application of management accounting concepts to banks has been ignored.
Bank managements need to examine direct and
full absorption models to see which method is best
for them. The following models can help.
Full Absorption Model for Banks
Most activities of a management accounting
system may be classified as one of five functions:
preparing budgets, allocating costs, determining
unit costs, evaluating variances, and pricing services. In accomplishing these five activities, banks
have a tendency to follow an industrial model.
Unit costs are established by "product line" and
are compared with prices by "product line" in order to establish profitability . A "product line"
may be an individual customer, a type of service,
or groups of services. The unit costs include allo0025.1690/82/6308 - 0987/$01.00/0

cated as well as traceable costs and may or may
not be identified by responsibility center. Banks
with profit , cost , or investment centers identify
them as full absorption centers, with the responsibility centers following a functional cost classification. These banks use functional costs both internally and externally without considering the uses
for such cost reports.
Under such a system, budgets are prepared and
variances are computed and analyzed with the
emphasis on planning and control of functions. In
a society in which change is rather slow and in
which competition is limited to geographical areas
with relatively similar " product mixes," the system works very well . Many bank managements
are accustomed to dealing with such a data base.
Problems arise when data from such a system are
used for decision making without any adjustments
being made for changes in levels or types of activities resulting from such a decision . This situation
is particularly true with banks.

I� 1
•4

Charles D. Mecimore,
CMA, is professor of
accounting at the
University of North
Carolina at
Greensboro. A CPA, he

holds a Ph.D, degree

from the University of
Alabama,

Direct Costing Model for Banks
The major difference between a full absorption
and direct costing system is the manner in which
bank costs and revenues are classified for planning
and control purposes. Classification by function is
Copyright © 1982 bythe National Association of Accountants
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Table 1
Full Absorption vs. Direct Costing
Full absorption
Revenue

Fringe benefits
Telephone
Rent
Depreciation
Debt service
Supplies

$360,000
20,400
1,920
540
2,220
2,520
16,000
2,000

Net income

III
405,600
i I ' III

$450,000
$360,000
10,000

I
370,000

.o

$ 80,000
$20,400
1,920
540
1,000

Contribution margin
Allocated costs:
Depreciation
Rent
G& A

",:

$ 44,400

Direct costing
Revenue

Marginal income
Fixed costs:
Salaries
Fringe benefits
Telephone
Depreciation

jp �

,

Net income

Variable costs:
Interest
Other

for information into decision making and external
reporting and separates decision making into routine and nonroutine categories. Banks can use a
direct costing system in decision making required
for any one of several areas, such as the trust department, consumer lending, money market activities and commercial lending. In any of these areas, decision making can be aided by the analysis
of variable or traceable costs in a direct costing
format . Lending is one area where direct costing
could be particularly valuable.
The lending function contains several variable
costs, such as handling costs, but the significant
one is the cost of money or interest . Therefore, the
benchmark for each loan is the loan ' s ability to
produce sufficient revenue to exceed the variable
costs and contribute to the fixed costs. In the lending function , each decision to lend or not to lend
is influenced by the degree of liquidity and risk
associated with the nature of the decision. The
question of liquidity is approached best by an expansion of the asset / liability model.

$450,000

Costs:
Interest
Salaries

,1J j� � /4

?

Direct Costing Asset / Liability Management
Model

23,860

-..

$ 56,140

AN

e

$1,520
2,100
8,120

B 10 4 9 3

11,740

r� :.:

5

-

$ 44,400

a full absorption costing system, while classification by responsibility or activity is a direct costing
system. If one accepts the functional classification,
then one has the data required for external reporting; on the other hand, if one accepts the classification by activity , then one emphasizes decision
making. Because bank income under both systems
will be the same, inasmuch as inventories are not
involved , it is possible for a bank to incorporate
both a direct costing and a full absorption system
into its accounting model . ( See Table 1.) With
both systems in place, the bank could select the
data most appropriate to its needs as illustrated in
Figure 1.
As is true with other industries, bank management has different needs for decision making than
for external reporting. As data move from internal
users to external users, the nature of the applications to which the data will be put is transformed.
For external reporting, less detail is required and
a common classification scheme such as classification by functions is desirable. This procedure allows comparisons to be made between banks.
Classification by decision -making areas is not
standardized by banks; therefore, such comparisons are difficult if not impossible.
The flowchart in Figure 1 separates the needs
14

The application of an asset /liability model in a
bank -lending environment is a four - dimensional
model rather than a two -dimensional one suggested by the term asset / liability. While management
needs to organize assets and liabilities in such a
way as to achieve a desired level of liquidity, it
needs to use the assets to obtain a target rate of
return while the liabilities are absorbing a planned
outflow of resources. The key word in both cases is
planned. Other than cost of funds, most bank lending costs primarily are fixed and are not influenced substantially in the short run by the asset/
liability model. Thus bank management should be
aware of and manage the asset / liability and revenue /expense model at the same time.
This combined model is an expansion of the traditional asset / liability model. Although it is impossible to draw a four -dimensional graph, bank
management should attempt to control the four
critical factors of success just discussed. If the
model is successful , then the planned target rate of
return is achieved at the same time the liquidity of
assets and the liquidity of liabilities are matched.
This kind of analysis, when applied to all bank
operations, requires the bank to identify costs by
activity and then match the various parts . In this
system, a direct costing system, there are no costs
allocated to functional areas because costs are
classified by assets, revenues, liabilities, and the
like —not by function. This type of management
accounting system sometimes is called a responsibility accounting system, but a more specific name
would be a "direct costing responsibility accounting" system.
Most banks now are using a full absorption
MANAGEMENT ACCOUNTING /FEBRUARY 1982

costing system where costs are classified by functional areas. To make the transition to a direct
costing system requires two steps: using an accounting system that doesn't allocate costs, and
designing and installing an accounting system that
allows the bank to summarize costs and revenues
by more than one reference point.
DEFINITION OF PROFITABILITY
The first stage, and perhaps the one that is most
difficult for management to accept, is the use of an
accounting system that does not allocate costs.
Many bank managements seem to want to determine the "true" cost of a service by allocation.
The use of a direct costing system requires management to define profitability as contribution
margin rather than net income. The focus for decision making, planning and controlling is the
ability to contribute rather than to absorb costs.
In Figure 2, the costs applicable to decision
making, planning and controlling are traceable
costs. The common costs —those not traceable to
a particular area or activity —are not relevant for
decision making, planning or controlling when attention is directed toward a particular activity.
Of course, all costs are traceable somewhere,

even common costs. The objective is to trace the
costs to the area or activity responsible for them,
then plan and control the costs at that level.
In the more traditional full absorption costing
system, unit costs are determined by dividing
costs by some volume measure. Then the unit
costs that an activity uses are added together to
get the total unit costs of the activity. These total
unit costs are multiplied by a volume to get total
costs. A direct costing system is a more "direct"
way to determine the costs of an activity.
DESIGN AND INSTALLATION OF SYSTEM
The second stage is the design and installation
of an accounting system that allows the bank to
summarize costs and revenues by more than one
reference point. In many costing systems, the
summarization of costs and revenues is by functional areas. In the direct costing system, the information should be summarized in many ways,
such as: geographical location, type of service,
functional area, and any other useful grouping.
Note that the net income for the bank as a whole
is not affected by the way in which the parts are
added together. Because inventories are not involved, all the parts, however added or summa-

Michael F. Cornick is a
lecturer of accounting
at the University of
North Carolina at
Greensboro. He holds
a Ph.D. degree from
the University of North
Carolina at Chapel Hill,
Both authors are
members of the
Piedmont - Greensboro
Chapter. through which
this article was
submitted.

Figure 1
Informatio n Systems for Banks
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Expenses
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C ommi tted

is

Figure 2
Contribution Margin for Decision Making
P re s id e nt

�i� i',

Contribution
•Loans
•�Investments
•�Trusts

=

'
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Operations analysis report-by responsibility center
Budget
Variance
Budget
Variance
Item
this month
this month
YTD
YTD

ve l

109,140
25,000
5,000

(17,588)

500
12,000)

185,000
78,000
20,000

3,000
(1,000)
(3,000)

Total
Expensecdirect

139,140

119,0881

263,000

(1,000)

22,000

(500)

70,000

2,000

Contribution

117,140

119,588)

213,000

(3,000)

Repo rt-loan dep artm ent
Budget
Variance
Budget
this month
this month
YTD

Item

VP -loans

7 F

�

7

2nd level

Installment
loans
Commercial
loans
Credit card
plan
ExpensesTotal
direct
Contribution
margin

I ns ta ll m e nt
lo an
m an ag e r

56,140

125,5881

58,000

15,000

2,000

42,000

Income direct
Expenses direct
_'Contribution
ls t le v e l I margin

1,000
(5001

50,000

5,000

125,000

2,000

121,140

118,5881

225,000

2,500

12,000

1,000

40,D00

1500)

109,140

(17,5881

185,000

3,000

R e p o rt- installment loans
Variance !
Budget
Budget
this month
this month
YTD

Item

Variance
YTD

Variance
YTD

80,000

(25,038)

127,000

5,000

23,860

(550)

69,000

4,000

56,140

(25,588)

58,000

1,000

rized , alway s ad d back to the sam e net incom e.
Th e d irect co stin g sy stem works best as a decisio n - m akin g too I. Th is ab ility to sum m arize data
based upon the heeds of the decision m aker
stren gth en s the information content of t he data
base. Becau se o f th e allo catio ns an d unitizing of
costs in most cost systems, the data cannot be
evaluated read ily u sin g m o re th an one reference
point. Th is ch aracteristic is unique to a direct
costing system.
Ad van tages of Using a Direct Costing System
Th ere are several ad van tages of b an ks using
su ch a sy stem . Direct co stin g lets the bank:
1. Match marginal cost o f fu nds with con tributio tt m argin s achieved b y th eir use.
2. Associate risks of ob tain ing funds with the
risks o f u sin g fu n ds.
3. Use p erfo rm an ce evalu atio n and targeted rates
o f re tu rn with out bu ilding managem ent bias
in to th e n u m bers.
4. Fo rm u late sho rt -ru n p ricing strategies through
co n trib u tio n s, as well as lo n g -run pricing strategies thro u gh targeted rates of return.
Man y b an ks h ave ad o p ted the m arginal cost of
16

funds to use in transfer pricing and other decisions. These marginal costs may be associated
with interest rates and other revenue - producing
decisions. Missing from the decision parameters
are the other costs traceable to the use as well as
the source of these funds. Using only the interest
costs as marginal costs may significantly understate the costs of obtaining and using funds. The
direct costing system should provide additional
data and insight into the desirability of decisions
affecting the sources and uses of funds.
Asset /liability management in the lending function tries to match the maturity of funds with the
maturity of deposits, which means the bank is
matching the risks associated with the two decisions. Adirect costing system, by tracing costing
to activities, may provide information on the costs
associated with the two types of assumed risks.
Each risk is different in nature and may require
data with different information content to evaluate the risk exposure properly.
Performance evaluations using return- on -investment analysis and planned targeted rates of
return have long been used in industry as a means
of recognizing and rewarding superior managers.
As the banking industry becomes more competitive, it must recognize and retain those individuals
who are making significant contributions toward
the goals and objectives of the bank. By eliminating the problems associated with allocation of
costs, a direct costing system may be directed
toward the concept of responsibility centers and
performance evaluations. Cost allocation criteria
which are unbiased may be established. Thus contributions of effort may be tied directly to achieving the goals and objectives of the bank. Itt turn,
the quality of the effort directed toward achieving
goals and objectives also may be evaluated in
terms of contributions by levels of service and other cost and revenue elements.
Pricing is another area in which the direct costing system has some advantages over more traditional systems. Net profits are made after all costs
have been recovered, yet each service contributes
to these costs at varying rates depending on such
factors as competition, demand and the goals and
objectives of the firm. Emphasizing the contribution of each service rather than the net income,
which is influenced heavily by cost allocations,
should allow management to select a "product
mix" that best satisfies the long -run goals and objectives of the bank.
Disadvantages of a Direct Costing System
The disadvantages of such a system are:
1. System may emphasize short -run profitability
at expense of long -run growth.
2. Performance evaluation may hinder rather
than promote growth.
MANAGEMENT ACCOUNTING /FEBRUARY 1982
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3. The application of direct costing may discourage the concept of a full - service bank as profitability rather than service is a key feature of
such a system.
4. Although the problems associated with allocation of costs are avoided, games still may be
played with the concept of traceable costs.
These games usually are played in an effort to
improve contribution margins.

The manager of
a 'loss leader'
should not be
penalized
because the
service is
provided for,
planned and
controlled as a
loss leader.

If the contribution margin is the goal around
which decisions are made, then long -run profitability may be sacrificed for short-run or temporary
growth. To obtain a targeted rate of return for the
future may mean giving up immediate profitability. The direct costing system, by using contribution margins as targets, tend to emphasize
short -run rather than long -run planning and controlling. Therefore, some mechanism needs to be
incorporated into a direct costing system to encourage managers to consider the long -run implications of the short -run decisions. This goal may
be accomplished by any of several techniques such
as post- audits, periodic reviews or use of cost data
that incorporate both direct and full absorption
costing.
Notice that such a reporting format incorporates the advantages of both a direct costing and
full absorption costing system. For banks, the
change from a traditional cost system is more
classification and terminology than anything else.
Yet the content of such a report may be more

valuable than the content of a traditional format.
The same analysis applies to the use of profitability measures within a bank. Because banks exist
to serve a community, all their services are not
expected to be profitable. As long as this fact is
expected and provided for in the budgeting system, no major problems should occur. A particular service may be unprofitable but may fit within
the bank's long -run goals and objectives. The
manager of such a service should have an opportunity to receive rewards commensurate with the
level of managerial service provided. The manager
of a "loss leader" should not be penalized because
the service is provided for, planned and controlled
as a loss leader.
As a final note, one must recognize that direct
costing does not solve all the problems of bank
management. People still can use budgets to gain
particular advantages, and the numbers in the
data base still are susceptible to interpretation.
The adoption of a direct costing system, however,
may narrow the range of interpretation and encourage managers to move toward accomplishing
the long -range goals and objectives of the bank.
Remember —a bank's net income is unaffected
by the type of cost system selected. Both full absorption and direct costing systems will produce
the same net income number. Therefore, a bank
must select the cost system that will give it the
most useful information for accomplishing its
goals and objectives, which, in many cases, will be
a modified direct costing system.

Foreign Currency Translation —NAA Conference on
FAS No. 52
With the publication of Financial Accounting
Standard No. 52, "Foreign Currency Translation," the FASB has let the other shoe drop. This
statement, which replaces FAS No. 8, is designed
to correct the volatility of earnings that resulted in
some cases from application of the rules of the
earlier statement.
As a special service to members and other management accountants and financial executives,
NAA has scheduled a conference on the new standard at the Grand Hyatt Hotel, New York City,
March 16, 1982. The conference will feature
speakers from public accounting, the FASB,
banking, industry, and the financial analysts' profession.
As chairman, Walter Moede, assistant treasurer— international of Revlon, Inc., will keynote the
conference on Tuesday morning. Norman N.
Strauss, partner, Ernst & Whiney, will illustrate
how the new translation standard is applied.
Raymond H. Alleman, vice president /deputy
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comptroller for ITT and Stanley R. Wojciechowski, Manager, accounting, international division,
E. I. DuPont de Nemours & Co., will discuss the
impact on corporate operations and some of the
implementation considerations.
In the afternoon session, David Mosso, member
of the FASB, will describe some of the background issues which led to FAS No. 52. Gerald I.
White, president of Grace & White, Inc., will
point out some of the voluntary disclosures that
will be needed in order for the financial analyst to
help, users understand the new statement. Mr.
White is chairman, Financial Accounting Policy
Committee, Financial Analysts Federation.
Alastair Hunter - Henderson, vice president, International Money Management, Morgan Guaranty Bank, will describe how FAS No. 52 will
help and hinder future financial strategies of multinational corporations.
For registration information, call the Registrar
at (212) 754 -9758.
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"Five years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensive" accountant, and I've
more than tripled my income!"—Joe Donahue, Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with

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

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

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

COMPREHENSNE'S nati onwi de

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.

What about money?
Before I became a

COMPREHENSI VE ac c ountant. my

You mi ght say C OMPREHENSI VE

helps you be in business for
yourself without being in
business by yourself.
What is COMPREHENSIVE?
COMPREHENSI VE IS the nation' s

large st f ranchis or of b oo kke e ping, ac c ounting and tax
services , with mo re than 22 ,0 00
small busine ss clients o f all kinds

handled every month with a
system developed through 32
years of successful experience.
Over 300 independent
accountants utilize
COMPREHENSI VE'S c entr alized

salary was $20,000. That was
five 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

computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
W ith 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.
By now, you've probably
found the average COMPRE.

'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
274 accountants in the
franchisor's Associate and
Affiliate Programs. Mr.
Donahue is in the Affiliate
Program, which began in 1976.
Of all Affiliates in the program
who had completed at least
one full calendar year in
practice as of January 1, 1981,
9 of 58 individuals (or 16 %)
achieved annualized billings
in excess of $5,500 per month
during their first calendar year
in practice. Of the five
Affiliates in practice for at
least five years as of July,
1981, gross annualized
billings ranged from a low of
$153,092 to a high of Mr.
Donahue's $419,437 with a
median of $178,703.

What happened?
I quit. And moved my family
to Colorado, where I hardly
knew a soul.
Most importantly, though, I
bec ame a C OMPREHENSI VE

affiliate and invested in my
future.
COMPREHENSIVE tr ai ned 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.

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 June, 1981, my client list
was up to 196 accounts, with
annualized billings of $34,900' a
month.
That means an annualized
gross of over $419,000' after
only five years.
Cash is importa nt, 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.

Now what?
Obviously, you're not going to
rush out and Invest in becoming
a C OMPREHENSI VE ac countant

just on my say so.
So get the facts. Ask for
complete information on
earnings and profits of all
cur rent C OMPREHENSIVE

accountants, including me, Joe
Donahue. There's no obligation
—and it could be the most
important move you'll
ever make!

Legalese
Can you do as well as I did?

A

How many clients?

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

There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

Call R. J. Thomas
Toll free (800) 323 -9000
Anywhere In the Continental U S
In Illinois, call collect (312) 898 -6868

HENSI VE ac c oun tant has a bout

m

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 190!

m

m

m

m

m

'

opportuni ties as a COMPREHENSIVE acc ountant!

1

Name

1

Address

City —
Phone

Joe Donahue, a
COMPREHENSIVE affiliate
In Denver, Cubrado

m

I'd like to know more about my

L

State

Zip

Mail to: Comprehensive Accounting Corporation
2111 Comprehensive Drive
Aurora,
-1288
=
=
= Illinois
= 60507
=
=

=

COMPREHENSIVE"' 4

The right arm of Americas small businesses.

1

– (Best time to 03111

lIIIF =

1
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UCC'S BIG IN
FINANCIAL SOFTWARE?
HOW BIG?
HOW ABOUT SOFTWARE FOR
G/L FINANCIAL CONTROL,
CREDIT & ACCOUNTS RECEIVABLE,
ACCOUNTS PAYABLE,
FIXED ASSETS MANAGEMENT,
TAX PLANNING & COMPLIANCE,
INFLATION TRENDING,
CAPITAL PROJECT CONTROL
AND LEASE ANALYSIS.
IS THAT BIG ENOUGH FOR YOU?

UCC is a sukidiary of Wyly Corporation (NYSE).
For more information and an annual report, write
1000 UCC T)wer, Exchange Nrk, Dallas, Texas 75235.

FINANCIAL SOFTWARE:
YOU CAN GET IT ALL
FROM UCC.
UCC is a major force in Financial Software for
business applications.We're a leader in Systems
Software, and we're #1 in Banking Software.
Fact is, UCC is one of the world's largest
independent software vendors.
UCC Financial Software solves user problems ...
without creating new ones for the DP
Department. All come complete with in -depth
customer support nationwide. And all are
remarkably easy to use.
Just ask our customers ... over 1,000 of them
... about UCC Financial Software.
Your folks in DP already know about us. We
thought it was time that you did, too. Call us at
800/527 -5012 (in Texas, 214/353 -7400) and let's
get acquainted.

THE MOST EXPERIENCED
SOFTWARE COMPANY IN THE
WORLD.

University Computing Company • Dallas • London • Toronto • Zurich

Taxes
Jerold M. Weiss and
Israel Blumenfrucht, Editors

ERTA's Incentives for R &D
Corporations have long contended that providing incentives for business research and experimental activities is as important to the
reindustrialization" of the nation as providing
incentives for capital investment. Congress has
responded to such contentions by including in
the Economic Recovery Tax Act of 1981 specific provisions which are intended to provide
incentives for businesses to increase research
and experimental expenditures.
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Tax Credit for Research and Experimentation
The most substantial tax inducement provided in this area is a 25% tax credit for certain
qualified research and experimental expenditures ( also referred to as research and development costs) paid or incurred prior to 1986.
Since Congress intended to provide incentives
for businesses to increase research and experimental expenditures, the 25% tax credit generally applies only to the amount of qualified expenditures in excess of the average expended
during the preceding three years.
The Regulations define "qualified research
and experimental expenditures" to mean "research and development costs in the experimental or laboratory sense." Thus, ordinary
testing or inspection of material, product efficiency surveys, and various management studies are not qualified expenses. Moreover, the
law specifically excludes expenditures for exploration of mineral deposits (including oil and
gas); research conducted outside the United
States; research in the social sciences or humanities; and research funded by federal and
local governments.
The new tax credit is non - refundable, so the
amount that can be used in any particular year
is generally limited to the taxpayer's tax liability
for such year. But, any portion of the tax credit
that cannot be used in any one year due to the
above limitation may be carried back three
years, including years prior to the enactment of
the tax credit, and forward 15 years.
In addition to the new tax credit, businesses
22

may also avail themselves of the deduction currently in effect which allows taxpayers to either
amortize research and development expenditures over a minimum of 60 months or to deduct the entire expense currently. Thus, businesses can get a double tax advantage from
the same research and experimental expenditure: (1) the costs are treated as deductible
expenses which reduce taxable income, and
(2) the same costs generate a tax credit which
can be used as a direct offset against the taxpayer's tax liability.
The precise impact that the tax credit may
have on any individual company will, of course,
be dependent upon such company's ability to
take advantage of increased research and development expenditures. Congressional staff
members have, however, projected that the tax
credit will spur increased research and development expenditures and that by 1986, when
the credit is due to expire, businesses will have
saved in excess of $3 billion as a direct result
of this tax credit.
Allocation of Research and Experimental Expenditures to U.S. Source Income
Under prior tax law, any portion of research
and development expenses that generated income outside the United States was required to
be allocated to foreign income, and thus not
available to reduce U.S. source income, even if
the expenditures were incurred in the United
States. In order to encourage multinational corporations to conduct research in the United
States, this rule has been suspended for two
years. Thus, all research and development expenditures incurred in the United States may be
applied against U.S. source income. In addition,
as indicated above, the new tax credit for research and experimental expenditures generally applies only to research conducted in the
United States.
While the foregoing may provide some businesses with the necessary inducement to conduct research in, rather than outside of, the
United States, certain industries, such as the
pharmaceutical industry, which conduct major
research efforts abroad because of regulatory
restrictions in the United States or the like, may
remain unaffected by this new tax provision.
Charitable Deduction for Gifts of Research
Equipment
When a corporation donates property, which
if sold for a gain would generate ordinary income (i.e., inventory), the amount of the charitable deduction is generally limited to the
property's adjusted basis. In 1976, Congress
provided an exception to this rule for corporate
►► 62
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Data Sheet
Robert F. Randall, Editor

is not adequately recognized in society compared with that of the auditor." He noted that
the committee aimed to redress the balance.
He pointed out: "Accounting standards are at
times irrelevant and commercially unacceptable because of the failure of the user to be
involved in the development of standards."
Herbert C. Knortz, executive vice president and
comptroller of International Telephone & Telegraph Corp., is the U.S. representative on this
committee,

Computer Wars Flare
SEC Will Review Enforcement Program
The Securities & Exchange Commission has
initiated a comprehensive examination of its
own enforcement policies and practices in response to criticism. It also will review the
sanctions and remedies available to the Commission when it concludes there has been a
violation of the federal securities law. The policy review was announced by John M. Fedders,
director, Division of Enforcement, SEC, at the
1981 SEC Accounting Conference of the Foundation for Accounting Education of the N.Y.
State Society of CPAs. He reiterated the agency's desire to deregulate, to streamline the disclosure process, and to expand the scope of
exempt offerings, but warned "deregulation is
not a license to abandon high standards of professional conduct.... Reform is not a license
for professional expediency."

Internal Auditors Set Continuing
Professional Development Program
The Institute of Internal Auditors has introduced
a program to encourage continuing professional development education among certified
internal auditors. Under the program, it is recommended that certified internal auditors complete 100 hours of approved education within
each three -year period. For more information,
contact Gerald V. Martinson, Institute of Internal Auditors, P.O. Box 1119, Altamonte
Springs, Fla. 32701.

Urges Higher Profile for Management
Accountants
Management accountants should seek a higher
profile within the profession, an official of the
International Federation of Accountants told
Accountancy Age. Ron Cotton, chairman of
IFAC's Management Accounting Committee,
said: "The role of the management accountant
24

Shades of "Space Invaders "! There are computer- generated "firefights" going on but not
on the CRTs, according to the November 1981
issue of Personal Computing. The magazine reports that executives desperate for control of
their own personal computers are colliding with
"fossilized" turf- guarding data processing managers in top companies across the U.S. In
"Computer Crossfire in the Corporate World,"
writer Jason Birmingham notes that personal
computer users have "grown more and more
protective of their machines to make sure the
desktop systems are not 'corrupted' by the tinkering of company data processing professionals." Personal computer sales to corporations
are projected at $4.2 billion a year by 1985.

Tax Law May Foster R &D Waste
The Economic Recovery Tax Act of 1981,
which provides tax credits to companies for increased research and development expenses,
may cause U.S. companies to waste an additional $150 million in R &D expenditures in
1982. Milton Rosenau, a consultant in the field
of technology management, predicted that because of the tax credits, "Companies will push
ahead their R &D efforts without a well -conceived product or marketing plan in order to
qualify for the credits." Mr. Rosenau, president
of Rosenau Consulting Co., Santa Monica, Calif., predicts U.S. companies will spend more
than $60 billion on R &D in 1982. "Expenses for
R &D have been increasing at about 3 % a year,
but the tax laws are expected to double that
rate of growth."

Business /Accounting Briefs
There is frequent back - and -forth movement of
financial managers between commercial banks
and industrial corporations in response to intense competition for their services.
_
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Understanding Troubled Debt
Restructurings
A troubled debt restructuring relates to a creditor granting
a concession to a debtor for economic or legal reasons.

By Donald J. Senna

Donald J. Senna is an
accounting officer at
Old Stone Bank in
Providence, R.I. He
holds an MBA degree
from Bryant College,
Smithfield, R.I., and is a
graduate of the School
of Banking, University
of Wisconsin. Mr.
Senna is a member of
the Providence
Chapter, through which
this article was
submitted.
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While FAS No. 15, Accounting by Debtors and
Creditors for Troubled Debt Restructuring, refers
to accounting by both debtors and creditors, this
article includes only discussions and examples of
banks as creditors. Since OREO (Other Real Estate Owned) property and other assets received by
banks in full or partial satisfaction of a loan receivable meet the definition of a troubled debt restructuring, bank accountants must be knowledgeable about FAS No. 15. Because FAS No. 15
does not address accounting for allowances for
estimated uncollectible amounts and does not prescribe methods for estimating amounts of uncollectible accounts, a particular method of determining charge -offs or recoveries is not considered.
As dictated by certain governmental regulatory
agencies, banks have established a reserve for loan
loss account against which loan receivables
deemed to be uncollectible or of no value are
charged. Once a loan receivable is considered to
be uncollectible, or of no value, the amount is removed from the loan portfolio and charged
against a loan charge- off /recovery account. On a
monthly basis, all loan charge- off /recovery accounts are closed to the reserve for loan loss account. The recorded investment in a loan receiv0025- 1690/82/6308. 1458/$01.00/0

able is the face amount of the loan increased or
decreased by unamortized premium discount, finance charges, acquisition costs, and accrued interest. Interest accrued as a receivable in a prior
year and deemed uncollectible in the current year
is to be charged to the loan charge -off /recovery
account. Interest accrued during the current year
and deemed to be uncollectible should be charged
against the current period operations (income).
An example of the journal entries to be recorded
for these transactions is noted below.
EXAMPLE 1— NONRESTRUCTURED
Loan receivable balance (principal only) of
$1,000,000 is deemed uncollectible. Associated
with this balance are $10,000 of unearned discount, $3,000 of prior years' accrued interest, and
$2,000 current period accrued interest.
Calculations
Reference
(a) Loan receivable
(b) Less: applicable unearned
discount

$1,000,000
10,000

(d) Net loan principal receivable
(c) Add accrued interest—prior years

990,000
3,000

Amount to be charged off
(c) Current period accrued interest

993,000
$

2,000

Copyright © 1982 by the Natonal Association of Accountants

Entries
(1)
(c,d) Loan charge off
(c) Current period income
(b) Unearned discount
(a ) Loan receivable
(e ) Accrued interest
receivable

$993,000
2,000
10,000
1,000,000
5,000
(2)

Reserve for loan loss
Loan charge off

993,000
993,000

Because of the importance of establishing the
fair value of assets received in either a full or partial satisfaction of a debt, it is important that fair
value be discussed. The fair value of an asset can
be measured as:

willing

willing

The amount that a debtor could reasonably expect to receive for an asset in a current sale
seller in
between a
buyer and a
an other than forced or liquidation sale.
or
2. If no active market exists for the asset transferred in full or partial satisfaction of the debt,
but a market does exist for similar assets, then
the selling price in the similar market may be
useful in estimating the fair value of the asset
transferred.
or
3. Lacking a market price, a forecast of the expected cash flows may be used in estimating
the fair value. The expected cash flow is to be
discounted at a rate commensurate with the
risk involved.
It should be apparent that the fair value of an
asset is determined by market conditions as perceived or as estimated by the discounting of the
expected cash flow and not by the amount of debt
forgiven in exchange for the asset received in foreclosure or repossession. In using the discounted
cash flow method to estimate the fair value of assets foreclosed upon, the cash flow should be discounted at a rate commensurate with the risk
involved in holding the asset. Although the risk
element and the time element may vary in each
situation, the method of discounting cash flow remains the same.
FAS No. 15 defines a troubled debt restructuring as a situation in which "... the creditor for
economic or legal reasons related to the debtor's
financial difficulties grants a concession to the
debtor that it would not otherwise consider. That
concession either stems from an agreement between creditor and debtor or is imposed by law or
a court, "' A debt restructuring includes, but is
not limited to, the following:
a. A transfer from the debtor to the creditor of
receivables from third parties, real estate, or
MANAGEMENT ACCOUNTING /FEBRUARY 1982

other assets to satisfy fully or partially a debt
(including a transfer resulting from foreclosure
or repossession).
b. Issuance or granting of an equity interest to the
creditor by the debtor to satisfy fully or partially a debt unless the equity interest is granted
pursuant to existing terms for converting the
debt into an equity interest.
c. Modification of the terms of the debt such as
one or a combination of:
1. Reduction (absolute or contingent) of the
stated interest rate for the remaining original
life of the debt.
2. Extension of the maturity date at a stated
interest rate lower than the current market
rate for new debt with similar risk.
3. Reduction (absolute or contingent) of the
face amount or maturity amount of the debt
as stated in the instrument or other agreement.
4. Reduction (absolute or contingent) of accrued interest.z

It should be
apparent that
the fair value of
an asset is
determined by
market
conditions.

Therefore, where the bank acquired OREO
property via foreclosure or repossession in satisfaction (either fully or partially) of a loan receivable, such acquisition of OREO property is to be
accounted for as a troubled debt restructuring.
There is no troubled debt restructuring if ( l )
the fair value of cash, other assets, or an equity
interest accepted by a creditor from a debtor at
least equals (versus less than in a troubled debt
restructuring) the creditor's recorded investment
in the receivable; (2) the creditor reduces the effective interest rate on the debt primarily to reflect
a decrease in market interest rate; (3) the fair
value of cash, other assets, or equity interest transferred by a debtor to a creditor in full settlement
of its payable at least equals the debtor's carrying
amount of the payable; or (4) the debtor issues in
exchange for its debt new marketable debt having
an effective interest rate based on its market price
that is at or near the current market interest rates
of debt with similar maturity dates and stated interest rates issued by nontroubled debtors.'
Assets Received as a Result of Foreclosure or
Repossession
If the bank receives from a debtor in fit]] satisfaction of an investment of a loan receivable either
(1) receivables from third parties, real estate
(OREO) or other assets, or (2) shares of stock or
other evidence of an equity interest in the debtor,
or both, then the bank shall account for those assets at their fair value at the time such assets are
received. Legal fees and other direct cost to acquire the foreclosed property may be recorded as
a separate receivable if the fair value of the asset
received will support the assumption that these
costs will be collected when the asset is sold. If
27

such an assumption cannot be made, then the fees
and other costs are to be charged against that period's operations (income).
The bank will review its loan portfolio for the
total of its recorded investment in the loan receivable, record receipt of the asset at the asset's
determined fair value, and charge the loan charge off account for any excess of the recorded investment in the loan receivable over value of the asset
received in foreclosure or repossession. Example 2
demonstrates the entries for foreclosure proceedings.

There are at
least three ways
of measuring EXAMPLE 2— FORECLOSURE PROCEED'fair value. ' INGS
A mortgage loan receivable balance (principal
only) of $1,000,000 is deemed uncollectible and
foreclosure proceedings are instituted. In full satisfaction of the mortgage loan, the bank receives
real estate. Legal and other direct costs incurred
total $25,000. Because there is no active market
for the real estate received or for similar real estate, the estimated fair value of $850,000 of the
real estate received is computed based on the discounted cash flow using an appropriate risk rate
for the two years it is estimated that the bank will
hold the real estate. Also associated with the loan
receivable balance is $25,000 of unearned discount, $5,000 of prior years accrued interest and
$4,000 of current years accrued interest.
Calculations
$1,000,000
25,000

Net loan principal
(c) ADD: Prior years accrued interest

975,000
5,000

Net investment in loan receivable
(d) Estimated fair value of OREO
property

980,000

(f) Amount to be charged off

130,000

Where the terms of the troubled receivable are
modified, and no receipt of assets is involved, the
bank shall account for the effects of the restructuring prospectively and not change the recorded
investment in the receivable unless the recorded
receivable amount exceeds the total of the future
cash receipts specified by the new terms. Interest
income shall be computed in a way that a constant
effective interest rate is applied to the recorded
investment in the receivable at the beginning of
each period between restructuring and maturity.
This effective interest rate shall be the discount
rate that equates the present value of the future
cash receipts specified by the new terms.' The following example points out the significance of the
restructuring_
EXAMPLE 3— SIGNIFICANCE OF
RESTRUCTURING

A loan with a principal balance of $1,000, a
remaining life of three years, an interest rate of
9.6% annually, and principal and interest payments of $400 annually has been restructured by
reducing the principal and interest payments to
$264 and extending the maturity date to five
years.
The payment schedule before restructuring for
the remaining period was:

850,000

Charges to current operations:
(c) Current period accrued interest
(e) Legal and other direct costs

4,000
25,000
$

Year
1
2
3
4

Begin Balance
$1.000
696
363
__0_.

Entries
(1)
(d) Investment in OREO property
at fair market value
850,000
130,000
(f) Loan charge -off
(b) Unearned discount
25,000
(c) C urrent period income
4,000
(a )
Loan principal
1,000,000
(c )
Accrued interest receivable
9,000
To record OREO property acquired in foreclosure
(2)
(e) Current period expense
25,000
Cash
25,000

Prin. Red,

Interest

304
333
363
__0_

96
67
37
0

$1,000

200

The payment schedule after restructuring is:
I
1,000
164
2
836
180
3
656
198
4
458
217
5
241
241
6
—0
-t)—

100
84
66
47
23
0

$1,000

320'

29,000

The estimated fair value of the real estate assumed
in foreclosure, is less than loan principal and will
not support the assumption that legal and other
direct costs will be recovered when the property is
sold. Therefore, these charges are being expensed
and not recorded in the investment account.
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Modification of Loan Terms

*

(a ) Loan receivable
(b) Unearned discount

To record payment of legal and other direct cost not included in OREO.
(3)
Reserve for loan loss
130,000
Loan charge off
130,000
Monthly closing of loan charge -off /recovery account to
the Reserve for Loan Loss account (this entry is done by
General Accounting).

At 10% annual interest

If the total future cash receipts (interest and
principal) specified by the new terms of the receivable are less than the recorded investment in
the receivable before restructuring, the bank shall
reduce the recorded investment in the receivable
to an amount equal to the total future cash receipts specified by the new terms. Thereafter, all
►►49
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Post - Auditing Capital

Investments Using IRR and
NPV Models
Use of an inconsistent post - evaluation method to evaluate
managers' performance is unfair and may be counterproductive.

By Harold P. Roth and Robert M. Brown
Although sophisticated and theoretically correct
models for the initial evaluation of capital investments are widely discussed in the accounting and
finance literature, relatively little has been written
about the methods that can be used for post -auditing these decisions. Most would agree that managers should be evaluated on their performance;
however , the methods used for post -auditing the
decisions are often inconsistent with the models
that are generally considered to be the best for the
initial evaluation . This inconsistency may have
important behavioral implications for managers
and may result in projects being accepted that are
not optimal for maximizing the long -term wealth
of the organization.
We present here two methods for post -auditing
capital investments that are consistent with the
internal rate of return (IRR) and net present value (NPV) evaluation models. We develop an example using the internal rate of return and net
present value audit methods. This demonstration
will show that these methods are consistent with
the initial evaluation models that are generally
considered to be superior if the objective of financial management is to maximize the wealth of the
firm. Finally , the advantages and disadvantages of
0025 - 1690/82/6308. 1272/$01.00/0

the methods will be discussed.
For the post -audit to be effective it is imperative
that the methods used for review of investment
decisions be consistent with those used in the initial evaluation process. For example, it would be
inappropriate to use the discounted cash flow
models for project selection and the accounting
rate of return models for subsequent review. To
illustrate, assume that a capital project with an
initial cost of $129,437 is expected to generate net
cash inflows of $50,000 a year for each of the next
four years. If this project is evaluated using a discount rate of 14% , the net present value is
$16,249, indicating that the project is acceptable.
Sim ilarly, evaluating this project by the internal
rate of re turn method gives an internal rate of

0�
kh

Harold P. Roth is
assistant professor of
accounting at The
University of
Tennessee — Knoxville.
He has a Ph.D. degree
from Virginia
Polytechnic Institute
and State University.
He is a member of
Knoxville Chapter.

r e t u r n o f 2 0 % . Ho we v e r , i f t hi s p r o j e c t i s s u b s e q u e nt l y p o s t - a u d i t e d u s i ng a n a c c o u n t i ng r a t e o f
r e t u r n me t h o d , the rate s of ret urn based on the
beginning of the period investm ent balances vary
o ver the fou r ye ars and may even be a ne gative
rate in the f irst year alt hough the ret urns are exactly as projected . Table 1 illustrates the calculation of th ese ra tes of re tur n f or eac h y ear us ing
various depreciation m ethods a nd assum ing that
the cash flows are exactly as projected.
Although the cash flows are exactly as projected, the data in Table 1 show that the rate of return
Copyright ® 1982 by the National Association of Accountants
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Table 1
Accounting Rates of Return
Year 1

Year 2

Year 3

Year 4

Straight -Line Depreciation:
Cash inflows from operations
Less: Depreciation:
Net income

$ 50,000
32,359
$ 17,641

$ 50,000
32,359
$ 17,641

$ 50,000
32,359
$ 17,641

$ 50,000
32,360
$17,640

Investment Base
Cost
Accumulated depreciation
Beginning Investment Base
Rate of return

$129,437
-0$129,437
13.6%

$129,437
32,359
$ 97,078
18.2%

$129,437
64,718
$ 64,719
27,3%

$129,437
97,077
$ 32,360
54.5%

Sum -of- the - years' digits depreciation:
Cash inflows from operations
Less: Depreciation
Net income

$ 50,000
51,775
$ (1,775)

$ 50,000
38,831
$ 11,169

$ 50,000
25,887
$ 24,113

$ 50,000
12,944
$ 37,056

Investment Base
Cost
Accumulated depreciation
Beginning Investment Base
Rate of return

$129,437
-0$129,437
-1.4%

$129,437
51,775
$ 77,662
14.4%

$129,437
90,606
$38,831
62.1%

$129,437
116,493
$ 12,944
286.3%

Double - declining balance depreciation:
Cash inflows from operations
Less: depreciation
Net income

$ 50,000 $ 50,000
64,719
32,359
$(14,719) $ 17,641

$ 50,000
23,539
$ 26,461

$ 50,000
23,538'
$ 26,462

Investment Base
Cost
Accumulated depreciation
Beginning Investment Base
Rate of return

$129,437
-0$129,437
-11.4%

$129,437
82,360
$ 47,077
56.2%

$129,437
105,899
$ 23,538
112.4%

$129,437
64,719
$ 64,718
27.3%

'Adjusted to fully depreciate the investment

for this investment is a negative rate in the first
year using both the sum -of -the- years' digits and
doable- declining balance depreciation methods. If
managers are evaluated using an accounting rate
of return on an annual basis, they may be hesitant
to recommend this investment because it may
show a negative rate for the first year. If they
know this review method is being used, they may
recommend other capital projects for investment
that show a positive rate in the first year although
the internal rate of return or net present value is
less than this project.
Table 2
Post -Audit Internal Rates of Return
(Cash flows exactly equal to projected)
Year 1
Year 2
Year 3

$ 17,641
32,359
50,000
24,113

$ 17,641
32,359
50,000
28,935

$ 17,641
32,359
50,000
34,722

$ 17,640
32,360
50,000
41,667

Net income for post -audit
Cost
Present value accumulated
depreciation

$ 25,887
$129,437

$ 21,065
$129,437

$ 15,278
$129,437

$ 8,333
$129,437

-0-

24,113

53,048

87,770

Net investment
Internal rate of return

$129,437
20%

$105,324
20%

$ 76,389
20%

$ 41,667
20%

Net income'
+ Straight -line depreciation'
- Present value depreciation'

'Fr om Table 1
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Year 4

'Fr om text

Because discounted cash flow models are considered to be superior for the initial evaluation,
they should also be used for the post -audit to
avoid the dysfunctional consequences that can result from the use of inconsistent models. There are
two possible discounted cash flow review models
that can be used -an internal rate of return model
and a net present value model. Both of these require the use of a present value (compound interest) depreciation concept. This depreciation can
be easily calculated at the time of the initial evaluation and can then be used in the post -audit
process.
Present value depreciation is simply the decline
in the present value of the expected future cash
flows during the year using the internal rate of
return as the discount rate. For the example presented previously, the present value of the expected cash flows at the beginning of the first year
using a 20% discount rate is $129,437, i.e., the
cost of the investment. If the present value of the
expected cash flows at the end of the first year is
similarly calculated, it is $105,324. The difference
in these two amounts of $24,113 represents the
present value depreciation for the first year of this
investment. The present value depreciation for
each of the remaining three years can be calculated in the same manner. These amounts for each
MANAGEMENT ACCOUNTING/ FEBRUARY 1982

Table 3
Post-Audit Internal Rates of Return
(Cash flows differ from projected)

$

+

Straight -line depreciation
Present value depreciation

Net Present Value Review Model
To post -audit a capital investment using a net
present value approach, it is necessary to have the
evaluation data from both the internal rate of reMANAGEMENT ACCOUNTING /FEBRUARY 1982

Year 4

Year 3

10,000

$

15,000
32,359
47,359
34,722

$

20,000
32,359
52,359
28,935

32,360
42,360
41,667

$129,437

$105,324

29.5%

22.2%

76,389

$

12,637

$

23,424

$

$

38,246

$

Inve stme nt b alance be g inning o f p e rio d -ne t"

$

Net inc ome fo r p ost-audit

16.5%

693
41,667
1.7%

'From Table 2

Table 4
Net Present Value Expected to be Earned

Beginning
of year
1

2
3
4

Present
value
of Inflows
14%

Present
value
of Inflows
20%

NPV

NPV
expected
earnings in
year

$145,686
116,082
82,333
43,860

$129,437
105,324
76,389
41,667

$16,249
10,758
5,944
2,193

$5,491
4,814
3,751
2,193

Cumulative
NPV
expected
to be
earned
$

To post -audit capital investments using an internal rate of return model,' the accrual basis returns must be converted to a cash flow basis and a
deduction made for present value depreciation to
arrive at a net income for the year. If the cash
flows are exactly as projected, this method gives a
rate of return on the beginning of the period investment balance that is consistent with the internal rate of return calculated in the initial evaluation process. Table 2 illustrates this method for
the example presented previously. The assumptions used to arrive at the amounts in Table 2 are
that the project is depreciated using the straight line method for determining accrual net income,
the cash flows are exactly as projected with no
adjustments for accruals of receivables and pay ables needed, and the present value depreciation
was calculated at the time of the initial evaluation
using the internal rate of return.
These data in Table 2 show that the internal
rate of return calculated on an ex -post basis is
consistent with the rate found in the initial evaluation. If the returns in any year are greater than
those projected in the initial evaluation, the expost internal rate of return will be greater than the
rate calculated in the initial evaluation. Likewise,
if the returns are less, the post -audit rate will be
lower than the 20% found in the initial evaluation. This fact is illustrated in Table 3 where the
actual accrual basis net incomes are assumed to be
$30,000 in Year 1, $20,000 in Year 2, $15,000 in
Year 3, and $10,000 in Year 4.
These data in Table 3 show that the ex -post
internal rate of return is greater than the 20% rate
calculated in the initial evaluation in Years 1 and
2 when the net incomes (and the net cash inflows)
are greater than expected. Likewise, in Years 3
and 4, the audit rates are less since the actual returns were lower than those projected. Thus, the
ex -post rates of return calculated in this manner
are consistent with the IRR evaluation model.

30,000
32,359
62,359
24,113

$

Net inco me

Internal rate o f return

Internal Rate of Return Review Model

Year 2

Year 1

-

year are Year 1- $24,113; Year 2- $28,935; Year
3- $34,722, and Year 4- $41,667.
Since all the data needed for calculating these
figures are available from the internal rate of return evaluation model, the depreciation amounts
can be easily calculated at the same time the project is being evaluated. The post -audit would then
consist of converting the accrual basis returns to a
cash flow basis and using the present value depreciation in the audit process. This is necessary for
both an internal rate of return and a net present
value review model.

5,491
10,305
14,056
16,249

turn and net present value evaluation methods.
Although this technique requires that data for
both methods be available, it does not seem unrealistic because surveys of capital budgeting
practices show that multiple evaluation methods
are often used.' Even if they are not, the additional data needed for this method can be easily developed because they are all based on the projections
of future cash flows that must be available to calculate a net present value. Once these two evaluation calculations have been made, it is possible to
determine when the net present value is expected
to be earned. Then the post -audit is a. comparison
of the actual and the cumulative actual net present value earned during a period to the expected
amounts.
To illustrate this net present value method, the
data in the example presented previously will be
used. The first step is to calculate the present value of the expected cash inflows at the beginning of
each year in the life of the investment using both
the internal rate of return and the discount rate
used in the net present value calculation. The difference between these two amounts is the net present value at that point in time. For example, at the
beginning of Year 1, the present value of the expected cash inflows using a 14% rate (the NPV
discount rate) is $145,686 and $129,437 using a
20% rate (the IRR). The difference of $16,249 is
the net present value at that time. Similarly, the
net present value at the beginning of each year is
then calculated. For this example, the net present
value at the beginning of Year 2 is $10,758. Thus,
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Table 5
Future Years' NPV Change

2

3
4

Projected
inflow

Present
value at
beginning
of Year 2

$50,000
50,000
50,000

$38,473
33,749
29,604

$43,860
38,473
33,749

Future
years' NPV
change
during
Year 1

5,387
4,724
4,145
$14,256
$

Year

Present
value at
beginning
of Year 1

Total change

3
4

50,000
50,000

Year 2

Year 3

Year 2

38,473
33,749

43,860
38,473

5,387
4,724

Total change

4

50,000

$10,111

Year 3

Year 4

Year 3

38,473

43,860

5,387
$5,387

Total change

there has been a decline in the net present value of
$5,491 during Year 1, and this represents the
NPV expected to be earned during that year. Table 4 shows the NPV and the cumulative NPV
expected to be earned for each year for this investment. The amounts in the last two columns of
Table 4 are then used in the post -audit to see how
the actual net present value earned compares with
the expected amounts.
The next step in the post -audit is to determine
the actual net present value that is earned in each
period. To understand this step, one must recognize that the change in the present value of the
future cash inflows during any year consists of
two parts. The first part is the present value of the
projected cash inflows for that year, i,e., the projected cash inflow divided by one plus the dis-

count rate. The second part is the change during
that year in the present value of the expected cash
flows for the remaining years of the investment.
For this example, at the beginning of Year 1,
the future cash inflows have a present value of
$145,686 using the NPV discount rate of 14 % and
a present value of $116,082 at the beginning of
Year 2, The difference of $29,604 consists of the
present value of the $50,000 inflow, $43,860, expected during Year 1 minus the change during the
year of the present value of the expected cash inflows [$14,256] for the remaining three years of
the investment. This second part will be referred
to as the change in the future years' present value.
Table 5 shows the calculation of these changes for
each year. It should be noted that these amounts
are based on projected inflows and can, therefore,
be determined at the time of the initial evaluation.
Once these changes in the present value of the
future years' inflows have been determined, the
post -audit is relatively simple. One simply converts the actual cash flows for the year to a beginning of the year present value and deducts the
present value depreciation and the change in the
present value of the future cash inflows from that
amount. The resulting figure is the actual net present value earned during that period. Table 6 illustrates this for the example assuming that the actual cash flows are the same as projected.
The amounts in the last two columns of Table 6
can be compared with the net present value expected to be earned as shown in Table 4. In this
case, the amounts are the same since the actual
cash flows are exactly as predicted. If the cash
flows vary from those predicted, the actual
amounts would be greater than projected if the

Table 6
Actual Net Present Value Earned
(Cash flows exactly equal to projected)

1

2
3
4

Present
value
depreciation

Future
years'
NPV
change

Actual
NPV
earned

Cumulative
NPV
earned

$50,000
50,000
50,000
50,000

$43,860
43,860
43,860
43,860

$24,113
28,935
34,722
41,667

$14,256
10,111
5,387
-0-

$5,491
4,814
3,751
2,193

5,491
$10,305
14,056
16,249
$

Year

Actual
cash
flo ws

Actual
cash
flowsi
1.14

Table 7
Actual Net Present Value Earned
(Cash flows differ from projected)

Year
1

2
3
4
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Actual
cash
flows

Actual
cash
flows/
1.14

Present
value
depreciation

Future
years'
NPV
change

Actual
NPV
earned

Cumulative
NPV
earned

$62,359
52,359
47,359
42,359

$54,701
45,729
41,543
37,157

$24,113
28,935
34,722
41,667

$14,256
10,111
5,387
-0-

$16,332
6,683
1,434
-4,510

$16,332
23,015
24,449
19,939
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internal rate of return must be computed for the
project even ifthe net present value is used for the
initial evaluation. However, all data needed for
determining the IRR must also be available to calculate a NPV and the additional computations
should not be costly or time consuming. Likewise,
once the IRR has been determined, the present
value depreciation is not difficult to calculate.
When the two methods presented here are compared with each other, the IRR model is clearly
easier to understand than the NPV method, This
fact could explain why the IRR model has been
discussed by other writers but the NPV method
has been neglected in the literature. Although either method will show if the project is producing
inflows as projected, the NPV method may have
certain advantages over the IRR model even if the
calculations are somewhat more difficult.
One advantage of the NPV model is that it is
consistent with the NPV evaluation method that
is generally considered better if the objective of
the company is to maximize the present value of
the expected cash flows. Although both the IRR
and NPV evaluation methods give similar accept
or reject signals, they may produce different rankings of projects if the firm is subject to capital
rationing or must choose between projects which
Advantages and Disadvantages
have different initial outlays or lives. When projThe internal rate of return and net present val- ects are selected in this manner, management may
ue methods for post- auditing capital investments also want to post -audit the investments using the
presented here appear to have both advantages same criterion. If so, the NPV method should be
and disadvantages. One advantage of both is that used for the post- audit.
the results are consistent with the methods considAnother advantage of using the net present valered to be the best for the initial evaluation of ue method over the internal rate of return method
capital projects. As noted previously, the use of an is that the results of the NPV are in dollars while
accounting rate of return method for post- audit- the IRR is a percentage. The NPV model thus
ing can produce results which differ greatly from shows how much the project contributed to the
those that were expected using the internal rate of increase in the wealth of the firm during the year.
return model although the net cash flows were While both methods will show if the project perexactly as predicted. This difference could cause formed better or worse than expected, the NPV
managers to recommend projects that are not op- method expresses the results in dollars which may
timal from the firm's point of view. Thus, the use be more meaningful than a percentage. If so, manof these methods should help overcome the prob- agement may want to consider using the NPV
lem of managers recommending projects which method.
F]
may be suboptimal to the firm but optimal for the
short -run evaluation of their performance.
' This method is discussed by Charles T Horngren, Cost Arcounting: A,Managerial
Emphasis. 4th ed., Prentice-Hall, Inc., Englewood Cliffs, N. l., 1977, p. 724; and
A disadvantage of these methods is that they Harold Bierman, Jr., and Thomas R. Dyckman, Managerial Cost Acmunting, The
MacMillan Co.. New York. 1971. pp 365 -381 it is also the method used by Carl F
require more data than is needed for the account- Hicks, Jr., and L. Lee Schmidt, Jr., "Post Auditing the Capital Investment Decision," Management Armunting. August 1971, pp. 24.28, 32.
ing rate or return model. For example, both the -. For results of surveys that show the use of multiple evaluation techniques, see
Thomas Klammer, "Empirical Evidence on the Adoption of Sophisticated Capital
IRR and NPV methods require the calculation of Budgeting Techniques," The Journal of Business,October 1973, pp. 387 -397; and
Glenn H. Petry, "Effective Use of Capital Budgeting Tools," Business Horizons,
present value depreciation. This means that the October 1975, pp. 57-65.

actual flows are greater, and less, if the actual
flows are less. For example, if the actual cash
flows are those shown in Table 3, the post -audit
calculations ofthe actual net present value earned
would be those shown in Table 7.
If these actual net present value earned
amounts shown in Table 7 are compared with
those expected, one can see that the actual
amounts are greater than those expected during
Years 1 and 2 when the flows are greater than
expected, and lower in Years 3 and 4 when the
flows are lower than expected. Similarly, the cumulative actual NPV's show that the project is
generating cash in a more timely manner than
originally anticipated. These results are, therefore,
consistent with the discounted cash flow evaluation method.
These internal rate of return and net present
value methods show that capital investments can
be audited on a basis that is consistent with the
discounted cash flow evaluation models. Most of
the data needed for these methods can be obtained
at the time of the initial evaluation, therefore, the
post -audit would simply be done by comparing
the projected IRR or NPV to be earned in each
year with the actual data.
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The IRR model
is clearly easier
to understand
than the NPV
method,
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small business failures. Even though
small businesses account for about 90%
of the nation 's em p loy m en t opp ortun ities, these b usin esses fail at an y alarm -

porting requirements.
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was askea
to assist in this project by soliciting
com men ts from mem bers involved in
sm all b u sin ess (see page 58).
NAA also has increased its involvement throu gh the establishm ent of a
Sm all Bu siness Panel , the introduction
o f a Sm all Business column in MAN-

ing rate, especially in today's economy.
Fortunately, there is widespread A G E M E N T A C C O U N T I N G , the schedulawareness of the problem. There is a ing of special programs and seminars diconsensus emerging thoughout our soci- rected to smaller businesses, and the
ety from the federal government on establishment of a liaison with organidown that the vitality of smaller busi- zations aiding small businesses.
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effect of financial reporting rules on priTo date, most of the attention in acvate and small public companies —a re- counting for smaller businesses has review which may lead to changes in re- volved around external reporting. Un-

`Bottom -Up'
Budgeting and Control
By John S. Chandler
and Thomas N. Trone
The following is a step -by -step description of the process used to budget and
control cost in a food service business.
As in the traditional budgeting approach, the sales forecast is the starting
point of all budgeting. The same factors
that go into the sales forecasting process
for large companies are also relevant to
the small food service enterprise such as
past histo ry , co m p etitio n , an d m an agement goals. The small fo od service o per-

0025-1690/82/6308-1501/$01.00/0

ato r can no t afford even relatively sm all
erro rs o r u nexpected variations in this
forecast. Because all forecasting method s, h owever, have som e elem ent of uncertainty , the sim plest way to reduce
th e magn itude of the variations is to red u c e t h e tim e horizon of the forecast.
Th e first 12 m onths of operation are the
most cru cial for the small business;
therefo re, monthly, weekly, and even
daily perio ds are reasonable.
The sales forecast can be presented on
a d aily b asis as a percent of total week's
sales o r d o llar volum e. Of course, a line

tortunately , financial management and

internal reporting have received scant
attention. To assist small businesses in
the financial management area, MANAGEMENT AC COUNTING in t hi s is s u e

presents the first in a series of features
on m anage m ent acco unting fo r sm aller

businesses . The articles in this first section focus on the problems of budgeting,
valuation , and internal control. Future
articles will deal with cost allocation,
cash flow, planning, plus other accounting and financial areas.
We welcome your comments and contributions to this new endeavor. High
priority will be given to "how -to- do -it"
articles and case studies in line with the
recommendations of NAA's Small Business Panel. Manuscripts may be submitted through the chapter competition
(make sure the manuscript is flagged
"small business article ") or sent directEJ
ly to the magazine.
graph for a food service operator would
show sales volume varying regularly as
a function of the day of the week. This
phenomenon is typical of many food
service situations reflecting daily specials and the dominance of weekends.
Daily sales forecasts are determined by
averaging past performance data (after
removing extremes) and then adjusting
for other factors such as management
direction, economic considerations, and
industry trends.

� i

Af t

John S. Chandler is
assistant professor of
accountancy at the
University of Illinois,
Urbana. He holds a Ph.D.
degree in computer and
information science from
the Ohio State University.
This article was submitted
Valley the Sangamon
Valley Chapter.

Copyright CQ 1982 by the National Association of Accountants

Thomas N. Trone is chief
executive officer and
president, Eats of Eden,
Inc., operator of Lox, Stock
and Bagel Restaurants
and Catering Services. He
has a master's degree
from the University of
Illinois and teaches a small
business course at
Parkland College.

38

Table 1
Monthly Budget
Dollar value
Sales forecast (monthly)
Beginning inventory
Directory materials purchases
Ending inventory
Cost of goods sold

S 100,000

(40,000)

Gross profit margin
Controllable operating costs:
Wages Ft payroll taxes
(direct labor)
Advertising
Maintenance
Utilities
Ad mini strativelaccounting
Office supplies

40._0 IF)

60,000

60.0

15,000

15.0

4,000
1,000
5,000
3,500
1,000

4.0
1.0
5.0
3.5
1.0

Total controllable costs
Fixed and occupational costs
Salaries
Rent
Leases
Insurance
Interest

Percent of sales
100.0

6,000
38,500
4,500

29,500

6,000
9,000
1,000
3,000
3,500

IEI

29.5 (D)

6.0
9.0
1.0
3.0
3.5

Total fixed and occupational costs

22,500

22.5

(C)

Cash from operations

8,000

8.0 (B)

Non -cash expenses:
Depreciation
Amortization
Other income and expenses
Net income before taxes

2,000
500
0
5,500

2.0
0.5
0.0
5.5

Corporate tax
Net inco me after taxes

1,500
4,000

1.5
4.0 (A)

dynamic behavior than a daily horizon.
Other costs such as advertising can be
maintained at relatively stable levels
through the discretion of management.
On a daily basis, however, the key items
are Direct Labor (line E) and Cost of
Goods Sold (line F). These typically
account for more than half of the production costs and may exhibit wide variations on daily volumes. Therefore, the
operator must be able to not only budget these items closely, but also adapt
quickly to their inherent variability.
Bottom -up Budgeting
Taking Direct Labor first, note the
$15,000 budgeted represents a pool of
dollars available for Direct Labor. In
the traditional budgeting environment,
this figure is the result offirst determining the number of man -hours required
to produce the given sales volume and
then multiplying by the cost per man hour. In the bottom -up approach, however, just the reverse is done. This pool

$

A sales forecast is made in other areas besides sales dollar volume. For example, the volume of raw materials required for sales also is projected. This
forecast may not be as dynamic as daily
sales, but it provides a model against
which one can later plan purchases,
payable policies, and inventory control.
In the food service business, material
control is very crucial because of the
perishibility of the food items.
The second step is where the process
diverges from the traditional. As a part
of the sales forecasting process, the independent operator also should keep in
mind a target level of profits, return on
investment, or cash flow. These minimum levels are crucial to the small operator, especially in the first year. These
target levels can be expressed as a dollar
amount or as a percent of sales.
In Table 1, annual return on investment is tied to average monthly net income after taxes ($4,000 line A). If a
specific level of monthly cash flow is desired, that level is identified in line B.
Because line A and line B are directly
derivable from each other, given tax and
depreciation rates, a target cash flow
level can be determined.
From this target cash base, the operator now works upward, allocating the
remaining budgeted sales revenues to
the various production cost categories.
He can do this based on past experience,
industry averages, or management direction. The fixed costs summed in line
C are the annual overhead costs prorated to the current sales period. In this
way such costs can be "assured" of being covered by year's end. Thus, the upward allocation process quickly rises to
the controllable operating costs at line
D and Cost ofGoods Sold at line F.
In the controllable costs area, the operator can reduce the variability of several of the costs areas. Some of these
costs such as utilities are controlled on
monthly time horizons resulting in less

of dollars is correlated with a pool of
man -hours available for operation. The
operator then schedules this pool of
man -hours to fit his particular operational needs.
This budget -to- scheduling process is
shown in Table 2. The monthly sales
forecast of $100,000 yields a weekly
sales level of $25,000. Applying the daily sales forecast values from Figure 1
(line A) to this level produces the daily
forecast levels in line B. Since the budget in Table 1 allocated 15% of sales to
Direct Labor, the daily Direct Labor
dollar pool is readily determined (line
C). For the purposes of illustration, we
assume all personnel receives $3.80/
hour. This yields the Direct Labor man hour pool levels in line D.
Now the operator has the appropriate
daily level of man -hours required to
handle the corresponding workload. As
is typical in small food service businesses, there are two principal job types:
production (food preparation or cookMANAGEMENT ACCOUNTING/ FEBRUARY 1982
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ing) and customer service (serving, eight -hour shifts. Split or partial shifts
cleaning, and cashiering), Furthermore, may be preferred, allowing the operator
each day has its own peaks and valleys greater flexibility in filling in Table 2.
A similar schedule for Direct Matericorresponding to the typical eating
hours. For example, in Table 2, Service als also can be constructed (Table 3),
Period 2 is the lunch hour and Service Applying the volume forecasts of Figure

2 (color overlay) yields dollar pools for
materials (line B). As there are personnel types in Direct Labor, there are also
food material types, for example, liquor,
meats, vegetables, breads, and condiments. Purchase records readily provide
breakdowns by class and by day. Again,
the perishability of the materials forces
daily control over purchases. Note, if
the data for Figure 2 comes from purchase records, then the required lead
time is already accounted for. If Figure
2 data comes from daily sales, then the
values in Table 3 must be appropriately
adjusted for this lead time.
Both of these detailed schedules provide templates for control. As daily operations progress through the week, actual Direct Labor levels are filled in as
shown in Table 4. These levels are compared against the budgeted levels,
quickly identifying variances. The effect
of sales variability can be easily determined in line A, leaving production and
purchasing inefficiencies obvious. As
Table 4 shows for Direct Labor, this
can be analyzed down, on a daily variance basis, columns (Cl) and (0), or
across, by production type or service period, rows (111) through (R3).
On a daily basis, sales and labor variances are immediately identified. For

Table 2
Direct Labor Scheduling System
Do llar
vo lum e

Mon

5,000
4.500

Tues

Wed

10

10

14

18

Type 2

6

6

6

10

• • 60

Se r vice

Period 1

4

4

4

3.500

Service
Period 2

35

38

41

2.500
2.000
1.500
1,000
500

Service
Period 3
10
10
Service
• • • • • •
Period 4
• • !4
27
Service • •

6•

S at •

Fri

10

4,000

3.000

Thum

Production
Type 1
Production

•

•

•� i

Sun
• •

10

Surnmar y

•

104

10 1

58

8

8

8

42

•• 48

55

68

48

333

12

14

20

12

88

49

54

46

52

281

•

•

0
9
29

82
Period 5
8
8
8
12
14
20
12
Direct labor
988
(D) man -hour pool 97
103
108
151
173
194
162
Direct labor
ICI Dollar pool 5367.50 $390.00 $408.75 $573.75 $656.25 $738.75 $615.00 $3,750
(B) Sales forecast $2,450 $2,600 $2,725 $3,825 $4,375 $4,925 $4,100 $25,000
Daily sales as %
100
(A) of weekly sales 9.8
10.4
10.9
15.3
17.5
19.7
16.4

Mon

Tues

Wed

Thurs

Fri

Sat

Sure

Figure 1
Daily Sales Forec ast

Period 4 is th e din n er ho ur. Th e required man -h ours o bviously vary with
these peaks and th e o p erator can sched ule accord in gly . His m ajo r co n strain ts
are m inim u m p ro d u ctio n levels an d th e
budgeted m ax im u m s in lin e D.

With the full week's schedule filled
in, the operator now matches the total
hours per service period and production
type to individual personnel skills and
schedules. This is possible because of
the unique characteristics of the work
force in the small food service industry.
Although there are two work classifications, most personnel can perform many
functions interchangeably. For example,
in Table 2, on Friday, four people working eight -hour shifts in production
would have four hours left over from
the budgeted 28 hours. They could easily spend those hours on a service function, reducing the overall need for service personnel. Another characteristic of
the work force is their scheduling flexibility. Many individuals do not need to,
and may not want to, work continuous
MANAGEMENT ACCOUNTING/ FEBRUARY 1982

Table 3
Direct Materials Purchase Schedule
L o llar

value
2.200

•

2.000

• •

1.800
1,600
1,400
1,200
1.000
800

Mo n
$ 300

Tues
$ 200

Wed
$ 200

Food type 2

100

200

100

Food type 3

400

400

Food type 1

300
400
D i r e c t m ~ • • 10 * • $ ? 2 1 9
(B) dollar pool $1,100

11

Thum
$500 0 ? 6 0 0
4QG

•

Sat
$ 600

Su# Summary
$ 4 0 . $ 2 ,8 0 0
200 t' 1,700
400 ,2 ,7 0 0

400

300

400

700

500

600

200

f n800

$1,500

$1,900

$2,200

$1,200

s10.001)

15

19

22

12

100

• 100
100
5 0 0 • • 300

Food type 4

Daily purchases
(A) as % of
weekly
purchases

W

•
• •

12

9

600
400
200

Mo n

Tue s

Wed

T hurs

Fri

S,I ,

Figure 2
Direct Materials Forecast

39

example, on Monday in Table 4, the
sales variance of —$50 implies (given
that Direct Labor is 15% of Sales) an
expected Direct Labor variance of
—$7.50. Thus, Monday's actual variance of $7.60 is explainable and can be
seen to be a shift toward Service Period
3. On Tuesday, however, the +$100
sales variance yields an expected Direct
Labor variance of + $15 as compared to
the actual variance of +$30. This may
signal an inappropriate schedule, unproductive employees, or a general need for
management investigation.
By week's end the summary figures
and variances can identify further areas
of concern. The increased actual Direct
Labor levels in Service Periods 3 and 4
should be compared against weekly
sales volumes by service period to verify
the apparent shift in consumer demand.
If verification is not apparent, then
management action is indicated. For example, the overall weekly Direct Labor

Benefits of the Bottom -up Approach
The bottom -up approach offers many
benefits to the small independent food
service operator, in particular, and the
small business manager, in general.
Taking a bottom -up approach to these
benefits, one can start with the financing
assistance provided by the approach. By
initially setting the desired level of profits and cash flow, one is essentially
"guaranteeing" a sound financial base
for operation. This is crucial for the independent operator in not only the first
years of operation but also in succeeding periods. This cash base reduces the
need for alternative financing, a sparse
commodity for the small operator. It
provides a financial buffer that allows
the small operator greater adaptability
in handling sales and cost variability.
Prorating the fixed overhead expenses
before variable costs increases the possibility of meeting these crucial payments

up method. As a result, total labor costs
can be kept to a minimum, with the
greatest productivity and least waste.
The Direct Material environment of
the small food service business is just as
flexible and dynamic as the sales demand it supports. The bottom -up approach allows the operator to match
this variability. The lead time and accuracy of purchasing can be fine - tuned.
Losses because of over - purchasing and
stockouts can be reduced through tighter control by the bottom -up approach.
The Direct Material environment also
requires an available pool of cash to
take advantage of spot purchases or rapid consumer demand changes. The bottom-up approach by design starts with
such a pool of cash.
Finally, the bottom -up approach
gives the manager a better management
tool. The approach is simple and
straightforward, reducing the amount of
time the manager must spend on cleri-

Table 4
Control Template for Direct Labor
Budget

Tuesday
Variance

Actual

Budget

10

0

10

10

0

10

104

6

0

6

6

1

7

4

0

4

4

1

5

35

-4

31

38

+2

40

10

5

15

10

3

13

24

-3

21

27

3

30

8

0

8

8

2

6

97

2

95

103

8

111

$367.50
$2,450

$ -7.60
$- 50

$359.90
$2,400

...
...

58

2

56

42

3

45

333

-9

324

(R1)

88

11

99

(R2)

281

+23

304

(R3)

82

8

74

22

1010

+

108

+

...

Actual

4

+

+
+
+

...

summary
Variance

...

variance, when compared to the expected variance based on sales ($83.60 vs.
(500X 15 %) = $75.00), does not seem
significant. When coupled with the service period variances, however, dynamic
changes in demand may be occurring.
Given the independent operator's need
to be able to react quickly to changes in
consumer demand, this approach provides timely, accurate, and relevant information.

$390.00
$2,600

$ +30.40
$+100

$420.40
$2,700

988

+

±

-

-

(Cl)

40

+

Actual

+

Monday
Variance

-

Production
Type 1
Production
Type 2
Service
Period 1
Service
Period 2
Service
Period 3
Service
Period 4
Service
Period 5
Direct labor
man -hour pool
Direct labor
dollar pool
Sales forecast

Budget

$3,750.00 $ +83.60 $3,833.00
$25,000
$, 500
$25,500

(C2)

in a timely manner.
The bottom -up approach allows the
manager to take full advantage of the
unique characteristics of his work force.
Instead of forcing a flexible work force
into a rigid schedule, this approach allows the manager to tailor his available
manpower to the particular daily needs
of operation. Unnecessary idle time and
overtime to handle peaks and valleys
are greatly reduced through the bottom-

cal functions. It forces the manager to
take the forecasting function seriously.
The small operator does not have a
long -time horizon within which to correct management planning errors, so he
must be always looking ahead. The control half of this budgeting approach provides the manager with the ability to
pinpoint areas of operational inefficiency. Shifts in sales volume can easily be
identified and shifts in sales composition

MANAGEMENT ACCOUNTING/ FEBRUARY 1982

can also be found. Weaknesses in the
productivity and scheduling of the labor
force are readily apparent from analysis
of formats like Table 4. In essence, the
bottom -up approach provides a sound
management tool for both the independent food service operator and the small
business manager.
Many Applications of Method
These areas are only the beginning of
the many applications of the bottom -up
approach. Other aspects of good financial management depend on the effective budgeting and control of the basic
production components. A policy of accounts payable cannot proceed until
there is some idea of the purchase and
payroll needs. The crucial process of
cash management cannot begin until the
distribution of cash inflow from sales is
projected and until the production costs
are known.
A similar bottom -up approach can be
used in cash management. In the traditional approach, cash budgets are used
to determine the level of borrowing required to meet minimum balance goals.
Applying the approach presented here,
one would begin with the desired ending
balance and then proceed to allocate to
the production costs the appropriate
amount ofcash that can be spent in the
given period. Both the profit and cash
budget approaches "work" especially
well for the small food service operator
because of the flexible environments of
Direct Labor and Direct N4aterials.
The bottom -up approach is not only
applicable to the small food service industry, but also to other small businesses where flexible production pools are
characteristics and sales volumes, dynamic. Small manufacturing firms may
use traveling teams of workers to even
out variabilities in production. A bottom-up approach can be taken to schedule their route through the firm effectively. Small service- oriented businesses
such as gas stations and convenience
stores, where the work force may be
part -time and the sales volume greatly
variable during the day, also can apply
this technique. The small CPA firm
may be able to budget and plan its various accounting personnel across the
busy and slow seasons. Thus, the bottom-up approach has the potential for
wide applicability.
❑

How We Valued our
Closely Held Corporation
By John J. Mesko
A closely held corporation, by definition, is an entity whose shares are
owned by a limited number of stockholders who are usually officers and directors of the company. More often
than not, all the shares are held by individuals of one family. The traditional
marketplace of willing buyer and willing seller to establish a price does not
exist.
At Special Tools and Machinery
Company in Vernon, California, we had
four unrelated owners /managers. Although the president had owned all the
stock, he allowed his key personnel to
purchase shares over the years. However, he did maintain his majority position. This stock purchase plan proved a
good move for our company because
within those years we moved up to a
position of leadership in the field_ Today, we are a $10 million company.
We were 30 years old at the time we
set out to assign a value to our corporation. The firm did not have any proprietary products. Our success was based on
our quality and diversity. The company
was well known in several major industries including aerospace, energy and
computers. We could and would build
almost anything to a customer's specifications. This success led to my assignment, as secretary and treasurer, to value the company.
Because of our success, several large
corporations were making overtures to
purchase us. We needed to determine
the value of our company in order to
answer the management query, "Are
the offers fair ?"
This value determination would also
be beneficial for other reasons. We were
trying to establish a buv /sell agreement
for the corporation. A buy /sell agreement is made when the shareholders of
a corporation desire to keep out outside
shareholders. So when a shareholder
wants to dispose of his or her interest,
such an agreement usually provides that
00 25 - 1 69 0/82 /63 08 . 1 37 5/$0 1 .0 0/0

the corporation or its shareholders will
have first rights to purchase (sometimes
referred to as a cross purchase agreement). Obviously, a great many problems may be avoided at the time of sale
ifa valuation formula or method is included in the agreement.
Estate and gift planning are other
good reasons for closely held corporation stockholders to have an acceptable
valuation formula or method. In most
cases, the corporation constitutes the
bulk of the shareholder's estate. To do
any intelligent tax planning, a reasonable valuation is a must.
We had little knowledge about this
subject so the first action we took was to
read all articles we could find about
closely held corporations. We quickly
learned this type of valuation was at
best an art, at worst a pure guess. In the
course of our research, we found Revenue Ruling 59 -60 which outlines some
of the major factors to be considered in
these corporation valuations. Some of
these factors are:
1. Nature of the business and the history of the enterprise from its inception;
2. Economic outlook in general and the
condition and outlook of the specific.
industry;
3. Book value /financial condition of
the business;
4. Earning capacity of the company;
5. Any goodwill or intangible value;
6. Dividend paying capacity;
7. Market price of stocks /corporation
in similar line having their stocks acJohn J. Mesko, CMA, is
the secretary/ treasurer of
Special Too ls and
Machinery Co., Vernon,
Calif. He also is a part-time
accounting instructor at
Whittier College. He is a
member of Southeast Los
Angeles County Chapter,
through which he
submitted this article.
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840,000
420,000

860,000
430,000

780,000
390,000

840,000
420,000

900,000
450,000

report. We also provided for a second
appraisal of the major items should one
of the shareholders feel something was
wrong in the first appraisal.
Income Tax Effect
We had to consider the income tax
effect because the equipment increase is
a before tax increase. If the tax was not
considered in the valuation, depending
on when and how the equipment is disposed of, one or more of the stockholders could absorb the full tax effect in
their stock value. For example, if one of
the owners sells his interest before the
disposal of the equipment, the total tax
liability would be the responsibility of
the remaining owners when the equipment was sold.
For simplicity, we assumed a corpo-

420,000

$

390,000

$

430,000

$

420,000

$

$

Net

$

.1980
$1,900,000
1,000,000

$

1979
$1,440,000
600,000

$

1976
$1,280,000
500,000

$

1977
$1,260,000
400,000

$

Gross
Less tax

1976
$1,140,000
300,000

450,000

the full tax effect in the valuation, we
would be penalizing the person who left
before the disposal of the equipment,
Our solution was to calculate the value
both with and without the tax effect. We
then decided we would probably have a
75% chance that we would not have a
taxable equipment transaction. This
percentage would be used later in the
computation of the company worth.
Goodwill
The company had been in business 30
years so there had to be some goodwill
that had accumulated. How should we
calculate this value? We decided our
goodwill should show up in our earnings (Table 2). We also decided that we
had a five -year business cycle and our
industry average after tax return- on -eq-

Table 2
Five -Year Goodwill and Net Profit Calculation

360,000
420,000
500,000
600,000
720,000

$2,600,000

Adjusted
equity

420,000
430,000
390,000
420,000
450,000

$2,110,000

780,000
850,000
890,000
1,020,000
1,170,000

$120,000
110,000
80,000
190,000
250,000

$4,710,000

$750,000

Average equity

$942,000

Average equity
x Normal profit
Normal profit

$942,000
10
94,200

Average income

$750,000
5 years

=

$4,710,000
5 years

Net
income

$150,000

Average profit
Less normal profit
Goodwill profit

$150,000
94,200
$

1976
1977
1978
1979
1980

After tax
equipment
FMV increase
$

Stockholder
equity

$

Year

%

We are basically a machine shop,
therefore, we have a heavy investment
in equipment. We have a better than average preventative maintenance program that has kept our equipment in
excellent condition. For insurance purposes, we have a professional equipment
appraisal made every year, and our
equipment is consistently valued significantly higher than our book value. For
this reason, we felt a good portion of the
underlying wealth of the company was
contained in this unrecorded value of
the equipment. We wanted to be sure to
have that value included in the company's stock valuation. That was the main
reason we chose the adjusted book value
method. Had we chosen the earnings
method the equipment value would not
have been given the weight we felt it deserved. We incorporated this value in
our calculation by comparing the appraiser's fair market value to our equipment book value (Table 1). The difference was then added to the equity book

Fair market
Book value

$

Fair Market Value of Equipment

rate tax rate of 50% in all our calculations, but unfortunately that didn't
solve the complete problem. There are
ways to dispose of the equipment that
are not subject to taxes. If we included

Table 1
Fair Market Value of Equipment

$

The ruling also states this is not a
complete list and for a sound valuation,
all relevant facts and the rule of reason
should be considered.
With these facts in hand, we turned
our attention to the specific valuation of
our company. We immediately eliminated factor number 7 because we could
not identify any similar corporations
whose shares were traded in an open
market. We decided that the fairest presentation of our company would be the
adjusted book value method. To arrive
at this adjusted value in addition to the
actual book value, we considered the
fair market value of our equipment, income tax effects and goodwill.
We were going against IRS and court
tradition in using this method. When a
company sells goods or services the
court and the IRS normally put most of
the weight on its earning capacity when
valuing its stock. While our earning capacity was involved in our calculation,
it was not a prime factor. A discussion
of why we selected and how we used
our primary factors will help explain
why we chose the adjusted book value
method.

value to arrive at an adjusted equity
book value.
Before we made this calculation,
however, the stockholders were given
an opportunity to review the appraisal

=

tively traded in a free and open market (exchange or over the counter).

55,800

x 5 -year cycle

5

Goodwill factor

$279,000
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$

Adjusted sto ckholder's equity

$1,620,000

Adjusted sto ckholder's equity

720,000
450,000
279,000

$

Step 2:
Stockholder's equity per books
Fair market value per appraisal less tax effect (50%)
Goodwill factor

$1,449,000

-

Step 3:
Calculate difference between S tep 1 answer and S tep 2 answer. Apply
agreed (x) factor to this difference and add Step 2 answer to obtain agreed
stock value.
Step 1 Stockholder's equity
$1,620,000
Step 2 Stockholder's equity
1,449,000
-

171,000
.75

$

Difference
Factor

126,250
1,449,000

$

Add on factor (rounded)
Step 2 Stockho lder's equity
Adjusted sto ckholder's equity

$1,577,250

Number of outstanding shares
Estimated value per share

able to include this formula in our buy/
sell agreement. This step saved us some
headaches later as a couple of the older
stockholders retired.
This formula worked very well for us.
However, I would not recommend it for
everyone. I would refer anyone undertaking this assignment to Revenue Rul-

$

1. First we took the actual year -end
corporate net worth and added the
gross difference between fair market
and book value of the equipment.
This was one subtotal used for the
dollar value for corporate worth.
2. Second, we again started with actual
year -end book value. We then added
the net increase (after tax effect) between fair market and book value of
equipment. To this we added the
goodwill factor as calculated. This
provided another subtotal to use in
calculating the net worth.
3. In step 3, we used the 75% figure we
arrived at during our income tax discussion. We took the step 2 total and
subtracted it from the step 1 total.
We then applied the 75% factor to
the difference between steps 1 and 2.
This answer was added to the total of
step 2. We then had a total adjusted
book value for the corporation. Dividing this by the number of shares
outstanding, we established a per
share value of the corporation.

720,000
900,000

-

We had made all the initial decisions
about the variable information. Now it
was time to put them together. We did
this in three steps (Table 3).

Step 1:
Stockholder's equity per books
Fair market value per appraisal

x

Our Final Steps

Table 3
Fiscal Year 1980 Stock Value Calculation

+

uity was 10 %. Anything we earned over
that 10%n using a five -year average
would be considered goodwill earnings.
When we considered this five -year average, we also adjusted the owners' equity
upward to include each year's equipment net fair market value. If we did
not do this, we would have greatly overstated the goodwill value.

70,000
22,53

ing 59 -60. Strict attention should be
given to what I believe is the most important statement in the ruling: "All
relevant facts and the rule of reason
should be considered." I feel if this is
kept in mind throughout the assignment
the resulting value will, at the least, be
reasonable.

Internal Control
for the Small Business

Stockholders Accept Valuation
When we presented this formula to
the stockholders, there was extensive
discussion before we were able to sell it
as an acceptable method of valuation of
our company. For some stockholders, it
was a very emotional experience because the bulk of their estate probably
was in this company. Understanding
and accepting this type of situation is
especially troublesome for someone
with little or no training in finance.
Great pains must be taken in order to
convince everyone that the numbers are
reasonable. Fortunately, our stockholders accepted our formula and we were

5. Review and revise results as necessary.

By Barbara D. Perkins
Even small businesses can establish and
maintain good systems of internal control if they follow five general guidelines. Companies must:

There are four major objectives of internal control: safeguarding company

1. Establish management policies,
2. Provide a forum for discussing critical moves and general operations,
3. Communicate and document policies,
4. Establish means for checking on
compliance with policies, and
0025- 1690/82/6308 - 1488/$01.00/0
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assets, ensuring accuracy and reliability
of the Company's financial statements,
overseeing employees' compliance with
management policies, and reviewing operating procedures for efficient practices.
Safeguarding Assets
Most businesses do an adequate job of
securing their physical assets, such as
inventory, cash and property, but they
need to establish a system of checks and
balances that will prevent misapproriation by employees who should not have
access to assets and that will prevent
theft by outsiders. This system also
must be cost and time efficient to be of
value to a small business.
If used properly, an annual budget
can be the most beneficial and least expensive step to such an internal control
system. It is a simple, effective tool for
controlling
expenses,
establishing
benchmarks for performance, and highlighting unusual transactions. Planning
benefits, goal setting, and troubleshooting can be either primary products or
secondary products. If the company is
already preparing budgets, there is no
extra time involved in using them for
control other than the incremental time
for evaluating the financial results. The
process requires little additional time on
the part of key personnel and usually
involves few, if any, changes in the planning and review process. Remember,
however, a budget is useful only if results are compared to it and exceptions
investigated and reviewed.
There are several possible explanations for variances from budgeted results:
• An unauthorized or improperly recorded transaction has occurred. This result should generate investigation of
how your systems let such an exception occur; how serious the exception
is; and, if serious enough to present
problems, how such an exception can
be prevented in the future.
• The budget was not prepared properly.
In such a case, some discussion
should follow to avoid improper budgeting in the future and to devise
steps to improve the budgeting process. A budget is an estimate, so some
tolerance for unknowns is inherent in
the process. This problem may point
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out the need to review and possibly
revise annual budgets periodically if
major changes have occurred or do
occur in your type of business.
• The most able party is not preparing
the budget. The accountant or chief
executive officer is not necessarily the
best person to prepare a budget but
may be better able to review a budget
prepared by the manager of a particular area or function.
Division of Labor
No one person should be in charge of
cash management. Duties should be
shared. Typically, a relatively small
business may have a single bookkeeper
who approves all expenditures, writes
checks, makes bank deposits, reconciles
bank accounts, and prepares financial
statements. A medium -size business
may have any combination of the above
duties located with the same individual.
The most effective means of dealing
with the situation is to reassign as many
critical phases of the bookkeeper's job
as is practicable. That is, the highly
clerical aspects of the job can remain
with the bookkeeper while some crucial
tasks are removed. For example:
• Leave the check- writing functions
with the bookkeeper, but give signature authority to some other manager
who reviews the invoices and cancels
them at the time the check is signed.
Assumed in this procedure is the
principle of requiring a document for
authorization of payment. An invoice
may be sufficient for legal fees, computer services and the like, but a requisition and packing slip, or other evidence of receipt, should accompany
an invoice for goods.
• Have the department manager authorize payment of an invoice, and have
the bookkeeper write the checks. Use
a self - inking rubber stamp which has
room for a general ledger code, an
amount, and a set of initials. This
process serves the dual purpose of familiarizing a nonfinancial person with
the general ledger accounts he influences and of helping him analyze his
performance results as well as prepare
budgets.
• Give initial control of cash receipts
and preparation of deposit slips to a
nonfinancial person, such as your re-

ceptionist, and let his work be reviewed by the bookkeeper. If a large
number of receipts are involved, consult your banker on the feasibility of a
lock box,
When total segregation of functions is
not practical, try to select the duties
with the least technical requirements
that can be distributed most efficiently.
In addition, use segregation of duties in
the areas of ordering, receiving, updating inventory records, and disbursing.
The same principles apply here and
need to be applied to virtually all phases
of operations. As one last suggestion,
provide a forum for evaluation of the
procedures. This forum can be as informal as a weekly meeting with your key
managers or as formal as establishing an
internal auditing committee specifically
designated to search for potential shortcomings and develop systems to overcome them.
Making Your Operation Efficient
Many companies fail to realize that
while one manager may have the ability
to recognize a problem, he may not be
able to solve it, or that a problem which
is of minor significance to one phase of a
business may have disastrous effects in
another phase. The most effective way
to share this individually acquired
knowledge is to get all managers together once in a while. Periodic meetings of
key personnel help to pool resources
and improve communications. Thus, all
situations can be considered, and operating efficiency can be improved. This
forum also may be useful in establishing
and communicating management desires and guidelines.
Complying with Management Policy
How formally should policy be documented? A company should have overall objectives, and although most companies would cringe at the concept of
documenting their procedures, most are
closer than they realize.
Many memos and letters probably
have been generated and placed in various files and notebooks. Each manager
should pull together the ones that he
has retained and purge them. Some can
be thrown away as they become obsolete or are updated. Then give current
►►59
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Establishing Standard Costs
in the Concrete Pipe Industry
Cost consciousness tends to filter down through all levels of plant
management and to the individual employee.

By Ronald L. Caricofe
Cost control budgets and inventory valuation are
important factors in the manufacturing environment, particularly in the concrete pipe industry. I
will describe how the Concrete Pipe & Products
Company (CP &P) designed and implemented a
workable standard cost system and established inventory valuation policies using the full absorption
method of inventory valuation.
The system was based on a two - machine plant
within a multiplant organization with standards
developed for labor, materials, and factory overhead. The manufacturing fixed budgets and standards are developed for the ensuing year and are
budgeted for a 12 -month period.
Production and Sales Budget
The production and sales forecast represents
the most important phase in setting the manufacturing budget. The production budget is stated in
estimated tons of production. Seasonal fluctuations of sales are leveled out in production planning in order to stabilize employment without
causing a shortage of finished products or large
swings in inventories.
Coordination of the production scheduling budget with the sales department requirements is very
important to insure that the proper balance be0025 - 1690/82/630 8 - 10 57/$01 .00/0

tween production and sales is maintained; otherwise, production personnel could concentrate on
meeting their budget goals to the extent that excessive inventories are produced resulting in the
needless tying up of working capital.
The annual sales in dollar volume are estimated
by the sales manager and the sales department,
based on the current order backlog and projected
new orders. In the concrete pipe industry, the projected new orders for business are difficult to predict
because of the influence of government and state
funding and the changing state of the economy.
After the sales forecast has been developed, the
sales volume is converted into quantities by size
and class of pipe and then into tons. These results
are then reviewed by the sales manager, the plant
operations manager, and the costs and budgets
manager. The plant operations manager also determines if the estimated production budget is
within the meads of the plant to produce and
whether the required equipment is available, The
costs and budgets manager assists with providing
historical rates of production using previously established production standards.
The plant operations manager is responsible for
maintaining the most efficient level of production
consistent with sales demands. This involves keeping men and machinery operating all year while
maintaining the finished products and raw materiCopyright C 1982 by the National Association of Accountants
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Direct Production Labor

of

Direct production labor consists of all labor directly related to the production of the finished
product. Indirect labor is, of course, included in
the factory overhead budget. The labor cost of the
product involves the two factors
production
Table 1
Raw Material Costs

Cement
Sand
Gravel

Pounds per
batch

Price per
pound

Batch
cost

5%
waste

Total
batch cost

Cost per
pound'

2,350
6,700
4,200

.03000
.00205
.00270

70.50000
13.73500
11,34000

3.52500
.68675
.56700

74.02500
14.42175
11.90700

.00559
.00109
.00090

95.57500

4.77875

100.35375

.00758

13,250

'To find cost per pound divide total batch cost by pounds per batch: for example,
74.02500 = 13,250 = .00559

quantity and wage rates. In determining production quantity standards, we refer to the established production feet per hour developed by the
production, costs and budget, and engineering departments from time studies and from experience.
Standard labor cost is developed by establishing
the various kinds of work involved in the manufacturing process and the hourly wage rate for
each job.
Using historical cost records maintained by the
cost and budgets department, we arrived at the
following data:

of

I. Each machine will operate approximately six
hours out of the normal eight -hour day. The
remaining two hours are used for machine
changeover, machine downtime, and clean -up.
2. With the aid of production records, production
is averaged by size of pipe, and it is determined
that approximately 200 tons pipe will be produced in one day.
We next estimated direct production labor
based on a sales production forecast of 20,000
tons for each machine. The basic computation of
estimated labor was determined as follows:
Estimated Estimated
Estimated Tons per Production Crew Rate Estimated
Tons
Day
Days
Per Day
Labor
20,000 — 200 =
100 X $932.40 = $93,240.00

After arriving at the labor cost per hour and
using previously established production standards
for each size and type of pipe, we are able to establish the labor standards for each machine including labor per foot.
Previously established production standards are
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multiplied by the machine operating time per day
to arrive at the total feet of production per day.
This total is then divided into the labor for an
eight -hour day to arrive at the labor standard per
foot.
Raw Materials Standards
As in most manufacturing environments, the
materials in the concrete pipe industry is
cost
based on quantity and price, therefore, these elements must be taken into account in arriving at
the standard materials cost.
Material quantities per batch are based on construction specifications established by the engineering department to meet the desired strength
of the mix as required by specific construction
specifications. In establishing the standard material quantities, allowances must be made for waste
when computing the standard batch mix cost. Setting material price standards is difficult because
the prices are controlled more by external factors
than by company management. Standard material
prices should reflect current market prices or
vendors' contract prices. The cost and purchasing
departments work together in establishing standard costs for all materials. Standard material values are established at the beginning of the year
and are used throughout the year; however, they
are subject to adjustment when price changes occur.
The primary raw materials used in the production of concrete pipe are cement, sand, gravel, and
reinforcing steel wire. Raw materials batch mixes
are developed as shown in Table 1. The batch mix
proportions will vary according to strength requirements, but the same procedure is followed to
arrive at different batch costs.
Next it is necessary to convert the batch cost
into a cost per pound for each of the primary raw
materials. The cost per pound for cement, sand,
and gravel is multiplied by the weight per foot of
pipe to arrive at the raw materials standard. Standards for reinforcing wire are normally computed
by the engineering department and are based on
the required reinforcement. The materials standards are further used to estimate the total dollar
volume of raw materials required for the coming
year.
of

als inventories at appropriate levels within the
guidelines of sound financial policy set by top
management.

Factory Overhead
The main objective of working with a fixed
overhead budget is to maintain control over variable expenses, which is accomplished by keeping
actual expenses within the established budget
(based on an anticipated level of production).
The actual preparation of the factory overhead
budget varies throughout the industry. The cost
and budgets department at CP &P prepares estimated budget amounts which are reviewed by the
operations manager, plant manager, and departMANAGEMENT ACCOUNTING /FEBRUARY 1982

mental supervisor. Once agreement is reached on
these figures, the budget amounts are then incorporated as a part of the total budget. This company firmly believes that a responsible supervisor
should participate in establishing his or her budget, with the expectation that he or she will more
willingly maintain the proper controls.
Factory overhead is allocated in much the same
manner as production labor. Using the sales and
production forecast of 20,000 tons for each machine, the estimated overhead can be computed:
Estimated Factory Overhead — Estimated Factory Overhead
Estimated Production Hours
Rate Per Hour
Estimated Factory Overhead
Rate Per Hour
Standard Production
Rate Feet Per Hour

Factory Overhead Rate
Per Foot

The basis used for factory overhead allocation
is shown in Table 2.
At CP &P many factory overhead expenses are
charged directly to a production cost center while
others are charged to a service cost center and
then allocated to the production cost centers.
Total Standard Costs
The total standard cost is a summation of direct
materials, direct labor, and factory overhead. The
total standard as supported by detailed analyses
for standard labor per foot and standard factory
overhead per foot is incorporated in the overall
budget and is submitted to management at the beginning of each year. The total standard cost is
also used by the sales department for preparing
sales quotations.
At the beginning of each year, the cost and budgets department computes the raw materials, labor, and factory overhead standards. These standards are arranged by machine, size of pipe, and
class of pipe. The list is then forwarded to the data
processing department. On each line is shown the
standard cost in dollars of raw materials, labor
and factory overhead required to manufacture one
foot of a size and a class of pipe. Also included is
the weight in tons of each manufactured foot of a
particular size of pipe.
After the completion of a calendar month, the
cost and budgets department compiles production
data on source documents. The production volume data are then multiplied by the standard data

entered at the beginning of the year to compute
the total dollars of raw materials, labor, and factory overhead that should be required to produce
the actual number of tons on a given machine.
This report (Table 3) is sent to the cost and budgets department for possible adjustments due to
price changes. These figures are used as budgeting
information for comparison against the actual
expenses for the month. In the final phase of updating, the Monthly Expense Budget Report is
printed showing the variances and percentages of
budget.
Management Cost Control Reports
CP&P makes extensive use of two basic reports.
One is the Weekly Labor and Production Report
and the other is the Monthly Expense Budget Report. The weekly report is directed to the plant
operations manager and to the plant manager.
The plant manager reviews the results with his
supervisors and foremen. This report must be received on a timely basis so that action can be taken if necessary. The report is designed to compare
actual labor to standard labor on a dollar basis. It
also measures actual production per hour compared to standard. Other data for information
purposes are also included in this report.
Table 2
Basis fo r Allocating Factory Overhead
Factory overhead expense

Basis for allocation

Indirect labor

Direct allocation
Estimated production
Misc. and then back to production
center
Horsepower x production hours
Estimated production
Direct allocation
Estimated production
Estimated production
Direct allocation
Actual leasing costs
Estimated labor
Value of equipment
Floor space
Equipment value
Direct allocation
Employee coverage
Employee coverage
Management time required
Misc. and reallocated

Power
Fuels
Repairs Et maintenance
Patching
Quality control
Boiler
Leasing
Payroll taxes
Insurance
Property taxes
Machinery taxes
Depreciation
Group insurance
Pension plan contribution
Management services
Misc. manufacturing expenses

Table 3
Standards Calculations

Machine

Wt.
foot
tons

Cement

Sand

Gravel

Steel

standard

Factory
expense
standard

A

1,723.29

16,476.21

3,498.92

2,400.49

26,551.01

7,111.37

48,915.46

B

541.88

5,811.35

1,142.77

819.58

8,004.33

2,340.82

15,128.00

Labor
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The Monthly Expense Budget Report measures
all phases of t he manufacturing budget on a
monthly and year -to -date basis including budgeted tons, budgeted factory expense, standard material usage, standard production labor, labor manufacturing expenses and factory administrative

The success and
acceptance of
the standard
cost system
depends on the
reliability and
accuracy of the
standards.

expenses.
Costs and budgets statements are designed to
highlight deviation from standard and to measure
predetermined costs against actual costs without
searching through many different reports.
Variance Analysis
The actual labor cost of a product can differ
from its standard cost in three respects:
1. The actual rates of pay may differ from standard.
2. More or less time than standard may be taken
to produce the product.
3. The yield per machine hour may differ from
standard causing a quantity variance. The total
labor variance is thus a combination of a rate
and quantity variance.
These variances can result from a number of
different causes. An example is the direct labor
quantity variance; it can result partly because men
or machines work faster or slower than standard
and partly because the yield of the product is
greater or less than standard.
The cost of materials in the finished product is
based on quantity and price; therefore, the actual
cost may differ from standard because the actual
price of the material used differs from its standard, a larger or smaller quantity of material than
expected was used, and because batch mixes were
changed due to strength requirements of the finished product.
Material price variances occur because the price
for the materials and the predetermined standard
cost for them are different. A material quantity
variance may result from a variety of causes other
than the quantity of the raw materials used. For
example, waste or yield may be greater or less
than normally expected. Quantity variances may
also occur because of changes in batch mixes due
to engineering revisions or strength requirements.
This company also uses two methods in analyzing factory overhead variances: budget variances
and volume variances. The budget variance is
computed by comparing actual overhead incurred
during the period with overhead budget for the
level of production. The amount of the budget
variance indicates the efficiency in keeping the factory overhead expenses within the limits established by the budget. Most of the budget variances
are related to variable overhead expenses since
there are usually little or no variances in fixed
overhead expenses. A breakdown of budget vari-
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ances and comparison of each individual expense
with its budgeted amount is possible and necessary. Each difference is analyzed and the reason
for the difference determined. The control of these
variances is the responsibility of the plant manager and the departmental foremen.
Operations at any level above or below budgeted tons will result in a volume variance. Excessive
downtime for machine repairs or changeovers can
prevent the plant from operating at budgeted capacity. When applied overhead exceeds budgeted
overhead, a favorable variance will result which
reduces cost and can be attributed to operations
above budget. Whenever a volume variance occurs, whether favorable or unfavorable, its cause
is determined and responsibility for the variance
established.
Inventory Valuation
Finished products inventories are valued at
standard cost using the full absorption method of
inventory costing based on rules and regulations
adopted by the Internal Revenue Service in 1973.
Under the full absorption method, certain costs
are required to be included in inventory valuation
and certain other costs can be excluded. The Internal Revenue Service requires these costs to be
separated into two categories, manufacturing expenses and factory administrative expenses. Other
costs included in inventory valuation are raw materials consumed in the finished product and direct production labor.
Manufacturing expenses must be spread to the
product by an accepted method of allocation such
as the standard cost method. In addition, the
practical capacity method is used in conjunction
with the allocation of manufacturing expenses.
In using the standard cost allocation, which is
based on projected costs, the regulations required
that the projected costs allocated are equal to the
increased costs. If there is a favorable or unfavorable variance in the allocated costs, the change in
value is reflected in the ending inventory, if significant.
Fixed indirect costs are spread on a practical
capacity basis. Variable indirect costs must be
spread on the actual production.
Setting Standards for Cost Consciousness
In this company, standards are developed to
call attention to cost variations and why costs are
not what they should be. As results of these cost
variations are made known, plant management
becomes more cost conscious. This cost consciousness tends to filter down through all levels
of plant management and to the individual employee.
The success and acceptance of the standard cost
system depends on the reliability and accuracy of
the standards; therefore, extreme care is taken to
MANAGEMENT ACCOUNTING /FEBRUARY 1982

insure that all factors have been considered in setting standards. Historical records maintained by
the cost and budgets department and time studies
developed by the engineering department serve as
a basis for setting standards.

CP &P makes extensive use of the standard cost
system to control and reduce costs, to simplify
costing procedures, and for inventory valuation.
Top management was involved in developing the
system and continues to be highly supportive.

Top
management
helped develop
the system and
continues to be
highly
supportive.

UNDERSTANDING TROUBLED DEBT RESTRUCTURING
28,44
cash receipts received by the creditor under restructured term s, alth ou gh design ated as in terested or as princip al, sh all b e accou nted fo r as recovery of the receivab le an d n o in terest in co m e sh all
be recognized for any period between restructuring and m atu rity o f the receivable. A cred itor may
also receive assets in partial satisfactio n o f a receivable an d modify th e te rm s o f t h e remain in g
receivable. Wh ere th is is th e c ase, th e am o u n t o f
the receivable shall first be reduced by the fair
value of th e asset received . Th e b alan ce o f th e remaining receivab le sh all b e co m p ared again st th e
total future cash receipts as determined by the
modified term s o f th e remain in g receivab le in o rder to determ in e an y lo ss.
If the loan in Ex am p le 3 was restru ctured so
that the in terest ra te an d rem ain in g lif e were th e
same but the principal and in terest p aym en ts were
reduced from $400 to $264, then the following

payment schedule would apply:
Beginning

Princ ip al

Year

Balance

Reduction

0

51,000
792•

264

0

2

528

264

0

3

264

264

0
0
4)-00
The principal balance to the anticipated total cash to be received is reduced. The am o unt o f the p rincip al re d uc tion is
charged agains t the res erve fo r lo an lo s s .

Accountants for banks and other financial institutions should understand FAS No. 15 and be
ab le to explain this statement to operating managers. The review and exam ples here should help in
th at understanding.
i]
I "Accounting by Debtors and Creditors for Troubled Debt Rcatructuringe;' FAS
No. 15, FASB. Stamford, Conn., p. I.
Ibid., pp. 2 -3
Ibid.. pp. 34
`Ibid., pp. 13 -14
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Using Time - Sharing Models
in the Controller's Function
The time - sharing models helped reduce manual forecasting work,
errors caused by deadline pressures, and turnaround time.
As a bonus, they offered management the cha nce
to evaluate "what if ?" alternatives.

By William Stock
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Division of the 3M
Company. He was
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the Automotive Trades
Division. He is a
graduate of San Diego
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During the past four years, we have developed a
number of applications for time sharing in the
controller's function at 3M Company. These applications have been developed by accountants
working with various divisions of the company.
The programs described here are those that we
have developed specifically for the Automotive
Trades Division.
In total size, 3M is one of the largest industrial
companies in the United States. Sales in 1980 were
$6.1 billion. However, because of the organizational structure necessary to manufacture and
market our broad product line, we, at 3M, feel
that we are a large company with the characteristics of a collection of smaller companies. In 1980,
for example, 42% of 3M's business was done overseas, leaving $3.6 billion in the U.S. If you divide
the $3.6 billion among 3M's 40 operating divisions, you have an average division size of about
$90 million. Therefore, in 1980, 3M had 40 different businesses operating in the United States in
different markets and with widely different product lines, averaging about $90 million in sales.
This structure has definite implications for data
processing. With businesses as different as copying
0025- 1690/82/6306 - 1527/$01.00/0

machine manufacture and film processing, our
data processing needs vary widely. While corporate -wide systems are used wherever possible, individual systems must be developed to meet some
of the divisions' more specific needs. It is in this
area that time sharing has helped to meet a need.
Because of the growing use of time sharing at
3M, we now have an in- house, time -share system,
with our own computers and a staff to train and
assist users. These systems are used by all disciplines at 3M, including the controller's function.
The Controller's Function
Each of the 40 divisions at 3M is headed by a
division vice president and general manager who
is responsible for the manufacturing, marketing,
and research on a specific product line. Each division also has assigned to it, from a central financial staff, a division controller who is part of the
management team of the division. I believe that
the best definition of the division controller's responsibility is: To provide the financial information needed by management to make business decisions, and to measure the results of those decisions.
Notice that the definition is part future tense
and part past tense, Part ofthe controller's role is
Copyright © 1982 by the National Association of Accountants

to provide reports that measure the past performance of the business. Included are traditional reports such as the statement of profit and loss, return on capital employed, generation and use of
funds, cost control reports, and cost statements on
specific products.
Managers, however, are looking forward, not
backwards, and the controller's most important
function is providing information for managers to
use in making future decisions. Probably 50% of
the controller's time is spent in future - directed activity.
One form that this future - directed activity
takes, to use common time -share modeling terminology, is answering "What if?" questions:
What ifwe change our process for manufacturing this product? What is the effect on
cost?
What ifwe upgrade this old piece of equipment for $300,000? Is that better than buying a new, more productive unit for $1 million? Which is the better investment?
What is the most economical location for
our new plant, considering wage rates,
transportation costs, etc.?
What ifwe manufacture this product internally for $1.00 per unit? Can we contract to
have it made for $1.15 and not invest in capital equipment?
What if we ship by rail instead of truck?
Freight costs are less, but we have to maintain an additional eight days of inventory.
The other major way in which the controller's
function is -future - oriented is in the annual forecasting or budgeting process. Each year, every division at 3M must develop a detailed business plan
for the coming year as well as a more general plan
for the following four years. This plan includes a

Figure 1
Division Profit

detailed financial plan. The plan is presented in
the fall to the top management of the company.
When the plan is accepted, it becomes the operating plan against which the division is measured in
the coming year. All published reports —sales
statements, cost control reports, profit and loss
statements, inventory reports —are measured
against the forecast.
In addition, a rolling forecast is prepared quarterly to allow divisions to reflect changes in the
economy and business environment since the "official" forecast was approved. Given current uncertainties about economic conditions, energy
costs, raw material prices, and other factors, the
process of forecasting and adjusting to changing
conditions is becoming increasingly critical to the
corporation. The division controller is responsible
for guiding this forecasting or budgetary process
at 3M.
It is in these future - oriented activities that timeshare has been the most helpful. Of the three
models — Division Profit, Unit Cost, and Acquisition —which I will discuss, two are related to forecasting. The other is a model used to analyze potential acquisitions.
Division Profit Model
The Division Profit Model is used to develop
the annual profit and loss forecast for our division.
It is a model which helps us to manage the annual
forecasting or budget process.
Controllers and their staffs at 3M spend many
hours preparing the annual forecast. The total
process is done over a three -month period. In the
past, the entire forecasting process was done manually. In addition to requiring many hours of
overtime to complete the process, manual preparation made it extremely difficult to make changes
and corrections along the way. Changes had to be
carried through various levels of reports. Fre-

Mo d e l

Model

Unit sales

Dollar sales
wi t ho u t price

Dollar sales
with price

Total sales
including
9
related
products

Calculation of
sales cost
formulas

Calculation of
sales cost to
automotive
and related
divisions

Profit and
loss
statement

Sales cost
data

Other
P 6 L data

Files

Unit s ale s
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related
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divisions
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quently, under the pressure of time, errors were
made in the process or changes made in final
statements were not worked back into supporting
statements. if the accountant did not have a good
memory or keep good notes, it was difficult to go
back later and make the changes. Therefore, in
developing this model we had several objectives:
Reduce manual forecasting work.
Facilitate changes and corrections. Ensure
that changes are carried through all totals
and reports.
Provide fast turn - around.
Allow division management to try various
plans or strategies.
Provide preprinted worksheets for use in
forecasting.
Provide neatly printed reports for management.

then calculated for distributing sales costs. Some
elements of costs are calculated in the model,
while others are entered through data files. Some
of this data has been generated from other timeshare models.
Thirty -one reports are generated from this
model. In addition to an income statement (Table
I ) in several formats, there are detailed reports
which support the individual lines of the income
statement. For example, there is a marketing operations report which shows the charges from all
of the cost centers which appear on the marketing
operations line of the income statement.
Unit Cost Model

A simple flow chart of the model is included in
Figure 1. Several data files are used which are
consolidated into a single file when the model is
solved. Basically, sales of divisional products are
forecasted in units. These are converted to dollars
and then adjusted for any forecasted price increases. Since the Automotive Division sells products
of other divisions, sales forecasts for these are entered through a data file. Various formulas are

We have developed unit cost models for those
products which make up the top 80% or 90% of
our business (Figure 2). The purpose of these
models is not to analyze month -to -month performance on specific products. We have other reports which allow us to do that. These statements
are designed for broader application and use average input quantities.
Individual data files are maintained for input
quantities, raw material prices, packaging supply
prices, burden rates, and other cost factors. Common price files are used for all products. When we
run cost studies on a specific product line, we consolidate the specific input quantity files for that

Table 1
Automotive Trades Division 1981 Forecast (M$)

1st Qtr
actual

1980 by quarter
2nd Qtr
3rd Qtr
actual
est

1981 by quarter
4th Qtr
est

1980
ast

1981
forecast

%
incr

1st Qtr

2nd Qtr

3rd Qtr

4th Qtr

Gross sales ( %)
Cash discount 1 %)
Net sales 1 %1
Factory cost ( %)
Total research 1 %)
Expensed
engineering 1 %)
Sales costs:
General sales
Sales supervision
Sales rep
Adv Et merch purch
Marketing oper
Branch service
Total sales costs ( %I
Corporate programs (%)
Administrative costs
Legal counsel
Division admin
Other admin
Total admin. 1 %)
Freight I %)
Total operating cost
Net operating profit 1 %)

52

MANAGEMENT ACCOUNTING/ FEBRUARY 1982

product with the general price files. By changing
files, we can run cost studies using historical cost
or forecast cost and vary input factors for productivity or methods change.
There are a number of uses for the cost statements generated from these models. These uses
include general management information, contract pricing for overseas subsidiaries, analysis of
proposed changes to the manufacturing process
( "What if ?" questions), and forecasting. We see
increased application in forecasting as raw material prices and other cost factors continue to change
rapidly. By inputting new raw material prices, we
can determine the effect upon individual products.
We also can determine the overall effect upon the
division by weighting products by volume and
consolidating models.

Figure 2
Unit Cost Model
Mo d e l

Quantity

files

Pri ce files

r

B

u

r

d

e

n

Input
quantities

Jumbo cost
calculation

Input
quantities

Packaging supply
prices

Acquisition Model
Before discussing the Acquisition Model, let me
point out that 3M is not a conglomerate. Forbes
lists us as multi - company, multi- industry. Although we do make occasional acquisitions, these
acquisitions generally fit our existing markets and
technologies.
The Acquisition Model was designed for use in
analyzing potential acquisitions. The objectives
for this model were:
Provide financial statements for use by division management in considering alternative
plans.
Provide fast turnaround of results.
Provide data needed by our Corporate Financial Planning and Analysis Department
for the final presentation to management.
The model was constructed in three major sections: U.S. business, outside U.S. business, and
consolidated worldwide business. The consolidated statements combine the other two with certain
eliminations. Each of these three sections is then
divided into two sub - sections:
Acquisition Model
Basic candidate information:
P &L at current costs and price: without
terms of acquisition
P &L statement
Return on capital employed
Cash flow
Investment index input
Specific candidate information:
Calculation of sales, manufacturing cast,
etc., specific to this acquisition.
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Finished goods
cost calculation

Burden rates

The first sub - section is the basic model and contains the program for calculating the financial
statements. These statements include profit and
loss statements, return on capital employed, and
cash flow. We also generate input data which can
be fed into another time -share program which calculates an investment index on the program (discounted cash flow technique). This part of the
program would apply to any acquisition candidate.
The second sub - section contains the portion of
the program which pertains to the specific acquisition candidate being studied. In this section, we
calculate sales, manufacturing costs, and other inputs specific to this acquisition. When the particular study is completed, we can delete this portion
of the model and it is ready to use for the next
acquisition study.
I have described three of the time -share models
which we are using successfully in the controller's
function at 3M. There are several other applications and more that we are planning to develop in
the future. The development of one model invariably leads to ideas for additional applications.
The use of time -share has helped us to be more
responsive to management by providing faster
turnaround of information. At the same time, it
has made our job easier by reducing the amount of
manual effort, and resulting overtime, to complete
our accounting functions.
El
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Imagine a typewriter
that can tell you when you
have a wrong number.

"No Problem;' with Lanier. You can add. Subtract. Multiply.
THESUPER'""NOPROBLEM
Divide. And double check your figures before the final
Maybe you need a lot of things the No Problem typewriter
report is printed. And that's just a fraction of what
can do, but you need them all at once. With the Super
Lanier No Problem® typing can do.
No Problem you can handle it. It prints out letters, verifies
WORKGETSOUTFASTER—WITHNOPROBLEM
totals, and accurately speeds through those financial
statements the senior partner wants by noon. Up to 200
Now even the most complicated financial documents
pages can be stored on a single disc.
can be done Faster than ever before. Because typed pages
NOPROBLEMSHAREDSYSTEM""
first appear on a 1V -like screen, errors can be caught
before printing anything on paper. No mistakes. No
whiteouts. Even last minute revisions on complex forms With a family of up to 8 No Problem typewriter stations
are no problem because numbers and columns can be linked together through a Central Memory Unit you can
multiply your total office efficiency many times over
moved with a few keystrokes. And every letter - quality
Typists can work together on the same projects. Or on
page is printed out in less than 30 seconds.
different ones. The Shared System can store up to
CHOOSETHENOPROBLEMTYPEWRITERTHATS
30,000 pages.
RIGHTFORYOU
NUMBERONEINSERVICEANDSUPPORT
First there's the No Problem. It revolutionized typing. In
Your new Lanier typing system arrives with a member of
addition to turning out fast, clean work, the Lanier No
Problem typewriter can sort lists, and merge information our staff to unpack and set it up. In addition our experts
train your secretaries to become productive immediatefrom two different sources. It stores your firm's standard
ly. And our service people will be with you, through
accounting formats, reducing "make- ready" time page
after page. And the No Problem typewriter stores up to thick and thin. No wonder Lanier was rated best by
users for service and support in a 1980 survey by Quantum
40 pages on a single memory disc.

- orporation, an independent research firm.
)u want to get your numbers right, call
°nd us this coupon, or call today, for an
to demonstration. (800) 241 -1706. Except in
Hawaii. In Georgia, call: (404) 321 -1244.
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FASB Wants NAA's Help
in Small Business Project
The Financial Accounting Standards Board is involved in a
major project to determine the effect of financial reporting
rules on private and small public companies. The National
Association of Accountants is supporting this project in three
major areas: (1) by asking its members to respond to an
FASB Invitation to Comment, (2) by providing financial
support, and (3) by assisting the principal researchers to
identify respondents for a survey.
In the first area, the FASB has asked NAA and its members to help determine the impact of current financial reporting rules on private and small public companies. Should
smaller companies have the same set of reporting standards as
larger companies? Are smaller companies too burdened to
comply accurately with accounting and government regulations? Do smaller companies need different financial information than larger companies do?
The FASB is looking for answers to these and other questions regarding financial reporting. NAA members who are
involved owner - managers or managers of private and small
public companies, users of financial statements of these companies, or public accountants involved with these companies,
and who are interested in participating in the study, should
send in the adjacent card and request the Invitation to Comment. This booklet, Financial Reporting by Private and Small
Public Companies, contains an overview of the project and
three questionnaires: one for managers, one for users and one
for public accountants. The booklet also discusses the problems and concerns about the existing reporting rules and regulations as well as the instructions for responding. The FASB
wants all comments by May 31, 1982, so members should
request forms as soon as possible. Any other pertinent information regarding smaller businesses also will be welcome.
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NAA is supporting the FASB in its research project dealing with financial reporting by smaller companies. Some
NAA Small Business Panel members noted at their first meeting in August 1981 that they have to include information in
their financial reports that they feel is unnecessary to operate
or understand a business, and most of them feel burdened in
having to spend a disproportionate amount of time on reporting. The FASB is attempting to assess these and other concerns of smaller businesses. NAA is providing financial support for this project focusing on private companies. In return,
NAA members may obtain free copies of the report.
NAA also is working closely with FASB researchers to
identify potential respondents for an in -depth survey of the
problems. With the help some of our chapters, NAA has
identified a number of smaller companies which fit the criteria
established for interviewees, and which will be included in the
project. Also, in the next phase of the project, NAA will
solicit help from all chapters in identifying a list of potential
respondents to a questionnaire which will be sent out in 1982.
This study is being conducted by a team headed by Rashad
Abdel- khalik, professor at the University of Florida, who also
will participate in NAA's Annual Conference program in
Washington, D.C., along with Glen Hildebrand, FASB assistant director of research and technical activities.
By supporting the FASB and by involving its members in
this small business area, NAA is giving its small business
constituents a great opportunity to influence an area that is
vital to them and that needs their feedback. Remember, anyone interested in helping the FASB discover more pertinent
information about the needs of smaller companies should order an Invitation to Comment and return it no later than May
31, 1982.
11

MANAGEMENT ACCOUNTING /FEBRUARY 1982

WASHINGTON, D.C.— Scene: Press
conference during 1980 Presidential
election. A reporter asks candidate Ronald Reagan: " 'Mr. Reagan, do you
think the United States is in a strong defense posture at this time ?' "
"Mr. Reagan: 'I certainly do not.
When the Chinese bombed Pearl Harbor, this country was unprepared to go to
war. I believe we are in the same position
now as we were then. This nation has to
say to the Kaiser of Germany—if yougo
one step further in trying to dominate the
world, we will blockade Cuba. ' "
Scene: FBI headquarters —" 'FBI
Casting. Agent Riley speaking. "
"'Riley, this is Charles Hawkins of
the Atlanta office. 1 hear you're looking
for someone to play an Arab sheik in the
sequel to Operation Abscam.' "
"'What experience do you have ?' "
"'I played a French dope peddler in
the Marseilles Connection, a Latin
American arms merchant in Buenos
Dias, Sefior Fidel, a Swiss gnome in
Golddiggers of1979, and the brother -inlaw of Madame Marcos in I'll Take Manila.' "
"'How do you look on video - tape ?' "
" 'I'll send you a cassette of me bribing a food inspector in the Little Caesar
Salad Caper. After my appearance as a
crooked female jockey, I received an
Academy Award for "best drag performance of the year in front of a hidden
camera. " ' "
"Riley said, 'Your credentials seem to
be in order. But the director is looking
for a big name to play the sheik —someone a senator would pay money to see

Buchwald
Missiles
To Launch
Conference

cated in 550 newspapers throughout the
world, and he has written 20 humorous
books depicting global political, military and societal affairs from his adventures in post -World War II Paris to
treatises on Watergate and life with the
new First Family.
Mr. Buchwald "claims to be neither a
Democrat nor a Republican, but is
against whoever is in power." During
World War II as a Marine ordnanceman in the Pacific, he wrote satirical
pieces for his company's newspaper. After the war he attended the University
of Southern California; later moved to
Paris where he wrote a column in the
Paris edition of the New York Herald
Tribune; and then he returned to the
United States in 1962. Most noted for
his good- natured cynicism, he will help
"'Give me a break, Riley. I haven't NAA members take a lighthearted look
had a good part since I played Robert at themselves as accountants.
Vesco's bagman in Oh, Costa Rica.'"
Sharing the spotlight with Mr. Buchwald is Ezra Solomon from Stanford
Of course, these scenarios never hap- University, noted educator and econopened. They're from the wacky world of mist. Dr. Solomon is the Dean Witter
Art Buehwald's imagination and appear professor of finance at Stanford Univerin his latest book, Laid Back in Wash- sity and has served as director of the
ington, which is a portrait of life in International Center for Management
Washington, D.C., from the presiden- Education; was a member of the Countial campaign of 1980 until the present. cil ofEconomic Advisers, 1971-73; and
These excerpts are just a few samples of is on the board of directors of several
what NAA members who attend this companies.
year's Annual Conference June 20 -23,
A prolific author, Dr. Solomon has
1982, in Washington, D.C., can expect written such books as The Theory ofFito hear from the famous political satirist nancial Management: Money and Bankas he opens the annual meeting ofmem- ing, 5th edition; The Anxious Economy;
bers Monday morning, June 21.
and An Introduction to Financial ManMr. Buchwald's columns are syndi- agement, 2nd edition. He also served as
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editor of the Journal of Business in
1953 -57. Born in Rangoon, Burma, Dr.
Solomon became a naturalized citizen in
1951 after coming to the United States
in 1947. He served as a lieutenant in the
Burma division of the Royal Naval Volunteer Reserves in 1942 -47. He will be
able to offer NAA members an in -depth
view ofemerging economic trends.
Congressmen Will Speak
Rounding out NAA's exciting technical program for the Conference are a
group of distinguished Congressmen;
Barbara Thomas, SEC Commissioner;
J. Willard Marriott, president of the
Marriott Corp.; Derrick Willingham,
president of the Institute of Cost and
Management Accountants in London,
England; and Dr. A.M. Hegazy, former
prime minister of Egypt. Vice President
George Bush has been invited to participate and probably will lead a breakfast
session if he is available.
This year's concurrent technical sessions offer something for everyone —and
a difficult choice for attendees. Four of
the 13 sessions are geared for smaller
businesses: "Utilizing Current Technology to Reduce Office Clerical Costs,"
"Financial Accounting for Privately
Held Firms —The Role of GAAP, "
"Going Private— Financial and Accounting Implications," and "Collecting
Accounts Receivable." The others cover
the gamut from speed reading to time
management to communications to the
advantages of holding a Certificate in
Management Accounting.
7
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NAA is proud to invite you to a technical program
combining topical relevance with excellent speakers.
Our-Annual International Conference in Washington is
where you 71 receive information vital to business
management and personal d evelopment. This is also

your opportunity to meet your professional friends and
make new ones.
Washington is a warm, wond erful city and those that
have been there, know it can be exciting for the entire
family. Mark your calendar, "NAA -June 20 -23 ". today!

TECHNICAL PROGRAM HI -LITES
Partial list of topics:
• Inventory Control for Cash Flow
• Improving Productivity — Role of the Controller
• Distribution and Transportation Cost Control
• Going Private — Financial and Accounting Implications
• Forecasting and Planning
• Utilizing Current Technology to Reduce Office Clerical
Costs
1
• Speed Reading for Managerial Effectiveness
• Communication:
Strengthening the
Accountant's Weakest
Link
• Collecting Accounts
Receivable
• Time Management
• You Too Should Hold
the CMA

Partial list of speakers:
• Donald T. Regan, Secretary of the Treasury (invited)
• Art Buchwald, famous columnist
• Ezra Solomon, Stanford University
• Barbara Thomas, Commissioner, SEC
• J. Willard Marriott, President, Marriott Corporation
• Derrick Willingham, President. I.C.M.A., London, England
• Ann Mayfield. Senior Consultant, Arthur D. Little, Inc.
• Lee Hackett, President, American Appraisal Co.
• Carter Hagaman, Vice President, Irving Bank Corp.
• James Crenner, Chairman, Dun & Bradstreet, Inc.
• Several leading Senators and Congressmen will be
with us

WASHN
I GTOND
,C
..

II II IIIIIIRnnuRL inTeRnRrionRi9
CONFEREnCE,IUnE20-23

NationalRssociatffonofRtcountants

INTERNAL CONTROL FOR
THE SMALL BUSINESS

One other note: Concerning comput- from vendors. Mini - computer systems
ers, don't rely on your machine or pro- are typified by popular systems such
grammers to verify the accuracy of your as the IBM System /1. While the typiinformation. Establish a system to cal system price depends upon memcheck results. For example ... for re- ory size, peripherals and software acceivables, keep a manual system on quired, the price for the basic proceswhich you post total charges, credits, sor and 16K memory only starts at
and receipts for the day, and balance about $4,800.
this total periodically with your sysSmall Business Computers —The
tem's total; for inventory, have your term small business computer causes
system give you a report of suspected a certain amount of confusion beerrors, such as any items for which you cause it is often used very loosely to
show a negative quantity or items for refer to a wide range of equipment
which you show a quantity but can't with as wide a range in price. Generfind (highlighted by the fact that you ally, however, small business computmiss sales on this item). For items input ers have more internal storage and
in batches, keep totals of the batches, peripheral devices than minicomputand balance these to accumulated totals ers, and with programs already availin the system. Every system has some able for processing basic SBIS applicritical spot check or total that you can cations. A recent survey by Mini -Micro
track or program the software to track Systems (June 1981) of small busifor you which will not require a great ness computer systems revealed that
deal of time but which will let you know there are several hundred models
if you have a problem. Each situation currently available from vendors.
should be evaluated for ways to elimi- Small business computer systems are
nate a problem in the future. If you fol- typified by popular systems such as
low these guidelines, you should have a the IBM System /34. While the typical
good system of internal control.
system price depends upon memory
size, peripherals and software acquired, the price for the basic system
MANAGEMENT
equipment starts at about $26,000.
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memos and letters to one person to review, establishing a group of six to eight
categories in which to classify them.
Give each manager whose main function lies with a particular category all
memos relating to that area. Tell him to
keep these tasks in mind:
• Mark each memo as "needs updating" or "OK," and make a list of the
items for which no written procedure
exists.
• Revise, within a realistic time frame,
those items which need updating, and
return everything to the person who
set up the categories. This person will
be responsible for organizing a manual and a system for updating it.
• Put all now current memos into a
notebook and distribute the manual.
• Make each person who subsequently
updates a memo or creates a new procedure responsible for getting it into
the manual.
• Make the managers responsible for
creating memos on those topics which
they listed previously as not being
documented.
This entire process can take place in
whatever time frame you desire, depending on its priority to you.
Remember that unless you have some
system of checking to see that these procedures are followed, they probably
won't be. Keep in mind, however, that
the reason a procedure is not followed is
not always a noncompliance problem. It
could be that the procedure may not be
practical, it may need re- evaluating, it
may not be set up by the proper person,
or it may not have been communicated
properly.
Accuracy and Reliability of Data
If all these other steps are followed,
you have a good chance of ensuring the
accuracy of your data. The peril here
could be omission of information.
Again, get everyone together whenever
any unusual situation is occurring and
at critical times like inventory and yearend. Having a free -form discussion that
allows everyone to review his area and
mention any unusual items can help
avoid inaccuracy by oversight.

INFORMATION
SYSTEMS
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actively for on -line processing or in a PRACTICES
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batch for off -line processing. To the 8 4 4
small business, the major advantages
over service bureaus are the de- • Another proposed statement, "Accrease in overall processing turncounting and Reporting by Transaround time and the broader scope of
ferors for Transfers of Receivables
processing options. The cost is typiwith Recourse," would clarify the
cally a little higher, however, and
circumstances under which a transthere is a need for employees to gain
fer of receivables with recourse
at least enough computer knowledge
would be accounted for as a sale
to run the terminal.
rather than a loan.
Minicomputers— Minicomputers are • Th e Board has issued two pro"small" computers with all of the
posed statements covering accharacteristics of large-scale computcounting by the insurance industry.
ers but to a lesser degree. With modThe proposals would confirm speern technology making it economicalcialized accounting and reporting
ly feasible to increase computer powprinciples and practices contained
er and simultaniously decrease costs,
in five separate industry guides and
the distinction between microcomputstatements of position issued beers and minicomputers is becoming
tween 1966 and 1980 by the Ameriblurred. A recent survey by Mini -Micro
can Institute of CPAs.
Systems (May 1981 ) covering both • And last though not necessarily
minicomputers and microcomputers
least, the Board issued an Invitarevealed that there are nearly 1,000
tion to Comment regarding the efmini -micro models currently available
10-10, 62
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QUESTIONS AND
ANSWERS
Bound copies of the questions and
unofficial answers for past examinations
can be purchased- They represent an
excellent way to become acquainted with
the formal and general content of the
examination. An order form is sent with
the application material or can be
requested separately from IMA.

READING LIST

,C))

The reading list is a comprehensive
selection of books and reference materials
that can be used to assist in preparation
for the examination. The list is sent with
the application materials or i t can
be ordered separately.

REVIEW PROGRAMS

CMA
INFORMATION

Many educational institutions and other
organizations have developed CMA review
courses. There are two CMA review books
now available. The list containing the
courses and books is sent with the
application materials or it can be
requested separately from IMA.

APPLICATION MATERIALS
Information and a variety of aids are
available for candidates planning to
sit for the June 1982
examination for the Certificate in
Management Accounting.

a

D

Q

O
O

The forms necessary to apply for
membership in the Institute of
Management Accounting and to register
for the CMA examination will be sent
upon request. A booklet describing the
program and providing general
information and instructions along with a
question and answer booklet order form,
the reading lists, and the review program
list are all included with the application
forms.

The request for the above iterms
should be directed to:

Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104
If you have questions for which you
need an immediate answer. contact
the IMA office in Ann Arbor directly
by telephone (313) 662 -1986.

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

Institute
of Management
Accounting
James Bulloch, Editor

December 1981 CMA Examination
Activity Increases
More than 1,900 people took 5,200 parts of the
Certificate in Management Accounting examination at 50 sites on December 9, 10, and 11,
1981. This year, as in the past, the number of
participants and the number of parts taken has
increased over the immediate prior examination
offering. The number of people increased 18%
and the parts taken increased 20% in December 1981 over the activity experienced in December 1980.
The number of test sites also increased with
each offering of the examination. Two new permanent test sites ( Kansas City, Mo. and New
Brunswick, N.J.) and one special test site (Alfred, N.Y.) were opened for the first time in December. With the continued growth in the CMA
program, CMAs now serve as site administrators or proctors in approximately one -half of the
test sites. CMAs from several companies volunteer their services for proctoring the entire
examination at various sites as follows:
Public Service Co. of New Mexico (Albuquerque, N.M.)
Boise Cascade Corporation (Boise, Idaho)
Pillsbury Company ( Minneapolis, Minn.)
General Mills, Inc. ( Minneapolis, Minn.)
Caterpillar Tractor Co. ( Peoria, III. )
Johnson & Johnson ( New Brunswick, N.J. )
Owens - Illinois, Inc. (Toledo, Ohio)
Grading the CMA Examination
All grading activities take place in the Institute's offices in Ann Arbor and begin the week
following the examination. As the candidates'
papers are returned to the Institute, they are
checked to be sure they are complete and put
in question order, the multiple choice questions
MANAGEMENT ACCOUNTING /FEBRUARY 1982

are machine graded, and the papers are assembled in packages for grading.
Once the processing of candidates' papers is
completed, sample grading is conducted in early January. A random sample of candidates' papers are selected for each of the five parts. The
Institute's graders score the sample papers for
each part using the official answer keys developed by the Institute's professional staff. The
purpose of the sample grading is to determine
if most candidates have interpreted the questions as the IMA intended and to ensure that
the official solutions and point assignments
properly evaluate the candidates' solutions.
Revisions to the answer keys are made as necessary but they are usually minimal.
Production grading starts in mid - January and
is nearing completion at this time. The type and
length of the question and the number of papers to be graded determine whether one or
two persons are assigned to grade each question. The assigned person or persons grade
only that one question across all candidates'
papers. A grading supervisor reviews the work
of each grader to assure that the grader is consistent with the official answer key and consistent among all papers. A minimum of 10% of
the answers for each question are regraded
during this review process.
The Institute is using a staff of 55 professionals to grade the December 1981 examination.
Most of the graders are academicians from colleges and universities in Michigan and northern
Ohio. However, the number of graders who
hold jobs in industry and who are CMAs has
increased in the last couple of years. As the
need for graders has increased, CMAs located
near the IMA offices have been asked to participate as graders. A total of nine CMAs are grading this examination —five of whom are employed by industrial firms.
The Board of Regents will meet the middle of
this month to review and approve the examination results. The scores should be mailed to
candidates on March 5 as scheduled.
The June 1982 Examination
The next CMA examination is scheduled for
June 9, 10, and 11, 1982. The deadline for IMA
membership applications and examination applications from new candidates should be filed
by April 1. Examination applications from continuing candidates should also be filed by
April 1. Anyone desiring additional information
should write to the IMA at 570 City Center
Building, Ann Arbor, Mich. 48104, (313)6621986,
i
Karl E. Reichardt, CMA, Manager- Examinations
Institute of Management Accounting
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feet of financial reporting principles
on private companies and small
public companies. Your attention is
directed to the article on the subject that appears elsewhere in this
issue.

M A P Statement Update
The MAP Committee's Subcommittee
on MAP Statement Promulgation is
nearing completion of two draft documents— "Management
Accounting
Terminology" and "Objectives of
Management Accounting." The "Objectives" paper flows naturally from
the first Statement on Management
Accounting, "Definition of Management Accounting," and will be the first
draft to be circulated among the
members of two advisory panels now
being formed.
Panel members will be asked to review drafts of MAP Statements and
let the Subcommittee know their reactions. Members of one panel comprise presidents or their appointees of
24 NAA chapters. Chapters participating will be periodically rotated. The
other panel is composed of 21 persons who are selected based on
nominations by the heads of NAA and
other organizations having an interest
in accounting. The MAP Committee
believes that the diversity of backgrounds and expertise reflected by
the two panels will go far in ensuring
the promulgation of statements that
are optimally useful.
Subcommittee members also are
giving consideration to suggestions
submitted by a number of people
about the kinds of management accounting practices and techniques
that would make good subjects for
development into Statements on
Management Accounting. Subcommittee Chairman Sweeney invites
readers to let him know what their
thoughts are. Write to him at NAA,
919 Third Avenue, New York, N.Y,
10022.
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contributions of certain property, such
as medical equipment used for the
care of the needy, the ill or infants, if
certain conditions are satisfied. Under
this exception, corporations are allowed a deduction equal to the basis
of the property contributed plus 50%
of the property's appreciation to fair
market value. The deduction, however, cannot exceed twice the corporation's basis in the property.
The new tax law encourages manufacturers of research and experimental equipment to donate such property
to qualified colleges and universities.
The conditions that must be met before manufacturers may benefit from
this new tax provision include the requirements that such donated equipment not have been used prior to the
donation and that the donation be
made within two years of substantial
completion of construction of the
equipment.
Corporations may be more willing
to take advantage of this new tax provision in view of the fact that the Economic Recovery Tax Act of 1981 also
increased the corporate charitable
deduction limit from 5% to 10% of
corporate taxable income, as adjusted, for tax years after 1981.
J

LETTERS
12/-4
learning by experience after repeated exposures to public speaking seminars.
Let's face it —there are some abilities
that just cannot be imparted to students
by educators. There is a certain level of
receptivity and inherent ability that the
student must give to the learning equation as well. The shortcomings that Mr.
Shultis perceives and lays solely at the
door of the educators may simply be in
areas where young accountants need
more experience from which to learn.
If Mr. Shultis graduated college with
the reading ability to keep up with
members of the MAP Committee, with
the ability to dictate clear and concise
business letters, and with the ability to
spout the "Gettysburg Address" in his
spare time, he was the exception, not
the rule. I suggest that he is overlooking
his own youthful shortcomings and fail-

ing to acknowledge the help, support
and knowledge imparted to him by
more experienced co- workers as he developed the skills he finds so lacking in
young accountants today.
Stephen Petti
Controller, Saytech Inc.
East Brunswick, N.J.

More Thoughts on VAT
It is true that the VAT system [ "Management Accountants: Are You Ready
for VAT?" Nov. '81] is neutral if it
would be in "pure" form, one without
exemption or varying rates. This is the
strong point in its favor, In "pure" form
a VAT does not penalize the corporate
form of organization or other forms of
organizations, savings, consumption or
certain consumption expenditures or income sources.
However, VAT with a genuine political chance for enactment may not actually have all of the potential neutrality
of a "p ure" VAT. It may contain exemptions or multiple rates for different
expenditures or exemptions for different
classes of individuals. Exemptions or
multiple rates add to the cost of compliance and administration, reduce the
base and the yield of the tax and reduce
economic efficiency by encouraging people to make expenditure choices that are
less heavily taxed. Finally, in considering the consequences for economic efficiency of enacting a VAT, it is important to remember other changes in the
tax laws that will come with a VAT. A
VAT will not be enacted in a vacuum.
A "pu re" VAT is . . . regressive —
heaviest percentage -wise on persons
with lower incomes and relatively lighter on persons whose incomes are sufficient for comfortable living and for saving. A "pure" VAT can be made less
regressive and perhaps even progressive
by applying lower rates to basic necessities such as food and housing; however,
this may result in distortions of consumer choice which decrease economic
efficiency. The principle of our most important tax, the income tax, is that taxes
should be levied according to ability to
pay to support government activities.
The VAT goes counter to that principle.
Thomas E. Patmore
Controller, Alhambra Foundry Co.
San Gabriel, Calif.
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Here's your chance to learn from the experts. . .
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Making a Profit on Charity
Successful creative accounting, by
definition, goes undiscovered. Writing
about the successes, therefore, is difficult. Rarely, is a success discovered
without the discovery destroying the
success. Here's a rare gem to savor.
About ten years ago, the owners of
a profitable manufacturing business
set up a private charitable foundation
and transferred to it 100% of the
business's common stock. Estate
planners recognize the simple motives here: the heirs, if any, have been
provided for in other ways, and the
donors would rather fund charitable
activities than pay taxes. Such arrangements commonly are executed
late in life, and in this case the donors
died within a few years of establishing
the foundation.
The foundation had the customary
charge to use income and principal, at
the trustees' discretion, to fund charitable activities. The trustees manage
the foundation in accord with the
charge, making small grants to a
number of charities. The foundation
complies with the various filing requirements and other applicable statutes and regulations.
The business's common stock is
the foundation's principal asset. Each
year a reputable financial valuation
expert is retained to value the stock
on a going- concern basis. The business's earnings are declining, and it's
not surprising to find the going -concern value following suit. Accordingly,
the foundation writes down the carrying value of the stock year -by -year.
As one might expect, grants to
charities have been following the
downward path of the business's
earnings. Because decisions about
grant size and grant recipients are, after all, the foundation's, none of the
64

charities is in a position to complain
about smaller grants. Besides, each
grant is small in dollar amount and
small compared to each recipient's
overall funding level. Imagine, then,
the warm glow at each charity upon
receiving a grant several times the
prior level, reflecting the liquidation of
the foundation and distribution of the
proceeds to the charities.
Working for Profit
This description of foundation activities could apply to any number of
foundations, all completely aboveboard, and none of which would appear in this column. The opportunity
to make a profit here should be obvious. A private corporation, with predictable ownership, buys the stock at
carrying value on the books of the
foundation. The foundation distributes
the proceeds to charity and terminates, all in accord with its original
charge. The private corporation proceeds to liquidate the business and
its appreciated real property at a
handsome profit.
The key ingredient here is the gap
between going- concern value and liquidation value common to closely held businesses. The gap becomes
more significant if earnings are declining. The source of the decline —nature of the business, poor management, or judicious choice of accounting methods — matters not, so long as
the appreciated assets remain.
Thus, in the case at hand, the foundation's book value for the stock is
about $500,000, going- concern value
for the business as its operating profits decline. Still, the foundation could
sell the stock for about $2 million, the
underlying value of the business's appreciated assets. The trustees could

obtain the $1.5 million difference for
their own personal use: Simply authorize sale of the stock at book value to
themselves (perhaps in the guise of a
private corporation) and then liquidate the assets of the business. By
such a simple shell game, $1.5 million
is diverted from charitable activities to
the pockets of the (former) trustees.
The subtlety here can be seen by
asking who is likely to find out what's
happening and to try to do something
about it. The charities? They're likely
to view the sale proceeds as a windfall or, by the more sophisticated
ones, as early payment of future
grants. Besides, what charity would
risk getting a reputation, no matter
how underserved, among other funding sources as one that bites its feeding hands? The former employees of
the business? Because the decision
to terminate a business is one of the
clear prerogatives of ownership, it
seems unlikely that the employees
could make much of a case even if
they were fully informed. The foundation's trustees? Be serious. Who
else?
Of course, an acid test of a person's character is how he or she
would behave when confident of not
being found out, or, if found out, of
not being taken to task. It appears
that such matters of conscience and
ethics are all that keep activities such
as described here from becoming
common.
Breaching A Policy
Over the last two years, many of
the events described in this column
strain credibility. Largely to establish
credibility, only events described in
publicly available sources have been
used, and names have been named.
This month's case is a clear breach in
that policy. It is done anonymously
since the information is not from public sources and is yet incomplete. Still,
given the rarity of successful creative
accounting cases, and given the instructive nature of the case at hand, a
breach in the policy is warranted.
Readers are reminded that the accounting events presented here are
not intended to embarrass or to reflect on the ability or performance of
any person or organization.
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Association Urges Action on Deferred
Income Tax Accounting
Because of the continuing problems many companies are experiencing with the deferred income tax provisions of APB
Opinion No. 11, the National Association of Accountants
through its Management Accounting Practices Committee
has recently urged the FASB to place this issue on its agenda.
The exchange of correspondence between NAA and the
FASB appears on this page.

December 15, 1981
Mr. Donald Kirk, Chairman
Financial Accounting Standards Board
High Ridge Park
Stamford, CT 06905

The enactment of the Economic Recovery Tax Act of 1981,
with its provision for Accelerated Cost Recovery System
(ACRS) deductions, promises to exacerbate the issue as the
book /tax depreciation differentials widen significantly. ACRS
will require virtually all profit - making firms, public and
private, large and small, to set up provisions for deferred
taxes. Given the current study on Financial Reporting by
Private and Small Public Companies, which NAA is
supporting, it appears ill -timed to require many more
preparers to adopt tax allocation, an accounting principle
which many smaller firms have resisted vigorously.
The Management Accounting Practices Committee of the
National Association of Accountants therefore agreed to urge
the FASB to give a high priority to the subject of inter - period
income tax allocation. We request that you place this subject
on your technical agenda at the earliest practical time.

Dear Don:
Deferred income tax accounting (interperiod income tax
allocation) has been a troublesome issue ever since the
publication of APB Opinion No. l l in 1967.
Many have questioned the validity of the deferred method
prescribed by Opinion No. 11. The present approach calls for
the determination of deferred taxes based on tax rates in effect
when the timing differences originate. In contrast, the liability
method would require tax expense to be computed on
components of pretax book income on the basis of whatever
the tax rates are estimated to be when the components are
expected to be included in taxable income.

We will, of course, work closely with the Board on this
subject. We suggest you appoint a Task Force on the subject
and would be happy to recommend qualified individuals who
can serve effectively. If you desire research on any specific
aspects of this subject, we will attempt to provide it.
Sincerely yours,
John F. Chironna
Chairman
Management Accounting Practices Committee
December 16, 1981

FASB Concepts Statement No. 3 provides justification for
questioning the conclusions expressed by APB Opinion No
11. The deferred credits presently arising from the deferred
method of allocation are basically incompatible with the
definition of a liability per Concepts Statement No. 3.

Mr. John F. Chironna, Chairman
Management Accounting Practices Committee
National Association of Accountants
919 Third Avenue
New York, N. Y. 10022

A challenge to the concept of accounting for deferred taxes
can be made on more pragmatic terms, For many companies,
the history of interperiod tax allocation has meant an ever increasing deferred income tax credit balance. This is usually
caused by the aggregate excess of credits attributable to the
book /tax depreciation differential on newly acquired property
and equipment over reversals of timing differences on
previous acquisitions. Many observers have estimated that
present deferred tax liability balances have little likelihood of
ever being extinguished in the forseeable future,

Dear John:
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Thank you for your letter of December 15 suggesting that the
Board reconsider deferred income tax accounting as
prescribed by APB Opinion No. 11 and subsequent
pronouncements. As it happens, just a few days ago the
Board took a step in that direction.
At our meeting on December 9, the Board agreed with a staff
111- ► 71
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30INVESTMENTPUBLICATIONS
ONLY$18FORTRIALSUBSCRIPTIONSTOTHE
30MOSTPOPULARINVESTMENTPUBLICATIONS
Here are the 30 most popular inves tment advisory publications which investors regularly rely upon. Through this bargain - packed otter,
INVESTOR INFORMATION NETWORK, a leading Financial Publications Subscription Agency, makes available to you a selection of 30
sample subs criptions to a variety of these specia lized, savvy services . Their regular annual pric es ra nge as high as $360 apiece. Your
price for the entire pac kage under this amazing one- time -only otter is $18, or about 60¢ a piece. Exact descriptions of eac h of the 30
publications are below. To orde r the entire pa ckage of 30 sample subs criptions, merely c omplete and return the coupon below, along
with your $18 remittance.
1. MOST ACTIVES. An unusual trading service
concentrating on the most actively traded stocks on the
major exc hanges Offers both buy and sell
recommendati ons within this changing group,
commentary on the general market from a trading
vantage point, and specific advice on recommendations
offered 1 Yr, 5225.
2. SMR STOCK SERVICE. Security Market Research,
Inc. Dally basis chart service of 50 selected high
performance, high potential stocks including timing
indices 1 Yr, S250.
3. CONSENSUS OF INSIDERS. Analyzes and
interprets the purchases and sales of insiders. including
corporate officials and stock exchange specialists.
Shows what the insiders are buying and selling. This
service's unique successes have been acclaimed in
Fortune, NY Times, Business Week, Etc 1 Yr. $180.
4. INVESTORS INTELLIGENCE. Sums up what all the
leading investment services are saying, offering a list of
the most - mentioned stocks with recommendations. 1
Yr, $60
S. DUNN AND HARGITT MARKET GUIDE. A weekly
stock and option investment advisory letter offering its
subscribers sophisticated counsel on market timing,
secur dies analysis. hedging slrat egies, relative
strength, industry studies, fundamental research,
special situation stock selec tion and portf olio
management advice. 1 Yr. $95
6. THE CABOT MARKET LETTER. Identifies small,
dynamic growth companies with 5 -year histories of
salealearnings growth of 30% annually, sales in the
$111
range. with unique products of potentially
explosive demand and with large markets, whose stock
prices are deemed technically ready to move based
upon a unique momentumlrelative strength analysis
screening procedure Its widely acclaimed "Heritage
Stock" portfolio includes growth stocks of the
aforementioned characteristics which can generally be
held for many years without change. 1 Yr. $125.
7. LA LOGGIA'S SPECIAL SITUATION REPORT.
This economic letter attempts to pinpoint broad stock
market movements through analysis of politics and
economics, technical factors, interest rates and insider
trading Mr La Loggia is best known for his annual
'Stock of the Year' selection and his highly successful
special situation recommendations. 1 Yr, $90.
8. INVESTMENT QUALITY TRENDS. A 15 -page
biweekly report, which includes three special individual
stock reports and charts, and which determines and
rates the value of eac h of 350 impor tant blue chip
stocks 1 Yr. $145.
9. MARKET
LOGIC. This
highly
regarded,
comprehensive service includes: forecasts of average
market price levels in 3, 6 and 12 months and of the
major market trend: current buy and sell
recommendations; the strongest and weakest stocks;
insider buying and selling; best situated stocks, option
corner; special opportunities in convertibles, warrants,
no-load and money - market funds; continuous monitor of
more than 50 sophisticated leading indicators; glamour
stock index tracking the action of high flyers: and much
more. 1 Yr. $100
10. THE NICHOLSON REPORT. Concentrates on
timing, strategy and discipline. Recommends stocks,
puts and taus at critical junctures and follows them
through 10 ultimate sale Charts and interprets swings in
investors moods. Teaches readers to time the market
and play major moves, both up and down. 1 Yr. $150.
11. PRO - MARKET ADVISOR. A down -to- earth,
common sense approach to individual selection.
Inc ludes three separate portf olios for traders,
aggressive growth, and long -term investors. Also
features lively market commentary, and the unique
Editor's Notebook. Wntten clearlyy and concisely for the
busy independent investor. 1 Yr, 5175
12. THE PREDICTOR. Timely, specific investment
advice on a highly personalized basis. Every week
Subscribers receive a comprehensive review of the
Stock market and specific stock recommendations,
through an eight page analysis of the latest important
economic and stock market developments with a clear
concise summary of how these developments are likely
to influence future stock trends. Taking into account the
current market environment. The Predictor evaluates
technical, fundamental, and psychological factors to
Spotlight one featured Block recommendation in each
issue. Continuing advice is then offered on all featured
recommendations every week until the position is
closed.
13. VENTUREGUIDE. Fundamental and technical
screens are used to identify the most timely,
undervalued situations in these Categories: Blue Chips,

Growth Stocks, Income Stocks, Asset Plays, Option
Stocks, Conver tible Bonds, Warrants, Special
Situations. OTC Stocks. Overpriced and vulnerable
stocks are similarly identified Other features regularly,
rate 200 widely held stocks technically and
fundamentally, lists, the most timely and most
vulnerable securities, issues buy, sell and hedge
recommendations, etc. 1 Yr. $195.
14. GROW TH STOCK OUTLOOK. Lists IDO rapidly
growing companies (NYSE, ASE 8 OTC) and keeps
tabs on each unit delisted when growth slackens. 1 Yr,
$95
15. WESTERGAARD
ERA
SERVICE. Equity
Research Associates' John Westergaard picks stocks of
small companies ($20 to S100 million in sales) which.
because they provide innovative products or services in
rapidly developing markets, are poised for explosive
growth. Typical characteristics are exceptionally high
returns on shareholders' equity; overlooked by both
private and institutional investors; fundamental
competitive advantages, often technological in nature,
recommendations must measure up in every way to
comprehensive criteria of investment analysis. Less
than a score of these companies are recommended in a
year's period
. and ERA's record of picking the
winners is widely acclaimed. This extraordinary
comprehensive service is a must for investors seeking
sophisticated special situations and junior growth stock
advice 1 Yr, $360.
16. PERSONAL FINANCE. INFLATION SURVIVAL
STRATEGIES. How to get more money Hour to keep
more of that money. How to make your money go farther
and produce still more of that money. How to make your
money go farther and produce still more money for you.
Precious metals, foreign currencies, Swiss and other
foreign banks. antiques, precious gems. fine art, real
estate and many unusual, yet practical inflation survival
techniques. 1 Yr, S65.
17. INSIDER INDICATOR. Widely - followed and often.
quoted source of corporate insiders' buy and sell
signals for all NYSE and ASE listed companies. Reports
prices, dates and posi tion of insiders whose
transactions give classic signals first established in the
famous Portland Slate University insider transaction
study. Subscribers can order "insiders' check" of all
signals published since 1974 for any company covered.
Each month's buy signal portfolio followed for a year
and compared with market indices. 1 Yr. $95.
18. SPECULATIVE VENTURES. Concentrates on
low - priced listed and OTC stocks of exceptional
potential, including emerging growth stocks, special
situations, asset plays and "new issues" of companies
that are going public. Also presents timely low- priced
options and warrants designed to provide a leveraged
approach to maximum capital gains. Recommendations
followed until close -out. 1 Yr. $80.
19. CAPITALGAINS. Specializes in low priced stocks
with volatile upside potential and high takeover
probabilities. New technologies such as solar energy
are highlighted reggularly. Special situations charted and
analyzed 1 Yr, S75.
20. THE BOW SER REPORT, This unique 10 -page
newsletter features only stocks selling at S3 per share or
less. An exclusive rating system isolates financially
strong companies on NYSE. ASE, and OTC in this low.
price category. Tells how to build a portfolio of
minipriced stocks with strong growth potential.
Recommends what to buy and what to salt. 1 Yr, $36.
21, THE PENNY STOCK NEWSLETTER. A unique
tabloid newspaper offering comprehensive statistics
and information on new c ompanies going public in
exceptional growth fields like energy and technology
which offer stocks for five dollars or less per share.
Approximately one -hall of the stocks discussed and
followed sell for one dollar per share or less. 1 Yr, $45.
22. THE WAG LETTER. Each issue reports on two
stocks possessing potential tot rapid and explosive
price gain. Stocks recommended have unusual strong
fundamentals, are undervalued and are technically
poised for breakaway price gains General market
conditions are reviewed in determining when to buy and
all open recommendations are reviewed continually. 1
Yr, $70.
23. EVM MARKETWEEK. Measures momentum,
pricelvolume relationships and other market parameters
to determine market's overall direction. Employs unique
techniques of analyzing channel. volatility and
momentum trends in a huge universe of stocks to
pinpoint individual issues and entire market sectors
most likely to evidence unusual near term strength or
weakness. Securities possessing the strongest, most
explosive profit potential are then recommended. along
with an investment strategy tailored to the particular

stock recommended. 1 Yr, 5170.
24. THE PROFESSIONAL TAPE READER. This
sophisticated service scans a broad range of technical
indicators to provide unhedged market advice. It
documents which groups and individual stocks are
acting best and worst. Specific recommendations, both
long and short, are followed up regularly until the
Position is closed out. A regular feature offers instructive
material to help improve trading techniques. 1 Yr. $175.
25. INVESTMENT TIMING & SELECTIONS. Concise.
monthly letter seeks to gauge when purchases should
be made, caution excercised. or liquidation initiated.
Places heavy emphasis on monetary factors, and
regularly includes analysis of a broad Iist of securities
with specific recommendations. 1 Yr, $20.
26. MARKET BAROMETERS. ADS Techaids.
Provides the investor who makes his own decisions with
new technical measurements of the market's short-term
and intermediate -term strength. These measurements
are not widely available, but have undergone several
years of testing. 1 Yr, $95.
27. MARKET TIMING REPORT. Concentrates on spot
and futures market transaction timing for the U.S. stock
and bond markets, gold bullion and foreign currencies.
Practical information and timing recommendations are
presented for telephone switching between U.S. stock
market mutual funds, money market funds and gold
bullion. Also tax strategies to use the timing information
and futures contracts without leverage. 1 Yr, S180,
28. ZW EIG FORECAST. The most respect advisory
service that concentrates its efforts entirely on TIMING.
Employs Option Activity Ratios, Short Sales Indicator,
etc. to advise its subscribers exactly WHEN to buy and
sell. 1 Yr, S165.
29. ANDREW S TRADI NG CYCLES. For option
traders and short-term investors, timing for trading is
based on 10120 system, Gives traders buy /sell signals
for stock and options, with momentum timing for buying
low and selling high. Cycles also pinpoint buyin aw ls
at lows. Monetary glamour, secondary indices with price
resistance /support levels cycles for 34d, 68d, goof highs
and lows are forecast in advance For beginners,
professionals and intermediate trend investors. 1 Yr.
$55.

30. THE PROFESSIONAL TRADER. Attempts to
uncover stocks in break -out patterns. Contains various
corners for investor's and trader's individual tastes,
such as Stoc ks of the W eek, Speculative, Energy,
Option, Casino and Technician's Corner Focuses on
special situations possessing explosive price and
growth potential for active traders. 1 Yr. $75
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People in the News
Promotions and New Positions
Bobby E. Dusek, Abilene Area, is now
financial vice president at McMurry
College.
Martin A. Blade, Alameda County
South, has been named assistant vice
president at C.P. National.... Joe F.
Vautier is now accounting manager at
California Casualty Management Co.
Richard F. McIntyre, Asheville, has
been promoted to manager of accounting at Taylor Instruments Co.

n

Bruce L. Busby, Baton Rouge past president, has been named vice president of
the Long -Term Care Group ofNational
Cecil E. Robbins, center, president of the Chico Area
Medical Enterprises.
(Calif.) Chapter, receives his chapter's charter from NAA
President
Emil "Bob " Scharff, right, and NAA Executive
Walter B. Fowler, Jr., Beaver Valley, is
Director Robert L. Shultis.
now supervisor ofgeneral accounting at
Cletus A. Gartner, Dubuque Tri- State,
porting group of Rockwell Collins.
Armco, Inc.
has joined AGRI Industries as controlDiane L. Ramstad, Cedar Rapids, has Dennis E. Duren, Charleston, is now
ler of Picketts Brewery and related opbeen promoted to senior financial ana- controller at Pinehurst Corp.
erations.
lyst of the financial, planning and reCharles R. Daul, Charlotte Blue, has
Robert J. Pfau, Eugene - Springfield, has
been appointed treasurer of Knight
been named assistant vice president and
Publishing Co. . . . Danny C. Fort is
assistant manager of U.S. National
now a partner with Ernst & Whinney.
Bank's Eugene main branch.
Thomas L. Taylor, Columbia, has
SE AR C H A ND RE CR UIT MENT O F
Gerald C. Griepenstroh, Evansville, has
FI NANC I AL E XE C UTI V E S, MANA G ER S ,
joined Standard Federal Savings &
been named manager of financial acAUDI T AND TA X P RO FE SS IO NA LS .
Loan as vice president of savings and
FRO M OUR HEA DQ UAR TE RS , W E W O RK
counting
with Southern Indiana Gas &
W I TH C LI E NT S NA T IO NW ID E A T THE
trust operations.
CO RP OR A TE , R EG IO NAL A ND DI V IS IO N
Electric
Co....
Steven Mark Kerney is
LE VE LS . S END YO UR RE SUME I N
CO NFI D ENC E O R C AL L T O DA Y.
Morton P. Iler, Columbus, has been now supervisor of taxes and plant. acContact R. H. STANLEY
named senior vice president—account- counting at SIGECO. . . . Joseph M.
/k Gary Lithe &Assoc. Inc.
Schnapf is now controller at L.B. Jones.
One Riv
iverchase Office Plaza
ing and systems of Petro -Lewis Corp.
Suite 106
Birmingham , Alabama 35244
TELEP HONE

(205) 987-7989
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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.
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2011 Rolling Hills Road, P.O. Box 255813
Sacramento, California 95625

68

David M. Menzel, Daytona Beach Area,
has been elected vice president of
Cowles Communications, Inc.
At ICI Americas Inc., Tommy F. Petro,
Delaware, has been promoted to senior
financial analyst, and Gary W. Thurman
is now budget analyst in the specialty
chemicals division.
Louise M. Wildee, Denver, has been
promoted to director of disbursements
and special projects at ATC.

William H. Harvey, Hampton Roads, is
now manager of payroll at Old Dominion University's department of finance
and personnel.
Stanley M. Robertson, Houston -Bluebonnet, has joined White Marble Co. as
controller. ... Felix M. Shuford is now
with Welltech, Inc., as controller.
Stephen F. Capron, Kansas City, has
joined First Freeport National Bank in
Texas as controller. . . . P. Michael
Duckett has been promoted to director
of administrative systems and controls
for Marion Laboratories, Inc.

W. Dean Ankrum, Des Moines past
president, has been elected executive
vice president and general manager of
Siegwerk, Inc.. .. Richard D. Luse is Jere R. Duke, Lancaster, has been electnow treasurer, assistant secretary, and ed a director of Reese Metal Products
Corp. and IRC Corp. . . . Robert E.
controller at Younkers, Inc.
MANAGEMENTACCOUNTING /FEBRUARY 1982

Patterson, past national director, 196870, was elected senior vice president —
finance of Pennsylvania Blue Shield.
Daniel C. Hoover, Los Angeles, is now a
partner in Randvert Manufacturing Co.
Richard G. Barry, Madison, has been
admitted into the partnership of Clifton,
Gunderson & Co. . . . At Rayovac
Corp., Marvin G. Siegert has been appointed controller, and Dale R. Tetzlaff
has been promoted to director of financial analysis and controls.

is now controller of Donrey Media
Group,
Daniel R. Droney, Northwest Keystone,
has been named senior vice president,
control, at Northwest Bank.... David
M. Eakin is now controller at Northwest.... Daniel S. Faller has been promoted to budget and tax manager at
First Seneca Bank.

Daniel P. Hogan , Miami Valley Ohio.
has been named vice president- finance
at St. Francis -St. George Hospital.

Thomas B. Bolfing, Minneapolis North
Star, has joined Snyder Bros. Inc. as
controller.... Albert R. Fier is cost accounting manager with Graco, Inc.
Paul J. Kelsey, Minneapolis Viking past
president, has been elected senior vice
president of the Pillsbury Co.... Jerome A. Kristoff has been appointed
senior financial systems analyst in Pillsbury's corporate controller's department.... Martin N. Kellogg has been
named a director of Apogee Enterprises, Inc. He is vice president and treasurer of Tennant Co.
Julie A. Karg, New Jersey Meadowlands, has joined Dependable Personnel,
Inc. as manager of corporate accounting
and financial recruiting.
Carl L. Janneck, Jr., New Orleans, is
now treasurer and controller at Gallagher Transfer & Storage Co., Inc.
Linda L. Field, New York, has been
named a vice president of Citibank. She
is a former NAA research associate.

PATTERSON
Lancaster

John J. Sherlock , Portland- Willamette
past president, has formed John Sherlock & Associates, CPA, PC.

Joseph A. Garvelli, Jr., Pennsylvania
Northwest past president, has been promoted to project financial manager at
Airco Carbon.

Paul G. Brodeur, Providence, has joined
A.T. Cross Co. as manager, cost accounting.

At Price Waterhouse & Co., Paul E. Al-

Donald W. Carroll, Raleigh Area, has
been promoted to manager of account-

All the Information You Need to Pass
the CMA Exam...

Certificate in Matiagement
Accounting Review
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David A. Laubach, North Penn, has
been named vice president of Synthane
Taylor Corp.

t
t
I
t

j

j

t
t

V 1 V1'.

1 v E W ►1 O V EDTPOR

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

®

i

MANAGEMENT ACCOUNTING /FEBRUARY 1982

Leroy P. Junker, Portland - Columbia,
has joined International Titanium, Inc.,
as controller.

ILER
Columbus

William C. Golz, Jr., Northwest Suburban Chicago, has been named vice president of The American Appraisal Co.

Edward F. Kearney, Northern Virginia,
is now assistant vice president —loan
administration at the Student Loan
Marketing Association (Sallie Mae).

Darrell W. Loftin , Northwest Arkansas.

John K. Boggs , Piedmont Winston -Salem, has been named assistant controller of Integon Life Insurance Corp... .
Joseph R. Marshall is now assistant
controller of Life of Mid America Insurance Corp., a subsidiary of Integon
Corp.
Roark V. Moudy, Pomona Valley -Inland Empire, has joined Transierra Exploration Corp. as vice president of corporate development.

Rolf S. Andresen, Miami. has been appointed vice president, financial planning and control, at Eastern Airlines.

Walter S. Hawrylak, Mid- Florida, has
been promoted to general manager of
Sea World of Florida.

tig, Peoria, has been named partner -incharge of the Cleveland office, and John
J. Gaffney is now partner -in- charge of
the Peoria office.
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College Division, Martin Gonsky, Suite 513, 10 East 53d St. New York, MY. 10022
Please send me the following volume(s) of Certificate in Management
Accounting Review:

1
1

#4502, Volume 1— Economics andBusiness Fi na n ce . . .. .. . .. .. . . . ........ $18.95
#4503, Volume 2- 0rganization and Belxwior, Including Ethical
Co ns i de ra t io ns .. .. . .. .. . .. .. . .. .
$15.50
#4504, Volume 3— Public Re por ting Standar ds and Auditing . . .. . .. . .. . .. . . $18.95
#4505, volume 4— Periodic Reporting for Lruer nal Perjmce s ..... . .......... $18.95
#4506, Volume 5— Decision Ana4s4s, Including Alodeling and
h formation S jwt e m s . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . $ 2 0 , 5 0
O #4507, Volume 6 — T a x e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. .. .. .. . .. $ 18 .9 5

1
1
1
1

#4508, Save 117_30 and order all 6 Volumes at the special combined price of 194.50!
(Please add applicable sales tax)
Check
Please Charge My VISA
Number

Master Charge
Exp. Date

Name

1

1
1
1

1

signatu*P
Address
City/State/Zip
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How Do
YouAPPRAm

AN APPRAisAL
COMPANY?
lime In Bus ine ss. Will they be around in
future years to back up their work? Since
1899, we've helped companies buy, sell,
merge, finance, set insurance values, avoid
unfair taxes, minimize tares, and improve
accounting results.
Breadth of Experience. Do they have
experience in }zwr industry? we've had
experience in all of them — manufacturing,
non - manufacturing, services, education, and
government.
People. What do they know and how well
do they apply it? We have skilled appraisers
expert in real estate, machinery and
equipment, intangibles, and business
appraisars who deliver their work on time
and with all necessary backup.
Clients. Do they do superior work for firms
like yours? We do work for FORTUNE 500
companies and for those who aspire to
that list, for partnerships, proprietorships,
and professionals.
Ask for Proposal. Does it fit your objectives? Budget? Ask for ours. Compare. Call or
write to Hugh A MacMullan, Jr, President.
THE MANUFACTURERS'
APPRAISAL COMPANY

rM

ftohin%on Building, 15th and Chestnut Sireei,
Philadelphia, PA 19102 (215) 568.6739
Office in principal cities

ing services at Carolina Power & Light
Co.

been admitted into the partnership of
the Jeff Spencer CPA firm.

Neil R. Milano, Raritan Valley, has
been promoted to senior financial analyst at McNeil Consumer Products Co.
. . . Carol P. Skiptunis is now cost accounting manager at Devro Inc.

Nancy S. Kupperian, Washington, has
formed a new accounting and tax service, Alpha Business Services.
Linda M. Binek, Western Wayne, is
now international tax supervisor at
American Motors Communication.

John H. Cordtz, Salinas Valley —Monterey Peninsula, has been promoted to
general accounting manager at Gilroy
Foods. . . . Francisco J. Sandoval has
joined Mann Packing Co. as controller.

Edward L. Patch, West Central Ohio, is
now accounting manager with Huber
Investments Inc.
Lee G. Chazen, West Los Angeles, has
joined Imperial Bank's West Los Angeles' regional headquarters as vice president.

At Motorola Ine.'s semi- conductor
products sector, Howard L. Gentry,
Scottsdale Area, has been named controller— discrete semi- conductor group,
and Thomas W. Lorig is now controller— internal operations group.

Wilbur D. Nickel, Wichita, has been
named vice president, finance, at Morrison Co., Inc.

Peggy I. Ives, Seattle, has joined Paccar, Inc, as director of the internal control program.

James H. Schreiber, Wisconsin Lakeshore, has been named treasurer of C.
Reiss Coal Co.

A.D. Barnum, Sioux City past president,
has been appointed chief administrative
officer of Metz Baking Co. He also is
the company's senior vice president. . . . James C. Naufel has joined
the Western Land Roller Co. as manager of data processing.

Organization Service

Paul T. East, Sioux Falls Area, has been
promoted to supervisor at Charles Bail ly & Co.
Tailored to the needs of:
• Home Study
• NAA Chapters • Colleges
• In -House Programs
• Self -Study Groups
EVERYTHING PROVIDED

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

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

(516) 473 -6200

Ryan J. Anderson, CMA, St. Louis, has
been promoted to manager, financial
analysis, at Wetterau, Inc. . . . Henry
A. Erk, Jr, is now director of corporate
accounting services, controller's division, at Mallinckrodt, Inc.... Robert F'
Rubin has been made a partner of
Frank Block Associates.
Debra J . Miller, South Jersey, has been
promoted to assistant controller of
Lynch Exhibits, Inc.
Paul V. Grillo, South Jersey Shore, is
now financial planning manager of Caesars Boardwalk Regency,
James L. Jarvis, Tulsa, has joined Tulsa Litho Co. as controller.
Louis W. Gilmore, Valley Forge past
president, has been promoted to assistant controller of Wyeth Laboratory Division, ... Howard E. Pollard has been
elected vice president and controller of
Avtex Fibers, Inc.
Leslie R. Miller, Wabash Valley, has
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Joseph J. Canavan, Erie, has been appointed to the Western Pennsylvania
District Export Council. He is senior
vice president at Union Bank.
Hugh R. Pingree, Hawaii past president
and president of First Hawaiian Bank,
has been elected second vice president
of the Hawaii Bankers Association for
1981 -82. He is a past national vice president, serving in 1967 -68.

Emeritus Life Associates
Louis R. Baglio, Rochester.
William H. Craven, Olean- Bradford
A rea.
Harold C. Davis, Salt Lake Area past
president.
Robert G. Dent, Madison.
D. Lyle Dieterle, Bloomington Indiana.
James F. Drooger, Northeastern Michigan past president.
Ervin L. Fickel, Omaha.
Adolph W. Filano, Olean- Bradford Area
past president.
Harvey S. Finholm, Lake Superior.
Stanley A. Gobieski, Lima.
Ronald E. Heilman, Toledo.
Norman V. Henning, Member -at- Large.
J. Willard Hibshman, Lancaster.
James A. Higgins, Member -at- Large.
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W. Clayton Hill, Kansas City.
Stanley A. Kasper, New York.
Kenneth Kavanaugh, .Northeastern
Michigan.
Arthur L. Kroeger, Omaha.
Samuel G. Landfather, St. Louis,
Robert A. Lee, Luke Superior.
Stephen E. Lesko, Columbus.
Frank J. Loria, Detroit.
Cornelius H. Lucas, Minneapolis
Northstar.
Harold L. McCallum, Member -at- Large.
Harold H. McKeen, Princeton,
Lyell J. Muston, Grand Rapids.
Alice A. Pizio, Boston.
George J. Prendergast, Jr., Delaware.
Benjamin B. Prescott, Detroit.
Joseph Shugerman, Birmingham -Vulcan.
John R. Stojanovich, San Jose past
president.
W.E. Theobald, Florida West Central.
Henry J . Tonini, Hawaii past president.
Herschel W. Trepod, Battle Creek.
Francis C. Vogel, Calumet.
George A. Weedon, Detroit.
Fred M. Whelan, Indianapolis,

In Vemoriatit
Arthur A. Ahola, 55, Westchester, 1959.
John L. Duke, 62, Cuyahoga Valley,
1970.
Ralph J. Foster, 58, Erie, 1954,
Peter A. Martin, 41, Member -at- Large,
USA, 1970.
William W. Murray, 45, Orange County, 1968.
Richard P. Olbrys, Connecticut Gateway, 1974.
Leo E. Schnepel, 69 Illowa, 1912.
Emeritus Life Associate.

the FASB agenda before making a final
decision on adding the projects to the
agenda.

The reasons we feel this needs early
consideration are clearly spelled out in
that letter. I would appreciate your
passing this along to the Agenda
subcommittee of FASAC for its
consideration and would suggest that
you might find a way to include some
discussion of this topic at an early
FASAC meeting. From my personal
experience in the corporate sector, I can
testify to the fact that deferred income
tax accounting remains a chronic
headache that needs a remedy.

The Board's action at that meeting
seems to coincide with the
recommendation of NAA's MAP
Committee —both in timing and
substance. We would, of course, look to
NAA for recommendation of
individuals to serve on an FASB task
force on income tax accounting. We
would also expect to take advantage of
your Committee's offer to assist the
Board in other ways in connection with
the project, including research
assistance,

Cordially yours,
R. L. Shultis

The Board is appreciative of the
assistance it has received from the MAP
Committee over the years, and we look
forward to working with you on these
and other future agenda projects.

OPINION
6.4
necessary for success frequently pop
up outside the conventional accounting system, but not outside the purview of the contributive accountant.
Plans are under development within
NAA to make it the leading source of
information ideas and methods.
Again, to make the program a success, the contributions of our members isessential.
Space limitations preclude us from
mentioning many oth er avenu es we
hope to explore in offering and marketing NAA's services to small business. We do suggest, however, that
few — perhaps no —other organizations are so well equipped to supply
the n eeds of small business as is the
NAA.

Very truly yours,
Donald J. Kirk
Mr. Paul Kolton
FASAC
Stamford, CT 06905
Dear Paul:
Enclosed is a copy of a letter the
Chairman of our Management
Accounting Practices Committee
recently sent to Don Kirk, urging the
Board to place deferred income tax
accounting ( APB Opinion No. 11) on
its agenda at the earliest possible date.

How to create and market

66 44
recommendation that it should focus
additional work on two projects for
possible addition to the Board's agenda:
income tax accounting and
consolidations and equity method
accounting (including joint ventures).
Of the two, the project on income taxes
presently appears to have the higher
priority. The Board will consult with
the FASAC Advisory Committee on
MANAGEMENT ACCOUNTING /FEBRUARY 1982

A SUCCESSFUL
SEMINAR
OR WORKSHOP
Have you ever wished you could make a lot 01 money in your
own business by offering a semmar or workshop on your
expertise
Well, you probably cent Marty people are amazed when they
discover that others will gladly pay for knowledge packaged as
Seminars and workshops Literally thousands 01 people who
made that discovery are now prospering as sent promoters
and pnaenlers.
The way to begin is by reading Now to Create d Market a
Successful Seminar or WorkshoP by Howard L Shenson
Clem s IraifWo mfd , wad e d with solid Information and
advice, this aulhorifahve manual' tells you everything you need
to know to establish your own profitable seminar Here s a
sampling of the contents
• How to test-market
• How to get Iree advertising
• How to get o B m 10 pay for your marketing
• How to get advance registrations
• Mow to get sponsorship.
• How to handle the roll -Oul
• Why you should never invest a lot of money
HOW to determine the salability of your topic
• Mow much Io criarge
• And much more'
p
C.U.O. You rAr axfM Fx111 pMt g C, a.O.a Faaa
•

ASSOCIATION URGES
ACTION ON DEFERRED
INCOME TAX ACCOUNTING

No one 18 better eualihed to have written tills book than
Howard L. Shenson —an experienced and successful devel.
Ober promoter of more than 45.000 participant training days
ill the past 12 years Hall of these were under conlract to
government association. and corporate clients. the other halt
were condocled in open- lo-tine-pudic seminars You 11 learn
hfsahaM how he does 4—and how you can loo' A former
department chairman at California Stale University, Mt Shanson has been fealured on ABC national news. numerous radio
TV talk shows and in leading newspapers and magazines
Now to Create S Market a Successful Seminar or Waksnop
is lush S27 (tax- deductible d you use d for business 0r ppralesstonal purposes) . and you re fully protected by this uncondltbaai
manly -back guarantee. Keep the book for three weeks If you're
dissatisfied with it for any reason whatever. Simply return it and
every penny of your $ 27 will be promptly
refunded —no questions asked'
How many times have you thought of getting in on Iths mull, mdliom dollar business?
IJon'I Out II olf another day! Clio and mad
this coupon now'
- -Encasep
- - - - - -a-my
- - cited
- - - or
- - monq
- - - --order
- - - - lei
- -S2)
--I Ruse me. postpaid Mow to Create d airmar a
Successful Semoar or WOrksnOp by Howard L
r ShansOn I understand that na.e lee rent la
return Ira book within three weeks tin a wmokle refund it I
way unhappy with d
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New Products /Services

Dakin5 Corp. has released a new business application software package, The
Depreciation Planner, coinciding with
recent federal tax changes. Designed for
72

Index of Products and Services

Columbia Bookkeeping Systems Inc.
has published the "first" complete Double Entry Cash and Accrual basis accounting system —a total system all in
one book based on a concept that does
not require bookkeeping or accounting
knowledge. The system has a "built in"
mechanism that not only cuts the process in half, but automatically develops
monthly comparative financial statements in -proof and in- balance. Completely ledgerless, it can be used with a
general ledger, if desired. A specially
designed color- coded, pre - printed General Ledger has also been introduced.
Write Columbia Bookkeeping Systems,
21 George St., Lowell, Mass. 01852.
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Management Science America, Inc.
(MSA) has introduced the Alltax Reporter, a complementary system to
MSA's Alltax Taxing System. The systems have been designed to be used as
subsystems of an organization's internal
payroll system. Alltax Reporter enables
organizations to fulfill the reporting
requirements of the various taxing authorities. The system provides audit reporting flexibility to meet the interim
reporting requirements of organizations. It includes W -2 and state quarterly wage continuation sheet reporting for
both hard copy and magnetic tape media. Phone Joe Payne, (404) 262 -2261.

&

Shasta General Systems has unveiled
the new "Parrot" family of specialized
word and data processing systems. Xerox 820 hardware has been combined
with Shasta's WP and DP software, enhanced memory capacities, and a choice
of peripherals to create a family of systems ranging from easy -to -use, entry level systems to fully featured business
machines. The new systems provide a
logical, long -term upgrade path to more
powerful and fully compatible systems.
Phone Karen Culver at (408) 734 -9360.

&

Shasta's "Parrot" family of EDP systems

ware feature for its users called the Remote Support System. By permitting
Qantel computers at corporate headquarters to directly interface with customer systems throughout the country,
the system can provide procedural assistance, applications software testing,
problem investigation and analysis, and
new software release and distribution.
Qantel also has added a Quotation System as a module for its QMRP Software
Application Package for manufacturers.
Job quotations that used to take days or
weeks can now be completed in a matter
of minutes. Other new introductions include: BEST /NET, a new version of
Qantel's BEST operating system, featuring transparent inter - system data file
access; and an interactive COBOL
language compiler for its business computer systems. Phone toll free, (800)
use on the Apple microcomputer, The 227 -1894. In Calif. call collect, (415)
Depreciation Planner can keep track of 887 -7812.
depreciable assets for accounting and
tax planning purposes. It incorporates How to audit for fraud is the subject of
both the previous depreciation methods a booklet entitled, A Guideline for
(to be used for assets purchased before Fraud Auditing, published by Assets
January 1981), as well as the new meth- Protection. The guide is designed to oriods (to be used for assets purchased af- ent the auditor or investigator to fraud
ter January 1981). Faster than manual detection and investigation. It includes
record keeping, it reduces chances of an overview of fraud techniques, case
error and alleviates excess paperwork. studies, a fraud classification system,
Accounting firms will find the package and legal definitions of the fraud types
useful for recording all asset and depre- of crimes. Phone Paul Shaw, (415) 392ciation information for individual cli- 2955.
ents. Phone (303) 426 -6090.
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Cyborg Systems

offers a free
education

in payroll/Personnel.
You can now take ad van tage of tuition free semin ars
given by the leader in payrolI/ person neI software.
Cyborg has created the most complete and flexible
on-line payroll personnel system on the market.
(203 222.0870
EAS RNREGION
Albany, NY April 7
Allentown, PA. April 13
Atlanta, GA March 23
Atlantic City NJ March 17
Baltimore. MD. March 23
Boston, MA. March 16
Buffalo. NY April 7
Charleston, WV April 14
Columbia, SC. March 25
E Brunswick, NJ March 18
Greenville, SC April 1
Harrisburg, PA March 30
Hartford. CT. March 18
Hempstead, NY March 23
Jacksonville, FL. March 16
Manchester, NH April 13
Miami, FL March 17
NewHaven, CT March 30
New York City. NY April 7
Norf olk, VA March 18
Philadelphia, PA March 16
Portland, ME. April 14
Providence, RI March 23
Raleigh. NC. March 30
Richmond, VA. March 25
Roanoke, VA. April 7
Rochester, NY. ApPril 6
Rye. NY March 25
Saddlebrook, NJ March 16
Savannah, GA. March 24
Springfield, MA March 25
Stamford, CT April 9
Syracuse, NY April 1
Tallahassee, FL April 6
Tampa, FL March 18
Washington, D C April 1
Wheeling, WV April 15
Wilmington, DE April 6
Winston- Salem. NC March 31

(312) 454 -1855
CENTRALREGION
Amarillo, TX March 25
Baton Rouge. LA April 13
Bismarck, NO April 6
Chicago. IL April 21
Cincinnati. OH. April 7
Cleveland, OH March 31
Columbus, OH April 6
Carpus Christi, TX March 31
Dallas /Ft Worth. TX March 23
Davenport . IA April 20
Des Moines. IA April 13
Detroit. MI March 23
Duluth, MN March 31
Eau Claire, WI March 25
Fort Wayne. IN April 15
Grand Rapids, MI. March 25
Houston. TX March 24
Indianapolis. IN April 20
Jackson, MS April 22
Kansas City. MO April 15
Lansing. MI March 24
Lexington, KY April 14
Little Rock, AR April 8
Louisville. KY April 13
Madison. WI March 24
Memphis, TN April 21
Milwaukee. WI March 23

Minneapolis /St. Paul. MN
March 30
Nashville. TN April 20
New Orleans, LA April 14
Oklahoma City, OK April 6
Omaha.NE April 8
Peoria. IL April 22
Pierre, SO. April 7
Pittsburgh, PA. April 8
Rochester, MN April 1
San Antonio, TX March 30
Shreveport, LA April 15

The seminars will give you the opportunity to learn
about the system that serves over 4,000 companies
and over 4,000.000 employees.
Sign up now to learn how we can serve you -a free
education from Cyborg Systems.

CENTRAL REGION
Continued
Springfield, MO April 21
St Louis, MO April 14
Toledo. OH March 30
Tulsa. OK April 7
Wausau. WI March 26
Wichita, KS April 1
Youngstown, OH April 1

(714 ) 955 -0870
WESTERNREGION
Anaheim. CA March 19
Anchorage, AK March 22
Bakersfield, CA April 2
Billings, MT March 31

WESTERNREGION
Continued
Salt Lake City, UT March 23
San Bernardino, CA April 7
San Diego. CA April 7
San Francisco. CA March 31
San Mateo, CA April 2
tttttttttt
I

tttttttttt

Santa Clara, CA March 30
Seattle. WA March 24
Spokane, WA March 23
Stockton, CA. March 31
Tucson, AZ March 24
West Covina, CA April 2

tttttttttt

tttttttttt
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tttttttttt
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I YES. I will attend.

l I I can't attend. Send information.
Mail coupon and business card to
I
Cyborg Systems. Inc.
Boise. ID. April 1
2 North Riverside Plaza
Boulder, CO March 26
Suite 2160
Cheyenne.
WY
March
29
Colorado Spnngs, CO March 25 I
Chicago, IL 60606
Costa Mesa. CA April 16
Denver, CO March 24
El Paso, TX March 22
Eugene, OR March 26
Fresno. CA April 1
Fullerton, CA March 19
Glendale, CA April 14
Great Falls, MT March 30
Honolulu, HI April 5
Las Vegas. NV April 6
Long Beach, CA March 13
Los Angeles, CA. April 15
Mesa, AZ. March 26
Oakland. CA. April 1
Oxnard. CA March 29
Phoenix, AZ. March 25
Portland, OR March 25
Provo. UT March 22
Redding, CA March 29
Reno. NV April 5
Sacramento, CA March 30

'

I
I

Name —
Title
Company
Address _

I

I
`

Phone

Seminar Date

Seminar Location
r _
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Mopf gy2tems, Inc.
The Payroll /Personnel People
21st Floor72 North Riverside Plaza: Chicago, IL 60606(312) 454- 18651n Canada 615 Pitt Street
Cornwa ll, Ontario, K6J 3R8r (613) 938 -7431 2091 Bus ine ss C ente r Drive Irvine . Ca lifornia 92715 (714)
955 - 0870215 Main Street Westport. Connecticut 06880(203) 222 -0870
1 ,1982 Cybor g Systems. I nc
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,How
hie
Recruiting is a skill all business people need but seldom learn.
How to interview.
How to pick winners.

How to find the right chemistry.
From the smallest to the biggest company, everybody makes mistakes in these
areas.
Most can be avoided.
With the techniques Robert Half
reveals in his new 16 -page booklet, How To
Hire Smart.
It's distilled from 34 years of specialized experience in financial, accounting
and edp recruiting.

And it's yours free as soon as you call
any of the 80 Robert Half independently
owned and operated offices (look in the
white pages for our number, or
simply fill in the coupon below)

How to pick winners.
1. To get a winner, hire fast.
The good ones get other offers.
Make positively sure your winner
knows you're actively interested,
even if it's your first interview. You
seldom get more than one pass at the
best people.
2. Avoid the compromise candidate.
The more interviews, the greater the
chances you'll hire someone mediocre. Try
to cut down the hiring decision to one or
two people in your company.
3. To prevent the tendency to hire the
last person you interviewed, follow a rating
system and rate each candidate during or
after your interview.

This will stop you from making
another common mistake: hiring the
personable candidate instead of the
competent one.

The specialists in financial,
accounting and edp recruiting
for 34 years.
Robert Half invented the concept of
specialized recruiting. Because a specialist
does a better job.
His annual salary survey booklet has
become the standard guide of government
and business —since 1950.
In fact, when a Senate Committee
needed expert testimony on recruiting
practices in the accounting profession,
they called him.
With 80 offices in 3 countries,
Robert Half organization is the largest. So it can
r ve you the best choice
f first -rate candidates.
Which is why your
first smart hiring
decision may well be
to call Robert Half.
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7 N e wsr mail me your booklet How To Hlre Smart.

(Mail
P.O. Box 4157.

I
I

pon to Robert Half International, Inc.,
rk, NY 10163• )

Name

I

Title

Address
City
Zip

State
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