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Things happen so fast today it
hard to know what to do next. To.
morrow always arrives too soon.
Future shock hits when the wrong
decision catches up with you.
Until now, forecasting systems
have been so difficult to use,
many managers were forced
to wait and see what happens!
But now they have a system
that's incredibly easy to use.
They'll wonder how they were ever able to manage without it.
For forecasting applications, this is THE SOFTWARE: the
most complete package of features plus the best training,
documentation and support in the industry. This system
enables users to ask "what if" questions and generate comprehensive�reports�on�the�outcome�—�in�minutes.�Because�the
system is powerful enough to handle the complex forecasting
needs of multiple users simultaneously, demands on the DP
department are dramatically reduced.

Now available in IBM and IBM
plug - compatible OS and DOS versions, this is the latest innovation
from Software International. A
subsidiary of General Electric Information Services Company, we
are part of a world -wide family of
more than 5,000 computer professionals putting information to
work for the future of business.
Here's a quick glimpse at just a
few of the system's many capabilities: clear financial projecfions: flexible budgeting; accurate cost analysis. Risk analysis,
probability distributions and statistical analysis make sense of
the most complex business environment and the numbers that
relate to it. User security control facilitates protection of
information.
Call or write today for your FREE 20 -page, full -color brochure on the new Forecasting, Modeling & Reporting System.
And make future shock a thing of the past.
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"Five years ago, I got fed up with slaving for a
salary. Now I'm aComprehensive accountant, and I've
more than tripledmy 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
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

COMPREHENSI VE'

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 yet me sta rted.
Then I read about
COMPREHENSIVE' S nati onwi de

network of independent local
accountants. Local to let me
keep in touch with myself and
my marke t, a nd 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 nati on' s

largest franchisor of bookkeeping, accounting and tax

services, with more than 22,000
small business clients of all kinds
handled every month with a
system developed through 32
years of successful experience.
Cver 300 independent
accountants utilize
COMPREHENSIVES centr ali zed

computer system to provide
monthly services to their clients
Fast. And with a lot fewer
headaches.
With COMPREHENSIVE, I'm
backed by a team skilled in

accounting systems. practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre -sell
new clients

salary was $20,000. That was
five years ago, when I was 31. So
you know I'm not a remarkable
genius.
I' m no t o ne o f tho se Harvard
B- Schoo l typ es eithe r. My
de g re e is f rom Mankato S tate
Co lle g e in Minne s ota. A nd
be lie ve me , the re were tim e s I
thought I 'd ne ve r g et thro ugh. I
finally d id, though, in 1 96 7, and
we nt to wo rk as an inte rnal
aud ito r with Co ntro l D ata.
Alm os t te n ye ars and two
jo bs later, I' d had it. I was tire d
of slaving f or a salary and g oing
no where. T he tim e had co me to

make�a�majo r�d e cis ion�— bo th
ab o ut m y c are e r and m y lif e .

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.
COMPREHENSI VE trai 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 accovi-Its, with
annualized billings of $34,900' a
month.
That means an annualized
gross of over $419,000' after
only five years.
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.

`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.
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 COMPREHENSI VE

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

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

How many clients?
By now, you've probably
found the average COMPRE
accountant has about
90�clients.�That's�right�—�90
clients! And each one receives
close, prompt and personalized
monthly contact and service.

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

HEN:;IVE

Many accountants In the
system have even more. In fact,
my own personal client list now
tops 190!

I'd like to know more about my

'

o p p o r t u n i t i e s a s a C O M P R E H E NS IV E a c c o u n t a n t !

'

Ad dr es s

,

Na me
,

City

State

Phone

(Best time to call) _

Zip

'

' Mail to: Comprehensive Accounting Corporation
Joe Donahue.a
CO MP R EHE NS IVE a l l il i a t e

in Denver. Colorado

2111 Comprehensive Drive
Aurora, Illinois 60507 -1288

'
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The right arm of America's small businesses.
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A Controller Looks at Regulation

14

By Richard A. Warne
We can no longer afford an over - regulated society especially when the cost is estimated at
approximately $100 b illion annually. A top financial executive sounds the alarm, offers a
su m m ary of the resu lts of studies on regulatory costs, and details a prescription for a
ch an ge back to an economy characterized by maximum production and minimum
regulation.

Financial Management Through MRP

26

By Frederick Davenport
Materials Requ irem en ts Planning has helped m any com panies to produce and m anage
work in p ro cess material. Now com es MRP II, a much m ore sophisticated system which
incorporates in formatio n from manufacturing, marketing, engineering and finance into a
total operatio n plan. Here is how it works at Diamond Automation.

The Semiconductor Industry Controller: A Profile

30

By Dorothy L. Hines, Douglas A. Johnson and William V. Lennox
The sem icon ductor ind ustry is a volatile, high technology field where rapid changes are a
way of life and wh ere m anagem ent team mem bers — especially the controller —must always be u p -to -date. Four senior executives at Motorola's Semiconductor Group tell how
the con troller's role has expanded, what they expect from the new type of controller, and
how the su ccessful controller can influence the entire com pany strategy.

Managing Change Through Human Resource Development

36

By Allen M. Yurko
The b usiness enviro nm ent and the managem ent accountant's role are both changing rapidly. Hu man reso urce d evelopm ent is one philosophy for dealing with these changes. It
emp hasizes participative managem ent and group problem - solving processes, methods
that can help the organization and accounting personnel to work together to im plement a
long -range strategic plan and approach an ideal.

Management
Accounting
Issue

Small
Business

Applying an Opportunity Cost General Rule for Transfer Pricing 43
By Ralph L. Benke, Jr., James Don Edwards and Alton R. Wheelock
There are a variety of complicated techniques in determining a transfer price ranging from
actu al co st to th e p revailing m arket price. What's needed is a general rule for transfer
pricin g that will pro mote profit maximization and enhance performance evaluation for the
com pan y segmen ts in vo lved in the transfer.

Improving Cost Allocations for Auto Dealers

52

By Alan Reinstein
Th e fact th at man y au tom obile dealers do not accurately assess the cost of their operations preven ts them from making optimum economic decisions and motivating departmental m an agers_ The m eth od presented here is designed to help auto dealers to improve
their cost allo cations and thereby increase their profitability and control.

Cash Management for Smaller Businesses: A New Technique

58

By Richard C. Freimuth
Sm aller b u sin esses n o longer can afford to let tem porarily unneeded cash sit idly in a
checking account at no return. A New York bank has developed a new service designed to
en su re that neglected su rplus cash earns interest almost imm ediately.
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Health Care Accounting —The rampant increases in hospital and medical costs in
recent years have caused havoc in the health care industry. The theme for July focuses on
financial planning and cost control as a means to minimize the trauma of increasing costs
and decreasing revenues in the health care industry. Also. ITT and duPont executives
point out the strengths and weaknesses of FAS No. 52, the new foreign currency standard.
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A Need for Relevance

official publication of the

Now is the time for all good people to come to the aid of their country. I
think that the NAA members can come to the aid of their country by
holding programs that are relevant to the enterprises which they represent. We are entering a new NAA year and
it is very important that the programs that
are presented to the NAA membership
}
have relevance to management accounting
A
419Qs
functions today. The issues that should be

National Association of Accountants

relevant to the NAA members are similar to
issues that are relevant to a health y U.S.
economy, and they should be considered
by the incoming NAA officers in planning
r,
for the forthcoming year. A solid foundation
for a new year should ensure success for
the chapters and NAA as a whole. Items of relevance that I can identify should be to have technical programs and professional development pro grams at the chapter and coun cil levels that deal with accou nt in g con si derat io ns in an inflat ionary eco nomy, ex p ort an d
worldwide trade transactions, various approaches to conservation of
energy and costing alternatives in that field, dealing with productivity
and efficiency in both the enterprise itself and the accounting functions
within the enterprise; accounting for the future cost of employee benefits, and the effective use of the new powerful computer tools that are
available to the management accountant.
I think that in the past several years NAA research has dealt with
some of these issues, and our conferences also have been directed
toward dealing with such problems. Planning for the forthcoming year
must emphasize meaningful, relevant training needs of the managemen t accoun tant and p ros pecti ve managemen t acco u nt an ts . NAA
should continue to seek methods to be of help to the emerging accountants from our fine educational system. It has been particularly
pleasing to see that we have had new student affiliated groups formed
this year. We hope that practicing management accountants can pass
along some of their knowledge to the people who are now entering
and those who will be entering the various enterprises that need management accountant skills.
We should never lose sight of the fact that NAA has a strong organizational structure because of the effective participation of the chapter
officers, councils, and the national committees, directors and officers.
This structure can well afford an excellent adjunct to its management
training for many of those in management accounting who are specialists. This is one of our great general programs.
I would like to express my appreciation to the members of the NAA
leadership and the NAA staff for their concerted efforts to serve the
membership and the American enterprise system. My view is that they
deserve a "well done" accolade.
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Peace of mind.
lbu see, 9ANTEL11 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
disc overed thes e s ystems are the key to well managed growth and profits.
There's a package for elec trical wholesalers.
Manufacturers. Hotels, Paper distributors. Shoe
stores. Food brokers. Retailers. Even professional
sports teams, 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 yourclient

in

D

to develop similar software from scratch.

Equally important, your client won't outgrow his
9ANTEL system a few months after he installs it.
Because the hardware and software are modular,
th ey c an be exp and ed as your client 's n eed s
expand. And every piece of equipment your client
acquires inthefuturewill be fully compatiblewith his
initial system.
9ANTEL 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 9ANTEL Distributor.
-61MAl82
- - - - - - - - - - - - - - - - - - - Send me more information about your vertical software packages for my clients.
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Opinion
Robert L. Shultis

A Trip to Boone, North Carolina
Recently we visited Boone, a delightful little
town in the beautiful western section of North
Carolina. The town, at first glance, appeared to
be noteworthy largely for the 22 pizza parlors
that line its main street. (Our home town, Rosendale, N.Y., achieved a somewhat similar
distinction, except that it had 22 saloons on its
main street.) Actually, the pizza parlors in
Boone were prospering largely from the business generated by the 10,000 or so students
who attend Appalachian State University there.
W e were in Boone to partic ipate in the
Southeast Regional Conference of Beta Alpha
Psi, the honorary accounting fraternity, held
this year at Appalachian State University. We
were privileged to have been invited to speak
at the banquet.
All in all, it was an enjoyable and inspiring opportunity to meet with many of the young people who will be succeeding us in the accounting
profession as the years pass. If the group we
met in Boone is typical, and we think it is, the
accounting profession and the world in general
will be in good hands in the years to come.
The theme of the conference was "White
Collar Crime and Computer Fraud." Among
others, the conference featured an excellent

paper on "Low Cost Methods of Preventing
Computer Crime" by Ann Spencer of the University of Georgia and a knowledgeable panel
on "Computer Auditing and Prevention of Computer Frauds" moderated by Tom Dolce of Appalachian State. Other topics included "The
Learning Curve: A Management Tool for Forecasting" by Janine Parsons of the University of
Miami and "The Accountant's Legal Liability —
Threat or Hope" by Dan Ervin of Appalachian
State. All the papers were uniformly excellent
and certainly ranked with the overall quality of
manuscripts which we receive for publication in
MANAGEMENTACCOUNTING.
Our congratulations go to President Bryant of
the host Epsilon Kappa Chapter, to the faculty
advisors and to all who participated in making
the affair so memorable. We appreciated the
opportunity to have participated and the honor
of having been inducted into the Epsilon Kappa
Chapter of Beta Alpha Psi. However, may we
add what might be called a cautionary note?
The students who participated — probably
without exception —and the faculty as well,
equate the accounting profession with the public accounting profession. Their initial careers
are all pointed in that direction. We certainly
hold no brief with this point of view — public accounting is a vital, valued and important part of
the accounting profession —but the statistics
do not indicate that it should be recognized as
the sole accounting profession. The students
we met in Boone are among some 55,000 who
graduate each year with majors in accounting.
Of these, only about one -third ever enter public
accounting, and, of these, two - thirds or more
leave in the first five years or so. Most of the
rest enter one area or another of management
accounting.
Why, then, is this change of careers so im► ► 71

Some participants at the Beta Alpha Psi Conference.
6
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One of the secret weapons
your competition may have up its
sleeve is us.
This was the finding of a
recent national survey conducted
by Burke Marketing Research, Inc.
They asked leading personnel managers which national
temporary service they'd call for a
tempora ry accountant.
Accountemps was the first
choice.
This is why.
We're specialists.

We're here w hen you need us.

Call us today and you'll have
a professional accountant or bookkeeper in your office tomorrow
Our carefully selected
employees are available for a day
or a month. Or longer. And they
come to you with a single prior ity: to concentrate exclusively on
your assignment.
After you've spent a day
with one of our professionals,
you'll understand why companies who've used us consider
Accountemps to be the best
source of temporary financial
and edp specialists, and the fast est, most cost - efficient way to
get things done.

Accountemps is one of the
world's largest specialized temporary personnel services, with
offices in the United States,
Canada and Great Britain,
All of our professionals are
We prove ourselves the Hirst day.
Or you do n't pa y.
highly trained accountants, bookkeepers, auditors, word procesIf for any reason you aren't
sors and edp specialists.
pleased with an Accountemps
Which mea ns that when you employee, there will be no
need a temporary accountant, you charge for that
get an expert. Not some moonlight- day.
ing clerk who's handy with figures.aC
What's more, Accountemps deliberately sends
ou people who are
slightly over - qualified for the
For more information,
job. Because of this, you'll find our contact your local Accountemps
employees require little if any orien- office listed in the white pages.
tation. And a minimum of training.
And fight the competition
Which is like money in the bank. with their own weapon.
y

o19K:
Robert Half International, Inc
IndelxndendyOwnedand Operated Office,

Louis Bisgay, Editor

Line of Business—Again?
For those who thought they had seen the last
of the Federal Trade Commission's Line of
Business reporting program, be prepared for a
possible surprise. The FTC has announced that
it is considering whether to collect Line of Business data for years subsequent to 1977 and requested comments from companies on costs
and benefits experienced in previous data -collection processes. As it did in October 1973,
NAA's Management Accounting Practices
Committee opposed continuation of the program, noting now that no evidence deriving
from the program to date indicates publicly available information of sufficient utility to justify
its costs.

Completed Contract Accounting May Go
While newspaper headlines report the daily
skirmishes in the battle over the 1983 Federal
budget, one item does not generally receive
prominent attention, despite its significance to
certain organizations. Among the proposals being considered is repeal of the completed -contract method of accounting often used for tax
purposes in connection with long -term contracts. The method allows taxpayers to defer
recognition of income until contracts are complete. Government contractors are up in arms
over the proposal. They contend that unusual
uncertainties abound in many long -term contracts and that financial stability of many companies hinge on the continued use of the completed- contract method of accounting.

SEC Calls for Integrated Disclosure
The Securities & Exchange Commission approved the adoption of a comprehensive revision to the rules and forms governing the registration of securities under the Securities Act of
8

IRS Revises LIFO Rules
The Internal Revenue Service has adopted final regulations on the use of dollar -value LIFO
inventory accounting. They are effective for
taxable years beginning after December 31,
1981. The rules allow an eligible small business
to use 100% of the percentage change in the
Consumer Price Index or Producer Price Index
in valuing an inventory pool. Other taxpayers
would be limited to 80% of the applicable index. Also, the use of the most detailed index
be required only if 10% or more of the
firm's inventory falls within such an index category; otherwise a less detailed index category
may be used.
will

Management
Accounting
Practices

1933. This final step is intended to harmonize
the two principal disclosure systems —the registration requirements of the 1933 Act and the
continuous reporting system under the Securities Exchange Act of 1934. The amendments
were effective May 24, 1982, for documents
filed on or after that date.
Three new forms of registration statement —
S -1, S -2, and S -3 —have been created, for registrants having different characteristics as to
size and maturity_ The Commission also approved, on a 9 -month experimental basis, a rule
that would allow a company whose stock is
widely -held to file one registration statement
announcing its plans to issue securities over a
period of time. Public hearings on the "shelf
registration" rule will be held to determine
whether the plan should be continued, modified, or rescinded.
In another action, the SEC approved adoption of Regulation D, which governs the sale of
securities by small businesses without registration under the Securities Act of 1933. The new
rules expand the availability of registration —
less securities sales to more issuers and the
amounts of securities to be sold.

FASB on Rate - Regulated Companies
The Financial Accounting Standards Board issued a proposed Statement titled "Accounting
for the Effects of Regulation of an Enterprise's
Prices on Its Costs." If adopted, it would provide guidance to public utilities and certain other rate - regulated companies in preparing general purpose financial statements.
As proposed, the Statement would replace
portions of 27 existing accounting pronouncements. While it purportedly would not cause
major changes in accounting practice, the
Standard would require certain leases to be
capitalized by the lessee and treated as a sale
► ► 71
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CP'rey,plains why
some word processors are
ssmartert han others
CPT begins with a plain-English explanation of
what word proc essing i s —a nd shows how a n
ad va nce d word proce ssor c an a l so d o your
client financial statements, staff
experi enc e report s, rec ord your
CPE, a nd more.
Before you can understand all
the things a word processor
does, you have to understand
the main thing it does.
Word processing is simply a
faster, easier, less expensive way to
type. With a mo
word processor
mod
(such as the CPT 8000, right), you type
on a screen instead of paper.
So you can wo rk at full rough -draft

Special
program disks

speed without w orrying about errors.
Leave out a word or a paragraph? No
worry. just go back and type it on the

(don't worry,
use do the pro gramming, not

screen. You can even readjust the entire
text without retyping.

you) transform
the CPT 8000
word proces-

"Elect t o n i c f i l i n g "

_`: __ A

sor into a mini -

Most word prosessors have some form of
storage. This may range from a magnetic
card, holding a single page of text, to the
disks used in the CPT 8000, which hold
over a hundred pages each.
This electronic filing allows you to

w

r � c x e.� •� � . � � .

computer, and more.

Sort alphabetically or
numerically
Need a staff experience report in a hurry?
With the CPT DiskSortTfO program, you
can have a current printed copy in your
hand in minutes. Your CPT 8000
will sort through your CPA list,
scanning it for alphabetically -coded
job descriptions and degree of
experience by specialty.
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Mathematical wizard
The CPT MathPak111lets

recall individual pages to the screen in
seconds. So you can make changes as
easily as you corrected the original.
When the document meets your standards, you transfer it from screen to
paper —at up to 540 words -per- minute.

M ore t ha n word s
One of the features of an advanced word
processor, such as the CPT 8000, lets you
alter a word processor's intelligence, to do
things far beyond conventional typing.

free booklet CPT
Takes the Mystery Our
of Word Processing.

you use your word processor to do clients' annual
reports and financial

statements in a fraction
of the time they used to
take, because basic arithmetic functions

a

minicomputer. This program enables
their CPT 3000 to do tax planning letters,
annual reports, and even keep track of
their Continuing Professional Education
(CPE) for verification.
Larger offices also link their CPT 8000
electronically to their data processing
computer, transferring information
directly to typewritten reports.
Word processors can also "talk" to each
other electronically, do automatic
mailings, and more. For a more thorough
explanation of the many things word
processors can do, please send for our

I

'

can be done by the CPT 8000 itself.
Say you're mailing a client profit sharing I
letter to 200 participants. With a few
simple commands, your CPT 8000 can
custom tailor each letter, figuring
percentages of contributions, and
dividing them into individual employees'
accounts.
Mi ni comput e rs

I

Many CPA firms use the CPT
CompuPakTh° disk, with its advanced
accounting capabilities, in place of a
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Mail to: CPT Corporation

PO. Box17

Minneapolis, MN 55440
I'd like to know more about word processing and
the CPT 8000. Please send me your free booklet
CPT Takes the Mystery Our of Word Prtxessinz

Title/Firm
Address
City
Phone

State

ZIP

Management
Information
Systems
Frank Mastromano, Editor

Frank Mastromano is vice president of corporate MIS at Technicon Instruments Corporation.

The Merging of Management Information
The concept of "total systems" was quite prevalent in the mid 1960s. Although it was not
clearly understood how such a concept could
be achieved, considerable investments were
made in many organizations in the attempt to
make computer data accessible for all systems
by all functions. A high degree of system integration in data processing has been realized.
However, most systems have not evolved into
complete systems in the context of the basic
concept.
There are many reasons why it is difficult to
achieve. Some are objective, such as the economics of the investment required in both software and hardware. Others are subjective,
such as the priorities of applications requested
by the data processing and user communities.
Recent developments in office equipment
tech nology may provide the pot ent ial for
achieving a higher level of data accessibility.
They also may raise questions of responsibilities for data processing within an organization.
Word processing equipment was introduced
as a productivity aid. It may very well assume a
more important role in information processing
in the future. Equipment vendors have emphasized the increased efficiency and effectiveness of the automated office, and the user accepted word processing equipment readily. The
investment was justified solely on the improved
productivity of the word processing facility. In
many instances, however, the same user who
installed word processing previously had rejected the suggestion of installing computer terminals in the corporate activity.
Interesting questions already are being
raised concerning word processing equipment.
Trade magazine articles urge EDP managers to
take the initiative in gaining the responsibilities
for control of word processing equipment. The
10

questions and recommendations point out the
need to define where text processing ends and
data storage begins, and vice - versa.
It is interesting to compare the two functions
of finance and data processing. They have had
a close co- existence in the organization either
in a direct or indirect relationship. Financial
functions have adhered to accounting principles and internal control policies in carrying out
their responsibilities. The principles and policies are defined and communicated by representative organizations and specific regulatory
agencies. There are basic principles and policies that relate to data processing; however,
principles relating to data processing are not as
well defined as accounting practices and, in
many instances, are subject to personal interpretation and application. Because of this lack
of formalization, the relationship between data
processing and word processing probably will
be established and resolved on an individual
basis.
Corporate Information Function
A new concept is emerging in the type of services data processing provides to user activities. The "corporate information function" will
provide for the transfer of data from the central
computer files to the user's data processing
files where further processing can be performed. The transfer can be made to separate
files within the computer storage, or the data
can be transferred to remote devices where the
data is stored. This device can be a word processing system. The development of corporate
information may resolve questions pertaining to
the distinction between word and data processing. Who performs the specific data functions
may not be important. How the data is collected and disbursed may only be a consideration
of economies of scale. What data is being process ed should b ec om e t h e prime consideration.
The designation of a corporate information
center will provide user activities with designated segments of data that will be stored for use.
The user will be able to perform under his direction and control additional processing of the
data to obtain the specific information needs.
The corporate information function should assist the user in obtaining the data and in the
use of various available tools. The user would
be able to request the data to be "refreshed,"
on demand or periodically. It is possible to
transfer the data from a corporate file to a file
designated for a particular user within the central computer facility. It is also possible to transfer the data from the central computer to a user's minicomputer or a word processor.
► ► 71
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Before you commit
yourself to a small computer,
see if it can answer,
1do,"
Meet the new
Burroughs B24.
Choosing a small business
computer, like marriage, is a serious
step. With far - reaching, long -term
consequences.
That's why our new B20 is
designed to answer "I do" to these
three questions that you should ask
any small computer before you
entrust it with your worldly goods.

Do you know my
business?
The B20 can answer "I do,"
Burroughs offers a growing list of B20
software packages designed for
specific businesses. If you're a
wholesaler, for example, the B20 has
a wholesale package. It will enable the

B20 to handle the type of accounting,
and generate the kind of information,
needed by wholesalers.
We also have general purpose
programs, including an advanced
electronic worksheet called
Muldplan,' one of the most powerful
modeling and planning tools available.

Do you promise to grow
with me?
The B20 can answer" I do." It
lets you start with any of three
different memory capacities, the
smallest of which is 128Kb of RAM.
As time goes by, you can continue
adding to any B20 system you've
chosen, so that it can keep up with
the growth of your company for years
and years to come — without a need
for reprogramming.

And the B20 has, of course,
word processing capability. So it
can handle all your information
processing needs.

Do you have a company
with 95 years' experience
behind you?
The B20 can answer "I do." And
Burroughs vast experience in helping
small businesses manage information
will be very helpful to you. In service
and support. In supplies. And in
overall easy -to- understand
procedures.
For more information about
the Burroughs B20 and where you
can get to know and love it, write to
Burroughs, Dept. B20 Marketing,
Burroughs Place, Detroit, Michigan
48232.
Multoan is a tudemvk of Microsoft Inc

B UrriouWI S
Buildin3 on stren3th

Letters TO THE EDITOR
A Question of Human Relations
I was amazed to read Robert Shultis'
opinion in the March 1982 issue regarding the "non- issue," as he calls it, of
sexist bias in the language.
First, the basic cause of my amazement —that the executive director of a
professional organization would contribute an opinion on such a sensitive
"issue," as I will call it, is, at the least,
indiscreet. Mr. Shultis' opinion was,
within itself, filled with bias. Here is another part of the story.
Most will agree that the concern of
some women's groups over such words
as manhole, manmade or man -hour is
somewhat extreme. However, to reject
consideration of such words as chairwoman or chairperson, and other descriptive titles is not only anachronistic,
it is unfeeling. This issue, in my opinion,
is not the result of an "assault of militant, unreasoning feminism" but, rather, a question of basic human relations.

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 location
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Falling into the category of people who
persist in addressing others by their last
names only, failure to recognize a person's sex in written or verbal communication is, as many psychologists will
agree, clearly an attempt to subordinate
others. In a word, it's sexist!
As many will also agree, rejection of
language modification to reflect sexual
accu raci es i s mo st prevalen t among
those with sexist attitudes. References
to women as "that cute girl," "gorgeous
blond," "sexy secretary" or "little lady
at home" often go hand -in -hand with
anti - feminist feelings.
It is indeed, Mr. Shultis, "an issue
concerning the role of women in today's
society."
As for the complaining editors and
writers, I al so h ave so me t ho ught s.
Having authored several widely used
technical manuals and continuing education programs for CPAs, I have never
found it difficult to avoid "sex bias" in
my writing. The "exercise in total futili-

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.
l Corporation
FICA ofl America
An Equal Opportunity Employer

ty," as Mr. Shultis puts it, is in reality a
simple problem of changing one's writing style. This sentence could also be
written as follows: We should avoid
misspelling a word, even in a first draft,
to prevent reinforcing a bad habit. It's
simple, the meaning is clear, and, best of
all, it's unbiased. Supporting the use of
sexist language on the grounds it complicates communications, as did Mr.
Shultis, is plainly unfounded.
Thinking seriously about resolution
of this issue, I am astounded anyone
could defend the status quo. Mr. Shultis
should reconsider his opinion.
Larry Perry
AHI Associates
Englewood, Colo.

The Battle Hasn't Been Won
I couldn't believe my eyes when I read
the ti t l e an d s k i mmed the March
"Opinion: He, She or It." A more thorough reading confirmed my initial reaction: the idea of non - sexist language has
certainly struck a nerve with you for
you to have produced such an editorial,
reeking of intimidation, hostility, and,
may I add, fear.
Your intimation that eliminating sexual bias from language is too difficult to
accomplish is based on an absurd example of a quotation. I find this rewrite of
the sentence less offensive to me as a
woman, and it still maintains the flow
and meani ng of the sentence: "On e
should never spell a word wrong, even
in a first draft, for it simply reinforces a
bad habit." You see, one can remove sex
bias from the language without the resultant "gibberish" or "torturing of the
language."
In regard t o your assu mption that
women need only to work hard to succeed, I would be hopelessly naive if I believed that the battle against discrimination has been won when equal rights for
women is still not a reality in the law.
And as a feminist I resent the connecting of "militant, unreasoning" with the
word femi nism; and ".. . tho se feminists, or whatever they choose to be
called," is so debasing I shudder.
In your article you state that it is cerMANAGEMENT ACCOUNTING /JUNE 1982
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tainly understandable that a man was
upset at being addressed as Ms., but
over half the population is supposed to
understand that being referred to as
"he" is to be tolerated in the name of
expediency. If it's a valid issue for your
company president, it's a valid issue for
t h e myri ad o f wo men wh o are ad dressed improperly in both written and
verbal communication.
To paraph ras e yo ur clos in g co mments, "Were it my ch oi ce, `s he' it
would b e. 'Humankind' it wou ld be.
Neither connotes any bias. Let the chips
fall."
Carol J. Bond
Accounting Manager
KREM AM FM TV
Spokane, Wash.
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More Than Record Keepers
I was pleased to see in the March issue
the two articles dealing with the role
management accountants play in their
organizations. Trying to fit in and make
a significant contribution is a challenge
that every accountant in industry must
meet.
My own background is in private industry, and, based upon my experience,
I agree that accountants must interact
more with the operating departments.
We have to become more than record
keepers (make a measurable contribution to our employer's quantitative and
qualitative goals). It will help us attain
more job satisfaction, increased visibility and higher salaries.
Nicholas A. Ross
Fairfax, Va.

Understanding the Management
Accountant
The article in the March 1982 issue titled "Why Do Management Accountants Feel Disliked ?" made several good
points, but it came to the same conclusion that has contributed to the overall
problem for so long —that the management account ant is tom between the
pressures of performing the job correctly while fighting the resentment and frequent ridicule from operating personnel. The authors of the article suggested
that the accountant "get into the field"

5"Tr pIN

ti
Eastern's Sprint same -day service carries more than
small packages. It also carries a remarkable guarantee:
You get same -day service. Or you get your money back.
(Provided, of course, the specific flight is scheduled to arrive
before midnight.)
We have Sprint service to over 90 cities nationwide,
with over 1, 200 flights daily. For details, rates and flight
information, call Eastern Airlines.
Also ask about Sprint service to international
destinations. If you're interested in pickup and delivery
service in the U.S., call 800 -336 -0336,toll -free.
0 1982

Eastern Air Lines, Inc.
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A Controller
Looks at Regulation
We are making progress —but there's still much to be done
about the increasing government- imposed red tape
marching down the pike!

by Richard A. Warne
Management accountants, by interest and training, are in a unique position to interpret government regulation and its costs —the dollars involved and the economic impacts. They can thus
assist others to understand where we are, where
we are headed, and what we can do about it.
The modern -day era of regulation began in
1887 with the passage of the Interstate Commerce
Commission Act. The ICC Act followed the telegraph in its westward expansion when it became
clear that a complete hands -off policy on the part
of government would be inappropriate if we were
going to emerge as a viable nation. The next major
piece of government regulation was the Sherman
Antitrust Act, passed in 1890. While these two
pieces of legislation represented an attempt to establish rules and bounds to competition, they were
also the forerunners of the complex regulatory environment in which we live today.
The early 1900s saw a shift in our regulatory
stance to a more active form with the establishment of administrative commissions and rules. In
1914 the Clayton Act was passed, and it set the
tone for today's regulatory machinery. It provided
for the Federal Trade Commission (FTC). Since
then, it has been expanded through the Robinson Patman Act.
0025- 1690/82/6312- 0425/01.00/0

The onset of the Great Depression in the 1930s
led to the mushrooming of regulations, with the
establishment of the Securities & Exchange Commission (SEC), the Federal Commun ications
Commission (FCC), the Civil Aeronautics Board
(CAB), and so on. While some of the regulatory
agencies have been phased out, like those created
under the National Recovery Act (NRA), usually
once agencies are established they continue to
grow, even after accomplishing their initial objective. The Federal Register, in which federal government regulations are published, offers a good
benchmark. In 1969 it had 20,500 pages; then it
grew at a rate of 15% per year to 45,400 pages in
1974 and to 61,300 pages in 1978. In 1979 the
pace of regulation escalated 25 %, typified by
77,500 pages in the Federal Register. Then we saw
a change! As our awareness increased that regulation wasn't working, the rate of increase in regulation declined, resulting in a Federal Register of
only 23,000 pages in 1980 — roughly the 1969 level. While this is still substantial, it represents a
laudable start on reducing the relative impact of
regulation in our economy.

Richard A. Warne is
corporate controller of
Eli Lilly & Co.,
Indianapolis, Ind. He
has an MBA degree
from Indiana
University. He is a
member of
Indianapolis Chapter,
through which this
article was submitted.

The Cost of Regulation
One of the best known experts on the costs of
government regulation is Dr. Murray Weidenbaum, now chairman of the Council of Economic
Copyright

0

1982 by the National Association of Accountants
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Advisors. His comprehensive study on the cost of
regulation and its implications is entitled, The Future ofBusiness Regulation, AMACOM, 1979. In
his book, Dr. Weidenbaum makes the following
observation on regulatory costs:
The costs arising from government regulation are basic: (1) the cost to the taxpayer
for supporting a galaxy of government regulations, (2) the cost to the consumer in the
form of higher prices to cover the added expense of producing goods and services under
government regulation, (3) the cost to the
worker in the form of jobs eliminated by
government regulation, (4) the cost to the
economy resulting from the loss of smaller
enterprises which cannot afford to meet the
onerous burden of government regulations,
and (5) the cost to society as a whole as a result of a reduced flow of new and better
products and a less rapid rise in the standard of living.
In 1977, Robert DeFina, working with Dr.
Weidenbaum at the Center for the Study of American Business, culled from the available literature
cost estimates relative to specific regulatory programs. In the study, he used only the most conservative and most credible data. He further meaTable 1
The Cost of Regulation
S BlGions
Extrapolation
1977
1978

Compliance Costs
Total

3.7
75.4
$79.1
$

3.6
62.9
$66.5
$

Admin. Costs

S 4.5
92.2
$96.7

1979
$

1976
(Study year)

4.8
97.9

$102.7

From: The future of Business Regulation, AMACOM, 1979

sured only the direct cost to the taxpayer for
supporting government regulations —that is, the
sum of direct governmental outlays plus the direct
costs to industry in meeting the regulatory requirements. While the data have been criticized,
the study has not been refuted. DeFina found
that, on the average, each dollar that Congress appropriated for regulation through a regulatory
agency imposes an additional $20 of direct cost on
the private sector (Table 1).
It is interesting to note from DeFina's findings
that from 1976 to 1977 and from 1977 to 1978 the
cost of regulation was growing at a rate of about
20 %. While the rate declined in 1979 to 6 %, the
rate of increase seems to approximate the rates of
increase shown in the number of pages in the Federal Register. Thus, one might hypothesize that
the co st of regu lat ion i s p rop ortio nal t o t he
amount of money which Congress appropriates
for the regulatory process. This is encouraging,
16

for it provides the opportunity to control regulatory cost by controlling appropriations to regulatory agencies. Also, if the size of the Federal Register is an indicator of regulatory costs, we could
speculate that 1980 showed some progress.
There have been other studies of regulatory
costs. Dow Chemical estimated its total costs of
regulation in 1975 to be $147 million. In 1976,
Dow determined that the cost had increased to
$186 million —a 27% increase. Of that $186 million, Dow reported that $103 million appeared to
be necessary and $83 million was wasted. In 1977,
the rate of increase accelerated. Dow observed
that it took the compan y three years to shake
down the process and understand what was going
on. Table 2 shows the way in which Dow broke
down the cost of regulation to the company.
A third major study of the cost of regulation
was undertaken by The Business Roundtable. In
1976 the Roundtable's Committee on Government Regulations, chaired by Frank Cary, chief
executive officer of IBM, spearheaded the beginnings of a definitive study on the cost of regulation. The methodology was developed by Arthur
Andersen & Co., which was engaged by The Business Roun dtab le t o perform and mon itor the
study. The objective was to perform a thorough
cost study on a limited number of agencies. The
Roundtable believed that, by limiting the number
of agencies and developing detailed costs, the
study would gain credibility and also would be
able to deal with specific regulation in a definitive
manner.
The agencies studied were selected from a survey of various Fortune 500 Business Roundtable
companies' judgments on the agencies that were
the most important or the most costly to the company in a regulatory sense. After responses to the
survey were ranked by agency importance, a final
selection of six agencies was made. The agencies
were t h e E nvi ron ment al P rot ecti o n Agen cy
(EPA), the Federal Trade Commission (FTC), the
Department of Energy (DOE), the Occupational
Safety and Health Administration (OSHA), the
Employee Retirement Insurance Systems Agency
(ERISA), and the Equal Employment Opportunity Commission (EEOC). Cost principles were developed to enable companies participating in the
study to standardize their approach. One of these
principles was that the study was restricted to
measurement of only the incremental costs of regulation —that is, only the costs that would not
have been incurred had the companies been free to
fulfill the goals of the regulations by the most efficient means possible. The costs to be gathered
were segregated among capital costs, production
costs, administrative costs, and research and development costs. The study required management
commitment and review. It was performed under
a system of trained cost- collection and cost- deterMANAGEMENT ACCOUNTING /JUNE 1982

$

Millions
1978

1977

$103
14
69

$139
14
115

$186
26%
27%

$268
44%
43%

$

%

%

—

%

$

mination teams. The study provided for an inter- when we consider that the Roundtable study innal and an external audit review.
cluded only incremental costs, not total direct
A detailed protocol was developed, then road - cost. These speculations are offered to show that,
tested at General Electric. The kickoff of the without a great deal of imagination, one can constudy was in June, 1978; input data were provided clude reasonably that those regulatory studies that
back to Arthur Andersen & Co. in September and have been performed all tend to fall into the same
October of 1978; and the final report of the study ball park as it relates to the cost of regulation to
was released in March of 1979. In all, 48 firms the economy.
participated. The results of the study are shown in
Where We Are Heading
Table 3.
As can be seen, the total cost of regulation in
The cost of regulation is continuing to increase.
1977 by these six agencies was $2.6 billion. This, Over 40% of the chief executives responding to a
in itself, is not a staggering total and is substan- 1976 Conference Board survey, "Managing Cortially less than the $79.1 billion shown in the porate External Relations," reported devoting
DeFina study mentioned earlier. What are the dif- more than one -fourth of their time to external regferences? First, only incremental costs of comply- ulations. Over 90% of those who responded were
ing with regulations were collected. Second, only devoting more time to that activity than they did
six agencies were studied. Further, two large five years earlier. Some industry- specific data proagencies, perceived to be costly, were not stud- vide further clues in terms of the costs of regulaied— specifically, the Internal Revenue Service tion. Between the years 1968 and 1978 the retail
and th e Secu rities & Exchange Commis sion. price of an automobile was increased some $665
These agencies were excluded because of the diffi- because of government regulation. Safety created
culty of sorting out the incremental costs of regu- a cost of $130; exterior protection, some $135; and
lation to the companies involved. Also, other than
the Department of Energy, no industry- specific
Table 2
regulatory agencies were studied. All the agencies
The Cost of Regulation at Dow
studied were agencies that cut across industry
lines. Finally, there were only 48 companies in1975
volved in the study. These companies comprised
87
Appropriate
8% of U.S. sales, 5% of U.S. employment, and
Questionable
10
19% of U.S. capital expenditures.
50
Excessive
It would be risky to extrapolate from the Cost $147
Total
of- Regulation Study of The Business Roundtable.
Incr. from prior year
However, it might be useful to make some specuExcessive as a
of total
34%
lations. If the companies participating in the study
are at all representative of other firms, then their
size gives us some clue as to the cost of regulation
Table 3
to all American business. Averaging the three fac1977 Costs of Regulation, Six Federal
tors mentioned above — sales, employment, and
Programs, 48 Companies
capital expenditures — provides an approximation
that the 48 firms represent 10 % of the economy.
Agency
of
Billions
total
or program:
With this in mind, the $2.6 billion direct cost reEPA
$2.0
77%
vealed by the study would expand to $26 billion
OSHA
.2
7
for the total economy.
FTC
—
1
Further, since only general regulatory agencies
ERISA
.1
2
were surveyed, and not all the largest ones at that,
EEOC
.2
8
it is very likely that the total general regulatory
DOE
_ 1
5
costs to industry would be twice that which is
Total
$16
100%
shown, or a total cost of $52 billion. Finally, each
industry has its own specific regulations. In the
pharmaceutical industry these come from the emission control, about $400— according to The
Food and Drug Administration. In the telephone Future of Business Regulation. In a Co lorado
business they are issued by the Federal Communi- study it was found that increasing and changing
cations Commission, and so on. One might specu- regulatory requirements and practices added belate that this industry - specific regulatory arena tween $1,500 to $2,000 to the cost of an average
might be at least as large as the incremental cost house between the years 1970 and 1975.
of the six agencies studied. If this surmise is corWhile one can argue that many of these regularect, the total incremental cost of regulation tions are desirable and indeed necessary, we still
would then be $78 billion — reasonably close to the cannot avoid the economic reality that, if we are to
costs shown in the DeFina study, particularly continue as a viable economic society, we have to
MANAGEMENT ACCOUNTING /JUNE 1982
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look at regulation in terms of trade -offs. For example, the oil deficit in the United States in 1979
amounted to $65 billion, and as a society we are
quite disturbed about the balance -of- payments deficits of the United States because of this dependence
on foreign oil. Yet, more important to us economically is the $100 billion price tag on regulations
from the federal government alone. Why do we not
get equally disturbed about that? To put this figure
in perspective, consider that the gold in Fort Knox
amounts to about $60 billion ... farmland in the
state of Indiana is worth about $50 billion ... and
the market value of the pharmaceutical industry
probably is in the neighborhood of $50 billion (the
number of common shares outstanding times their
current market value).
But that's only the direct cost. What about the
further cost to the consumer —the loss of productivity, the loss of smaller companies, the barriers
to entry, the costs of delay of new products, the
absence of addition of new products that cannot
be economically justified under regulatory rules,
and the loss to society of the gains in productivity
that could come from new processes that cannot
be introduced? Moreover, there are the further
impacts on the economy of the loss of new capital
formation, innovation, scientific progress, and research and development.

Consider what is happening in the U.S. economy and the corresponding impact of regulation on
productivity. Assuming an economy in which direct regulatory costs are 5% of the gross national
product with productivity without regulation
growing at 3% per annum, we have an econoiny
much like that of the United States in the 1930s.
Regulation had very little, if any, impact. If we
assume that regulation provides little or no productivity gain, net annual productivity growth be18

cause of regulatory costs would be reduced by
5 %, or from 3% to 2.85 %. If one assumes that in
the coming years regulation grows at 10% and the
rest of the economy at 5 %, in ten years we arrive
at a point where regulation represents 8:7% of the
economy. Growth in productivity, instead of being at 3% a year, is reduced to 2.7% a year. This
might be an economy much like that of the United
States in the 1940s.
In another ten years the regulatory impact on
the economy would be some 14% and productivity growth would have declined to 2.5 %. This
might be where we were in the 1950s. Continuing
this analysis unchanged to ensuing decades would
result in the impact of regulations reaching 55%
of the economy and growth in productivity declining to 1.3% in the 1980s.
Is this what's happening to us? It's hard to tell;
but, certainly, one of the reasons for decline in our
productivity growth in the United States is the increasing impact of regulatory costs. Equally obvious, we are the poorer for it.
While we can be encouraged by the actions of
the current Administration, we shouldn't be misled
into thinking that the increasing encroachment of
regulation is behind us. Look at what is coming
along. In the five -year period from 1974 through
1978, Congress enacted about 25 wide - ranging additions to the list of regulatory powers over business. These included such things as the Toxic Substances Cont rol Act (TSC A), th e Red Lining
Disclosure Act, the Little Cigars Act, the Egg Research and Consumer Information Act, and the
Commodity Futures Trading Act. The Clean Air
and Clean Water Statute Regulatory Act of 1977
regulations are just now being implemented, as are
those of the Resource Conservation and Recovery
Act, which is to be run by the Environmental Protection Agency, relating to cradle -to-the -grave protection from hazardous substances. Also, general
carcinogenic standards under OSHA's regulatory
powers are only now being completed.
The question we, as a society, have to ask ourselves is, "With all of this regulation, are we getting our money's worth ?" To put it another way,
do we feel that we have received and that we will
continue to get value in auto safety, better drugs,
and improved antitrust enforcement commensurate with the cost of regulation, or do we believe
that regulation has overreached?
Regulations That Overreach
The oil industry offers a prime example of the
potential overreach of regulation. In regulating
oil, our first attempts were to develop an entitlement program under which a refinery of domestic
crude oil paid a bounty for imported crude to
those refiners who relied mainly on imported
crude. The reason for this arrangement was that
the domestic price of crude oil had been conMANAGEMENT ACCOUNTING /JUNE 1982

trolled at too low a price. Early in 1980 this costly
program was superseded by the windfall profits
tax —that is, each refiner would pay a windfall
profits tax based upon its profits relative to an industry average. This was to get rid of the entitlement system. Then, however, we imposed an import fee, which again created two prices of crude.
The net result left us with an entitlement system
involving a bounty type of payment and a windfall
profits tax —two forms of regulation where formerly we had one. In short, we purchased the
worst of both worlds.
Another example of serious problems with regulation is voluntary wage - and -price control programs, which have never worked. We also have
conflicts between agencies when regulations overreach. An example occurs in the Environmental
Protection Agency and the Department of Energy
relating to the regulations governing coal- versus
oil -fired boilers. These regulations require expensive and complicated computations to determine if
an oil -fired boiler over a certain size is permitted,
instead of a simpler procedure allowing the economics of the situation to dictate which should be
used.
In summary, if we were to list elements of the
overreach of regulation, we might include:
• The abuse of subpoena power by regulatory
agencies,
• Circumvention or negation of judicial review,
• Public disclosure of proprietary information,
• Delays in approval,
• Requiring approval where none is needed, and
• Rule- making without adequate opportunity for
comment.
Can We Afford It?
In the late 1960s and early 1970s we decided
(during the "Great Society" years) that we could
afford both guns and butter. We felt we could support high defense expenditures and yet maintain a
quality of life. We tried. We tried deficits, and
they didn't work. We've also tried to balance our
budget and have been unsuccessful. The problem
is that government looms too large in our daily
lives, and we're going to have to make some hard
choices and decide what we will sacrifice. The
negative impact on productivity, on capital formation, and on the competitive advantage that we
have had with the rest of the world tell us that we
no longer can have both ends of the rope.
But we can still make great strides as an economy. The U.S. economic machine is still the most
powerful in the world and shows the greatest viability and responsiveness to adjust to change in
the environment. If we can just remove some of
the obstacles, we can begin to make progress. But
even this is a change relative to five years ago,
when probably all we needed to do would have
been not to create any more obstacles.
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With the election of the current president, it
would appear that the sentiment of the U.S. electorate is to try to control the cost of regulation;
and one sees an increasing awareness of regulation. Cooperation among the federal agencies is
increasing. The cooperation among the Nuclear
Regulatory Commission, the Environmental Protection Agency, and the Food and Drug Administration placing all regulations on radioactive subst an ces i n t he NR C i s a cas e i n p o i n t. Th e
cooperation between the FDA and the National
Institutes of Health in discussing who will have

regulatory power over recombinant DNA is also a
salutary move. Also, there is an interagency -regulatory- liaison group that is having an impact on
regulation.
What Can Be Done?
But more needs to be done. We need a comprehensive, coordinated program that includes:
1. Cost - benefit, or cost- effectiveness, analyses.
Each agency should perform such analyses
with all regulations having a substantial impact. If we can measure the cost and the benefits, then we can control the regulation. While
not all elements of cost or benefit can be quantified, those that can be provide valuable information in assessing the relative usefulness of
patterns of regulation for a common goal.
Some see such a cost - effectiveness requirement
as a threat. The Research Group on Corporate
Accountability has indicated in a study that the
ratio of benefits to cost of regulation of OSHA,
EPA, the National Highway Safety Act, the
FDA, and the Consumer Product Regulatory
Agency is $36 billion in benefits versus a cost
of $31.4 billion. They concluded, therefore,
that there is about $1.15 in benefits for each
19

$1.00 in cost.
This laudable study is the type of activity that
needs to be performed. If it can be done by the
Research Group on Corporate Accountability, then each government agency should try
to d evel op a t yp e o f rat i o s imil ar t o t hat
which the Research Group established and
should have a goal to improve that ratio. This
goal - planning could be a part of the budgetary review process of the Office of Management and Budget so that conscious trade -offs
and effectiveness appraisals can be made. This
kind of planning would influence agencies to
be concerned with the objectives of regulations and in minimizing costs rather than routinely imposing command - control forms of
implementation.
2. Congressional review and oversight need to be
strengthened. We've got to break the chain
cited by Dr. Bayless Manning, former dean of
the Stanford Law School; when he said, "Old
laws and old agencies neither die nor fade
away; being nonbiodegradable they only accumulate." Sunset provisions for new initiatives
should be considered, as well as periodic review
of existing agencies by Congress.
3. We need provision for independent judicial
review.
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Certainly, over the very long range with which
anthropologists, sociologists, and economists deal,
if we do not control the cost of regulation our way
of life will be dramatically altered. In a shorter range view, it has been stated that the one thing
that hurts more than paying an income tax is not
having to pay an income tax; yet, as Arthur Godfrey stated years ago, "I'm proud to be paying taxes in the United States —the only thing is I could
be just as proud for half the money."
What can we do as individual citizens? The first
thing we can do is to support programs to contain
or reduce the element of regulation in our lives.
As a second step, we need to get concerned and
spend time on controlling regulation. This involves communicating with members of Congress
and making our views known in terms of how regulations have an impact on us. We should insist
upon a standard of excellence from our elected officials, who, in turn, can insist on the same from
our appointed officials. This policy requires that
each of us —as citizens, not as accountants, business people, or a part of any interest group other
than being part of the public at large --does his or
her part and make his wishes known. It has been
often said we get the type of government we deserve. It will be interesting to see what that government will be.
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Taxes
Jerold M. W eiss and
Israel Blumenfrucht, Editors

IRS Required to Return Seized Property
In light of the current depressed state of the
economy and the difficult financial condition of
many businesses, the two recent court decisions are particularly timely.
The United States Court of Appeals for the
Second Circuit recently ruled that the IRS can
be required to return property seized from a
corporation seeking to reorganize under Chapter 11 of the Bankruptcy Code, if the property
has not yet been sold. If followed, this ruling
could serve to severely restrict the IRS from
enforcing its powers of seizure against companies involved in reorganization proceedings,
U.S. v. Whiting Pools, Inc. (1982), dealt with
a defendant - company engaged in the business
of selling, installing and servicing swimming
pool equipment and supplies. After obtaining a
lien against Whiting for failure to pay withholding and FICA taxes, the IRS seized virtually all
of Whiting's tangible property, including its inventory, vehicles, office equipment and office
supplies.
On the day following the tax levy, Whiting
filed a Chapter 11 petition, seeking court protection from its creditors, and asked the bankruptcy court to order the IRS to return the
seized property before the IRS could sell the
property. The bankruptcy court ruled against
the IRS, finding that the property was "absolutely necessary to an effective reorganization"
of the company, but a district court subsequently reversed that decision.
In reversing the district court's decision and
upholding the bankruptcy court's ruling, the Appeals Court pointed out that a critical issue facing the court was to distinguish between the
bankruptcy court's obligation to help a corporation successfully reorganize and the interest of
the United States in the quick collection of revenues. Although the government argued that
regardless of the bankruptcy court's obligation,
an IRS levy takes legal precedence over, and is
treated differently than, other secured creditors, the court found that: "Comparison of relevant statutes indicates that an IRS levy on tanMANAGEMENT ACCOUNTING /JUNE 1982

gible property ... is virtually indistinguishable
from the ordinary repossession and foreclosure
procedures followed by secured creditors, except for the fact that the IRS can make its own
levy without need of the assistance of a sheriff,
marshal, or similar officer." Moreover, the court
concluded that an IRS levy on property does
not strip the debtor of all property interests and
does not constitute a transfer of title in the
property to the government.
The court ruled that Whiting, a debtor in possession under Chapter 11 of the Bankruptcy
Code, was entitled to have the seized property
returned to it in order to effectuate a successful
rehabilitation of the company. In so doing, the
court noted that Whiting had not asked that the
IRS lien be invalidated, but that the seized
property be returned to it, which would be "to
the advantage of the government as well as
other interested parties."
Although the Second Circuit's opinion in
Whiting represents that court's definitive ruling
on the issue, other courts have taken contrary
positions. Indeed, even the Whiting decision
points out that the issue is a difficult one and
"the question ... a close one." The IRS should
therefore not be expected to acquiesce to the
ruling in Whiting and the issue will presumably
be ultimately decided by the United States Supreme Court.

Assessing Deficiencies from
"Quick Refunds"
In general, if a taxpayer determines that he is
entitled to a refund of a tax payment made in a
previous year, an appropriate amended tax return must be filed. The IRS then reviews the
claim by examining the basis for the claim and
all supporting documentation relating to it.
Since this procedure generally takes a considerable amount of time, the Code provides a
mechanism by which a taxpayer may file for a
"quick refund," at least with respect to net operating loss carrybacks and certain tax credits
such as the unused investment tax credit carryback. When a quick refund application is filed,
the procedure for processing the claim is essentially streamlined. The IRS merely examines
the application for any obvious errors or defects and is required to process the refund within approximately 90 days.
In Pesch v. Commissioner of Internal Revenue (1982), the Tax Court was recently faced
with a situation in which the IRS took longer
than the statutorily - prescribed 90-day time period to process an application for a quick refund.
After belatedly issuing the refund to the taxpayer, the IRS re- examined the refund claim and
1110-11110- 74
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Accounting —a British View
American accounting practice has some good
and bad lessons for British accountants, according to Anthony Hilton writing in the weekly,
Accountancy Age. On the debit side, he sees
the big CPA firms becoming too competitive to
the point of a "quite open effort to steal clients," an "undignified scramble" which has diminished the image of public accountants. On
the credit side, he suggests that in industry accountants who are content to be just accountants don't get very far. "But accountants who
make the effort to master marketing, business
administration, and the other relevant disciplines progress rapidly." While British accountants tend to emphasize the negative— preserving cash flow, controlling costs, and running a
tight ship, American industrial accountants
have "a keen awareness that businesses have
to grow to survive. They tend to be more outward looking, more creative, more rounded
executives."

spondents to the poll agreed with the notion
that the President should stick to his policies, a
response that contradicts the results of many
other recent polls of business groups. The 138
executives polled, who included chief investment and chief executive officers of bank trust
departments, mutual funds, insurance companies, and pension funds, feared the prospect of
renewed inflation more than the budget deficit
... Meanwhile, the latest Conference Board
survey of a panel of 37 executives from major
U.S. nonfinancial corporations shows that leading financial executives look for the recession
to end in the second quarter of this year but expect a very slow recovery during the second
half of 1982 and early 1983. The executives expect companies to rely more heavily on internal
than external funds to meet their financing
needs.

Business /Accounting Briefs

A CFO of a food /beverage /tobacco manufacturing firm with 5,000 or more employees,
headquartered in New York City or the Pacific
states, probably earns the highest income of
any financial officer, according to Abbott, Langer & Associates. With more than 20 years of experience, a MBA degree, and a professional
staff of 10 or more, he or sh e earns over
$275,000, according to the composite drawn
from Abbott's study, "Accounting/ Financial
Report, 3rd Ed." ... Productivity is one of the
major themes of 1981 annual reports, and the
companies are practicing what they preach by
using word processors to produce the annual
report, according to Corporate Annual Reports,
Latin American Banks Ranked
Inc. Continental Group estimates it saved
The banking environment in Latin America is $60,000 in typesetting costs, and Sun Chemical
considered by multinational corporations to be was able to use its word processor to send 10
one of the most difficult and obstructive in the pages of financial data to the typesetter in 25
world, concludes a study by Business Interna- seconds, says Richard A. Lewis, president of
tional Corp., in conjunction with Chase Manhat- CAR ... Coopers & Lybrand, with reported revtan, Chemical Bank and Citibank. Reasons for enue of $998 million in 1981, continues as the
these opinions were listed as lack of sophisti- world's largest CPA firm, notes the Public Accated automation and cash management ser- counting Report, a newsletter published in Atvices, and harsh government regulations. Pan- lanta, Ga. Close behind Coopers & Lybrand
ama was rated as having the most efficient were Peat, Marwick and Arthur Andersen with
banking system in Latin America, followed by revenue of $979 million and $973 million, reEcuador, Chile, Argentina, Colombia, Mexico, spectively. With revenue of $880 million, Arthur
Brazil, Venezuela and Peru. The three - volume, Young & Co. jumped from sixth to fourth lar700 -page study is titled Improving Cash Man- ges t . .. NA A Res earch Direct or St eph en
Landekich served as an editorial advisor to the
agement in Latin America.
third edition of the Encyclopedia of Management published by Van Nostrand Reinhold Co.
Money Managers Like Reagan Policies
He also is author of the entry "Accounting."
A survey by Oppenheimer & Co., a Wall Street The cost of white collar crime is expected to
securities firm, indicates that money managers reach $250 billion annually by 1990 unless
overwhelmingly approve of President Reagan's something is done about it, says Laventhol &
economic program. Seven out of every eight re- Horwath in L &H Perspective.
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Financial Management
Through MRP
Companies successfully using MRP II have realized 10 to 25% reductions in
inventory and 10 to 15% improvements in productivity.

By Frederick J. Davenport

Frederick J. Davenport
is vice president and
comptroller for
Diamond Automation
Division of Diamond
International Corp. He
is a member of
Western Wayne
Chapter, through which
this article was
submitted.

The past decade has witnessed the growth of an
innovative system for ordering parts and managing inventories — Material Requirements Planning. Material requirements planning (MRP) is a
comprehensive method for procuring and managing work in process material. Already, the second
generation of MRP has evolved. MRP II, Manufacturing Resource Planning, is a much more sophisticated system which incorporates information from manufacturing, marketing, engineering,
and finance into a total operations plan. At this
time, it is estimated that no more than 100 companies are successfully using MRP II. These are
commonly referred to as "Class A" or "closed
loop" MRP users. Companies successfully implementing MRP II have realized the following significant. benefits:
1. Ten to 25% reductions in inventory,
2. Ten to 15% improved productivity,
3. Dramatic reduction of shortages,
4. Ninety -five percent inventory accuracy levels,
5. Improved delivery performance on both equipment and service parts, and
6. Planning visibility.
Comput ers can process data at remarkable
speed, replacing many clerical functions, particularly in ordering and managing inventories, but
speed alone cannot produce the benefits men-
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tioned above. To use MRP or MRP Il effectively,
you must have an unending commitment for paperwork, and this control and discipline, in turn,
will produce the record accuracy that is necessary
to make the system work.
Computer Files and Input
In addition to accurate information systems,
MRP has created an expanded information data
base which is necessary for the computerized operation of a manufacturing concern. By coupling
this manufacturing data base with financial data
files and input data from manufacturing, marketing, engineering, and finance, a whole new generation of financial and management reports has
evolved. Figure 1 shows the MRP data base (computer files constantly being updated), financial
data files, and input from other areas. By combining this information through programming, computer speed and logic, a significant number of operating reports can be generated (Table 1). These
reports can be used for both general accounting
and expanded management information systems.
As we can see in Figure 1, many departments
supply information for an MRP data base. At Diamond Automation Division these include manufacturing, production and inventory control, engineering, purchasing, sales, and finance. Each
department is responsible for the editing and accuracy of its respective files and input —coordinat ed through the data processing organization.
Some of these files are updated on a daily basisCopyright
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manufacturing order (a unique release number assigned to a specific lot of parts) is complete, the
accumulated actual cost is then measured against
a standard cost (developed from engineering estiMRP Operating Reports
mates), and the manufacturing cost variance is recorded
Table 1 lists the potential reports possible
. The completed parts are then transferred
through various combinations of files and input. from " work -in- process " to "fini sh ed go od s"
Most of these reports are financial in nature and which are valued at standard cost . Therefore,
structured for use by department managers. A work -in- process is carried on our balance sheet at
number of nonfinancial inventory management re- actual cost , while finished parts assemblies and
ports also are produced from this MRP data base. machines are valued at standard cost.
Physical movement of finished inventory (reThese repo rts i nclud e inventory by locat ion,
shortages, MRP manufacturing priority (a daily ceipts, adjustments, and shipments ) is also conwork schedule) and capacity requirements plan- trolled, as is input by manufacturing and invenning (a forecast of manufacturing workload and tory control . As Table 1 indicates , this physical
capability ), and input and edit reports.
movement of finished inventory is "dollarized" by
combining the part number and quantities on input data with the standard costs in the accounting
INVENTORY ACCOUNTING
Perhaps the most useful accounting benefit of computer file. By combining these data, all invenMRP is that it provides information that can be tory i ns, o uts, and adjust ments ( scrap, cycle
used to drive an inventory accounting system. In counts, etc.) become part of the cost accounting
many manufacturing organizations, inventory system. Purchased cost variances make it necescontrol has an information system completely in- sary to include the purchasing open order file
dependent of the cost accounting department. (Figure I -D) to pick up the actual price paid. At
This dual information , of course, presents a dou- the end of the accounting period, the finished inble workload and a highly questionable balance ventory balance is simply the inventory file (Figsheet . Quite often, after the poor results of a phys- ure 1 -A) valued at standard cost . This balance is
ical inventory, only the chief financial officer is to tested, of course, by reconciling the ins, outs, and
blame . However , with a consolidated system adjustments to the beginning and ending balances.
available through the MRP data base, the entire Thus the cost accounting system for finished inorganization is monitoring inventories and is ulti- ventory simply assigns a dollar value to the physimately responsible for inventory accuracy.
cal-movement of this inventory.
Diamond Automation ' s cost accounting system
is perhaps best labeled as a "job lot -standard" PURCHASING
type system. Actual manufacturing costs are accuThe purchasing management system consists of
mulated through payroll and components picked the open purchase order file ( Figure 1-D), which
for assemblies ( Figure 1, inputs 3 and 9). Once a is maintained by two inputs — purchase orders and

such as inventory movement, allocation , and open
orders —and require a significant amount of input.
All other files are updated as input is submitted.

Figure 1
MRP and Accounting Files and Inputs
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Table 1
Reports Produced with MRP Interface
Fiiesrinput'
Invento ry acco unting
Purchased receipts
Manufactured receipts
Scrap
Cycle count adjustment
Cost of sales
Miscellaneous adjustment
Purchased cost variance
Manufacturing cost variance
Work -in- process balance
Finished parts balance

I, 1
I, 2
I, 4
I, 5
1,6,7
I, 8
D, I, 1
I, 2, 3,9
G, 1, 3,9
A, I

Purchasing
Open purchase orders — various sorts of (1) and data in D.
Receipts analysis — various sorts of (1) and data in D.
Cost change analysis -10, 1
Inventory management
Inventory balance by high dollar sort
Inventory balance by location sort
Inventory balance by product line
Potential obsolescence
Build -out analysis
Cycle count accuracy

A, I
A, I
A, E, I
A, E, I, 12
A, E, I, 12
A, I, 5

Manufacturing and engineering
Employee efficiency
Machine efficiency
Department efficiency
Scrap analysis
Cost variance analysis
Engineering change cost analysis
Manufacturing budget

H, 9
G, H, 9
G, H, 9
G, H, 4
E, G, H, I, 3, 4, 9
E, F, G, H, 1, 12, 13
E, G, H, 12

Financial
Gross margin analysis on shipments
Forecast of sales and gross profit by product line
Cash flow

I, J, 6,7
E, I, J, 12
I, J, 12

'These letters and numbers indicate the files or inputs that produce the report in
question. See Figure 1 for filelinput names.

receipts (Figure 1 -1 and 10). All relevant information on a purchase order (purchase order number,
item number date, part number, vendor, due date,
quantity, price, and buyer) is contained in this file.
Reports for purchasing management are compiled by various sorts of the open order file and
input from the receipts file. Upon delivery of a
purchased part, the system can provide a listing of
this receipt in three ways: by buyer, by vendor,
and by number. These reports can also include
any information contained in the open purchase
order file relative to this receipt, such as date due
vs. date received or quantity ordered vs. quantity
received.
At Diamond Au tomati on Divi sion we have
found the open order file a valuable tool for assisting our buyers. On a weekly basis, we extract four
reports from this file. These reports represent all
open orders in this file and are sorted by (a) purchase order number sequence; (b) buyer code and
delivery date sequence; (c) purchase order date sequence; and (d) part number sequence. With the
P8

buyer code and delivery date sequence report, the
buyer can easily determine which parts are past
due, or may soon be past due. If the buyer is asked
the status of a particular part, he simply refers to
the report in part number order.
The cost change analysis report is a comparison
of the price on the new purchase order with the
existing standard cost of that same part. By combining this price data with the quantity ordered,
purchase management (and finance) can observe,
and react to, any substantial change in cost.
INVENTORY MANAGEMENT

Management personnel responsible for ordering, stocking, and controlling inventory have
greatly reduced the burdens of their job with the
implementation of MRP. They now rely on this
computerized system and the many associated reports and edits. Inventory managers have access
to information going well beyond what they need
for ordering, stocking, and controlling inventory.
By combining product structure and product cost
files (Figure I -E, I) with the inventory file (Figure
1 -A), we have the capability to provide inventory
dollars in three ways — balance by high dollar order; balance by stocking location; balance by
product line. Thus inventory managers can also
see where the dollar value of the inventory is located, and how these dollars relate to their various
product lines.
With the merger of the sales forecast (Figure 112) into the inventory, product structure, and
product cost files, we are able to review two very
significant aspects of inventory management —potential obsolete inventory and build -out. analysis.
Based on the sales forecast input, a calculation
can be made to evaluate existing inventory in relation to its ultimate disposition as part of a shipment or scrap. Reports identifying specific products, parts, and dollars also can greatly assist
inventory and financial managers in determining
obsolete inventory reserve levels.
Perhaps more important than knowing what is
obsolete is the ability to review alternatives for
handling potentially obsolete inventory. This review process is called "build -out" analysis, For
example, if a poor sales forecast on a given product implies a significant amount of obsolete inventory, a revised sales forecast (with reduced selling
prices) will indicate the minimizing effect on obsolete inventory. Management can then determine if
a higher sales forecast, considering a lower price,
is a more profitable alternative than scrapping the
inventory.
Cycle count accuracy and reporting are extremely important to both inventory and financial
managers. Cycle counting is simply an audit process that tests the accuracy of computerized inventory records. Generally, inventory that is subject to cycl e co u nt i n g i s stored in specific
MANAGEMENT ACCOUNTING /JUNE 1982

warehouse or factory locations. During the course
of a year, each location is physically counted and
the total is compared with the quantity on computer records. This process is often referred to as a
perpetual inventory system. The computer record
is subsequently adjusted to agree with the physical
count. (Quite often a re -count is made on major
differences.) Reporting these count adjustments is
critical to inventory management. A report giving
the percentage of record accuracy (count adjustment divided by record quantity) and dollar accuracy (dollarized count adjustments divided by dollarized record quantities) is available by using
inventory and product cost files (Figure 1 -A, I)
and cycle count inventory adjustments (Figure 15). Thus both record and dollar accuracy are
obtained.
MANUFACTURING AND ENGINEERING
One of the most frequent and useful inputs
from manufacturing is the payroll. Typically, the
payroll is prepared and input on a daily basis and
contains information that can produce several
manufacturing efficiency reports when combined
with work standards and department routing files
(Figure 1-G, H). An efficiency report by employee
is obtained by matching the employee number, actual time on the job, work center, and operation
sequence on the payroll input to the work standards file (the computer file containing measured
or estimated setup and job -run time). In a similar
manner, an efficiency report by machine (work
center) and department (specified work centers
identified to a department) can be produced by
adding in the manufacturing routing and rate file
(a "directory" type file linking work centers to departments, and labor and /or overhead rate information). These reports can be produced on a daily
or weekly basis in conjunction with the payroll,
and are used by line foremen and manufacturing
management to provide an information system on
the effective use of personnel and equipment.
Perhaps the most complex of all reports is the
cost variance and engineering change analysis
type of reporting. As indicated in Table 1, as
many as five files and three sources of input are
used to produce a single report. This type of reporting is used to identify the specific cause of a
cost variance — excessive scrap, bill of material
change, labor or overhead rate changes, engineering design change, order quantity revision (cost effect on setup), or employee efficiency. By incorporating the sales forecast input, we can also project
the cost effect. Both management and systems analysts have to spend considerable time and effort
to design an effective cost variance reporting system. However, these reports could have the high-
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est payback of all reports in the system.
A "Class A" MRP user will have developed
and be using effectively a capacity requirements
planning (CRP) system. The CRP system is designed to advise manufacturing management of
the future workload for each machine. This information is obtained by coupling the product structure and work standard files with the sales forecast (Figure 1 -E, H, 12). By taking this same
information and incorporating the department
routing and rate file (Figure 1 -G), we can also
produce reasonably accurate data for the manufacturing budget.
FINANCIAL
Financial managers will certainly be included in
the distribution of many of the reports mentioned
above. In addition, the MRP interface produces
several significant reports unique to financial and
executive management. A forecast of sales and
gross profit by product is obtained by using the
product structure, standard product cost, and selling price files in conjunction with the sales forecast. Similar information is obtained on current
shipments through use of the shipment input of
inventory movement (Figure 1 -6,7). Thus we can
observe gross margin by product line on both current and future shipments.
A simplistic cash flow projection can be obtained by using the standard product cost file in
conjunction with the sales forecast. This calculation would provide a major part of the cash expenditures over the time span of the sales forecast.
Future cash collection also can be forecast by substituting the selling price file for the product cost
file. Both of these cash flow calculations would require built -in assumptions for lead time on expenditures and receivables.

MRP provides
information
that can be
used to drive
an inventory
accounting
system.

MRP Cost/Benefits
A major consideration of the implementation of
MRP is the cost/benefit analysis. Typically, the
costs of computer hardware, software, daily operating costs, employee education, consulting and so
on are measured against the MRP benefits of reduced inventory and improved productivity. Although it is difficult to assign a dollar benefit to
the extensive financial reporting system also available with MRP, it is a major "plus" factor.
MRP can support an extensive cost accounting
an d man agemen t repo rt in g s ys tem. Reports
unique to business and management needs can be
designed with this data base and input, although
they require considerable effort, planning, and
cost.. It should be a joint venture with operating,
financial, and data processing personnel, and must
be fully supported by executive management. D
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The Semiconductor Industry
Controller: a Profile
The high technology controller must be
enthusiastic, energetic and have the will to win.
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Remember when a four - function pocket calculator with memory cost more than $100 and a powerful co mp uter req ui red t he sp ace o f a l arge
room? That was perhaps five to seven years ago.
Today, that same calculator sells for $10, and an
equivalent computer fits on your desk. This rapid,
perhaps revolutionary, change is the result of high
technology innovations in the semiconductor and
electronics industries.
Change is the way of life in the semiconductor
industry. Annual 25% productivity gains and
15% price reductions are the norm, even in the
face of double -digit inflation. Born in the 1950s,
the semiconductor industry today has sales of $15
billion and projects sales approaching $100 billion
within the next decade.
In this industry, high technology manufacturing, product innovation, huge capital investments,
long -range planning, and cost control have combined to improve productivity and deliver increasingly sophisticated products. Management in this
volatile environment requires strong innovative
support from its controller. To learn more about
management's perceptions of a successful semiconductor industry controller, we interviewed
four senior executives of one of the largest producers of semiconductors in the world, Motorola's
Semiconductor Products Sector. In taped inter0025 - 1690 /82/6312 - 0289 /$01.00 /0

1.

2.
3.
4.

What are the most important characteristics of the successful management accountant/controller`?
What is the role of the effective management accountant /controller?
What aspects of the controllership function are unique to this industry?
What changes in the controllership role do
you anticipate in the next five to ten years?

While it is possible that the interviews are biased, the responses are considered representative
and reflective of the nature of the business, the engineering and science backgrounds of the executives and their understanding of the controllership
function at Motorola. As is the custom at Motorola, these executives will be referred to by their
first names.
Important Characteristics of the Controller
We management accountants were interested in
the perspective of the senior executive toward our
Copyright
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views, we asked Tommy George, general manager
of the internal operations group; Jim Norling,
general manager of the international semiconductor group; Geno Ori, general manager of the discrete semiconductor group; and Gary Tooker,
vice president and general manager, semiconductor sector, several questions about this special
controller:
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By Dorothy L. Hines, Douglas A. Johnson and
William V. Lennox
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"All references to gender (i.e., he) refer to both
men and women.
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describe where the product starts and the general
steps it goes through before it gets shipped out of
here. A reasonable knowledge of the marketplace
is also important."
Tommy emphasized the importance for a management accountant to be a very positive, goal -directed individual: "I look for enthusiasm, vibrancy, energy an d t he wi ll to wi n as imp ort an t
attributes of the management accountant."
Basically these successful executives want controllers who have personal traits much like their
own. In this unusual environment, where prices
go down while input costs go up, decisions are
made based on financial projections. The controller needs to be innovative in highlighting particular trends and cost structures, and he can be effective only if he understands the business. Because
change is a way of life in the semiconductor industry and new electronic products are introduced almost daily, the controller must be able to anticipate change in order to produce viable forecasts
and budgets. For example, the controller's finanperspective may provide an important counterbalance to the optimism of design engineers
and marketers considering entry into a new market. The willingness to challenge and to anticipate
the financial consequences of decision alternatives
can make the controller a respected member of
the management team. Each of these executives
expects his controller to participate actively in the
decision - making process as well as to carry out
the traditional duties of the accounting function.
cial

personal characteristics and attributes —so we
started with the question, "What do you consider
to be the most important characteristics of the
successful management accountant /controller?"
Describing the behavioral and managerial attributes that are desirable, without exception the respondents assume a high level of technical accounting competence on the part of the controller.
Each executive interviewed indicated that the controller can and should make a significant contribution to the operation of the business. The keys
to the degree of contribution are the management
accountant's energy, creativity and aggressiveness.
Geno stressed the need for a management accountant to have a broad perspective and thorough understanding of the business: "Whenever
we discuss the controllership function, there are
three givens: integrity, imagination, and an ability
to provide an effective check and balance on the
rest of the business. Now that we have these as the
basis, several other attributes come to mind. An
individual should be good from an anticipation
standpoint because anticipation, most generally,
keeps us out of trouble. The individual has to be
extremely broad based from a background standpoint. He' must be aggressive."
Gary emphasized that the controller needs to be
creative, and willing to interject himself into the
decision process: "The ability to think creatively
and to broaden the job just as wide as possible is
something that I look for more than anything else.
The controller has to be able to attract strong people. He must be willing to challenge, to be willing
to go to the person he works with and say, `Hey
that is not correct; you are looking at it in the
wrong way and here is why'."
Jim pointed out the need for the management
accountant to establish credibility in the eyes of
production and marketing managers: "In the past
there was a stereotyped image of a controller or
management accountant being a very introverted,
very numbers - oriented person. Now it is very import ant fo r t he accoun tant to be vi brant and
energetic. The enthusiasm and energy that the
management accountant has makes it infinitely
easier for that person to gain the respect and admiration of his peers."
He argued that credibility must come from respect for the controller's product knowledge and
good business sense: "It is mandatory that management accounting people understand the product. I don't mean that they could design it or that
they could go out on the machines and run them,
but it is critical that they understand the product
reasonably well, how it is made and how it is used.
They have to understand factory logistics. They
have to be able to go up to the blackboard and
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The view of the controller as a member of the
management team also is reflected in the corporation's organization charts. Figures 1 and 2 depict
the organization structure as it was drawn five
years ago and as it is drawn today, respectively.
Notice that today the group controller has a direct
reporting relationship to the group general manager (indicated by a solid line). The dotted lines to
the sector controller and director of finance, however, indicate a continued specialization or professional accounting influence. The implication of
the chart as it is drawn today is that the controller
must be able to negotiate, challenge proposals and
think creatively in both the operating and the accounting environments. Coping with the pressures
of this boundary- spanning position may require a
person who is more flexible and more broadly
educated.
The executives we interviewed identified four
closely related roles that the controller may be expected to fill: economist /advisor, participant on
management team, manager, and long -range planner and decision maker.
In response to the question, "What is the role of
the effective management accountant/controller?", Geno talked about the role as that of an eco31

nomic advisor: "It is important that the controller
become more of an economist than he is today. It
is also critical that the controller be a business advisor. He must understand the economy and the
economic effects on the business." He also explained that the controller must be sensitive to
economic events and must be able to translate and
project his potential impact on proposals considered by the management team.
Gary stressed the need for the controller to
have the encompassing perspective of a manager.
"The controller of a division --one that may have
$150 million sales annually —must have a broad
outlook on that business and his job. He must
view his job in the broadest sense possible."
Jim summarized the controller's involvement in
the decision process at Motorola: "There is a kind
of partnership in terms of division planning and
division decision making. There is a partnership in
the operating manager, marketing manager, and
the controller. That little circle is the decision making group relative to long -range planning and
strategic planning. The controller is very much a
portion of that decision- making process."
These executives see the role of the controller
evolving into a dynamic, progressive mode as opposed to a role that was traditionally that of a
scorekeeper. Participation by the controller in
day - today decision making is considered a necessity in the fast -paced semiconductor industry.

ductor industry which create unique aspects of the
controller's role: cyclical planning, a steep learning curve, product line complexity, sophisticated
technology, and capital intensity.
Jim best described the cyclical nature of the industry: "The special skills required in this industry are management planning skills. Cyclical planning is a big thing in this business. Where the
gross national product goes from a + 3% to 4%,
the semiconductor cycle goes from 55% growth
for three or four years in a row to a 25% drop.
The net trend is always up; the peaks are always
higher than the previous peaks; the valleys are less
low than the previous valleys. There must be good
financial planning associated with these exaggerated cycles."
Geno pointed out the importance of learning
curve applications in this industry: "Our high
growth, high technology business makes it tougher for the accountant because the learning curve
concept is more prevalent than in other types of
business. The accountant has got to be very tuned
in to the learning curve concept and the costs associated with that learning curve. The costs he
must be concerned with are not only labor and
material, but also the investment required to support the learning curve once a percentage slope to
that learning curve has been assumed. Once you
assume that slope, it becomes a concern of the
controller to make certain that we get down that
predetermined slope, and, if we don't, it may be
that it's not the type of business we should be in."
He added that the controller in this industry
must have a good understanding of the technical
side of the business: "That, in itself, makes the
controller's position more difficult than in most
manufacturing businesses. Not only is it a function of how many more you make, but it's a mat-

Industry Differences
Recognizing that every executive may believe
that his industry is different, special and perhaps
more difficult than most others, we asked the
question, "What aspects of the controllership
function are unique to this industry?' The executives pointed to five characteristics of the semiconFigure 1
The Evolution of the Controller: 1976
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Figure 2
The Evolution of the Controller: 1982
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ter of the technology developments that would be
required to ensure that you move down the learning curve as expected. I think that is very difficult
in a technology -rich business." Thus decisions
based on learning curve cost projections are critical in this industry, and the controller may have
to work hard to anticipate what is technically feasible at each stage of production.
Each one of the executives believes that the
controller's job in the semiconductor industry is
unique because of the complexity of the product
line. Tommy elaborated: "This is definitely a compl ex b us in es s whi ch h as gro wn rapi dl y an d
spawned new enterprises almost on a daily basis.
We operate a worldwide company with plants, facilities and sales offices located around the world
to service an ever increasing demand for our products. We produce over 75,000 products, and with
such diversity in products, plant sites, production
requirements, and customer requirements, every
one and every specialty has a key role to play in
managing the business."
This rapidly changing technology of the semiconductor industry requires complex equipment
MANAGEMENT ACCOUNTING /JUNE 1982

for design and manufacture as well as continued
increases in capital investment. Jim explained the
need to recognize the cost of capital in pricing:
"We are beginning to recognize the huge increases
in capital required to sustain this business. With
labor and material costs going up, the answer to
offset these costs is by automating. We are getting
into major automation programs, and we are waking up to the fact that we must take into account
the cost of capital in the price of our products."
Learning curve applicatons, in particular, demonstrate some unique characteristics of the semiconductor industry controller. The controller, as a
decision maker, participates in the establishment
of the learning curve. He also is called upon to
estimate the various factors which determine the
curve, such as the number of units produced,
technological developments, and investment for
automation. As part of the control process, the
controller also must assume the traditional accounting role of monitoring the product's standard cost.
For a typical example of the result of the learning curve concept, see Figure 3, which shows how
33

Figure 3
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prices for a type of computer memory will have
been reduced from 22 cents per bit to about one
cent per bit in a 10 -year period. This reduction
has been accomplished primarily through design
evolution whereby more functions (bits) can be included within one integrated circuit device. These
cost improvements —far from automatic —are the
result of well- managed investments in capital
equipment and human resources. The growth in
capital requirements for this industry are indicated in Figure 4. Thus, the complexity and volatility
of the semiconductor industry necessitate that the
controller not only monitor actual financial progress but also bring business planning and control
skills to the decision process.
Perceptions of Future Role Changes
The four Motorola executives expect the role of
the controller in the semiconductor industry to
continue to evolve and to occur as fast as accounting professionals are willing to join in and accept

change. Jim put it this way: "Industries like the
semiconductor industry go through a life cycle
just like anything else. They go through infancy,
adolescence and maturity, and I think that in the
industry's infancy the accounting function was the
`bean counting function.' Its adolescence is the
time for the accounting profession to change —
while the business is changing. In an infant life cycle or an adolescent stage, the accounting profession is not demanded to participate a great deal in
the decision making. As an industry comes into its
adolescence, the accounting profession has to
change, to adapt itself to that change. The controller of a product division should be a full-time
business decision - making partner. He should participate from the ground floor in terms of what
the direction of the business should be and what
the impacts of that should be."
The executives also identified four challenges or
problem areas which they expect to occupy much
of the controller's attention in the near future: understanding the behavioral consequences of the
accounting control system, developing computer
software to support the decision process effectively, coping with the complications of international
operat ion s, and d eal i n g wi t h h i gh rat es o f
inflation.
Gary alluded to the group's concerns with behavioral aspects of the controller's role: "The controller is challenged to broaden his role to creat i vel y d et ermi n e al t ern at e ap p ro ach es fo r
tracking the business, tracking costs creatively
and setting up measurement systems that will inspire and move people in various parts of the organization to work together." Gary sees the future
controller going beyond the traditional monetary/
transaction -based measurement system.
For Geno and Tommy, the critical future issue
is acquisition of computer software that supports
the decision process effectively. Geno pointed out

Figure 4
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Advice for the Successful Controller
At Motorola, executives are saying that the controller's role is in
the process of evolving from a "bean counter" to a full- fledged
management partner. In our interviews, the executives repeatedly
advised accountants to:
• Think creatively
• Get out in the factory
• Be world oriented
• Be a business decision - making partner
• Be vibrant, energetic, and enthusiastic
• Become goal /result oriented
• Be a business advisor and economist (consultant)
• Be sensitive to new technology developments and costs
• Be innovative

Change is
the way of
life in the
semiconductor
industry.

In these interviews the executives also caution accountants aspiring to become controllers to avoid certain behavior, such as:
Becoming mired in details
• Assuming an adversary role with operations
• Being only collectors of data and number generators
Being too conservative in outlook
Being unwilling to take risks
At a minimum these executives expect a potential controller to
demonstrate:
• Integrity and ethical standards above reproach
• Imagination
• Professional image
• Cost accounting skills
• Internal control consciousness
• Financial analysis skills
• Analytical ability
• An appreciation of software and systems capabilities
that the future controller will need greater computer knowledge plus the ability to bring timely
and meaningful data to management: "One thing
that is needed today is the software to support the
financial community. The accountant has to understand the systems aspect of our business because the more time we can free up from the management standpoint, the more analysis we get. We
need more software systems that allow us to collect the information. I do not want my financial
management team merely to be collectors of data.
I want them to be able to analyze the data that is
generated."
The four executives anticipate that future controllers will be expected to cope more frequently
with the complexities associated with starting up
low cost assembly plants in various countries
(such as economics of various countries, tax regulations, duty considerations, or currency translations). Not suprisingly, the group also frequently
mentioned inflation as presenting a special challenge for the controller of the future. In this re-
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spect, the managers pointed out that the controller's role includes teaching the management team
members to make appropriate inflation adjustments to their traditional decision models.
These Motorola semiconductor executives see
the role of the controller changing to meet the
critical problems facing a corporation. They see
the controller being more and more involved as a
user of information and software rather than as a
collector of data. They also believe that the controller can make a unique contribution to the
management team.
Many of the challenges facing the controller in
the semiconductor industry have little to do with
traditional accounting textbook skills. At Motorola, the management team expects that the traditional accounting functions will be accomplished
effectively, but it also expects controllers to provide a direct input into the managing of the business. Fulfilling these management expectations
wi ll b e a chal lenge for t od ay's man agemen t
accountants.
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Managing Change
through Human Resource
Development
The HRD program helped improve working investment control 16 %,
reduce the monthly closing time period by 20 %, and improve
forecasting accuracy by 50 %.
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The management accountant today is faced with
productivity and environmental challenges. In addition, the management accountant's role in the
organization is expanding. It now includes such
nonaccounting functions as economic forecasting
and long -range planning. These rapidly changing
environmental considerations, coupled with the
expanding organizational role, have set the tone
for the "management of change," the change that
will ensure the productivity and controls necessary to remain competitive and profitable in the
future.
One approach to managing the organizational
change required to meet the increasingly competitive and turbulent environment is known as organizational development. As an outgrowth of the
behavioral sciences, organizational development is
a people- oriented approach to managing change,
primarily with group processes that emphasize the
improvement of both organizational effectiveness
and individual development. Simply stated, organizational development is an attempt to manage
chan ge through th e effecti ve management of
people.
At Joy Manufacturing Company's Mining Machinery Division an organizational development
approach has been adopted to manage change in
0025 - 169 0/82/6312 - 040 6/$01 .00/0

the accounting department. The Mining Machinery Division has evolved from a single plant to a
large multilocation manufacturing and distribution organization with more than 2,500 employees. This transition from a small plant to a large
divisional structure has caused extensive modifications to be made to the organization's management systems and processes, including major
changes in the accounting organization. The organizational development program in the accounting department was developed to respond to the
problems and opportunities caused by the organization's growth, technological advancements in
computer hardware and software, and the productivity challenge of the 1980s. The program is
called the Human Resource Development (HRD)
program and attempts to manage long -range organizational change.
Developing the HRD Program
Prior to the initiation of the human resource development program in Joy's accounting department, an anal ysis was mad e to d etermi ne the
problems and opportunities facing accounting in
the 1980s. This analysis was done by the controller and accounting staff managers and became a
long -range strategic plan for the accounting department. The plan included an accounting mission statement, key operating objectives, and the
Copyright
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specific systems and procedural changes required
to meet the objectives (summarized in Table 1). It
also included more detailed action plans and timetables for the required changes, and it became the
cornerstone around which the HRD program was
developed.
When the plan was reviewed with internal and
external behavioral consultants, it was pointed out
that the plan did not include an analysis of the
human resources and organizational systems required to meet the long -range accounting objectives. A more detailed plan was needed, a plan
that would expand upon the systems changes
planned in Table I by identifying the human resources and organizational processes needed to realize these changes.
The preparation of an expanded long -range
plan began with an organizational analysis performed by internal and ext ernal con sultants.
Group and /or individual interviews were held to
get their thoughts concerning the department's
problems and opportunities. The interviews attempted to determine what the employees viewed
as the "ideal" accounting organization. Using the
ideal organization as the goal was particularly
helpful in maintaining a positive attitude during
the interviewing process. While identifying the
ideal organization, the employees also highlighted
significant symptoms and problems in the accou nti ng dep art men t. Some examp les o f t he
symptoms, problems and desired ideal conditions
within the accounting department are provided in
Table 2. Attaining this ideal organization and implementing the long -range strategic plan became
the goals of Joy's human resource development
program.
The objectives of the HRD program combined
the organizational improvements from the long range strategic plan with the ideal organization
analysis. The four objectives were improved inter-

Table 1
Accounting Long-Range Strategic Plans
Accounting mission statement
To contribute to the survival, growth, and profitability of the Mining Machinery
Division by providing financial services, maintaining an adequate system of internal
accounting controls and financial reporting, and facilitating organizational planning
and control.
Summary of key objectives /plans
Document and improve internal accounting controls and financial reporting
• Implement on -line general ledger /financial reporting system
• Implement automatedlon -line accounts payable system
• Improve shop floor accounting controls and labor reporting system
• Implement a system to ensure consistency of internal accounting controls
Improve the cost and inventory accounting system
• Integrate the cost system with materials management records
• Replace physical inventory with a cycle counting system
Increase accounting department productivity
• Reduce dependence on clerical activities by implementing automated systems
• Improve employee performance through education and training

nal accounting controls, improved productivity,
improved personal development of employees,
and improved departmental and interdepartmental relationships. Note that the objectives are
aimed at both organizational effectiveness (internal accounting controls and productivity) and individual development (personal development and
relationships). These objectives are an attempt to
blend individual and organizational goals within
one strategy for change. To attain these objectives
simultaneously required a new method for managing change. To this end the HRD strategy emphasizes a philosophy of participative management
(employee involvement) and group problem-solving processes.
Philosophy of Participative Management
The underlying theme or philosophy behind the
HRD program is the use of participative management processes to achieve the ideal accounting or-

Table 2
Accounting Department: Symptoms, Problems, and Ideals
Ideal accounting
organization
1. Participative development of
long and short -range accounting
strategy and objectives.

Symptoms
1. Poorly integrated and outdated
systems, major delays and inefficiencies in new system implementation.

1. Inadequate development and
communication of accounting
mission, objectives, and strategies.

2. High employee turnover, low
morale.

2. Poor attitude and low levels of
trust within the organization.

2. Open communications with all
levels of employees.

3. Low productivity, little professional development, few internal
promotions.

3. No system for performance review and human resource development.

3. An effective program of employee
performance review and develop
ment.

4. Unproductive confrontations
between accounting and other
departments.

4. Poor understanding between
accounting and other departments
concerning roles, responsibilities,
and departmental objectives.

4. Effective teamwork between
accounting and other departments
through team building, problem
solving, and effective communications.

Pr oblem
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To implement
the HRD
strategy, the
accounting
management
team
consistently

ganization. This employee involvement approach
is based on the behavioral theory that employees
will be more productive when given the opportunity to be involved in flaking decisions. Productivity can best be attained by establishing an organization al climate that recognizes and takes
advantage of the capabilities of each employee.
Company and individual goals should be blended
to produce a synergism whereby both the company and th e in d ivid ual can reach th ei r ful l
potentials.
The HRD philosophy also was built around the
belief that an organizational climate of trust and
openness improves worker morale and, by extension, productivity. This climate of open communications should foster improved working relationshi ps wi th in an d bet ween d ep ar t me n t s .
Furthermore, the organization must be committed
to the HRD philosophy by allocating consistent

management attention and resources, regardless
of business conditions. This unwavering commitment to an HR D approach i s essential to the
maintenance of a trusting and supportive relationship between management and employees.
Another key part of the HRD philosophy is a
change process that emphasizes group problem
solving. The change process used in the HRD program includes phases for problem diagnosis, intervention, and evaluation. This process or model is
shown in Figure 1. The model accentuates employee involvement; it is based on small problem solving groups working as teams to analyze and
solve organizational problems. A problem - solving
group facilitator generally serves as coordinator of
the group process. At Joy, this facilitator is normally an industrial relations professional skilled in
group processes. The process is similar to that
used by the qual ity circles and productivity

tries to

reinforce
positive
behavior with
positive
recognition.

Figure 1
Participative Organizational Change Management Model
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groups that are becoming more popular throughout American industry.
As already mentioned, the problem- solving process includes phases for problem diagnosis, intervention, and evaluation. The problem diagnosis
phase ensures that the problem has been defined
accurately and that the desired results have been
quantified and documented. The intervention
phase focuses upon participative problem solving,
action planning, and implementation, with well defined responsibilities and documented commitments. Finally, all change efforts are evaluated to
determine if the desired results have been attained, with an emphasis put on reinforcing and
documenting the results achieved.
Implementing the HRD Program
Impl ementi ng the HR D s trategy i n t he accounting department at Joy required a coordinated program of education and communication for
its employees about the employee involvement
philosophy. The HRD strategy relies on these two
means to ensure that the organization and, more
specifically, the employees understand and are
committed to the HRD philosophy. Furthermore,
employees must have an appreciation of organizational goals and realize that these goals can be
consistent with their own.
EDUCATION

Specifically, educational programs at Joy include
in -house supervisory training, management-by-objectives seminars, internally designed technical
training, and decision- making skills training. The
Joy Training Institute (an after -hours training
program) provides courses in many technical and
managerial topics to all interested employees. In
addition, internally designed and sponsored seminars, an in -house MBA program (sponsored by
Gannon University), and externally sponsored
professional development programs provide Joy
employees with a wide range of educational opportunities. The accounting department's educational program uses these available Joy education
and training programs to the fullest. Furthermore,
specific education in employee involvement is normally provided to each problem- solving group.
Of particular importance to the successful implementation of an HRD strategy is the communication and reinforcement of positive organizational b ehavior. In other wo rds, the accounting
management team consistently tries to reinforce
positive behavior with positive recognition. The
behaviors requiring the most reinforcement are
open communications, the honoring of commitments, participation in problem solving, job competency, and productivity. The employee involvement process also depends on employees having
an appreciation of decision- making constraints.
These constraints include legal, ethical, moral,
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economical, and procedural considerations. An
awareness that employee involvement requires
positive behavior and an appreciation of organizational constraints also makes employees more
conscious of the complexities of organizational decision making. The complexities become painfully
obvious when a work group tackles an apparently
simple business problem, only to find that the anticipated simple solution is not acceptable to all
participants.
OPEN COMMUNICATIONS

The seco nd major means o f supporting the
HRD strategy is to develop open communications
at all levels of the accounting department. Improved communications is addressed through several programs aimed at building better feedback
and information channels. One such program is a
series of open dialogues (between the controller
and employees) during which questions of concern to the accounting employees— including such
topics as work policies, future plans, and potential
layoffs —are discussed openly and honestly. A
similar program uses "job talks" between supervisors and their employees. In these, individual
work groups discuss problems and opportunities
monthly in an open and frank participative climate. Feedback is also encouraged through the
use of bulletin boards, suggestion boxes, and
newsletters. Finally, good communications between supervisors and employees is fostered by a
continuously monitored program of performance
review and job coaching and counseling.
Problem - solving groups include representatives
from management, the supervisory staff and the
office union. The project team approach is used
on such complex organizational problems as communications and organizational trust as well as on
such less complex technical problems as the development of new accounting systems.
Perhaps the greatest advantage of the team
problem - solving approach is the synergistic effect
of using people with widely differing perspectives
in solving business problems. This approach has
increased the understanding and receptivity of the
organization to change. Although problem solving
takes more time with this method, implementation and follow- through are much faster. Also, accounting organizational and systems changes are
installed more effectively with the participative
approach, because the employees affected by a
systems change are more committed to the change
process.

The controller
openly
discusses work
policies, future
plans and
possible layoffs
as part of the
program.

HRD Program Results
As stated earlier, the HRD program's objectives are to improve accounting department internal accounting controls, productivity, personal
development, and relationships. The evaluation
process was designed so that both quantitative
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The man who taught financial software to
Princeton University, Blue Cross, DEC, Max Factor,
Philip Morris, Cam bell Soup, Col to Palmolive,
Yojk:sWagen,PizzaHut,1 Johnson & ohnson,
Rolls Royce, Kodak, Heinz,Hertz,Pepsi, CBS,
Newsweek and the United Nations.
He's Alan Rick, a McCormack & Dodge training instructor. A
member of a teaching team which has won the reputation, hands -down,
for the best hands -on training in the financial software industry.
Clients find our training schools as valuable as our software
packages. Enrollment has grown from less than 300 in 1977 to over
3,000 in 1981. People have come from more than 150Fortune 500companies. From departments with such demanding workloads that any
system but the fastest and most powerful is simply out of the question.
Whether it's for accounts payable, capital projects analysis, fixed assets,
general ledger, personnel /payroll or purchase order management.
At McCormack & Dodge, we work hard to make our schools —
and our entire company —as user - oriented as the software we design.
The usual result is that people who sit down and talk to us do more than
just talk. They become customers. We'd like to show you why.

McConnack &Dodge
(800) 3430325"

'In Mass. (800) 322 -1098

The best financial sofwareThe best finmcial people.
McCormack & Dodge, Inc., 560 Hillside Avenue, Needham Heights, MA 02194. North American offices in Atlanta, Chicago, Dallas,
Los Angeles, New York, San Francisco, Washington D.C., Montreal, Toronto and Vancouver. International support in Argentina, Australia,
Belgium, Brazil, Colombia,Denmark, Finland, France, Germany, Greece, Hong Kong. Ireland, Israel, Italy Malaysia, Mexico, New Zealand,
Netherlands, Norway, Peru. Portugal, Singapore, South Africa, Spain, Switzerland, Sweden, United Kingdom and Venezuela.
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and qualitative results could be measured. Within
18 months of the HRD program's initiation, the
performance of the accounting department has
improved measurably.
Generally, the HRD program results reflect improved productivity and an improved ability to
manage organizational and systems changes. Productivity- related improvements have ranged from
an improvement in clerical paperwork processing
performance of 11% to an increase in accounting
initiated cost reductions of 110 %. Accounting expenses were reduced 5 %, working investment
control improved 16 %, the monthly closing time
period was reduced 20 %, and forecasting accuracy was improved 50 %. All departmental objectives have been achieved on schedule, including
the implementation of an expanded internal accounting control program.
Individual objectives also have been achieved,
as promotions from within have increased 100%
and turnover has been reduced 80 %, with unplanned turnover virtually eliminated. Improved
supervisor /employee relationships have been evidenced by fewer accounting management /office
union conflicts and increased participation in
problem - solving groups. Overtime has been reduced by 10 %, and participation in educational

and training programs is up by 75 %.
The overall results of the HRD program can be
summarized by one word: productivity. This productivity improvement has been achieved without
destroying employee relations. On the contrary,
the employee involvement approach has led to an
improved quality of work life and organizational
climate. Both organizational and individual goals
have been achieved simultaneously.
Organizational Development—
a Strategy for Change
The Human Resource Development program
can be called a program for productivity by managing, rather than reacting to, change. The emphasis is on employee involvement and participation in management, recognizing that this form of
organizational change requires a commitment to
open communications and employee development.
The HRD program is far from complete at the
Mining Machinery Division of Joy. Future plans
include an expanding emphasis on employee participation and anticipated further productivity improvements. The organization is developing the
flexibility to manage organizational, technological, and environmental change to meet the challenges and seize the opportunities of the 1980s. ❑

Warehousing Research Study
NAA, in conjunction with the National Council of Physical Distribution
Management, is conducting a research project on distribution. The next
topic, after our current study on transportation is completed, will be
warehousing. The research will develop techniques for cost accounting
and budgeting of warehousing costs.
NAA members interested in participating in this study should contact
Alfred M. King, Managing Director of NAA at (212) 754 -9788.
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Applying an Opportunity Cost
General Rule for
Transfer Pricing
The most important element of the general rule is the determination
of the lost contribution margin.

By Ralph L. Benke, Jr., James Don Edwards the alternative profit opportunities of the whole
and Alton R. Wheelock
company. This would be the actual increase in to-
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tal costs brought on by filling the order, plus any
loss in net revenue to the selling division that resulted from transferring rather than using the material for its own products.
Horngren has also suggested an opportunity
cost general rule similar to Cook's general rule.
Horngren's rule is "The minimum transfer price
should be (a) the additional outlay costs incurred
to the point of transfer (sometimes approximated
by variable costs), plus (b) opportunity costs to
the firm as a whole.
112

The General Rule
The general rule for transfer pricing is:

Ralph L. Benke, Jr., is
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research publication,
Transfer Pricing:
Techniques and Uses.

The transfer price (TP) should equal the
standard variable cost (SVC) plus the contribution margin per unit given up on the outside sale by the company when a segment
sells internally. The contribution margin given up is referred to as the lost contribution
margin (LCM) or TP = SVC + LCM.
The lost contribution margin, which is sometimes known as the opportunity cost, is always the
difference between the external market price of
the intermediate product and its standard variable
cost. This difference contributes to fixed cost,
Copyright
c

Financial managers have devised a wide variety of
techniques for determining transfer prices, ranging from actual cost to the prevailing market price
with many complicated techniques in between.
Lacking criteria for choosing among the many
techniques available, companies have found their
selection influenced by a diversity of considerations, some of which interfere with selecting the
most useful technique for their situation. For example, a staff preparing a proposal on transfer
pricing may lack in -depth knowledge of various
transfer pricing techniques, or a key operating executive may simply prefer a particular technique
without fully understanding its implications.
There is no reason to expect that one transfer
pricing technique is suitable for all companies under all circumstances. Companies are very different from each other and the environments they
face are very diverse. What is needed is a general
approach to transfer pricing that shows companies how to determine a transfer price which will
promote neoprofit maximization and enhance performance evaluation.
The opportunity cost general rule for transfer
pricing used here is not new. The rule was first
suggested by Cook who stated, "An opportunity
cost is probably the best choice, since it reflects

1982 by the National Association of Accountants
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variances from standard, and profit. If the product does not have a market price and a defensible
substitute cannot be found, the lost contribution
margin is zero.
Standard variable cost is used for cost control
purposes. Standard cost is preferable to actual
cost because of the tendency of actual cost to fluctuate and the necessity of waiting until actual
costs can be determined before transfer prices can
be calculated. It is assumed, however, that standard cost closely approximates actual cost.
It might appear at this point that the general
rule will always lead to a transfer price equal to
the market price or the standard variable cost.
However, as will be shown later, the general rule
will lead to a transfer price equal to the market
price, standard variable cost, or somewhere between the two.
Criteria for Evaluating the General Rule
Transfer pricing is a system consisting of a
number of techniques within the management
control process. This process, which is used for
controlling a variety of diverse activities and elements within the company, has two major objectives. One is to guide the management of the
company toward the company's goals (goal congruence). The second objective is to evaluate the
progress of the company's segments toward these
goals (performance evaluation).'
Because transfer pricing is a system within the
management control process, the objectives of
transfer pricing must be consistent with the objectives of this process. Therefore, the criteria for
evaluating the general rule are whether it promotes goal congruence in the form of profit maximization and enhances performance evaluation by
properly assigning cost and profit to the company
segments involved in the transfer.'
Applying these criteria in an uncertain world is
difficult. There is no formula for determining how
profit maximization should be achieved or if it has
been achieved. Although business must pursue
profits for survival, the process is constrained by
many interactive factors, such as government regulations, environmental considerations, social
concerns and uncertainty. Under these circumstances profit maximization is replaced by neoprofit maximization, which recognizes that subject to
ever changing constraints, business moves toward
achieving the maximum profit.
The criterion of enhancing performance evaluation is somewhat subjective. Fulfillment of the criterion can be shown by examining revenues and
costs assigned to the transferring and receiving divisions by the transfer price. If the transferring
and receiving divisions are assigned the same revenues and costs for the internal transfer as they
could receive from an external sale or purchase of
an internally sold product, the criterion is ful-
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filled. Performance is enhanced because the divisions involved can be evaluated as independent
cost, profit, or investment centers without concern
that earnings have been biased by transfer pricing.
Application of the General Rule
The appropriate transfer price for a company
depends upon the type of external market for the
product transferred between segments (departments, divisions or subsidiaries) of the company
rather than upon the company doing the transferring. In practice, this leads to companies that
manufacture different products using the same
transfer pricing techniques, while companies that
manufacture similar products may be using different techniques. Different companies selling the
same product may face different economic demand conditions depending on their relative position in the market, while companies selling different products may face the same type of economic
demand conditions. In order to demonstrate the
effects of these conditions, we illustrate the application of the general rule in a variety of external
economic markets.
PERFECTLY COMPETITIVE MARKETS
The perfectly competitive market is probably
the easiest market for which to determine the appropriate transfer price: the transfer price should
be the external market price for the product transferred.' In a perfectly competitive market there is
only one price for the product and that price is
not sensitive to quantities bought or sold by any
division of a single company.
In these markets, application of the general
rule, TP = SVC + LCM, leads to a transfer price
equal to the prevailing market price. This occurs
because the lost contribution margin is defined as
the difference between the prevailing market price
of the intermediate product and its standard variable cost. Therefore, the general rule will always
lead to the prevailing market price as the transfer
price in a perfectly competitive market. The application of the general rule in perfectly competitive
markets is shown in Table 1.
In the top part of Table 1, Division A has the
choice of selling product 1 externally at $30 per
unit or selling it internally to Division B. For either choice the standard variable cost to Division
A is $16. Division B will process product 1 further
with a standard variable cost of $11 and sell it externally for $50. If Division A does not sell product 1 to Division B, Division B will continue to
make and sell product 2.
When product 1 is sold to Division B, Division
A loses the contribution margin of $14 per unit it
would have earned had product 1 been sold externally. Therefore, with a standard variable cost of
$16 per unit, the general rule gives a transfer price
of $30 per unit ($16 SVC + $14 LCM), which is
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equal to the market price.
Division A has chosen to sell 100 units of product 1 externally and 100 units of product I to Division B. The transfer price of $30 allows Division
A to earn the same total contribution margin on
internal sales that i t earn s on ex ternal sales.
Therefore, Division A is indifferent to selling externally or internally. Furthermore, the performance evaluation of Divisions A and B is enhanced because they earn the same profit they
would earn if they were independent companies.
What would happen if the transfer price is set
higher or lower than the prevailing market price
in a perfectly competitive market? In Table 1, if
the transfer price is set higher than $30 no harm is
done unless Division B is forced to buy from Division A. Otherwise Division B will simply purchase the amount of product 1 it needs from a
competitor of Division A at $30 per unit. If Division B is forced to buy from Division A when the
transfer price is set higher than $30, or if the
transfer price is set lower than $30, neoprofit
maximization and performance evaluation become difficult.
An example of the transfer price set lower than
$30 is shown in the bottom part of Table 1. Although the total profitability of products 1 and 2
has not changed for the company, lowering the
transfer price did change the profitability of Divisions A and B. Since Division A receives a lower
contribution per unit on internal sales than it does
on external sales, the division is motivated to
avoid internal sales. Also, now Division B receives

a contribution margin per unit of $14 on product
1 as compared to $11 on product 2. Since the contribution margin on product I is subsidized by Division A, it is more difficult for Division B to
make profit maximizing decisions that involve
product 1. From Division B's perspective the real
profitability of product 1 has become obscured by
the subsidized transfer price.
The determination of the appropriate transfer
price in a perfectly competitive market is straightforward because the transfer price should always
equal the prevailing market price. Unfortunately,
few companies have perfectly competitive markets
for their intermediate products. The determination of the appropriate transfer price in other
types of markets is more difficult.
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MONOPOLISTICALLY COMPETITIVE MARKETS
A monopolistically competitive intermediate
market differs from a perfectly competitive intermediate market in a minor, but crucial, way. As in
a perfectly competitive market there are many
sellers and buyers; however, in a monopolistically
competitive market the products sold or the circumstances of the sale are slightly different rather
than all the same.
In a monopolistically competitive market there
are many ways the product or circumstances of
the sale can be slightly different: special payment
terms or credit terms might be offered, a slightly
different design or slightly different capability
may be used and advertising and packaging also
can be used to differentiate a product.

Table 1
Transfer Pricing in Perfectly Competitive Markets

External
sales of
product 1
Market price
Transfer price
Standard variable cost

$30

Contribution margin
per unit
Lost contribution margin
per unit
Number of units

$14

Internal
sales of
product 1

External
sales of
product 1

$30
116)

External

External
sales of
product 2

(9)

(16)

(27)

(9)

9

$11

$14

$23

$11

100

x 100

$30

$50

$20

$14

x 100

X 100

X

100

X

+

+

+

X

100

=

$1400

+

x 100

$1400

$1400

$2300

$1100

$50
(25)
(11)

$20

$30

$50

$20

$25
(16)

(9)

(16)

(27)

(9)

9

$14

$11

$14

$23

$11

100
$1400

X 100

100

X 100

x 100

X

+

+

X
+
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900

+

x 100
$

$1400

_

$

$1100

$

900

+

Transfer price lo wer than market price
Market price
$30
Transfer price
Standard variable cost
116)
Contribution margin
$14
per unit
Number of units
x 100
Total contribution
margin

External
sales of
product 2
Division B_

$20

+

Total contribution
margin

External
sales of
product 1
Division_6_

sales of

product 1
Division A

$50
(30)
1111
$

(16)

Company
view

=

Division
B

+

Division
A

$1100

$1400

$2300

$1100
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Table 2
Transfer Pricing in Monopolistically Competitive Markets
=

Company
view

$30
4

Total contribution margin

External
sales of
product 1
Division 8
$40

External
sales of
product 1
Division A
$30

External
sales of
product 1
$40
(30)

4

(16)

(11)

(16)

127)

$18

$01

$14

$17

x 100

x 100

x 100

x 100

x 100

$1400

+

+

(16)
$14

_

Contribution margin per
unit
Number of units

Internal
sales of
product 1

+

$1800

($100)

$1400

$1700

$40
(26)
(11)

$30

$40

$26
(12)

(16)

123)

$3

$14

$17

x 100

x 100

x 100

Transfer price as the adjusted market price
Market price
Transfer price
Standard variable cost

$30

Contribution margin per
unit
Lost contribution margin
per unit
Number of units

$14

x 100

Total contribution margin

$1400

116)

x 100
+

+

+

$14

_

The lost
contribution
margin is the
difference
between the
market price
of the
intermediate
product and its
standard
variable cost.

Market price
Transfer price
Cost savings of internal
sales
Standard variable cost

External
sales of
product 1
$30

Division
B

+

Division
A

$1400

However, several of the factors that can differentiate a product in an external market might not
be incurred by a division when it sells internally.
For example, special payment terms, warranty expense, advertising, and sales commissions are generally avoided for internal sales. If the selling division attempts to sell internally at the external
market price, which includes the cost of avoidable
differentiating factors, the receiving division
might not purchase the product even though to do
so would benefit the company. This dilemma is illustrated in the top part of Table 2.
In the top part of Table 2, Division A wishes to
sell to Division B at the prevailing market price of
$30. At that price, Division A will earn a contribution margin of $1,800 on internal sales for a total divi sion al contribut ion margin o f $3 ,200
($1,400 + $1,800). However, because a price of
$30 gives Division B a negative contribution margin of $100 ($1 per unit) when it sells the product
for $40, Division B decides not to buy from Division A. Division A then sells the units externally
at $30 each, receiving a contribution margin of
$2,800 [($30 — $16)(200 units)]. The result is that
the company does not receive the $3,100 contribution margin that it could have earned if Division B
had bought from Division A ($1,400 + $1,700).
Although not shown in Table 2, Division B will
presumably continue to sell other products.
What should the transfer price be? When internal sales are made in a monopolistically competitive market, the SVC for external sales needs to be
46

$300

$1400

$1700

adjusted downward by the amount of cost savings
from internal sales which is $4 in Table 2. The lost
contribution margin (LCM) is $14 per unit, the
difference between the prevailing market price
and the SVC for external sales.
Therefore, according to the general rule, the
transfer price is TP = SVC + LCM = ($16 — $4)
+ $14 = $26. As shown in the lower part of Table 2, this transfer price, referred to as the adjusted market price, leads Division B to buy from
Division A, and the company earns a $3,100 contribution margin.'
The general rule has resulted in a transfer price
that promotes neoprofit maximization. The transfer price also enhances performance evaluation because it assigns the contribution margin to Division A that it would have earned if it had been an
independent company.
A monopolistically competitive market is very
common. The general rule shows that the appropriate transfer price can be determined two ways.
First, the SVC for external sales can be adjusted
and then added to the LCM. Alternatively, the
amount of adjustments to the SVC can be subtracted from the market price. Either process will
give the same transfer price. Nevertheless, in a
monopolistically competitive market the transfer
price should not equal the prevailing market price.
Oligopolistic Markets
An oligopolistic intermediate market differs
from a monopolistically competitive intermediate
MANAGEMENT ACCOUNTING /JUNE 1982

Table 3
Transfer Pricing in Oligopolistic Markets

Market price
Transfer price
Standard variable cost

Internal
sales of
product 1

External
sales of
product 1

Company
view
External
sales by
Division A

External
salsa by
Division 8
$14

(5)

$14
(11)
(5)

$11

$11
(5)

15)

00)

$6

$6

($2)

$6

$4

X 100

X 100

X 100

X 100

($200)

$600

$400

S14
(7)
(5)

$11

$14

(5)

(10)

$2

$6

$4

x 100

X 100

$200

$600

+

X 100

+

+

Contribution margin per
unit
Number of units

External
sales of
product 1
$11

Division
B

+

Division
A

Total contribution

$600

$600

Transfer price achieving neoprofit maximization
Market price
Transfer price
Standard variable cost

$7
(5)

(5)
$6

$2
X

100

x 100

+

X 100

Total contribution margin

+

+

Contribution margin per
unit
Lost contribution margin
per unit
Number of units

$11

The General
Rule: Transfer
price equals
the standard
variable cost
plus the lost
contribution
margin.

$600

$200

market rather significantly —it has only a few sellers. As a consequence, the sellers are interdependent, and it is difficult for a firm to determine precisely the lost contribution margin for internally
sold products.
The difficulty in determining the lost contribution margin is that internal sales are not part of
the overall market for a product. The market
price is based on the amount of a product that is
sold and not on the amount that is or can be produced with the capacity available. Therefore, if a
company transfers 10,000 pounds of product internally and the external market is oligopolistic,
the LCM on the 10,000 pounds cannot be determined without actually selling all 10,000 pounds
externally. Since selling the 10,000 pounds externally in an oligopolistic market can only occur if
the market price is lowered, the price will not be
known until the sale occurs.
Because of the indeterminate nature of oligopolistically competitive markets, the lost contribution margin must be estimated.' Even though the
true lost contribution is not known until the units
are sold externally, an estimated lost contribution
margin will lead toward neoprofit maximization.
An example is shown in Table 3.
In Table 3, Division B will not buy from Division A when the transfer price equals the prevailing market price because of the $2 negative contribution margin. Division A's alternative is to sell
externally the units Division B does not buy. If
the external market for the intermediate products
is oligopolistic, Division A might lower the price
on all units to $9 per unit (assumed) in order to
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sell all 200. A $9 sales price gives Division A and
the company a contribution margin per unit of $4
($9 – $5) on 200 units, or a total contribution
margin of $800. The $800 is $200 lower than the
total contribution margin the company would
have received if Division B had purchased the 100
units from Division A.
In order to achieve neoprofit maximization
what should be the transfer price? Assume that
the company is able to estimate that the sales
price per unit will decline to $9 if Division A tries
to sell all 200 units externally. By not selling externally the 100 units Division A sells to Division
B, it loses a contribution margin of $4 per unit ($9
expected sales price – $5 standard variable cost).
However, if Division A did sell all units externally
it would lose $2 per unit of the contribution margin now earned on the 100 units currently sold externally ($11 current sales price – $9 expected
sales price). Hence, the lost contribution margin is
$2 per unit determined as follows: $4 contribution
margin per unit lost by not selling the 100 units
externally that are sold to Division B minus $2
contribution margin per unit saved by not selling
all 200 units externally.
Under these circumstances the general rule, TP
= SVC + LCM, gives a transfer price of $7 or
TP = $5(SVC) + ($4 – $2)(LCM). As can be
seen, in the lower part of Table 3, this transfer
price achieves neoprofit maximization. It also enhances performance evaluation since divisions A
and B receive the same profit they would earn if
they were independent companies. It should be
noted that if for some reason the company does
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What transfer
price should be
used for the
products that
lack an
external
market?

PRODUCTS SOLD BOTH EXTERNALLY AND
INTERNALLY, AND INTERNALLY ONLY
The question for responsibility centers that sell
some products both internally and externally, and
other products only internally is: What transfer
price should be used for the products that lack an
external market? For example, Division A might
sell product 1 to Division B or to external customers, but might sell product 2 only to Division B
because there are no other buyers. The appropriate transfer price for product 2 depends upon
whether the productive capacity used to produce
product 2 can also be used to produce product 1.
Consider the case where the productive capaci-

ty can be used to produce product 1. When the
productive capacity used to produce
sold products (product 2) can be used to produce
externally sold products (product 1), the appropriate transfer price is determined by the general
rule. The LCM is the contribution margin on
product 1 that is given up by producing product 2.
Thus, the selling division receives the same contribution margin on both externally and internally
sold products. Neoprofit maximization is achieved
and performance evaluation is not impeded. This
is shown in Table 4.
In the top part of Table 4 it is assumed that
product 1 is sold in a perfectly competitive market. (A monopolistically or oligopolistically competitive market could have been assumed.) When
product 2 is produced for internal sale, the contribution margin on product 1 is given up. The general rule, TP = SVC + LCM, gives a transfer
price of $10 ($4 + $6). At this price Division B
will not buy from Division A because it will have
a negative contribution margin of $1 per unit.
Since Division A cannot sell product 2 internally,
it uses the productive facilities to produce another
100 units of product 1 and sells the units externally. As shown in the bottom part of Table 4, this
gives Division A and the company a contribution
margin of $1,200 as compared to a company contribution margi n of $1,100 if Division B had
internally

not feel that Division A will sell the 100 units externally if Division B does not buy them, the lost
contribution margin is zero, giving a transfer price
equal to the standard variable cost of $5.
Of course, oligopolistic markets are extremely
difficult to deal with. It is one thing to say in an
illustration that the company can estimate the ultimate sales price of a product before it is sold. It
is quite another thing to implement that in practice. Nevertheless, the general rule shows that in
an oligopolistic market the transfer price should
not be based on products sold externally. The
transfer price should be lower than the prevailing
market price.'

Table 4
Transfer Pricing for Products Without an External Market W hen the Productive
Capacity can be Used to Produce Externally Sold Products

External
sales of
product 1
$11

$10
(4)

External
sales of
product 2
$14

=

(5)

(9)

$(1)

$6

$5

x 100

x 100

x 100

$6
$6'
x 100

x 100
+

+

=

Contribution margin per
unit
Lost contribution margin
per unit
Number of units

External
Mies of
product 1
$11

External
sales of
product 2
$14
(10)
(5)

Internal
sales of
product 2

(5)

Company
view

+

Market price
Transfer price
Standard variable cost

Division
B

+

Division
A

Total contribution

$600

$600

($100)

$600

$500

$14
(10)
(5)

$11

$14

$10
(4)

(5)

(9)

($1)

$6

$4

x 0

x 200

x 0

Achieving neoprofit maximization

(5)
$6

$6
x 200

x 0
0

0

$1200

$

$1200

$

Total contribution

$

+

+

_

Contribution margin per
unit
Lost contribution margin
per unit
Number of units

$11

+

Market price
Transfer price
Standard variable cost

0

By using $6 as the contribution margin given up on externally sold products that could be produced
with the productive capacity used to produce product 2, it is implicitly assumed that product 1 is
sold in a perfectly competitive market. Another market could have been assumed.
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Table 5
Transfer Pricing for Products Without an External Market When the Productive
Capacity Cannot be Used to Produce Externally Sold Products

External
sales of
product 1

External
sales of
product 2

$11
(5)

=

External
sales of
product 1
$11

External
sales of
product 2
$14

External
sales of
product 3

$10
(6)

(5)

(9)

(6)

$5

$4

$6

$5

$4

X 100
$500

x 100

x 100

x 100

x 100

$400

$600

$500

$400

$6

$10

$0

x 100

x 100
+

Total contribution

External
sales of
product 3

$14
(4)
(5)

$4
(4)

+

Contribution margin
per unit
Lost contribution margin
per unit
Number of units

Internal
sales of
product 2

Company
view

$600

$0

bought product 2 from Division A.
At a transfer price higher or lower than $10 the
company cannot achieve neoprofit maximization.
For example, if Division A sells product 2 to Division B at the standard variable cost of $4, Division
B will buy. However, the company will receive
only a $1,100 contribution margin rather than the
$1,200 contribution margin Division A could earn
by selling 200 units of product 1 externally.'
To generalize slightly, as long as it is possible to
use the productive capacity to produce a product
with an external market price, the lost contribution margin will not be zero. The alternative use
need not be for products currently being produced
by the company, but can be for products that the
company would produce if the internally sold
product is no longer produced.
If the productive capacity cannot be used to
produce externally sold products and there are no
other competing alternatives, the general rule
gives a transfer price equal to the SVC because the
LCM is zero. A transfer price equal to the SVC
will lead to neoprofit maximization, as shown in
Table 5.
In Table 5 the transfer price is set at $4 using
the general rule, TP = SVC + LCM = $4 + $0.
At this transfer price, Division A receives a $600
contribution margin on product 1 while Division
B receives a $500 contribution margin on product
2 and $400 on product 3 for a company contribution margin of $1,500.
Although neoprofit maximization is achieved
with a transfer price equal to the SVC, performance evaluation is not enhanced because Division A retains the fixed costs associated with
product 2. Evaluation of Division A as a profit
center will be difficult if the volume of product 2
is anything other than insignificant.
A solution is to shift as a lump sum the avoidable fixed costs for product 2 from Division A to
Division B. Thus, the entire profit responsibility
MANAGEMENT ACCOUNTING /JUNE 1982

+

Market price
Transfer price
Standard variable cost

Division
B

+

Division
A

for product 2 is shifted to Division B, and the criterion of enhancing performance evaluation is fulfilled. However, the company should not overlook
the possibility that even though Division A is relieved of all costs of product 2, the manager of Division A is still not motivated to produce the
product because the division does not receive any
contribution margin on it. Accordingly, the company will need to monitor the production of product 2.
It should be noted that it might be possible to
completely avoid transfer pricing for products
made with productive facilities that lack an alternative use. Since Division A cannot use the productive facilities for anything else, it might be possible to shift all production responsibility to
Division B. Other possibilities that do not avoid
transfer pricing but do avoid the problems discussed in this section are (1) to separate the production of product 2 from Division A and establish a cost center or (2) to transfer the production
responsibility to a cost center. These solutions
avoid the necessity of the company monitoring the
production of product 2.
In the event that all the above possibilities are
exhausted, it is possible to restore Division A to a
complete profit center by using the contribution
margin transfer pricing technique. However, this
technique has limited applicability and should be
used with caution. 1 0
So far our discussion has shown that the general rule leads to the appropriate transfer price for
profit centers. As discussed below the general rule
also leads to the appropriate transfer price when a
cost center transfers products to another cost center or a profit center.

Managers must
ask: In order to
achieve
neoprofit
maximization
what should be
the transfer
price?

RESPONSIBILITY CENTERS THAT DO NOT
PRODUCE PRODUCTS FOR EXTERNAL SALE

For responsibility centers that do not produce
any products for external sale there is no alterna49

The general
rule helps to
promote
neoprofit
maximiza tion
and enhance
performance
evaluation.

tive to cost centers. Thus, the correct transfer
price is the SVC because the LCM does not exist.
It was shown in Table 5 that when the LCM
does not exist, the SVC is a neoprofit maximizing
transfer price for products without an external
market price. However, in order to enhance performance evaluation, it was recommended that
the avoidable fixed costs of the product be shifted
to Division B.
When Division A is a cost center, performance
evaluation is not impeded if fixed costs are not
transferred. Performance evaluation is based on
variances from standard for both variable and
fixed costs. In Division B, performance evaluation
will be based on contribution margins.'' Hence, a
transfer price equal to the SVC has no effect on
performance evaluation in a cost center or a profit
center and, as is shown in Table 5 will lead to neoprofit maximization.
A Company -Wide Application of the General
Rule
In our discussion of various external economic
markets above, it was assumed that the lost contribution margin was equal to the contribution
margin given up by Division A when it sold a
product to Division B. Occasionally, when a product is sold internally the contribution margin lost
by the company will be greater than the contribution margin lost by a single division. An example
is shown in Table 6.

In the top part of Table 6 the transfer price for
product 1 has been set at $13, which is egal to the
sum of the SVC of $7 for product 1 and the LCM
for Division A of $6. This transfer price leads Division B to buy from Division A, giving the company a contribution margin of $1,500 ($600 +
$700 + $200).
Assume, however, Division C sells one unit of
product 2 to each external customer thatDivision
A sells a unit of product 1. Furthermore, assume
that because Division B makessomething different
out of product 1 than does Division A's external
customers, Division B does not buy from Division
C. Under these circumstances the lost contribution margin for every unit of product 1 Division A
sells internally is $8 rather than $6. The $8 i the
sttm of the $6 contribution margin lost by Division A when it sells product I internally plus the
$2 contribution margin lost by Division C. The
trans fer pri ce, accordi ng t o t he gen eral ru le
should be $15 ($7 SVC + $8 LCM).
So as sho wn in th e bottom of Table 6, this
transfer price discourages Division B from buyng
from Division A because it gives Division B a negative contribution margin of $1. Threfore, Division A will sell the 100 units that Division B does
not buy to its external customers for a total contribution margin of $1,200. Division C will increase its sales to the customers of Division A by
100 units, thereby increasing its contribution margin to $400. The company contribution is $1,600,

Table 6
A Company -Wide Application of the General Rule

External
sales of
product 1

Contribution margin

$13
(7)

(7)
$6

Division
C
External
sales of
product 2

Company
view

=

+

External
sales of
product 1

$13

External
sales of
product 1
Division A

$18
(131
(4)

$6
141

(71

$1

$2

$6

External
sales of
product 1
Division 8

$13

External
sales of
product 2
Division C

$18

$6

(11)

(4)

$7

$2

100

x 100

$600

X

100

$600

$100

X

100

X

100

$15
(7)

$18
(15)
(4)

X
+

100

+

X

+

$6'
x 100
+

Contribution margin
per unit
Lost contribution margin
per unit
Number of units

Internal
sales of
product 1

+

Market price
Transfer price
Standard variable cost

Division
B

+

Division
A

$200

$600

$700

$200

$6

$13

$18

$6

Achieving neo profit maximization

$8'
0

x 200

x 0

+

Contribution margin

$1200

$0

$0

x

(4)

(7)

01 )

(4)

$2

$6

$7

$2

200

x 200

$400

$1200

0
+

($1)

+

(7)
$6

+

Contribution margin
per unit
Lost contribution margin
Number of units

$13

+

Market price
Transfer price
Standard variable cost

$0

x

200
$400

'It is assumed that all products are sold in a perfectly competitive market. A monopolistically
competitive or oligopolistic market could have been assumed.
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Division A

Market Price
Transfer Price
SVC

Product I
sit

Product I
S14
(4)
(5)

$6
x 100

x 100

$5
x

Total Contribution

5600

so

5500

so

Contribution/UnitNo. of Units

loo

Company Contribution
Margin = $1,100
"The contribution margin transfer pricing technique and the cost -plus technique
can lead to severe internal problems if not used cautiously. For discussion see Ralph
L, Benke and James Lon Edwards, "Should You Use Transfer Pricing to Create
Pseudo -Profit Centers ?' MA N A G E M E N T AC C O U N T I N G , February 1981.
"According to Homgren (op. cit.), the use of contribution margin by a company
rather than full cost does not lead to underpricing of products.
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The small
company
should apply
the general
rule differently
than larger
companies.

Division B

(5)

&

The general rule proposed here, TP = SVC +
LCM, was first suggested by Cook and refined by
Horngren. With a slight modification, the general
rule of Horngren can be made more operational.
The application of the general rule in different
economic markets shows why companies that
manufacture different products can use the same
transfer pricing technique while companies that
manufacture similar products might use different
transfer pricing techniques. For example, not all
companies selling in an oligopolistic market will
use an oligopolistic determined transfer price. To
a very small company an oligopolistic market may
appear to be perfectly competitive if the company
can sell all it can produce without affecting the
market pri ce. Therefo re, t he smal l company
should apply the general rule differently than
larger companies in the same market.
The principal feature of the general rule is the
determination of the lost contribution margin. Before the transfer price can be calculated, the LCM
must be determined. If the LCM is correctly determined, th e general rule will lead toward a
transfer price that promotes neoprofit maximization and enhances performance evaluation.
Th e gen eral ru l e, h o wever, sh o ul d n ot b e
viewed as a solution for transfer pricing. In several economic markets the general rule works well.

'P. W. Cook, - Decentralization and the Transfer Pricing Problem," The Journal of
Business. April 1955.
'Charles T. Horngren. Cost Accounting. A Managerial Emphasis, Prentice -Hall,
Inc.. Englewood Cliffs, N.J.. 1977.
'William H. Newman, Charles E. Summer and E. Kirby Warren, The Process Management— Concepts, Behavior, and Practice,3rd ed.. Prentice -Hall, Inc., Englewood
Cliffs, N.J., 1972.
•Sec❑Ralph❑L.❑Benke❑and❑James❑Don❑Edwards, Transfer Pricing, • Techniques and
Uses, National Association
Accountants, New York, 1990 for the complete development of these criteria.
'Jack Hirshleifer, "Internal Pricing and Decentralized Decisions;' in Management
Controls: New Directions in Basic Research, Edited by Bonini, Jaedicke, and Wagner, McGraw -Hill, Inc., New York, 1964,
°Because in a monopolistically competitive market demand curves slope slightly
downward (i.e. are highly elastic), there will be slight changes in price whenever the
amount of product 1 sold externally by Division A changes. Since the price changes
are likely to be small and the market reaction swift, these price changes are ignored
in this section in order not to complicate the analysis. The next section, Dligopolistic Markets, shows how price changes might be included in the analysis.
' A standard solution to the oligopoly problem is to assume that each principal seller
should expect to supply a more or less fixed share of the overall market. F. M.
Scherer. Industrial Marker Structure and Economic Performance, Rand McNally
College Publishing Co., Chicago, Ill., 1980.
'For an example of applying the general rule in an oligopolistic market, sec Ralph
L. Benke and Bruce Caster, "An Application of the General Rule for Transfer Pricing: The Birch Paper Company Case," The Accountant's Magazine (Scotland) August 1981.
'The contribution margin is calculated as follows:
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Improving Cost Allocations
for Auto Dealers
If costs were more accurately allocated, many more dealers
would probably lease out their body shop operations.

52
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How the Study Was Conducted
Interviews with 35 General Motors (GM) and
15 non -GM dealers in Michigan, Ohio, Kentucky
and Tennessee served as the sample for the first
stage of the study. Each interview was accompanied by a request for certain financial and nonfinancial data. Since only one dealer furnished all
the requested information, a national CPA
provided a sample of 11 other GM automobile
dealers' financial statements. Because the study
focuses more on the process of cost allocation
rather than on setting dogmatic principles based
on rigorous, empirical results, it is assumed that
these 11 dealers depict the 50 interviewed dealers'
firm

Alan Reinstein is an
assistant professor of
accounting at the
University of Detroit
and serves as a
research consultant for
Zalenko & Associates,
Southfield, Mich.

Many automobile dealers who have considered
leasing or selling their body shop operations have
been unable to determine the actual costs they
might continue to bear once the transaction has
been completed. The main problem dealers face is
the misallocation of certain costs among operating
departments. Automobile dealers often underallocate nonvariable costs to their operating departments. If these costs were allocated among operati n g d ep art men t s , i t mi g h t b et t er mo t i vat e
operating managers. This practice would enable
managers to ascertain the economic effects of
their decisions, and to better inform executive
management whether they should keep or spin off
selected operating departments.
A study was conducted in order to determine
what methods dealers use to allocate costs. The
results indicate that most automobile dealers fail
to charge their operating departments with an appropriate portion of "noncontrollable" costs. This
inaccurate calculation of departmental profits inhibits managers from identifying their responsibility centers as having the same characteristics as
their own personal businesses, and misinforms
automobile dealers as to when they should dispose
of unprofitable operations.
Basically, automobile dealers are concerned

with up to six operations: new car sales, used car
sales, parts sales, vehicle lease and rentals, vehicle
service and body shop repairs. Dealers can either
maintain all of these operations or lease or sell
some of them to outside parties.
Dealers desiring to sell or lease their body shops
must determine an equitable price for them. Prior
to determining this price, they must carefully
study their financial statements in order to determine their body shops' profits. Although this
study focuses on the allocation of noncontrollable
costs to the body shop, similar methodology could
be used to evaluate costs within other dealership
departments.

Copyright 1982 by the National Association of Accountants
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By Alan Reinstein

Table 1
How Dealers Allocate the More Significant Cost Elements

No allocation among cost center

Fixed costs
Heat
light
power
&

Building
insurance
22
—

Real
estate
taxes
18

-

—

-

-

Semi-variable costs
Legal
Telephone
Owner's
and
and
auditing
salary
telegraph
46
43
2
1

1

11

9

9

2

3

2

12

21

16

26

Separate bills exist for each area

2

24

1

2

21

1
50

1
50

1
50

1

—

Allocate all costs "evenly"
Percentage of square feet occupied
Relative departmental sales volume

1
50

operations. The risk of their financial statements
being unrepresentative of the dealers in the survey
is further minimized because GM dealers comprise more than half of all American dealerships,
and most other car dealerships maintain similar
operations.
Dealers were requested to indicate their methods of allocating selected semivariable and fixed
costs. For purposes of this study, legal and auditing fees, and telephone and telegraph expenses are
considered semivariable costs, because they remain constant up to a given activity level, and
they increase directly with activity. Owner's salary is likewise classified as a semivariable cost, because according to the Internal Revenue Code,
dealers may only claim a business deduction for
"reasonable compensation." Dealers paying themselves inordinate salaries would lose these tax deductions. Therefore, after a certain activity base,
all dealers' salaries increase directly with profitability. Real estate taxes, building insurance, and
heat, light and power are regarded as fixed costs.
Table 1 demonstrates how dealers allocate the
more significant cost elements included in semivariable and fixed costs.
Ownership vs. Leasing
Forty -eight of the 50 surveyed dealers own their
body shops, one dealer leases his shop, and one
dealer is not involved with any body shop operations. It was discovered, however, that two dealers
previously had rented out their body shops. One
resumed control when he ascertained that his lessee had provided him with inaccurate financial
data and the other dealer took back the body shop
because he wanted to control all aspects of the
dealership.
The dealer without a body shop also provides
some valuable insights. Since he has inadequate
space for a body shop, he "farms out" his customers' cars to several body shops, charging these customers only for his costs plus a nominal service
charge. The dealer determines which body shop to
use based upon the quality of past services, so his
customers receive excellent service. He thus trades
off potential body shop profits for satisfied cusMANAGEMENT ACCOUNTING /JUNE 1982
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tomers who generate repeat business for other segments of his operations.
The dealers also were asked to list their major
and minor reasons for owning their body shops
(see Table 2). High profitability was the least important reason for owning a body shop. The category "inertia" mirrors the profitability response.
More than half of the respondents never considered leasing out their body shops. These dealers
did state that they would lease their body shops to
qualified buyers possessing sufficient capital and
managerial experience. They also indicated that
"spinning off ' their body shops would provide
them with more time to devote to their other operations, thereby increasing their profits. In addition, four other respondents said they would lease
out their body shop if they were located in a more
competitive environment; that is, they would not
consider leasing them only because they owned
Table 2
Reasons for Owning the Body Shop

Ability to control the body shop
Integral part of a "full service dealership"
Inertia
High profitability

Major
reason
26
12
8
3

Minor
reason
14
5
25
5
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Table 3
Charging Semi - Variable and Fixed Costs to Departments
Type of cost
Semi - variable costs:
Legal fees
Audit fees
Owner's (dealer's)
Salary
Telephone
Fixed costs:
Real estate taxes
Insurance
Heat, light, and power

Method
Actual attorney's time spent on claims or suits
Actual CPA's time ie.g., observing car and parts
inventories)
Actual time spent serving each division
Actual departmental billings

Actual departmental billings
Actual departmental billings
Actual departmental billings
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Table 4
Best Automobile Dealer Analysis of Financial Data
Line
No.
1

1

2
3

Sales: body shop lall amounts in $)
Gross profit: body shop
Gross profit percentage (line 2
line 1)

4
5
6

Analysis of semi - variable costs
Legal and auditing (body shop)
Owner's salary (body shop)
Telephone and telegraph (body shop)

2

$648,104
184,684
28.5%

$505,025
151,551
30.0%

0
0
1,691

0
0
2,756

0
0
839

4

$238,067
88,736
37.3%

0
0
1,122

7

Total body shop semi - variable costs

1,691

2,756

839

1,122

Legal and auditing (company)
Owner's salary (company)
Telephone and telegraph (company)

7,400
42,000
26,337

10,437
40,050
19,077

2,113
21,600
21,676

7,570
42,000
19,916

11

Total company semi - variable costs

75,737

69,564

45,389

69,486

12
13

Body shop percentage (line 7
line 11)
Body shop direct employees as percentage of
total employees
Revised body shop semi - variable costs
(line 11 x line 13)

14

Increase in body shop semi - variable costs
(line 14
line 7)

2.23%

3.96%

1.85%

1.61%

8148 =16.7%

6130 =20%

5/23 =21.7%

8/36 =22.2%

12,625

13,913

9,868

15,440

10,934

11,157

9,029

14,318

4,118
688
6,945

6,231
816
8,292

0
0
6,106

1,287
0
3,986

-

15

Analysis of fixed costs
Real estate taxes (body shop)
Building insurance (body shop)
Heat, light power (body shop)
&

16
17
18

Total body shop fixed costs

11,751

15,339

6,106

5,273

Real estate taxes (company)
Building insurance (company)
Heat, light power (company)

35,010
5,122
47,477

19,400
4,800
31,470

0
0
25,815

9,903
38
27,524

23

Total company fixed costs

87,609

55,670

25,815

37,465

24
25

Body shop percentage (line 19
line 23)
Revised body shop fixed costs 120% of line 23)

13.41%
17,522

27.55%
11,134

23.65%
5,163

14.07%
7,491

26

Increase (decrease) in body shop fixed costs
(line 25
line 19)

5,771

(4,205!

(943)

2,218

Summary of findings
Total increase (decrease) in costs
(line 15
line 26)
Unrevised body shop profit (loss)

16,705
51,125

6,952
26,338

8,086
9,009

16,536
15,723

Revised body shop profit (loss)
Iline 28
line 27)

34,420

19,386

923

(813)

-

_

&

19
20
21
22

+

27
28

30

line 1)

Increase in semi - variable costs to sales
(line 15
line 1)
Increase (decrease) fixed costs to sales
(line 26
line 1)
+

31

Key Body shop percentages
Unrevised profit (loss) to sales (line 28

_

-

29

_

32

Total costs increase (decrease) to sales
(line 27
line 1)

34

Revised profit (loss) to sales (line 29

35

Owner's salary (company) to sales
(line 9
line 1)

line 11

+

_

+

33

the only dealership in town.
The concept of control was the most prevalent
reason for owning a body shop. Several dealers
stated that they "have to," rather than "want to,"
own their own body shops. Specifically, they cherish their ability to set body shop repair priorities
for certain rush jobs, including repairing cars for
irate customers or fixing new cars damaged in
transit for which immediate delivery is needed.
54

3

$306,652
91,107
29.7%

8
9
10

+

Dealers paying
themselves
inordinate
salaries would
lose these tax
deductions
under IRS rules.

Description

7.89%

5.22%

2.94%

6.6_0%

1.69

2.21

2.94

6.01

.89

(.83)

(.30)

.93

2.58

1.38

2.64

6.94

5.31

3.84

.31

(.34)

6.48

7.93

7.04

17.64

Many dealers also stressed the concept of a "full
service dealership." They felt that since their
name was on the dealership, all aspects of the
business must meet their personal standards. They
feared that lessees would perform substandard
work for customers who expect quality service
worthy of the dealers' name.
More dealers probably would lease out their
body shop operations if they could more accurateMANAGEMENT ACCOUNTING /JUNE 1982

5

6

$677,100
213,601
31.6%

7

$607,513
183,150
30.1%

9

8

$363,662
119,460
32.9%

$463,318
136,058
29.4%

10

$681,201
208,646
30.6%

11

$557,383
178,210
32.0%

12

$428,347
125,555
29.3%

$426,127
127,459
29.9%

885
0
2,821

0
0
598

0
0
2,205

0
0
2,871

0
0
2,682

0
0
4,289

0
0
3,532

664
10,800
2,954

3,706

598

2,205

2,871

2,682

4,289

3,532

14,418

12,005
68,000
28,215

11,516
81,150
7,757

1,775
27,500
18,461

7,404
61,760
28,756

7,869
60,100
19,293

3,380
36,000
24,389

3,250
50,250
18,464

3,320
54,000
19,693

108,220

100,423

47,736

97,920

87,262

63,769

71,964

77,013

3,42%

.6%

1142 =26.2% 7136 =19.4%

4.62%

2.93%

3.07%

4120 =20% 6122 =27.3% 5124 =20.8%

6.73%

4.91%

18.72%

7150 =14% 5122 =22.7%

6/24 =25%

28,343

19,522

9,547

26,703

18,177

8,928

16,357

19,253

24,637

18,924

7,342

23,832

15,495

4,639

12,825

4,835

1,678
3,847
5,843

0
0
6,214

2,685
297
4,484

3,644
866
7,286

0
0
7,977

4,383
636
6,755

5,768
498
5,558

6,685
1,137
6,162

11,368

6,214

7,466

11,796

7,977

11,774

11,824

13,984

17,996
38,821
63,961

24,240
0
34,738

23,059
2,000
38,775

26,775
5,775
39,675

18,925
24
42,217

29,219
4,237
38,451

23,072
1,992
42,121

26,632
4,458
41,080

120,778

58,978

63,834

72,225

61,166

71,907

67,185

72,170

10.54%
11,796

11.70%
12,767

16.33%
14,445

13.04%
12,233

16.37%
14,381

17.60%
13,437

19.38%
14,434

12,788

5,583

5,301

2,649

4,256

2,607

1,613

450

37,425
111,660

24,507
64,694

12,643
4,453

26,481
41,934

19,751
56,401

7,246
33,842

14,438
11,127)

5,285
(27,545)

74,235

40,188

18,190)

15,453

36,650

26,596

(15,565)

32,830

9.41%
24,156

16.49%

10.65%

3.64

1.23%

9.05%

8.28%

3.11

2.02

5.14

2.27

.83

2.99

1.13

1.89

.93

1.46

.57

.63

.47

.38

.11

6.07%

(.26)%

(6.461%

5.53

4,04

3.48

5.71

2.90

1.30

3.37

1.24

10.96

6.61

(2.26)

3.34

5.38

4.77

(3.63)

(7.70)

10.04

13.36

8.82%

6.46%

11.73%

12.67%

7.56%

13.33%

ly allocate their nonvariable costs among operating departments. This allocation process will be
closely examined in order to provide more accurate data for operating a dealership and to help
determine an equitable leasing price.
The Allocation Process
The dealers were requested to furnish their financial statements and the physical dimensions of
MANAGEMENT ACCOUNTING /JUNE 1982

High
profitability
was the least
important
reason for
owning a body
shop.

their operations (i.e., the square footage of their
operating departments). Although only one dealer
furnished the required data, interviews with several other dealers indicated that the one respondent
represents a valid surrogate for purposes of this
report. The model dealer, similar to many others
as shown in Table 1, allocated his body shop's
fixed costs using the ratio of body shop square
footage to the dealer's total square footage which,
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as discussed later, inaccurately allocates these
costs.
THEORETICAL METHODS

Body shops
should charge
for semivariable
costs equal
to their
proportion of
the total
number of
direct
employees.
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Table 3 demonstrates how certain semivariable
and fixed costs are charged directly to dealer departments. Several caveats should be noted. First,
it may be impractical to obtain cost billing by departments; most semivariable costs contain a significant portion of common costs which cannot be
allocated this way. For example, accountants perform many common services in order to maintain
the corporate structure (e.g., preparing and filing
the dealers' tax returns). Attorneys and dealers
also spend much of their time providing general
services.
Although many of the expenses would not be
significantly reduced ifthe dealers sold certain departments, each department benefits from these
expenses and, thus, should be allocated a portion
of these costs. The body shop, for example, should
pay its proportionate share of accountants' fees relating to the preparation and filing ofthe corporation's income tax returns.
Telephone expenses and the fixed costs could
properly be allocated to the departments if the
necessary documentation were available (e.g., separate telephone bills for each department). However, as indicated in Table 1, only one of the surveyed dealers maintained separate bills for all cost
centers. Consequently, other cost allocation methods must be considered.
Nonvariable costs can be allocated to the dealers' operating departments in several ways, thereby better appraising departmental and managerial
performance. These bases include units ofproduction, machine hours, material costs, sales dollars,
direct labor costs and direct labor hours. Valid
cost allocation bases reliably relate nonvariable
costs to the basis used for the allocation, and the
expense of making the allocation must feasibly be
within bounds and justified by the results. Because
the operating departments produce heterogeneous
products which require dissimilar materials and
machines (including the new car and used car departments which probably use no machines) the
first three allocation bases —units of production,
machine hours and material costs — clearly are
inappropriate.
Sales dollars also serve as an invalid cost allocation basis. For example, the cost of sales ratio
from a $6,000 new automobile usually exceeds the
cost of sales ratio from a $1,000 body shop repair,
thereby implying an unequal allocation basis.
Nonetheless, according to Table 1, one dealer uses
this method to allocate his nonvariable costs.
Direct labor costs do constitute a valid cost allocation basis if nonvariable costs are labor related
(i.e., the operations are predominantly manual)
and hourly rates among and within departments

are fairly uniform. But because the dealership's
nonvariable costs are not labor related, and the
hourly rates are usually not uniform, direct labor
costs do not constitute competent activity bases.
Most of the dealership's nonvariable costs represent amounts of resources consumed over time
(e.g., fixed depreciation costs, property taxes and
insurance fees). Therefore, direct labor hours will
provide an acceptable cost allocation base. Although some nonvariable costs do not vary directly with direct labor hours, such as legal and audit
fees, in the interest of practicality, and because the
other methods clearly are not acceptable, allocating fixed and semivariable costs based on direct
labor ho u rs ap p ears t o b e t h e most viable
alternative.
The dealers' financial statements list the number of direct and indirect employees in each department, but fail to disclose the number of departmental hours worked. Until such direct labor
hours are accumulated, it is assumed that all direct employees work approximately the same
number of hours per week. The number of direct
laborers consequently becomes the cost allocation
base for semivariable costs. As discussed later,
fixed costs are allocated based on the ratio of departmental square footage to total dealer square
footage, adjusted by a weighting factor,
ACTUAL METHODS

A summary ofselected data extracted from the
dealers' financial statements is featured in Table 4.
The sample appears homogeneous because, as noted in Line 3, all gross profit percentages vary only
a few points from 30 %.
The body shops' and dealers' semivariable costs
are combined in Lines 7 and 11, respectively.
Fixed and semivariable cost allocations are based
upon direct labor hours, assuming that each employee works the same number of hours per week.
In Line 13, the number of body shop employees
performing the direct labor work is divided by the
total number of employees for the entire dealership. Based on this method, the large increase in
each dealers' semivariable costs, as seen in Line
15, shows that the dealers consistently underallocate overhead to the body shop managers whose
bonuses include a portion of their departments'
profit. The cost accounting system therefore must
be changed to more accurately reflect each departments' use of corporate resources.
Fixed costs for the body shops and the dealerships are summarized in Lines 19 and 23. The
quotient ofthese two balances, which vary significantly from 9.41% to 27.55 %, appears in Line 24.
In Line 25, it is assumed that the surrogate dealer
(the one whose body shop represents 25% of his
total floor space) is fairly representative of the
other dealerships. As reflected in Table 1, many
GM dealers allocate fixed costs to the body shop
MANAGEMENT ACCOUNTING /JUNE 1982

based on the ratio of body shop square footage to
dealer's total square footage. This allocation base
accurately allocates fixed building costs but fails
to account for the various machinery, equipment,
furniture and fixtures located throughout the
dealership. To allocate these fixed costs more
properly, "weights ", similar to those developed by
Volkswagen should be used'. Until GM develops
its own factors for allocating such fixed costs,
Volkswagen's weights will be used as a starting
point for purposes of this analysis.
Volkswagen dealers multiply the square footage
of each dealership segment by a value factor to
weight the proper distribution of fixed costs. For
example, used vehicles and body shop weights are
2.4 and 1.0, respectively. Assuming that these
weights also apply to the surrogate dealer, he
should reduce his allocation to the body shop by
20 %. Line 25 thus represents this 20% balance of
the dealers' fixed costs.
Lines 27 through 34 summarize the findings.
The above revisions in cost allocations increase
the number of unprofitable body shops from two
to four (see Line 28 and 29). The revised cost allocations also consistently decrease the body shops'
profits from an average of 5.64% of sales to a
more realistic average of 2.22% of sales (see Lines
30 and 34).
Another potentially controversial issue involves
the dealers' or owners' salaries. Body shop managers could claim that because they exercise no control over the dealers' salaries, these costs should
not be charged to their departments. The owner
puts his time and name in all aspects of the business, however, and his salary should be allocated
accordingly. Table 4 shows that owners' salaries
usually vary directly with body shop sales, because a satisfactory correlation exists between unadjusted profit (loss) to sales (Line 30), and owner's salary to sales (Line 35).z
Increasing Profitability and Control
This study shows that many dealers inaccurate-

MANAGEMENT ACCOUNTING /JUNE 1982

ly allocate semivariable and fixed costs to their
body shops. Body shops should be charged for
semivariable costs equal to their proportion of the
total number of direct employees. Each dealer
also should allocate fixed costs based upon a
square footage ratio, adjusted by a "weighting"
factor. Owners' salaries also were found to correlate with the dealers' profitability. Dealers should,
thus, recalculate their body shops' profits in order
to help determine an equitable lease price. The
dealers could charge their lessees for the actual
body shop cost allocations, a capitalized value of
these allocations, or some other cost basis. If costs
were more accurately allocated, many more dealers probably would lease out their body shop
operations.
Further research is needed to fine -tune these
cost allocations (i.e., transfer prices) among the
dealers' operating departments. Cowen, Phillips,
and St.illabower provide such a discussion on three
transfer price methods: market -based systems,
cost -based systems, and other systems such as negotiated prices and net and gross profit comparisons.' Other factors also may influence the transfer price bet ween th e deal ers an d th ei r
independent body shops, including: which parts, if
any, will the dealers maintain for the shops; can
the b ody s hop s purch ase p art s fro m out si de
sources; and can the dealers obtain quantity discounts for these purchases. Perhaps the dealers
will inventory certain parts in exchange for setting
emergen cy body sh op pri ori ti es for th ei r
customers.
In conclusion, consideration should be given to
this methodology in order to reflect costs properly
among the dealerships' segments. Dealers adhering to these suggestions should be able to increase
their profitability and control and at the same
time serve their customers better.
❑

Owners' salaries
usually vary
directly with
body shop sales.

'Volkswagen Dealers' Accounting and management Procedures Manual, "Distribu.
tion of Occupancy Expenses," pages KWK81.
'The Pearson coefficient of correlation is .76.
'Scott S. Cowen, Lawrence C. Phillips and Linda Stillabower, "Multinational
Transfer Pricing," MANAGEMENT Accou m N G , January 1979, pages 17 -22.
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Cash Management
for Smaller Business:
a New Technique
The new service au tomatica lly combines a regular business
checking account with the interest capabilities
of money ma rket funds.

By Richard C. Freimuth

Richard C. Freimuth is
vice president in the
Regional Banking
Sector of the Bank of
New York. He earned
an MBA degree from
New York University.

In this era of soaring interest rates and inflation driven costs, managing cash effectively has become one of small businesses' most common and
most pressing problems. The days are long gone
when any company, large or small, could afford to
let temporarily unneeded cash sit idly in a checking account at no return.
Large companies became skillful early at managing their cash. They know how to speed up collections, slow down disbursements and invest excess balances in the money markets. The same
techniques are available to smaller companies, in
theory, but the obstacles have been major. For example, $100,000 has generally been the minimum
size for investment in high - yielding certificates.
Some banking institutions have been willing to
handle amounts as low as $50,000 for favored customers, although usually with a per - transaction
service charge.
The smaller the business, the less likely it is to
have the staff, including the chief executive officer, with either the time or the capability to deal
with the complexities of operating in the money
market. In order to invest in the money market, a
firm must know when the cash will be needed, a
d i ff i cu l t fo r eca s t i n g t as k e ven for l arger
companies.
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To invest properly almost on a daily basis, a
manager has to forecast what funds will be required to meet checks already written. He must
maintain sufficient cash to handle immediate disbursements for such things as taxes, payrolls and
other needs. Problems of forecasting are further
compounded by the relative uncertainty, on a day to -day basis, of cash receipts from customers.
Lacking good, firm information, and short of staff
time to monitor cash balances, many smaller companies traditionally left their money in the bank,
despite the lack of any interest return. Many still
do.
The Rise of Money Market Funds
The high interest rates of the mid- 1970s, combined with small investors' disenchantment with
the stock market, prompted innovative mutual
fund managers to create money market funds.
Double -digit interest rates and aggressive marketing have caused the funds to mushroom during
the past two years, growing from under $75 billion to $182 billion in 1981 alone.
Money market funds had a great advantage as
an investment vehicle for smal ler companies.
They were designed to require only a minimum
initial investment. Money could be withdrawn
without notice simply by writing a check or requesting a wire transfer by telephone. Transac0025-1690/82/6312-0001/$01.00/0

tions did not have to be a minimum size (other
than an insignificant $50041,000 figure), and
most important, the ultimate date on which the
funds would be withdrawn did not have to be
specified in advance. Thus, many smaller businesses have been able to use money market funds
effectively as a means of investing temporarily
surplus cash.
But two problems still remained: Companies
had to forecast when cash was required to be in
the bank to cover checks already written, and
managers had to spend precious time analyzing
current bank balances and transferring funds to
and from the money market fund. Most companies dislike overdrafts, and banks actively discourage them. Thus, it is imperative to have cash on
deposit in the bank, in the form of collected balances, available to meet outstanding checks. As a
practical matter, therefore, companies have been
reluctant to draw their bank balances down below
the amoun t shown on their books as cash on
hand. The uncertainty of the timing of receipts
and disbursements, combined with a requirement
always to have sufficient cash to meet checks already written, has meant that for many smaller
companies, average cash balances as shown on the
bank's books have been larger than the bank required —either for minimum payment of the bank
services used or for compensating balances required by loan agreements. Yet neither was proper information available, nor could management
time be spared, for most smaller companies to
solve this problem.
In summary, money market funds reduced the
problems of forecasting, eliminated the minimum
size requirements for both investment in the money market and withdrawals, and provided the flexibility of not having to specify maturity dates. But
companies still were faced with the necessity of
monitoring day -to -day bank levels and trying to
guess or forecast when checks would clear. To be
conservative, which most management accountants tend to be, cash balances were usually much
higher than necessary.
A recent innovation by the Bank of New York
has solved this problem by adding the advantages
of a money market fund to the convenience of a
business checking account. The new "CheckInvest" program electronically links a customer's
business checking account to a money market
fund , provid ing an automatic "sweep" of the
checking account at the end of every business day.
Available money in excess of a target balance is
swept into the money market fund daily, invested
the next day, and earns interest the day after that.
The tide flows the other way, too. When the day end balance falls below the target range, enough is
swept out of the money market fund to return it to
the target level. All this is performed automatically; the management accountant does not have to
MANAGEMENT ACCOUNTING /JUNE 1982

NAA Invests in CheckInvest
Last month with the approval of the Committee
on Finance, NAA adopted the CheckInvest program in order to obtain maximum return on its
available cash. "We went into it because we feel
we can improve the return on idle cash," A. Ken neth Benson, Managing director of finance and
administration, said.
"Up to now," he explained, "to estimate each
day the funds available for investment we had to project when the
checks we had issued would clear through the banking system.
With the CheckInvest system the amount in excess of the minimum
balance is automatically invested in the Dreyfus Liquid Asset
Fun d."
The major advantages for NAA, he said, are that the Association is automatically earning more interest on its available cash
and the need for staff to analyze daily bank balances has been
eliminated
O

forecast balances at all.
The more popular of Checklnvest's two versions sets the target balance at $7,500. Whenever
the checking account balance at day's end exceeds
$9,000, the computer sweeps enough money into
the money market fund to bring the balance back
down to $7,500. When the ending balance dips below $6,000, money is swept out of the money market fund to return the balance to $7,500.
Under this plan, the customer pays a monthly
fee (presently $125) and is entitled to 300 free
transaction items a month —a figure which research indicated would accommodate the majority of small and medium -sized businesses. For
each item beyond 300 there is a charge. "Items"
include both checks written on the account and
checks deposited in it. It should be noted, however, that a deposit comprising two checks counts as
three items —the two checks and the deposit as a
whole.
The second version of CheckInvest, for those
companies which prefer to pay no fee, sets the target balance at $20,000. The sweep is triggered
when balances fall outside the $18,000 to $22,000
range. The number of free transaction items remains at 300.
In an accou nt with an average b alance of
$20,000, the customer who chooses the $7,500 target balance option would come out ahead overall
as long as the going rate on his money market
fund is over 12 %, For customers with loan arrangements that include compensating balances,
the standard target levels can be tailored to take
those balances into account. Thus, a great deal of
flexibility exists in setting the target levels. After
that everything is automatic.
The Bank of New York, 18th largest in the
country, is the nation's largest handler of mutual
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Smaller
companies
often keep
cash balances
that are higher
than necessary.

funds —with assets totalling over $70 billion. The
computer systems the bank has developed to service these money market funds made possible the
development of the daily electronic sweep that is
the central feature ofCheckInvest. Thirteen ofthe
funds which the bank handles are participating.
The program does not fall afoul of the federal
law prohibiting banks from selling or promoting
securities because it is the customer, not the bank,
that picks the particular fund from among the 13
funds taking part. The bank acts as an agent for
the customer —a traditional banking role— rather
than for the fund. Nor is the bank paid by the
fund chosen, except for the regular asset -based fee
it gets for handling the fund anyway, regardless of
the source of the business.
The bank launched CheckInvest on a pilot basis
last June in the Syracuse area and Manhattan.
The test was expanded in October to the Albany
region and Long Island. CheckInvest has been
available statewide since March 1.
Investing without Switching
Many business executives feel a loyalty to their
present banks and are reluctant to switch their
checking account to another bank —even for the
advantages of CheckInvest. But th e ban k has
made it possible for them to reap many of the
benefits of CheckInvest without switching their
main account. They can employ CheckInvest as a
concentration account, using a depository transfer
check to shift idle balances from their banks to the
CheckInvest account. They can make this transfer, by prearrangement, by simply calling the
bank's toll -free number. When they want to transfer money from the money fund back into their
primary accou nt, t hey merely write a no rmal
check on their CheckInvest account.
Most company officials don't realize how much
more money is in their bank account than their
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checkbook shows at any given time. But the basic
CheckInvest product has won high marks from almost everyone who has tried it. In a recent survey,
96% of the CheckInvest customers sampled said
they would recommend the program to others.
The only significant problem the bank has encountered has been a matter of timing: some customers have complained that their money market
fund statement arrived much later in the month
than their checking account statement. From the
management accountant's point of view, it is important that the company receive the money market fund statement at nearly the same time as the
monthly bank statement. The money fund statement is needed to reconcile the bank account to
the book balances because the transfers in and out
of the money fund during the month are taken
automatically. They show up on the bank statement as a debit or credit and the corresponding
amount has to be traced to the money fund statement. Furthermore, because the interest income
may be significant, the company's monthly financial statements have to reflect the interest income
actually earned, and this can be determined only
from the money fund statement. The bank has
now corrected the timing problem.
Even companies large enough to have cash
management capabilities of their own are finding
that CheckInvest has advantages. One manufacturing company that had a payroll account at the
Bank of New York began using CheckInvest for
its larger primary operating account. "We're basically happy with it," said a company financial official. "It allows for overnight investment of idle
funds."
In conclusion, banking services like CheckInvest are grounded on the solid premise that smaller companies need and can profit from them. Our
experience indicates that companies are using
such services and are profiting from them.
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Handbook of Accounting and Auditing
Edited by John C. Burton, Russell E.
Palmer, and Robert S. Kay
A current handbook that integrates the
latest accounting developments with
the newest approaches to auditing. On
one level this handbook offers a quick
source of encyclopedic guidance on
specific standards, techniques and procedures acros s the entire spectrum of
accounting and auditing. It als o provides in -depth background information
on the more complex issues. See book
reviews.
Warren, Gorham & Lamont, Inc.
Variously Paginated

1981
$57.50

Guide to Accounting Controls
Edited by Joseph E. Connor
and Burnell H. DeVos
This timely guide offers practical assistance in establishing a comprehensive
program for carrying out internal controls and up- grading control systems
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Warren, Gorham & Lamont, Inc.
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$84.00
Corporate Controller's Manual
Edited by Paul J. Wendell
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1981
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Accounting and Auditing for Employee
Benefit Plans
By Geoffrey M. Gilbert, Gregory J.
Lachowicz, and James F. Zid
One of the best available working guides
to the complexities of benefit plan accounting and auditing and to the puzzle
of ERISA compliance requirements.
The book includes sample forms and
check lists and gives the current status
of FASB, AICPA, and SEC guidelines for
plan accounting.
Warren, Gorham & Lamont, Inc.
1978,1981
Variously Paginated
$54.00
The Law of Accountants and Auditors:
Rights, Duties and Liabilities
By R. James Gormley
A professional reference book on the
legalities of acc ounting and auditing
practice. It is a one - volume source of
detailed, dependable guidance for pracMANAGEMENT ACCOUNTINGIJUNE 1982
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tieing professionals and their counsels.
Problem- oriented discussion leads the
reader direc tly to answers and solutions. Major cases are cited and analyzed, and technical rules issues by the
SEC and other federal agencies, state
governments, and professional accounting organizations are given.
Warren, Gorham and Lamont, Inc. 1981
Variously Paginated
$58.00
Federal Income Taxation of
Corporations and Shareholders
(4th edition)
By Boris I. Bittker and James S. Eustice
This universally acclaim ed treatise by
Bittker and Eustice provides in- depth,
incisive, c learly written analyses of all
corporate tax matters.
Warren, Gorham & Lamont, Inc.
Variously Paginated
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$68.00

Modern Real Estate
By Alvin L. Arnold, Charles H. Wurtzebach
and Mike E. Miles
Here is a quick orientation to today's
techniques of selling, buying and investing in real estate. This new book
covers virtually every aspect of the field
from understanding the market and
market forces, through legal and valuation considerations and the essentials
of financing and taxation.
Warren, Gorham & Lamont, Inc.
570 pp.

1980
$19.75

The Thorndike Encyclopedia of Banking
and Financial Tables
By David Thorndike
This unique collection of tables contains
bottomline answers to all essential
banking, investment, mortgage and
financial computations. It contains
over 1,700 pages of easy -to -read tables
that provide immediate answers to
many financial problems.
Warren, Gorham & Lamont, Inc.
Variously Paginated

1981
$60.00

Modern Accounting and Auditing
Forms
This complete sourcebook of tested
forms, procedures and techniques
solves a variety of business problems
with just the right form for every type of
financial report, control function or
management inform ation. For use by
controllers, accountants, corporate
treasurers, financial executives and
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We Must End Consolidation of Foreign Subsidiaries,
JAMES A. SCHWEIKART. August 1981. (Letters by A.
YOUNG, January 1982 and ROBERT A. MORGAN,
March 1982.)
Accounting Standards
Accounting for Interest and Long -Term Debt in an Inflatio nary P erio d. DALE BUCKMASTER and LEROY
BROOKS. May 1982.
Conceptual Framework — Latent Bombshell, The. (Opinion). ROBERT L. SHULTIS. April 1982.
Conversation with Paul Kolton, A. (Opinion) ROBERT L.
SHULTIS. January 1982.
Costs of Implementing FAS No. 33, The. RESEARCH
STAFF. January 1982.
GASB? One More Time. (Opinion). ROBERT L. SHULTIS.
July 1981.
Let's Look at Financial Reporting by Smaller Businesses.
GLENDON R. HILDEBRAND. April 1982.
Let's Recognize Dissent in Standard - Making. RICHARD
VANGERMEERSCH. September 1981.
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Pension Plan Disclosures: What They Mean. SARA A.
LUTZ. April 1982.
Regulation, Deregulation or Self - Regulation? ROBERT A.
MORGAN. October 1981.
Regulatory Implications of Inflation Accounting. BRADLEY W. BENTON. August 1981.
We Must End Consolidation of Foreign Subsidiaries.
JAMES A. SCHWEIKART. August 1981. (Letters by A.
YOUNG, January 1982 and ROBERT A. MORGAN,
March 1982.)
Auditing
Expose Or Cover -Up: Will An Employee Blow the Whistle? DOUGLAS A. JOHNSON and KURT PANY. July 1981.
Post - Auditing Capital Investments Using IRR and NPV
Models. HAROLD P. ROTH and ROBERT M. BROWN.
February 1982.
Why Corporations Need an Annual Legal Review. ROBERT M. SHAFTON. November 1981.
Banking
Banks Shou ld Use Management Accountin g Models.
CHARLES D. MECIMORE and MICHAEL F. CORNICK.
February 1982.
Understanding Troubled Debt Restructuring. DONALD J.
SENNA. February 1982.
What Should Banks Disclose? EDWARD C. LAWRENCE.
May 1982.
Budgeting
`Bottom -Up' Budgeting and Control. JOHN S. CHANDLER
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and THOMAS N. TRONE. February 1982,
Participative Budgeting in a Hospital Setting. MARVIN A.
FELDBUSH. September 1981.
Whatever Became of Zero -Base Budgeting? (Opinion).
ROBERT L.SHULTIS. October 1981.

October 1981.
Why International Cost Accounting Practices Should Be
Harmonized. MAUREEN H. BERRY. August 1981.

Cash Flow
Are You Really Managing Your T &E System? JOHN
RtENER. December 1981.

Depreciation
How the New Cost Recovery System Compares with Prior
Methods. JEROME S. OSTERYOUNG, DANIEL E.
MCCARTY and KAREN A. FORTIN. November 1981.

Cost Control
Are You Really Managing Your T &E System? JOHN
Capital Budgeting
RIENER. December 1981.
Capital Budgeting Practices at Multinationals. VINOD B. Cost Reduction Through Control Reporting. DAVID R.
BAVISHI. August 1981.
RERAN. April 1982.
Capital Budgeting Using Terminal Values. MICHAEL F. Costs of Implementing FAS No. 33, The. RESEARCH
VAN BREDA. July 1981.
STAFF. January 1982.
How the Energy Tax Act Affects Capital Budgeting. STE- Creative Cost Control in Unemployment Compensation
VEN J. ADAMS and GERALD E. WHrrrENBERG. NoTax Management. RONALD L. ADLER. March 1982,
vember 1981.
Post - Auditing Capital Investments Using IRR and NPV Decision Making
Models. HAROLD P ROTH and ROBERT M. BROWN. Personal Information System Checkup, A. BRADLEY M.
February 1982.
ROOF. January 1982.

Cash Management
Cash Management for Smaller Businesses: a New Technique. RICHARD C. FREIMUTH. June 1982.
Communication, Written and Oral
Conversation with Paul Kolton, A. ROBERT L. SHULTIS.
(Opinion). January 1982.
On E du cat in g th e F ut ure M an agement Acco un tant .
(Opinion). ROBERT L. SHULTIS. November 1981.
Construction
Management Accounting for Construction Contracts.
WILLIAM H. LUCAS and THOMAS L. MORRISON. November 1981.
Corporate Finance
Leveraged ESOT as a Financing Tool, The. TIM SHIRLEY
July 1981.
Understanding Troubled Debt Restructuring. DONALD J
SENNA. February 1982.
Cost Accounting
Allocation of Corporate Indirect Costs, The. JAMES
FREMGEN and SHU S. LIAO. September 1981.
An Application of Learning Curves to Standard Costing.
JACKSON F. GILLESPIE. September 1981.
Banks Should Use Management Accounting Models.
CHARLES D. MECIMORE and MICHAEL F. CORNICK.
February 1982.
Establishing Standard Costs in the Concrete Pipe Industry. RONALD L. CARICOFE. February 1982. (Letter by
JOSEPH P. O'ROURKE, June 1982.)
How To Evaluate Your Cost Accounting Department.
HENRY H. OWEN. March 1982.
Improving Cost Allocations for Auto Dealers. ALAN
REINSTEIN. June 1982.
Regulation of Cost Accounting: the Answer or the Abyss.
WILLIAM O. BRACKNEY and HENRY R. ANDERSON.
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Ecology and Environment
How the Energy Tax Act Affects Capital Budgeting. STEVEN J. ADAMS and GERALD E. WHITTENBURG. November 1981.
Education
On E d ucati ng th e F ut u re Man agement Acco u nt ant .
(Opinion). ROBERT L. SHULTIS. November 1981.
Trip to Boone, North Carolina, A. (Opinion). ROBERT L.
SHULTIS. June 1982.
Employee Benefits
Leveraged ESOT as a Financing Tool, The. Tim SHIRLEY.
July 1981,
Ethics
Toward a Code of Ethics for Management Accountants.
C. MIKE MERz and DAVID F. GROEBNER. December
1981.
Toward a Code of Professional Ethics for Management
Accountants. TERRY K. SHELDAHL. August 1980. Corrections. November 1980,
Financial Accounting Standards Board (FASB) . (See Accounting Standards).
Financial Reporting
Acco u nt i n g fo r Unfu n d ed P en si o n Co s t s . AR A G.
VOLKAN. May 1982.
FASB Wants NAA'S Help in Small Business Project. February 1982.
Improving Reported Earnings. JOHN L. SMITH. September 1981.
Let's Look at Financial Reporting by Smaller Businesses.
GLENDON R. HILDEBRAND. April 1982.
Let's Recognize Dissent in Standard - Making. RICHARD
VANGERMEERSCH. September 1981.
63

P e ns i o n P l a n D i s c l o s u r e s : W h a t T h e y M e a n . SARA A .

LUTZ. A p r i l 1982.
S p e e d i ng Up Int e r i m C l os i ngs .
D e c e mb e r 1981.

VIN C E N T J . GIO VIN A ZZO .

Inf l a t i o n A c c o u nt i ng
tionary

P e r i o d . D A L E B UC KM A S T E R

BRO OKS. M a y

1982.

W h a t S ho u l d B a nk s D i s c l o s e ? E D W A R D
Ma y

C. LAW REN C E.

You C a n C a l l It E a r ni ngs , You C a n
RAY G. JONES, JR. M a y 1982.

C a l l I t I nc o me , O r

...

F i na nc i a l A n a l y s i s

How

L. MA Y S, J R . A p ri l

H.

1981.

C. F R E IM UT H.

How

and

1982.

E A R L A . W ILC O X. J a nu a r y

I.

1982.

W e y e r h a e u s e r M a d e It s M I S W o r k .

LO E W E . J a nu a r y

1981.

J u ne

F i nd t he R i gh t S o f t wa r e T h r o u gh S p e c i f i c a t i o ns . G A R Y
GR E E N

1982.

M a n a gi n g t h e F i n a nc i a l D e m a n d s o f G r o w t h . C HA RLES

W.

A ugu s t

A c c o u nt i n g. BRAD-

C a s h Ma na ge me nt f o r S ma l l e r B us i ne s s e s : a N e w T e c hni q u e . R IC HA R D

1982.

In d u s t r y P e r c e i v e s F i n a nc i a l Ra t i o s . C HAR LE S

KY D . D e c e mb e r

of Inf l a t i o n

I n f o r m a t i on S ys t e m s

1982.

GIBS O N, A p ri l

W. BE N T ON .

III.O c t o b e r 1981.

Pe ns i o n Cos ts . ARA G .

D i v i s i o na l P e r f o r ma nc e M e a s u r e me nt a nd T r a ns f e r P r i c e s .
ROB ERT

RE SE AR C H

o n Int e r na l Pl a nni ng a nd C o nt r o l ,

T he . A L LE N H. S E E D ,

LEY

33, T h e .

FA S N o .

R e gu l a t o r y Imp l i c a t i o ns
A c c o u nt i ng for Un fu nd e d

LE R O Y

1982.

of Inf l a t i o n

Imp a c t

and

1982.

of I m p l e m e n t i n g

Cos ts

ST AF F . J a nu a r y

1982.

VO LKA N. Ma y

1981.

A c c o u nt i ng f o r Int e r e s t a nd Lo ng - T e r m D e b t i n a n In f l a -

Us i ng T i me - S h a r i ng M o d e l s i n t he C o nt r o l l e r ' s F u nc t i o n.
WILLIA M S T O C K. Fe b r ua r y

FE LD BUS H. S e p t e mb e r

D E N N IS

1982.

Im p r o v i n g F i n a n c i a l I n f o r m a t i o n S y s t e m s i n L o c a l G o v e r nme n t . T H O M A S N E W KIR K. J a nu a r y

F i na n c i a l S ta t e m e nt s

You C a n

C a l l It E a r ni ngs ,

RA Y G . J O N ES . M a y

You C a n

C a l l It Inc o me , O r

1982.

...

1982.

M a n a g e m e n t A c c o u n t i n g N e e d s a D a t a B a s e . T IMOT HY
G . S UT T O N . M a r c h

1982.

P e r s o n a l I nf o r ma t i o n S y s t e m C h e c k u p , A . B R A D LE Y
RO O F . J a nu a r y ,

F o re c a s t in g
C o r p o r a t e P l a n n i n g -H ow Suc c e s s f ul
ORT MAN

and

Is It ?

R IC HA R D F

DE NN IS D . BLAC KM AN . J u ly

1981.

Tra i ni ng

MIS

1982.

U s e r s T h r o u g h S i m u l a t i o n. WA R R E N

and J E R R Y

D EBO RD

M.

D . S IE BE L. J a nu a r y

A.

1982.

Us i ng T i me - S ha r i n g M o d e l s i n t he C o n t r o l l o r ' s F u nc t i o n.
WILLIA M S T O C K. F e b ru a r y

F o r e ig n E x c h an g e
F A S 52. M a y 1982.
F o r e i gn C u r r e n c y T r a ns l a t i o n : S u r v e y o f C o r p o r a t e T r e a s u re r s . IKE MA T HUR

In t e r n a l C o nt r o l
C o v e r -Up:

and DA VID Loy.S e p t e mb e r 1981. Expose O r

tle ? DOUGLAS

Will

an Empl o y e e

Blow

A.JOHNSON and KURT PANY.

t he W hi s J uly

G A S B ? O n e M o r e T i me . ( O p i ni o n) . R O B E R T

L. SHULT IS.

SHULT IS . Se p t e mb e r

1981.

F i n a n c i a l M a n a g e m e n t T h r o u g h M R P . F R E D E R IC K J .

1981.

Im p r o v i n g F i n a nc i a l In f o r m a t i o n S y s t e m s i n L o c a l G o v e r nme nt . T HO M A S N E W KIR K. J a nu a r y

1982.

DA VE N PO RT . J une

How

1982.

M a n a g e me n t A c c o u nt a nt s C a n M a k e a M a n u f a c t u r -

i ng C o n t r o l S y s t e m M o r e E f f e c t i v e . DA NIEL
RAY. J uly

Go v e r n me n t Re g u la t io n s
C o nt r o l l e r Lo o k s a t R e gu l a t i o n, A . R IC HA R D A . W A R N E .
J u ne

of 1981,T he .

ST A F F . O c t o -

Us. ( O p i n i o n ) . R O B E R T L .

SHULT IS . S e p t e mb e r 1981.
How t he N e w C o s t R e c o v e r y S y s t e m C o mp a r e s wi t h P r i o r
M e t ho d s . JEROME
MC C ART Y

and

S. O S T E R Y O U N G ,

MO RG A N. O c to be r

D A N IE L E.

1981.
R OB E R T A.

BRAC KNEY

and

HE N R Y R . ANDERSON.

1981.
D.

1982.

Mi s s i o n C o ntr o l Sta rt s in the C o ntr o ll e r 's De p a rt me nt .

P. HAR T M AN , VIN C E NT C. BR EN NE R, R IC HA RD
LYDEC KER and JEFFERY M. WILKINS O N. Se p te mbe r

BART
A.

1981.
I nv e n to ri e s
tr y. RON ALD
JOSEPH

L. C A R Ic o F E .

P. O ' R O UR K E , J u ne

DA VE N PO RT . J une

1982.(Letter by

1982.)

1982.

P r o d u c t i v i t y T h r o u g h M a nu f a c t u r i n g C o n t r o l . RIC HA RD

M a na gi ng C ha ng e t h r o u g h H u m a n Re s o ur c e D e ve lopme nt . A LL E N M . Y UR KO . J u ne

Feb rua ry

F i n a n c i a l M a n a g e m e n t T h r o u g h M R P . F R E D E R IC K J .

1981.

He a l t h C a r e

DO NKE RS LO O T , J R . De c e mbe r

1981.

1982.

Pa r t i c i p a t i v e B u d ge t i ng i n a Ho s p i t a l S e t t i ng. M A R VIN A .
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JR. O cto b e r

E s t a b l i s h i n g S t a nd a r d C o s t s i n t h e C o n c r e t e P i p e I nd u s -

1981.

C o s t A c c o u nt i ng: t he A ns w e r o r t h e A b y s s .

of
WILLIA M O.

Octo ber

W. HA T HA WA Y ,

I n t e r n a l C o n t r o l f o r t h e S m a l l Bu s i ne s s . BARBARA

KA R E N A . F O R T IN . N o v e mb e r

Re gu la t i o n, D e re gu l a t i o n o r Se l f - R e gul a t i on?
R e gu l a t i o n

1981.

PE R KIN S . F e b r u a r y

1981.

F C P A - I t ' s St il l W i t h

R. M UR -

Ho w We D o c u me nt e d O u r Int e r na l A c c o u nt i ng C o nt r o l
Sy s t e ms . W A D E

1982.

E c o n o mi c R e c o v e r y T a x A c t
ber

1981.
L.

F C P A - I t ' s Still W i t h Us . (O p i ni o n) . RO BERT

Go v e r n m e n t Ac c ou n ti n g
July

1982.

M a n a g e m e n t Ac c o u n t i n g
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Are

You

Re a lly M a n a g i ng Y o u r

R IE N E R . D e c e mb e r

T&E

S y s t e m ? J O HN

Pr i c i ng. R A LP H

1981.

B a n k s S ho u l d Us e M a n a g e m e n t A c c o u n t i ng Mo d e l s .
C HA R LE S D . MEC IMORE
Febr uary

A p p l y i ng a n O p p o r t u ni t y C o s t G e ne r a l R u l e f o r T r a n s f e r
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MIC HAE L

F. C 0 RN iC K.

and

C u r e f o r a n E c o n o mi c s B a s k e t C a s e , A . ( O p i n i o n ) . R O B -

How

ERT L. SHULT IS. Au gus t 1981.
Ev a l u a t ing A c c o unt i ng Al t e r na t iv e s . E UG E N E A . IM HO F F ,

Ho w

1981.

C HE E

W. C HO W and

WILLIA M

S.WA LLE R ,

April

1982.

Ma na ge me nt A c c o u nt i ng for C o ns t r u c t i o n Co nt r a c t s .
W IL LI A M H. LUC AS
v e mb e r

and

T HOMAS

L. MORRISON. N o -

1981.

ED WAR DS

L. MAYS, J R .
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1982.
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ST E PHEN B. SLOA N. J u ly
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Ev a l u a t e Y o u r C o s t A c c o u n t i ng D e p a r t me nt .

To
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Ma na ge me nt A c c o u nt i ng a nd O r ga n i za t i o na l Co nt ro l .

L. BEN KE, J R. , J A ME S D ON
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D i v i s i o na l P e r f o r ma nc e M e a s u r e me nt a nd T r a ns f e r P r i c e s .
ROB ERT

1982.

J R. O c tobe r

ALT ON

H. O W E N .

Marc h

1982.

M e a s u r i n g D i v i s i o n a l P e r f o r ma nc e f o r a n

and

B R UC E R . NEUMA NN
Ma r c h

Oil C o m p a n y .
C. LANDAGORA.

DUST IN

1982.

P r o f i l i ng Y o u r P r o d u c t i v i t y . ST ANLEY
D e c e mb e r

M.

BABSON, J R.

1981.

M a n a g e m e n t A c c o u n t i n g N e e d s a D a t a B a s e . T IMOT HY

G. SUT T ON .

Ma r c h

P l an n in g & Co n tr o l

1982.

M o d e r ni zi ng a La u nd r y ' s A c c o u nt i ng S y s t e m.
BR OZE Y. Ma y

Lois A .

1982.

and

O n Ed u c a t i n g t he Fu t u r e M a n a g e m e n t A c c o u n t a n t .
(O p i ni o n). R O B E R T

' B o t t o m -Up' B u d ge t i ng a nd C o nt r o l . J O HN

L. S HULT i s .

N o v e mb e r

P l a y i n g t he C o n s u l t i n g G a m e . EA R L

K.

1981.

LIT T R ELL

C o nt r o l l e r ' s R o l e i n C o r p o r a t e P l a nni ng, T he . R O B E R T M .
DO N NE LLY. S e p t e mb e r

and

Roy

H. G LE N . J a nu a r y 1982.
Sp e e d i ng Up Int e r i m C lo s ings . VIN C E N T J . G IO VIN A ZZO .
D e c e mb e r 1981.
T o w a r d a C o d e of E t hi c s f o r M a n a g e me nt A c c o u n t a n t s .
C. M I K E M E R Z and DA VID F . G RO E B NE R . D e c e mb e r
1981.

S. C HAN DLER
1982.

T HO M A S N . T R ON E . F e b r u a r y

1981.

C o r p o r a t e P l a n n i n g - H o w Suc c e s s f ul

and

ORT MAN

Expose

Is

It ? R IC HA R D F .

DE NN IS D . BLAC KM AN . J u ly

O r C o v e r -Up:

Will

1981.

a n E mp l o y e e B l o w t h e W h i s -

tle ? DO UGLAS A. J OHNSON a nd KUR T PANY . J uly

How

1981.

M a n a g e me n t A c c o u n t a n t s C a n M a k e a M a nu f a c t u r -

i ng C o n t r o l S y s t e m M o r e E f f e c t i v e . D A N IE L R . M UR RAY. J uly

1981.

I m p a c t o f I n f l a t i o n o n In t e r n a l P l a n n i n g a n d C o n t r o l ,
Me r ge r s a n d Ac q u i s i t io n s

How

T he . A LLE N

W e V a l u e d O u r C l o s e l y He l d C o r p o r a t i o n. J O HN J .

ME S KO . F e br u a r y
J u ne

1982.(Letter by

ROB ERT

T. HANSEN,

1982.)

H. SEED, III.O c t o b e r 1981.

M a n a g i n g t h e F i n a n c i a l D e m a n d s o f G r o w t h . C HA RLES

W. KY D .

De cember

1981.

M i s s i o n C o n t r o l S t a r t s i n t h e C o nt r o l l e r ' s D e p a r t m e n t .

T a x P l a nni ng f o r t he D i s p o s i t i o n
M . B R E N N E R . A u gu s t

of a

S u b s i d i a ry . E LLIO T

1981.

BART

P.

HART MAN , VINC ENT

A. LYDEC KER

and

C.

BR EN NE R, R IC HA RD

J E FF ER Y M. WILKIN SO N. Se pt e mbe r

1981,
Mu l t in a t io n a l Ac c o u n ti n g

W h a t e v e r B e c a m e o f Ze r o - B a s e B u d g e t i ng ? ( O p i n i o n ) .

C a p i t a l B u d ge t i ng P r a c t i c e s a t M u l t i na t i o na l s . VIN O D B .
BA VIS HI, A u gu s t

C l u s t e r A p p r o a c h to A c c o u n t i ng Ha rm o ni z a t i o n , A .
FR ED ER IC K D .

S. C HO I.

A u gu s t

1981.

L. SHULT IS.

Oc t ob e r

1981.

JOSEPH

K. ELLIS, IIIand
1981.
and

Po l i ci e s

Und er

HE R N A N D E Z. J a nu a r y

In fl a t i o n.

WILLIA M

H.

1982.

DUA N E R . M ILA N O . N o v e mP r o d uc t i v i t y M e a s u r e me n t

F o r e i gn C u r r e n c y T r a ns l a t i o n : S u r v e y o f C o r p o r a t e T r e a s u re r s . IKE MA T HUR

Pricing
Pri c i ng

D i l e m ma s i n M N C T r a ns f e r P r i c i ng, D A VI D L. C O B UR N ,
be r

ROB ERT

1981.

DA VID

Loy. S e p t e mb e r 1981.

W e Mu s t En d Co ns ol i d at i o n

Ho w D e t r o i t E d i s o n Imp r o v e s It s P r o d u c t i v i t y . LLO Y D
COOMBE

and

RO B ER T R. D EN S M OR E . M a y

W.

1982.

of F o r e i g n S u b s i d i a r i e s .
J A M E S A . SC HWEIKART . A u gu s t 1981. (Letters by A .

M a n a gi ng C h a n ge T h r o u gh H u m a n Re s our c e D e ve lop-

Y O UN G , J a n u a r y

RO B E R T A . MO RG A N ,

P r o d u c t i v i t y T h r o u g h M a nu f a c t u r i ng C o n t r o l . RIC HA RD

W h y I nt e r n a t i o n a l C o s t A c c o u n t i n g P r a c t i c e s S ho u l d B e

P r o f i l i ng Y o u r P r o d u c t i v i t y . ST ANLEY M . BABSON , J R.

March

1982 and

1982.)
1981.

Oil
M e a s u r i n g D i v i s i o na l P e r f o r m a n c e f o r a n
BRUC E R . NE UM AN N a n d D U S T I N

C.

Oil

Co mp any .

LANDAGORA.

1982.

W i nd f a l l P r o f i t s T a x : P a n a c e a o r P a nd o r a ' s Box ?, T h e .
MA R T HA A . F A SC i . O c t ob e r

M. YUR KO .

J u ne

DO NKER SLOO T , J R. D e c e mbe r

Ha r m o ni z e d . M A UR E E N H. B E R R Y . A u gu s t

March

me nt . A L LE N

1981.

D e c e mb e r

1982.
1981.

1981.

Psychology an d Ac c o u nt i n g
W ha t A r e W o m e n A c c o u nt a n t s R e a l l y Li k e ? P A T R IC IA
JOHNSON

L.

and

P A UL A . D IE R KS . M a r c h 1982.
W ha t C a u s e s S t r e s s f o r M a na ge me nt A c c o u nt a n t s ? R O B ERT H. ST RA WS ER , J . PA T R IC K
T. HIS E . M a r c h 1982.

KE LLY

and

RIC HA RD

W hy D o M a n a ge me n t A c c o u nt a nt s F e e l D i s l i k e d ? D E LLA
P e rf or m an c e E v al u at io n
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A . PEARSON, ROB ERT E . SEILER

and

IRA R . WEISS.
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March

1982.

St r at e g ic P l a n ni n g
C o nt r o l l e r ' s R o l e i n C o r p o r a t e P l a n ni ng, T he . R O B E R T

Qu a n ti t a t iv e M e t h o ds & T e c h n iq u e s
Application
JACKSON

DO N N E LLY , S e pt e mb e r

of Le a r n i n g C u r v e s t o S t a n d a r d C o s t i n g,
F. GILLE S P IE . S e p t e mb e r 1981.

A n.

Pric ing

Po l i ci e s

Und er

HE R N A N D E Z. J a nu a r y

M.

1981.
In fl a t i o n.

WILLIA M

H.

1982.

Re gu la te d I nd us tr ie s

St r e s s

How De t r o i t E d i s o n Imp r o v e s It s P r o du c t i v i t y . LLO Y D W
COOMBE and ROB ERT R. DE NS M OR E. Ma y 1982.

W h a t C a u s e s S t r e s s f o r M a na ge me nt A c c o u n t a nt s ? R O B ER T H. ST R A WS E R, J . P A T R IC K KELLY

T. HIS E . M a r c h
Re p or t in g

(Also S e e

How

MIS

Work.

D E N N IS

1982.

SHULT IS . D e c e mb e r

Taxes
c o u nt i n g. F e b r u a r y

1981.

T a x M a n a g e m e n t . R O N A L D L. A D LE R . M a r c h
E c o n o mi c R e c o v e r y T a x A c t o f
ber

Sm a l l B u s in e s s
T HO M A S N . T R O N E . F e b ru a r y

S. C HAN DLER

1982.

C a s h M a n a g e m e nt f o r S ma l l e r B u s i ne s s e s : a N e w T e c h ni qu e . R IC HAR D

C. FR E IM UT H.

J u ne

1982.

F A S B W a nt s N A A ' s H e l p i n S m a l l B u s i n e s s P r o j e c t . F e b r u a r y 1982.
W e V a l u e d O u r C l o s e l y He l d C o r p o r a t i o n. J O HN J .

How

ME S KO . Fe b r ua r y
Ju ne

1981,T he .

1982.

ST A F F . O c t o -

1981.

F e d e r a l T a x M a na ge me nt : a D i s c l o s u r e P r o b l e m. G E O R G E

` B o t t o m -Up' B u d ge t i ng a nd C o nt r o l . J O HN

and

1982,

Cr ea t iv e C os t C ont ro l in Une mp l o y me nt C o mp e ns a t i o n

M r . M c E n e n y ! ( O p i ni o n ) . RO B ER T L.

Now,

1982.

A s s o c i a t i o n Ur g e s A c t i o n o n D e f e r r e d I nc o m e T a x A c -

W e y e r h a e u s e r M a d e It s

O h C o me

R.

1982.

LO E W E , J a n u a r y

RIC HARD

F i n a n c i a l R e p o r t i n g)

C o s t R e d u c t i o n T h r o u g h C o n t r o l R e p o r t i ng . DA VID
BE R A N. A pr i l

and

1982.(Letter by ROB ERT T. HANSEN,

1982.)

Imp r o v i n g C o s t A l l o c a t i o ns f o r A u t o Dea ler s . ALAN
RE INS T EIN . J une

1982.

I n P r a i s e o f S m a l l B u s i ne s s . ( O p i n i o n ) . R O B E R T L .
SHULT IS . F e br u a r y

1982.

T a x P l a nni ng f o r t h e D i s p o s i t i o n o f a S u b s i d i a r y . E L LIO T

In t e r n a l C o n t r o l f o r t h e S m a l l Bu s i ne s s . B A R B A R A D .
PE R KIN S . F e b ru a r y

T. F R IE D LO B . N o v e mb e r 1981.
How t he E ne r g y T a x A c t A f f e c t s C a p i t a l B u d ge t i ng. S T E VE N J . ADAMS and G E R A LD E. WHIT T E NBURG. N o v e mb e r 1981.
How t he N e w C o s t R e c o v e r y S y s t e m C o mp a r e s w i t h P r i o r
M e t h o d s . J E R O M E S. O S T E R Y O U N G , D A N I E L E.
MC C ART Y and KA R E N A . F O R T IN . N o v e mb e r 1981.
M a na ge me n t A c c o u n t a n t s : A r e You R e a d y f o r VA T ? R A Y
L. B R O W N . N o v e m b e r 1981. (Letter by T HO M A S E .
PA T MO R E , F e b r u a r y 1982.)
N e e d e d : T a x R e f o r m t o S a v e t he U.S.E c o n o my . W IL LIA M
J . G I ULIA N I. N o v e mb e r 1981.
M . B R E N N E R . A u gu s t

1981.

W i nd f a l l P r o f i t s T a x : P a na c e a o r P a nd o r a ' s B o x ? , T h e .

1982.

Le t ' s Lo o k a t F i na nc i a l R e p o r t i ng b y S m a l l e r B u s i ne s s e s .
GLE N D ON R . HILD E BR A N D . A p r i l

M o d e r n i z i n g a La u n d r y ' s A c c o u n t i n g S y s t e m . L o i s A .
BR O ZE Y . M a y

1982.
Sma l l B us i ne s s e s : A r e You G e t t i n g
D e c e mb e r 1981.

M A R T HA A . F A s C L O c t o b e r

1981.

1982.
T r ai n in g
M i l l i k e n M e a s u r e s T r a i ni ng P r o gr a m E f f e c t i v e ne s s .

How
t he C r e d i t

You

Need?

ST E PHEN B . SLO AN . J u ly

1981.

T r a i n i n g M I S U s e r s T h r o u g h S i m u l a t i o n. W A R R E N A .
D EBO RD

and J E R R Y

D . S IE BE L. J a nu a r y

1982.

St a t u s a n d I m a g e
He , S h e o r It ? ( O p i ni o n ) . R O B E R T L. SHULT IS. M a r c h

1982.

Are

O h C o m e N o w , M r . M c E n e n y ! ( O p i ni o n ) . R O B E R T L.
S Hu LT i s . D e c e mb e r

R o y H. G LE N . J a n u a r y

K.

Li T T R E LL a nd

1982.

T HY L. HINES, DOUGLAS A. J OHNSON

and WILLIA M V.

1982.

M ERZ

and

DA VID

F. G R O E B N E R .

D e c e mb e r

and

P A UL A . D IE R K S , M a r c h

T r a ns f e r P r i c i n g
P r i c i ng. R A LP H L. BE NKE , JR., JAME S DON EDWARDS

and

A LT O N R . W HE E LO C K. J u ne

1982.

K. ELLIS, III and
1981.

JOSEPH
ber

D UA N E R . M ILA N O . N o v e m-

A . PEARSON, RO B E R T E . SEILER

1982.

and

RO B E R T L. M A YS , J R . A p r i l

1982.

1982.

W hy D o M a n a ge me n t A c c o u nt a nt s F e e l D i s l i k e d ? D E LLA
IRA

R. WEISS.

Ut i l i t i e s

How

De t r o i t E d i s o n Imp r o v e s It s P r o d u c t i v i t y . LLO Y D

COOMBE

and

RO B E R T R. D E N S M OR E . M a y

R e g u l a t o r y Im p l i c a t i o ns
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Sy st em? J OHN

D i v i s i o na l P e r f o r ma nc e M e a s u r e me nt a n d T r a ns f e r P r i c e s .

W ha t A r e W o me n A c c o u n t a nt s R e a l l y Li k e ? P A T R IC IA L.
JOHNSON

T &E

1981.

D i l e mma s i n M N C T r a ns f e r P r i c i ng. D A VID L. C O B U R N ,

T o w a r d a C o d e o f E t h i c s f o r M a na g e m e n t A c c o u n t a n t s .

C. M I K E
1981.

Re al ly M anaging Yo ur

A p p l y i n g a n O p p o r t u ni t y C o s t G e n e r a l R u l e f o r T r a n s f e r

S e mi c o nd u c t o r Ind u s t r y C o nt r o l l e r : a P r o f i l e , T he . D o R o LE N N O X. J u ne

You

R i E N E R . D e c e mb e r

1981.

P l a y i n g t he C o n s u l t i n g G a m e . EA R L

March

T r av e l an d E nt e r ta i nm e n t

of In f l a t i o n

W.

1982.

A c c o u n t i ng . BRAD-
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LEY W. BENTON, August 1981.
Association Activities
Amendments to the Bylaws. October 1981.
Annual conference, 1982: Buchwald Missiles to Launch
NAA Conference. February 1982; SEC's Thomas to Focus on Deregulation. March 1982; World Finance:
Views from the U.S. & U.K. April 1982; Regan, Moynihan, Crane, Kemp Featured at NAA Conference.
KATHY WILLIAMS. May 1982
Association Urges Action on Deferred Income Tax Accounting. February 1982.
Challenges to American Industry. (Annual Conference,
1981). September 1981.
Emil `Bob' Scharff, NAA President, 1981 -82. ROBERT F.
RANDALL. July 1981.
Enhancing Productivity through Automation. KATHY
WILLIAMS. July 1981,
European Accounting Ties Renewed in NAA Visit. August 1981.
FAS 52. May 1982.
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NAA Annual Report, 1980 -81. October 1981.
Nominating Committee Report. May 1982.
Small Businesses: Are You Getting the Credit You Need?
December 1981.
3rd Annual Controllers' Conference. January 1982.
NAA Research Publications
Allocation of Corporate Indirect Costs, The. JAMES
FREMGEN and SHU S. LIAO. September 1981.
Impact of Inflation on Internal Planning and Control,
The. ALIEN H. SEED, III. October 1981.
Increasing the Productivity of the Financial Manager
Through Effective Use of Computer Technology. Proceedings from the National Automation Conference.
March 1982.
Mi n i co mp u t ers: To B u y o r No t t o B u y. LEONARD
POROCHNIA. June 1982.
Toward a Code of Ethics for Management Accountants.
C. MIKE MERZ and DAVID F. GROEBNER. December
1981.
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In the Library
Federal Income Taxation of Corporations and Shareholders
Boris I. Bittker and James S. Eustice,
Warren, Gorham & Lamont, Inc., 210
South Street, Boston, Mass. 02111, 1979,
variously paginated— Income of corporations has been taxed continuously
since 1909. Even before 1909 (in 1894),
the federal government tried but the Supreme Court ruled it unconstitutional.
The federal government's salvation was
the 16th Amend ment, which set the
stage for the bureaucratic system of today— including its officialism, red tape
and proliferation.
This reference service by Bittker and
Eustice is an invaluable resource tool
for those management accountants intimately involved in corporate taxation.
It is a complete tool ranging from the
tax law definition of a corporation to
liquidation and reorganization. This is
the fourth edition of this work, and it
includes a companion piece, Federal Income Taxation of Corporations and
Shareholders: Forms. An annual supplement to the basic text includes all relevant judicial, legislative and administrative developments and serves both as a
means of keeping the reference service
current and as a reference of recent developments. The 1982 supplement includes every aspect of the Economic Recovery Tax Act of 1981, every judicial
decision appropriate to corporate taxation and numerous other legislative
and administrative acts and decisions
affecting corporations.
The text is written without bureaucratic jargon and complicated legalese —which makes it particularly attractive to the layman. It would be useful if
the publishers would consider a loose leaf service which could be updated
more readily by the supplements.
See Book Service page 61.

James D. Collier
Handbook of Accounting and Auditing
John C. Burton, Russell E. Palmer and
Robert S. Kay, editors, Warren, Gorham
& Lamont, Inc., 210 South Street, Boston, Mass. 02111, 1981, variously paginated— Whether a novice or an experienced practitioner, any reader will find
the Handbook of Accounting and Audit68

Stan F. Stec, Editor

ing useful. Designed as a one - volume
desktop reference book, this handbook
provides quick answers to many everyday questions encountered in industry
and public practice. It is divided conveniently into seven broad sections. These
sections cover the general (such as financial accounting and auditing) to the
specialized (such as nongovernmental
nonprofit enterprises and regulated industries). In addition, there are many illustrations, examples and how -to paragraphs throughout.
The three editors have gathered an
impressive list of more than 45 contributing editors. All are experts in a particular field of accounting and /or auditing, and they have worked diligently to
present the information in an understandable, straightforward manner.

The major drawback of the Handbook of Accounting and Auditing lies in
its completeness. The reader may be
tempted to use it as the final reference
tool. It is not that. It should be used for
general answers to general questions.
More technical information should be
sought for more compl ex ques tions.
There is also the problem that some of
the information already may be out of
date. The editors clearly state that the
book was current within 120 days of
publication, which was January 1981. A
supplement is planned but has not yet
been issued.
Despite this drawback, the Handbook
of Accounting and Auditing would be a
handy addition to any professional's
library.
See page 61.

Miriam J. Redrick

Guide to Accounting Controls
Joseph E. Connor and Burnell H. DeVos, Jr., editors, Warren, Gorham & Lamont, Inc., 210 South Street, Boston,
Mass. 02111, 1979, variously paginated—With the passage of the Foreign
Corrupt Practices Act in 1977, companies were required to keep accurate records of all financial dealings and to
maintain a good system of internal accounting controls. These internal controls soon became an integral part of an
overall effective management control
system designed to keep a business's operations running smoothly. It is up to
the management accountant to make
sure t hat th e comp any's intern al acco un ti ng con trol s are goo d an d are
maintained properly.
The guides and 1981 supplement contained in this volume will help all management accountants do just that —as
well as help any company design an accounting system that has good controls
built into it. Management, auditors and
audit committee members also will benefit from using this book in the areas of
establishing, evaluating and monitoring
control systems.
This complete guide to setting up internal control systems gives step -by -step
instructions, illustrated by charts and
tables, in an easy -to- understand format.
The set comprises a sturdy looseleaf
binder, a 1981 supplement (with room
for more), a summary booklet and nine
guides. The first guide is an overview of
all systems, covering topics such as reasons for establishing an internal control
system, how to set up a system, problems to overcome, how to establish the
appropriate environment, and similar
informatio n. Th e oth er ei ght guides
cover individually the topics of financial
reporting, EDP, revenues and receivables, production costs and inventories,
productive assets, purchases and payables, employee compensation and benefits, and financial management. Each is
a complete cyclical system.
The guides include a discussion of the
management controls that may be appropriate to the transaction system being considered, as well as a limited description of their characteristics. The
volume should be useful to controllers
MANAGEMENT ACCOUNTING /JUNE 1982

as a framework for developing a comprehensive program to evaluate broader
aspects of management controls. For
companies that have a well - developed
internal audit function, the guides will
be a useful reference tool. All NAA
members should find the work valuable,
no matter what their accounting specialty or job function.
See page 61.

Kathy Williams
Joint Cost Allocations
Shane Moriarty, editor, center for Economic and Management Research, University of Oklahoma, Norman, Okla.
73019, 1981, 180 pp. —This publication
is an overview of the proceedings of the
University of Oklahoma Conference on
Cos t All ocati on s and i ncl ud es di scussions by such noted academicians
and authors as Nicholas Dopuck, Shane
Moriarty, Lloyd Shapby, Robert Owens, and Joel Demski. A broad spectrum of topics relating to cost allocations, rationales, and related subjects is
discussed.
Controller Involvement in Management
Vijay Sathe, Prentice -Hall, Inc., Englewood Cliffs.N.J. 07632, 1982, 189 pp.—
The author uses a finely tuned approach
in this study of the controller's role in
large business corporations. Addressed
to both academicians and practitioners,
it deals with both theory and practice.
A pro bl em enco un tered in th is approach is that each audience has its own
ideas on presentation of the material,
the time it has to read, and other similar
items. It is obvious that the author has a
real grasp of the controller's role, and
the ideas and suggestions will benefit all
audiences.
Hospital Accounting Practice
Robert W. Broyles, Aspen Systems Corp.,
1600 Research Blvd ., Rockville, Md.
20850, 1982, 359 pp. —The author assumes that readers are unfamiliar with
the use of fund accounting and functional accounting in health care facilities, so he has slanted the book to familiarize practicing administrators and
students of health administration with
the fun dament als of accou nti ng for
health care facilities. Accordingly, the
focus of discussion is on the accumulation, presentation and interpretation of
information that depicts the financial
MANAGEMENT ACCOUNTING /JUNE 1982

position and changes in the financial position of these institutions.
Speakers' Lifetime Library
Leonard and Thelma Spinrad, Parker
Publishing Co., Inc., West Nyack, N. Y.
10994, 1979, 800 pp. —For the first
time, in a single book, conveniently arranged for easy reference, can be found
the "wise comments of the ages," the
anecdotes, the facts, the figures of
speech, the "jumping off' or introductory gambits for speeches on every kind
of subject. Broken out into four volumes
within one book are the vital elements
of a good speech. The uses to which
these various elements can be put are infinite in terms of the numbers of different combinations and in terms of the
brilliance with which each speaker develops his or her thoughts.
Accounting for Inflation: Stating a True
Financial Position
Robert W. McGee, Prentice -Hall, Inc.,
Englewood Cliffs,N.J. 07632, 1981, 227
pp.— Starting from an historical perspective, the two acceptable accounting
methods — general price level and current cost —are explored in depth. Applications and criticisms of each approach
are discussed, and practices in a few
representative countries are analyzed.
This volume appears to present a more
detailed historical analysis of inflation
accounting than h as been attempted
previously.
Simplified Governmental Budgeting
Edward A. Lehan, Municipal Finance
Officers Assn, of the U.S. and Canada,
180 North Michigan Ave., Suite 800,
Chicago, Ill. 60601, 1981, 86 pp. —Advances a simple idea that budgeting is a
thought process rather than a technique
or bundle of techniques. A very useful
and concise book for practitioners and
students in government accounting and
budgeting, it avoids the detail of step by -step approaches normally found in
books on this subject. The author tells
practitioners in agencies and legislatures
what they need to know about tools and
techniques and proper perspectives on
the job. The writing is crisp, brief and
sensible.
Project Management for Executives
Harold Kerzner, Van Nostrand Reinhold Co., 7625 Empire Dr., Florence,

Ky. 41042, 1982, 716 pp. —To make better use of and to achieve better control
over resources, more and more executives are realizing the importance of
adopting and implementing the project
management approach. This book is addressed not only to top -level executives
who must provide their continuous support for all projects, but also to those
project managers, project team members and functional managers who must
interact with top -level management
during the execution of a project.
Finan cial Model ling in Corporate
Management
James W Bryant, John Wiley & Sons,
605 Third Ave., New York, N. Y. 10016,
1982, 449 pp.— Provides a broad introduction to the field of financial modelling for the nonspecialist manager or accountant which should help to widen
the perspective ofthose already engaged
in modelling work. The basic aim ofthis
text has been to include descriptions of
modelling projects by those who have
been involved with them first hand by
bringing together within a structured
framework a collection ofarticles which
represent the ranges of applications of
financial modelling in practice.
Complete Handbook of Operational
and Management Auditing
William T. Thornhill, Prentice -Hall,
Inc., Englewood Cliffs, N.J. 07632,
1981, 592 pp. —This handbook was
written to identify, from a new perspective, an excellent management tool that
is often misused, misunderstood or neglected because it is perceived to be a
necessary evil or is reviled as a watchdog of management. That tool is internal auditing. The book reviews its values, its purposes, its needs, and, perhaps
most important of all, its flexibility. It
explains in concise terms how to custom- tailor the overall approach to inhouse auditing to suit the requirements
and needs of your
particular
company.

The above books are available from the NAA
library. Members may borrow books for a twoweek loan period by mail, telephone or personal visit. Address Ms. Miriam Redrick, Manager,
Library Services, NAA, 919 Third Avenue, New
York, N. Y. 10022 —(212) 754 -9736.
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Institute of
Management
Accounting
James Bulloch, Editor

John T. Kimmes, EDP staff auditor at Land
0' Lakes, Arden Hills, Minn. He is a member of
Minneapolis Northstar Chapter,
Louella J. Mann, an instructor at Arkansas
State University, Rector, Ark.
Jeffrey L. Radunz, senior staff accountant at
Deloitte Haskins & Sells, Richfield, Minn.
Larry W. Shaw, financial analyst at Cooper
Industries, Quincy, III. He is a Member -at- Large.
Ronald Codd, Gold Medal winner, earned a
master of management degree with distinction
at the J.L. Kellogg Graduate School of Management, Northwestern University. He has a
B.S. degree in business from the University of
California, Berkeley, and is a member of Beta
Alpha Psi honorary accounting fraternity and a
CPA in the state of California.

CMA Exam: Beyer Medal Winners
The winners of the Beyer Gold, Silver and
Bronze Medals have been announced by the
Institute of Management Accounting for those
candidates who took the December 1981 examination for the Certificate in Management
Accounting,
Ronald E. F. Codd, director of budgeting and
financial planning for worldwide manufacturing
and development activities at Tandem Computers, Inc., Cupertino, Calif., won the Robert
Beyer Gold Medal for achieving the highest
scores on the examination.
Christopher J. McLean, budget and audits
analyst at Caterpillar Tractor Co., Peoria, III.,
won the Beyer Silver Medal for achieving the
second highest scores on the examination.

tit
Codd

A
McLean

Louis E. Chouinard, consultant with Deloitte
Hask ins & Sells , Minneapolis, Minn., won the
Bronze Medal for his outs tanding s cores.
Jo h n A . Hep p , a f o r m e r g r a d u at e s t u d e n t a t
Northern Illinois University, won the Student
P e r f o r m a n c e Award . Th is a w a r d w a s e s t a b lished by the Mons anto Com pany to recognize
the student ac hieving the highest scores on the

examination.
Five other candidates will be presented Certificates of Distinguished Performance for their
outstanding performance on the December
1981 examination. They are:
Don R. Hansen, associate professor of Oklahoma State University, Stillwater, Okla.
70

�T
Chouinard

o
Hepp

Silver Medal winner, Christopher J. McLean,

graduated summa cum laude from Christian
Brothers College, Memphis, Tenn., in May
1980. He obtained his CPA designation in February 1981.
Louis E. Chouinard, Bronze Medal winner,
was graduated magna cum laud e wi th a B. S.
degree in June 1975 with a major in chemistry
and a minor in mathematics from the University
of Minnesota, Duluth. He has an MBA degree
from the University of Minnesota, Minneapolis.
He recei ved an Elijah Watt Sells Award with
High Distinction for his performance on the November 1981 CPA examination.
John A. Hepp is a Member -at -Large of NAA
who also has successfully com pleted all four
parts of the CPA examination. He received his

master of accounting science degree from
Northern Illinois University in May 1982. He
was a student at that institution when he took
the CMA exam and won the Student Performance Award.
Sponsored by Touche Ross
The Gold, Silver and Bronze Medals are
sponsored by Touche Ross & Co. in honor of
the late Robert Beyer, former managing partner
of the firm and a past president of the National
Association of Accountants.
Anyone desiring additional information regarding the CMA program should write or call
IMA, 570 City Center Bldg., Ann Arbor, Mich.
48104. (313) 662 -1986.
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Opinion
6-4 •
portant, an d what can, should or
needs to be done about it? Certainly
the present system works, and we
recognize the contribution public accounting firms make in absorbing and
then training many of the personnel
which industry eventually hires. But is
this the best approach? Or should
there, perhaps, be a gradual shift in
direction at the universities so that the
students will be more aware of the
choices they will face and the problems and opportunities they will meet
in industry? We think there should be
such a change, and we think the NAA
can contribute.
It has been our experience that
many persons who make the change
from public accounting to management accounting fail to perceive the
necessary shift in perspective that occurs in their job content and that they
must make. To a greater and greater
extent, the management accountant's
job looks to the future rather than to
the past. For example, we have found
that management, by the second or
third day after the close of an accounting period, has "forgotten" the
last period. It's now history. The manager wants to know what will happen
in the current period because this is
the one he has control over, and he
wants his management accountant,
by whatever title, to help him make it
happen. Industry desperately needs
more management accountants who
will help "make it happen."
But is this what the Beta Alpha Psi
members have learned, or at least
been exposed to, during their years in
college? We would hope so, but we
think not.
Industry has not done nearly the
job indoctrinating the faculties and
the students with its needs, its problems and, most especially, its opportunities. And understandably so. Accounting, planning, forecasting and so
on are not the big shows in industry.
Buying, making, selling goods and
services, of course, are. Industry must
look to staffing a wide variety of skills
and rarely can concentrate its "missionary" efforts on what it sees as
one of the peripheral or support funcMANAGEMENT ACCOUNTING /JUNE 1982

tions. Nevertheless, the "missionary"
work is needed. The public accounting profession has done a superb job
telling a story. Industry—that is, management accounting —needs to tell its
story just as well. The whole profession, and the economy as a whole,
will be the better for it.
How, then, can NAA contribute?
Well, if most individual companies
can't send out accounting missionaries to spread the word about management accounting, isn't this a role
which NAA, properly funded, can
play? Couldn't we offer suggestions
as to curricula, career opportunities,
career paths, psychological skill profiles and so on that the faculty and
students need, and, no doubt, are
anxious to learn more about? Particularly with the Certificate in Management Accounting, the NAA has the
medium through which proper levels
of professional attainment can be increasingly recognized.
It seems to us that an appropriate
vehicle through which industry can
contribute and combine its efforts in
its own self- interest might be an NAA sponsored Management Accounting
Foundation. Such a group, administered by a Board of some of our prestigious volunteer members, could, in
addition to its research funding activity, become a valuable means for disseminating the word about management acc ou nting to stu dent s,
potential students, and faculty —to the
extent that individual companies never do.
We hope that the Executive Committee and all other interested members will consider this idea and discuss it fully at all appropriate forums.
If it has merit, we'd like to see it acted
upon quickly. Perhaps, then, during
our next trip to Boone, our audience
may have a somewhat broader view
of the profession they have chosen.

Management
Accounting
Practices
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or financing by the lessor. It also
would prohibit retroactive adjustments of previously- issued financial
statements for refunds to customers,

requiring the refunds instead to be
charged to income in the current year.
The comment deadline is June 15.

MAP Committee Comments
NAA's representatives offered recently to the FASB, the SEC, and the
AICPA. The Board is proposing to defer the effective date of certain accounting requirements for pension
plans of state and local governmental
units. In its letter, the MAP Committee
(a) took cognizance of the activities
under way regarding the formation of
a Government Accounting Standards
Board and the question of how standards should be set for government related entities similar to private sector en tities and (b) th erefore
concurred with the Board's proposal
to defer application of Statement 35
to pension plans sponsored by governmental units.
The MAP Committee commended
the SEC on its effort to simplify rules
relating to foreign private issuers and
conform them to rules applicable to
domestic organizations. One criticism
made, however, was that certain conditions prescribed regarding use of
another currency for the issuer's primary financial statements are too restrictive and would force the use of local currency, which the Committee
feels is not always appropriate.
Guidance offered by the AICPA in
"Accounting and Reporting by Defined Contribution Plans and Employee Health and Welfare Benefit Plans"
was considered reasonable by the
MAP Committee.

Management
Information
Systems
10.4-4
EDP Format vs. WP Format
There are conventions and disciplines required in the use of the main
computer facility. If the users can use
hardware they already understand,
they will be more comfortable in its
use. Security is important in the distribution of any segment of data if it is
confidential or private. It applies in
transfer of data, whether it is hard
► ► 74
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Municipal `Grand Opportunities'
Prior to the early part of this century,
cities usually had only the weakest of
accounting systems, if any at all, and
abuses were common. The recent audit of New York City brought to light a
good example. It estimated that about
as many 1870s' dollars were expended to build a courthouse as it would
take 1980s' dollars to reproduce it. (In
light of the increase in construction
costs over the last 110 years, one
could reasonably infer that at least
95% of the original expenditure was
superfluous.) The building, of course,
is known as the Tweed Court House.
A few decades later, a sachem of
Tammany Hall, George Washington
Plunkitt, could scoff, "The politician
who steals is worse than a thief. He is
a fool. With the grand opportunities all
around for the man with political pull,
there's no excuse for stealing a cent."
"Grand opportunities" helped Plunkitt become a wealthy man while a
politician. He held several salaried
public offices at the same time, and
he profited from what he called "honest graft." He defined that as using inside information to buy up land in the
path of a public works project. Then,
when the project is made public, the
insider sells out at a large gain. "I
seen my opportunities, and I took
'em," Plunkitt said in summing up his
philosophy. (One of his contemporaries was the subject of a popular song
titled "How He Done It His Books
Don't Show.")
Other "Opportunities"
One would expect that current municipal accounting practices would
make abuses and creative accounting
much more difficult. It's clear, though,
that opportunities are there, although
perhaps a little less "grand."
72

Consider the use of multiple accounting fund entities to account for
the activities of one municipality and
the resulting potential for inter -fund
mischief. A good example is provided
by the City of Hamtramck, Mich. For
five years prior to its financial emergency in 1970, Hamtramck covered
its operating revenue shortfall by
transferring cash from trust funds
(mainly police and fire pension funds).
Of course, the city was also using traditional cash - crunch techniques of
deferring payables and advancing receivable collections. A proper audit in
1970 disclosed an accumulated deficit of about 44% of the current budget. And, with the trust funds out of
cash, some 22% of the current budget was required to cover cash pension payments to retirees, and another 40% of the budget was needed to
fund the city's unfunded pension
liability.
(In fairness to the cities mentioned
here, many other examples could
have been cited. For more, a good
source is the Advisory Commission
on Intergovernmental Relations, City
Financial Emergencies (U.S.G.P.O.,
1973).
Consider another municipal accounting practice: the exclusion of
long -lived assets from expendable
fund financial statements. When a
general fund, for example, buys a
long -lived asset, the debit is almost
always to expenditure or some other
nominal account. The expendable
fund 's focus is on s pend able resources, not spent resources, and
thus fixed assets on hand are not important to the fund, or especially to its
budgeting process. As a result, fixed
asset records are frequently not kept.
(W hen they are kept, they usually
ap p ear in a s ep arat e group -ofaccounts.)

Certainly, not accounting for fixed
assets provides major theft and diversion opportunities. But, perhaps the
major effect of this accounting laxity
is that municipal employees in custody of fixed assets may find themselves unable to defend their positions against charges of diversion or
theft.
Until three years ago, municipal
GAAP treatment for the issuance of
long -term debt by an expendable fund
was: debit cash, credit revenue. A
separate long -term debt group- of -accounts was where the liability was recorded, if at all. Thereafter, only debt
service requirements would show up
in the budgets and financial statements of the expendable fund.
The large -scale abuse of this accounting practice by New York City in
the 1970s (the topic .of a forthcoming
column) and others is well known. But
for an interesting twist on this technique, consider East St. Louis, III. Although it was running chronic operating deficits, state law prohibited the
city from raising property taxes or issuing debt. However, state law did
permit the city to issue long -term
bonds to pay off judgments won in
court by its creditors. Through cooperation by the city, its bankers, and its
creditors, the bonds enabled East St.
Louis to survive over 20 years of budget deficits. The bonds, naturally,
came to be known as judgment funding bonds.
Ounce of Prevention
The functioning of any accounting
system depends on having competent, professional people running it—
competent enough to know what is
correct, and professional enough to
withstand p ressure to "cook" the
books. In a tight market, most employers have difficulty maintaining
such a staff. Cities, frequently handicapped by lower comparative pay levels and by unrealistic personnel procedures and policies, usually have
even more difficulty. Without demeaning the many competent accountants
in the employ of cities, it is safe to say
the cities need many more. Until they
get them, the "pound of cure" cases
will continue to erupt and continue to
disc redit cities in the financ ial
markets.
MANAGEMENT ACCOUNTING /JUNE 1982
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and become more knowledgeable of operating personnel's needs. That's great,
and I agree.
Now how about suggesting that operating personnel become a little more
knowledgeable and tolerant of managemen t acco unt ant s' wo rk and th e requirements placed upon them in their
efforts to comply with various laws,
generally accepted accounting principles, and establishing and maintaining
controls to facilitate the protection of
the company's assets, Cooperation on
these points should be a two -way street.
Robert J. Palmer
Dallas, Tex.

Not All "Cons" Are External
While I do from time to time serve as an
external consultant to management for
various organizations, I did not consider the recent article on "Playing the
Consulting Game" (Jan. '82) to be offensive. Actually, I got a lot of laughs
from reading the tongue -in -cheek barbs
hurled at consultants by the authors.
I should like to remind the authors of
the article, however, that there are internal consultants to management (employees) as well as external consultants
to management. Likewise, I would be
remiss if I did not mention that all the
professional "cons" in consulting are
not outside the organization.
Grover L. Porter
Professor ofAccountancy
The University of Mississippi
University, Miss.

Good Color and Graphics
I want to compliment you on the excellent use of color in the February issue
and the graphics in the March issue. I
felt that the use of the brown pages to
highlight the special topic articles in
February added to the interest of that
issue. You might want to consider using
colored pages regularly to set off the
special topics of each issue.
The graphics on pages 15 and 24 of
the March issue added to the interest of
those articles. I have not always been an
MANAGEMENT ACCOUNTING /JUNE 1982

advocate of full -page graphics, but, the
two pictures in the March issue were
adequate to explain the purpose of the
articles. Both pictures were obviously
well thought out since they did add to
what the articles were all about. I hope
you continue to use such graphics —
when they are good.
Again, congratulations on two fine
issues.
n IFIesher
e
University of Mississippi
University, Miss.
U

In Praise of NAA
I borrow the phrase from Robert Shultis' Opinion Column in the February
1982
issue
Of MANAGEMENT
ACCOUNTING.
NAA is to be congratulated on its
small business issue and the continuing
small business column. Small business is
indeed big business, and NAA can play
a vital role in keeping small business
informed.
On a more personal level, after attending NAA's first small business panel meeting, it is gratifying to see many
of the panel's recommendations and
suggestions being followed up. NAA
has been most responsive to members'
needs.
Barbara Webber
Corporate Secretary/
Accounting Manager
COMSIS Corporation
Mountain View, Calif.

A Better Calculation
In the article, "Establishing Standard
Costs in the Concrete Pipe Industry"
(Feb. '82), Mr. Caricofe's illustration of
the determination of raw material costs
contains one of the errors I have most
frequently encountered in reviewing the
work of cost accountants.
To arrive at total batch cost, Mr. Car icofe added 5% to the raw cost to account for an estimated waste loss. This
brought the raw cost of $95.57500 up to
$100.35375 aft er t he al l o wan ce o f
$4.77875 (5% of $95.57500) is added.
A more accurate method to allow for
waste is to divide the raw cost by a factor equal to 1.00 less the loss factor. In
Mr. Caricofe's example, this denomina-

for would be .95 (1.00 less .05 waste).
Using this method, the total batch cost
would be $100.60526 ($95.57500 divided by .95).
As a proof as to the more valid method consider the following test:
Divided
Add 5 %n

by 95 %n

Total Batch Cost
Less 5% Waste

$100.35375

$100.60526

5.01769

5.03026

Raw Batch Cost

$ 95.33606

$ 95.57500

The apparent raw material yield variance of $.23894 per batch reflected in
the cost accounts would not be caused
by inefficient material utilization but by
the incorrect calculation of the waste
allowance.
Joseph P. O'Rourke
Charlotte, N. C.

A Fair Appraisal Is Useful
I read with interest the article "How
We Valued a Closely Held Corporation" by Mr. John J. Mesko (Feb. '82).
Having been in the appraisal industry
for a number of years I felt it appropriate that I comment on some of the procedures used by Mr. Mesko. While the
backbone of what constitutes generally
accepted appraisal procedures is Internal Revenue Service Revenue Ruling
59 -60, the application of the ruling to
the particular situation was other than
something that might be found acceptable by the Internal Revenue Service
and lacked the objectivity that could be
brought to the subject by an independent third party.
The first major flaw in the application of the valuation procedures was ignoring the income approach as a primary valuation technique. Certainly any
purchaser of a company would look to
the earning power of a company in the
determination of a reasonable purchase
price. Regardless of the "value" of underlying assets, the sum of the parts
cannot exceed the value of the whole.
The valuation relied upon an appraisal
that was made for insurance purposes.
While Mr. Mesko points out that stockholders were given an opportunity to review the appraisal, it is likely that they
were not familiar with the used equipment market. The Fair Market Value of
10-10- 74
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used machinery and equipment generally differs dramatically from its value for
insurance purposes.
In the valu ation of th e comp any's
goodwill, I found that the use of a normal p rofit percentage of 10% and a
20% rate for the valuation of goodwill
to be unrealistic based upon capitalization rates in the 1980s. Finally, the most
critical flaw I found was one that, while
not part of the valuation itself, is the use
of a formula within the agreement. The
formula used today may or may not be
appropriate in one month, one year, or
five years from now.
It is our opinion that the most appropriate handling of a buy /sell agreement
is to allow for the parties to provide
within the agreement an independent
appraiser to make a valuation at such
time as is necessary under the terms of
the agreement. By adopting this procedure, the individuals have created a valuation for the company's stock which
should result in equity to all parties involved in the transaction. We believe
that a valuation by an independent third
party having no interest in the company
under appraisement is the only way to
avoid the built -in prejudices that exist
from a valuation by an interested party
and provides a fair unbiased view from
an ind ivid ual who regul arl y valu es
companies.
Robert T. Hansen
Lloyd - Thomas/
Coats & Burchard Co.
Dallas, Tex.

Management
Information
Systems

received acceptance and is not likely
to be accepted in the near term. The
ease in which word processors can
provide more acceptable formats can
give this hardware a significant edge
over other methods of presenting
data. The addition of arithmetic and
logic has provided the word processing user with the ability to access data
and perform data processing functions to achieve the output capable of
being presented in an acceptable
format.
Merging Technologies and
Indistinct Borderlines
Th e dat a proc ess in g fu n ct ion
should be responsible for the storage
and security of transactions that constitu te corpo rate info rmat ion. Data
supporting information reported externally should be included in this category, The determination of whether or
not word or data processing is used
tends to rest with the nature of the information rather than with how it is
prepared or who performs the processing. At a recent rou nd tab le
discussion, a group of experts discussing cen traliz ation versus
decentralization of data processing
agreed that different disciplines are
involved in overall management information. They formed a consensus
that technologies are merging and
that the borderline between word and
data processing is getting very indistinct. The data processing manager
will have to be able to recognize and
support merging of technologies.
Hardware or software classification
cannot be the criteria to determine if
the function processing data is to be
classified as word or data
processing.
O

Taxes
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copy, accessible data or distributed in
the concept of corporate information.
The transfer of computer - printed
reports to typewritten reports takes
place frequently. The higher the levels in the organization that receive a
report, the greater the chances are
that the report will be typed or even
retyped as a facsimile of the computer printout. The bold print font normally used on computer printers has not
74

21-4-4
determined t hat the taxp ayer was in
fact not entitled to the entire amount
refunded. The IRS then turned to the
Tax Court to require the taxpayer to
rep ay th e exces s p ort ion of t h e
refund.
Although the Code does not provide for any penalty or sanction to be
imposed upon the IRS if it fails to process a quick refund claim within the

prescribed 90 -day period, taxpayer
Pesch contended that the various options generally available to the IRS for
recovering a deficiency are limited
where the IRS fails to process a quick
refund application within the required
time period. Indeed, the Tax Court
noted that the IRS may generally
choose one of three remedies to recover a refun d erroneou sly p aid
through a quick refund application:
1. The IR S may su mmaril y ass ess a
deficiency as if due to a mathematical or clerical error appearing on a
return; or
2. The IRS may issue a deficiency
notice to the taxpayer, and thereby
subject the refund to the usual deficiency procedures, including review by the Tax Court; or
3. The government may bring a civil
action against th e taxpayer to recover amounts claimed to be
owed.
Pesch argued that if the quick refund is processed after the 90 -day period provided for in the Code, the IRS
cannot technically consider any overpayment of the refund as a "deficiency." As a result, the only remedy
available to the IRS is to bring a civil
action which is subject to a two -year
statute of limitations (five years, if the
refund was induced by fraud or misrepres en tati on of a mat erial fact ).
Since the IRS had not brought any
such action against Pesch during
such two -year period, the IRS was
barred from suing Pesch for recovery
of the excessive refund.
The court, however, rejected that
argument and ruled that the IRS may
choose any of the three remedies
generally available to it, including recovering quick refund overpayments
in the Tax Court where the statute of
limitations exceeds two years, even if
the quick refund was belatedly processed after the 90 -day period designated by the Code.
II
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UPDATEYOURCREDITANDFINANCIALPRACTICES
Sell more ... with more safety —Build cash flow and profits!
The National Association of Accountants presents

A Self-Study Course in
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CREDIT AND
FINANCIAL
ANALYSIS
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Designed for:

Over 300
pages of text
plus charts.
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• Credit Managers

• Collections Personnel
• Controllers
• Financial Analysts
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history
problems !

• Management Accountants
• Treasurers and Executives
who need to understand
the how and why of credit

CREDIT AND FINANCIAL ANALYSIS is invaluable for anyone seeking the techniques of
sound credit management and for those credit professionals who want to sharpen their
judgment and stay current with new developments,
WHAT YOU WILL LEARN
• How to use balance sheets and income statements to pinpoint financial health.
• How to find -and plug -the "leaks" in
your credit system.
• How to measure the degree of risk in
any account -old or new.

COURSE FEATURES:
As current as today! Just revised with
new material, additional case studies,
latest regulations and accounting terminology,

grades and model answers on all submitted assignments.
FREE consultations, discussions or
problem - solving guidance with an
Analyst/ Instructor, if desired.

Real -world case studies that make the
instruction "stick."
Feedback, reinforcement, comments,

An engraved certificate recommending 20 hours of Continuing Education
credit upon successful completion.

GROUP PARTICIPATION: The course is ideally suited for group or team
participation. Please call the telephone num ber show n on the Order
Form for deta ils and special discounts.

• How to sell marginal accounts safely and profitably.
• How financial ratios help you compare individual accounts against
industry -wide performances.
• How to spot the danger signals
in your customer accounts -while
there's still time to act,

Natio nal As s oc iatio n o f A cc o untants

r
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919 Third Avenue, New York, N.Y. 10022
Att: Self -Study Programs
(212) 754-9766
Please s end me your se lf -stud y co urse in CR ED IT A ND F INANCI AL A NA LYSI S

Price $149.00 (10% discount to NAA members - $134.00)
Name

• How to get better control of receivables and reduce borrowing needs.

Com pany
Home or
C Bus. Address

• How to pick the best prospects,
those most likely to pay on time.

City, State, Zip

-

• How to predic t the probable s uc cess of a business -even new enterprises.
• How to assess vendor reliability
before you sign the contract.

Member No.
Bill me

I
I

0 Bill my company

El Charge to my Master Card #
Payment enclosed
(N.Y State resid ents add 4% tax)

F1 Nonmember, prepaid only
O Send information on NA A membership
L 1 Charge to my VISA account #
Interbank #
Cre dit card e xpiratio n d ate _
-

-

-

People in the News
Daniels & Associates, Inc., as corporate
controller.
Beth Zaentz, Diablo Valley, has joined
Doctors Hospital of Pinole, Calif. as assistant controller.
Steven J. Bonnet, Dubuque Tri- State,
has been named office manager of Flex steel Industries, Inc.'s Waxah achie,
Tex. plant.
James Sandham, Jr., East Bergen -Rockland, is now accounting manager at OnLine Software Systems.
Anthony A. Masny, Elmira Area past
president., has been elected secretary t reas u rer at C h emu n g Fo rd , In c.
. . . Dennis P. Moody is now plant controller at Corning Glass Works' Solon,
Ohio plant.
NAA President Emil "Bob" Scharff (r), recently received the 1982 Distinguished Alumnus Award from the University of Southern California. Dr.
Doyle Z. Williams, dean of the School of Accounting, presented the
award. The honor is conferred annually upon that alumnus who has
made a distinguished contribution to the advancement of accounting during his or her career.

Promotions and New Positions
Bernie F. Denault, Alameda County South, has been named manager of
methods at the San Mateo office of U.S.
Fleet Leasing, In c . . . . Ga r y L . Medeiros is vice president at Sutro & Co.
Rick W. Gossett, Atlanta North, is now
a special project manager in the internal
audit department of Rollins, Inc.

Laurie B. Carter, Cedar Rapids, has
joined Collins Employees' Credit Union
as controller.
Patricia P . Bennett, Charleston, has
een named comptroller for Colony Resorts, Inc.
I

Keith W. Veale, Cincinnati past president, is now regional manager of Lloyd Thomas /Coats & Burchard Co.

Lynn S. Coombs, Bangor - Waterville,
has been promoted to controller of St.
Regis Paper Co.'s Costigan plant,

Dean S. Brady, Cleveland East past
president, has been elected vice chairman of PMC Industries.

Sana S. Eisa, Baton Rouge, has been
elected to the board of directors of C.J.
Brown Realtors, Inc.

Richard J. Haviland, Connecticut Gateway, has joined Automated Data Processing Corp. as corporate controller.

Frank J. Carbone, Beaver Valley, has
been named director of development for
Giltspur Expo Industries, Inc.

John D. May, Jr., Cuyahoga Valley, is
now a manager at Lomax and Soful.

Edward C. McElban, Bujjalo, has been
re- elected to a third term on the board
of directors at ROCI, Inc.
Thomas R. Ruth, Cape Canaveral past
president, is now controller of the Harris Broadcast Division,
76

At E.I. du Pont de Nemours & Co., Jeffrey S. Hulick, Delaware, has been promoted to manager ofinventory accounting, and Carolyn C. Leonard is now
financial analyst in the fabrics and finishes dept.
Harvey E. Jones, Denver, has joined

At St. Mary's Medical Center, Pamela
K. Hanlon, Evansville, has been named
manager of budgeting; Craig J. Howerton has been appointed director of accounting; Douglas J. Knies is now assistant director of accounting.
Michael F. Sitko, Fort Wayne, has been
named controller of International Harvester Co.'s Fort Wayne heavy truck
plant.
At Squirt & Co., Michael R. Mucciolo,
Grand Rapid s, has been named vice
president, financial administration, and
Thomas J. Simmons is now treasurer.
Arthur M. Salvitti, Green Mountain,
has been, promoted to plant manager,
subcontract operations, at Simmonds
Precision Co.
Florence J . Ferguson, Hampton Roads,
has joined Automatic Data Processing
as a district manager for Tidewater.
John S. Pepper, Harrisburg, is now controller for the Mid - Atlantic Coca -Cola
Bot tli ng Co. ... Randall A. Rowe has
been named controller for the Hershey
Convention Center.
Jack S. Sellers, Illinois Northeast past
president and NAA national director,
has joined Ingrid, Ltd., as corporate
controller.
David A. Markley, Indiana East, has
been n amed corpo rat e con tro ll er of
MANAGEMENT ACCOUNTING /JUNE 1982

Henny Penny Corp.
Jerome A. Stephens, Jr., Johnstown, is
now senior contract administrator at
Pennsylvania Electric Co.
Royce V. Lawson, Kansas City, has
been named senior vice president of
Whitaker Cable Corp. He also will continue as treasurer.
Edward F. Piasecki, Lake Superior, has
been promoted to systems and procedures analyst at Minnesota Power &
Light Co.
Robert H. Adams, Lancaster, has been
named general manager of administration and finance and general manager of
mobile home products for Howmet Aluminum Corp., mill products division
P
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Grand Rapids

LEVEL
Oakland County

.... Donald R. Slick has been appointed controller of the United Way of Lancaster County,
Richard A. Flading, Lansing- Jackson
past president, has been named controller at Cubic Data Systems . . . . Muriel
M. Manning is now financial analyst at
South West California Product Credit.
Theodore W. Harlan , Lehigh Valley,
has been promoted to manager, financial accounting and reporting, in the financial accounting , planning and reporting division of Bethlehem Steel
Corp.'s accounting department.
Glenn M. Handler, Louisville, has been
named corporate accounting manager
at Dairymen, Inc.... James P. Higdon
has been appointed treasurer of the City
of S t . R egis Park, Ky.. . . Crati s M .
Shannon is now controller at Federal
Printing Co.
Ru s sel l R . S mes tad , Madison, has
joined Cetus Madison Corp. as accounting manager.
Ri chard N. S arasi n , Massachusetts
North Central, is now city auditor of
Fitchburg, Mass.
Ernest J. Szilagyi , Member -at- Large,
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USA, has been elected vice president of
planning for Singer Co.
Jane E . Lunsford, Miami Valley Ohio,
has been promoted to accounting manager at Champion International corporate headquarters.
Herb ert D. Ihle, Minneapolis Viking,
has been named executive vice president
and chief financial officer of Burger
King Corp., a subsidiary of the Pillsb u ry C o . . . . J u d i t h M . M i k k el s o n ,
CMA, has joined Red Lobster Inns as
financial manager for the Great Lakes
region.
Jeffrey C. Wooldridge, Mohawk Valley,
has been promoted to assistant controller of Duofold, Inc.

3rd Party Intervention

Fred F. Beatty, Morristown, has been
appointed senior vice president, finance
and administration, at Borden Metal
Products Co.

The key to collecting accounts that
are ignoring you. Why pay 25.50% of
the balance?

Stephen P. Renock, IV, New Orleans,
has been appointed vice president and
chief financial officer of Hinton Mortgage & Investment Co.

$500, $1,000,$10,000, Your cost
per collection is fixed at $58.33.
Smaller balances cost less than $12

Harold D. Reiff, New York, has been
named vice president, finance and administration , and chief financial officer
of Knickerbocker Toy Co., Inc.
Allen M. Yurko , Northwest Keystone
past president, is now group controller,
mat eri al han dl i ng gro up , at E at o n
Corp.

Any Siz e B a la nce

per account.

Im pr ov e Ca sh F lo w
There's no need to be a banker to
yo ur custo mers. Reduce yo ur past
due a c c ounts b y 5 0% o r mor e .

W hy the Low Cos t?
Simply because we don't handle your
money. All payments are made direct
to you. We each save expense.

No Risk

Leon J. Level, Oakland County, has
been elected corporate vice president
and treasurer of Burroughs Corp.

You must receive results with our
copyrighted plan before you pay.

Howard Zeidman , Oakland -East Bay,
has been appointed controller for Spark letts Drinking Water Corp.

Verify our effectiveness and years of
reliability by calling our clients coast
to coast. Many are m embers of the
Fortune 500.

James R. Claborn, Oklahoma City, has
been elected to the board of directors of
First Oklahoma Bancorporation, Inc.
Jo h n L . Brigham, Permian Basin, is
now assistant to the vice president of finance at Laguna Petroleum Co., Inc.
Maxine Johnson, Pittsburgh, has joined
New E n glan d M erch an t s Nat i o n al
Bank as senior trust officer. . . . William
D. Johnson has been promoted to manager— consolidations at the corporate
offices of Rockwell International. Byron F. Miller is now controller of Gilt spur Expo Industries, Inc.... Yousif E.
Mulla has been appointed controller of

Are We Credible?

Write Today...
For Complete Details Plus Our
FREE Newsletter Full Of
Collection Tips.

Pa r so n -Bishop Na tiona l
Collections, Inc.
7870 Camargo Rd.
Cincinnati, Ohio 4 5 2 4 3
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the David L. Lawrence Convention
Center.... Garold L. Rutherford is
now director — accounting consolidations at the corporate offices of Rockwell International.
Deborah A. Crow, Princeton, has been
promoted to sales forecasting analyst
for Personal Products Co.... Lawrence
W. Harper is now controller for Aeronautical Research.

Thomas J . O'Connell, South Bay, has
been elected to the board of directors of
Bradner Central Co. He also is vice
president, finance, of the company and
is a past president of Southwest Los Angeles Chapter.
Michael P. Risdon, South Central Indiana past president and NAA national
director, is now controller of Diesel
ReCon.

Equipment Corp.
James L. Jarvis, Tulsa, is now controller at Tulsa Litho Co.
Charles L. Higley, Virginia Skyline past
president, has been named accounting
manager of the new Hershey facility in
Stuarts Draft.
Ned. B . B allengee, Washington, has
been named controller of Decision Resou rces .. .. Eugene J. Gavin, Jr. is now
comptroller at Carroll Manon Nursing
Home.

Jo Ann S. Felker, Quincy Area, has
been promoted to manager of accounting at Calcium Carbonate Co.

Jim H. Thomas, Southeast Alabama,
has been promoted to manager of the
tax department at McDaniel & Co.

Paul L. Brunswick, Rochester, has been
appointed vice president and controller
of Sybron Corp.'s medical products
di vi si on .. .. John N. Dobberstein has
been named a vice president. at Rochester Corporate Savings Bank.... Ralph
R. Eisenmann is now assistant controller of Erie Savings Bank.... Gayle K.
Lee has been named international financial manager, consumer products division, for Bausch and Lomb, Inc.

Constance J. O'Brien, Springfield, is
now business man ager of WHYN
Radio.

Leonard F. Leganza, Waterbury, executive vice president of finance and a director of Scovill, Inc., has been elected a
director of Colonial Bancorp.

James T. Carmichael, Syracuse, has
been named vice president — finance,
Crucible Specialty Metals, Crucible
Steel Co.

Dwayne Streeter, Waterloo -Cedar Falls,
has joined R.J. Dickensen & Co. as an
investment banker.

William P. Campi, San Angelo, has been
promoted to corporate financial controller of Ethicon, Inc.

William L. Giddens, Jr., Trenton, has
been promoted to manager of corporate
employee dis bursements for Di gital

John R. Donovan, Toledo, has been promoted to assistant treasurer for the Toledo Pressed Steel Co.

Alvin M. Stenzel, Jr., Richmond Jackson, has published a book on Approaching the CPA Examination.

Organization Service
'

The cost of calling city to city needn't
put you in a state of shock. Whether you
transmit voice, data or facsimile, we could
cut your company's long- distance phone
bill 40 %. With no capital investment or
change in equipment. Contact Walt Pioli.
RCA Americom.400 College Road East,
Princeton, NJ 08540. (609) 734 -4300.

'

Julia A. Ard, New Orleans, has been
elected president of the National Society
of Women Accountants.

Emeritus Life Associates
'
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'

'
'
'
'
'

Author

-
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City /State /Zip
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John A. Addeo, Westchester, has been
named senior vice president and special
assistant to the chairman at Frank B.
Hall & Co. James M. Schlomann succeeds Mr. Addeo as controller and chief
operating officer.
Kay Sheets, Wichita, has been promoted to payroll department manager at the
Coleman Co.

The cost of
calling Los Angeles
shouldn't make you
see stars.
1

Timothy M. Donarski, Waukesha Area
past president, has joined Arco Investments, Ltd. as controller.

A

Clifford C. Abbott, Sr., Southern
Maine.
Jack M. Banks, Hawaii past president.
Stuart. Cameron McLeod Society.
James V. Bentley, Olean- Bradford
Area.
George W. Blinco, Portland - Willamette.
James E. Boggs, Des Moines.
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Geo rge J . Bo on e, Ro ckfo rd past
president.
William W. Boyd , Binghamton past
president.
Howard J . Cann, Delaware.
Lewis A. Cim a, West morela n d Cou n ty.
Gran ville H . C o b b, San Antonio.
Robert W. Coo p er, Oa kla n d Co u n t y.
Eve ret t H . Cra n d a ll, Delaware.
Herbert A. Crom p to n , Essex Cou nt y.
Alexander Dam m, Los An geles.
Fr ed R . De ns m o re, Ma c o m b Co u n t y
Michigan past p resid ent.
Le st e r E. Engelh ard t, New Orleans.
Arlo F. Fink, Tucson.

Daniel J. Ford , Hartford.
R. Gerber, New Jersey Meadowlands.
Miles J. Gibbons, Harrisburg Area past
president; past national director, 195456. SCMS.
Alvin H. Gillis, Northern Wisconsin.

Albert S. Hardy , Boston.
Fr an k G . Hu ll, New Ha ven .
H. W. Joh nson , Member -at- Large.
Francis W . Ken d all, New Yo rk.
Robert O. Kneb el, Bridgeport.
Walter A. K yrcz, New Ha ven ,
O. W. La dd , An n Arbo r past p resid ent.
Haz el W . Lu n e ke, Dayton.

A lf r e d G . M a t t h e w s , Balt i more past
presid en t.
R. E . Me re d ith, St. Louis.

J. T. Nest or, Kansas City past president; past national director, 1974 -76.
SCMS.
E. Watson Palzer, Jr., Trenton.
Russell E. Partridge, Muskegon past
president.
Donald J. Patton , Asheville past president; past national director, 1955 -57;
past national vice president, 1959 -60.
SCMS.

In Memoriam
Long -time NAA member Charles W.
Lent, Jr., 67, Charlotte Blue Chapter,
died recently. A member since 1940,
Mr. Lent had served the Association in
several capacities. He was president of
three NAA chapters: Lansing, Charlotte and Catawba Valley. He was elected a national vice president for 1966 -67
and served on the Committee on Planning in 1966 -67. During 1971 -72, he
was president of the Carolinas Council
of NAA, and in 1977 -78 he was elected
p re s i d en t o f t h e S t u a rt C ame ro n
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Profit maximization is not the single
goal�of�most�firms�—�contrary�to
popular belief. Corporations also are
concerned with ratio of return on
investment, market share and total
sales. This information, and more,
was uncovered in personal interviews
(based around a structured questionnaire) with participating managers in
22 com panies in the United States

and 22 companies in Canada. These
organizations were involved in the
manufacturing activities of at least
one�of�four�industries�—�food�processing, chemical, transportation
equipment,�or�heavy�equipment�—
and they represented a large portion
of their industry's annual sales, total
assets and number of employees.

ISBN 0- 86641.001.5 NAA Publication No. 80123

52p age•

riau trtts corm and remittance to:

Member No.

�

Nonmember

I I Please send membership information

MANAGEMENT ACCOUNTING /JUNE 1982

$4,95
10% discount to members

Please send "The Pricing Decision" to:

National Association of Accountants
919 Third Ave.. New York. N.Y. 10022

I I I I I I I

McLeod Society. He recently had assumed Emeritus Life Associate status.
Rodney E. Anderson , 39, Member -atLarge, USA, 1970.
Don W . Baldwin , 49, Peninsula -Palo
Alto, 1968.
Ralph Ballirano, 53, Norwich past president, 1967.
Robert T. Broadie, 57, South Jersey,
1960. Emeritus Life Associate.
Vincent P. Brown, 72, Chicago past
president, 1933. ELA.
Robert Davis, 55, Dallas, 1962.
Sal ly M. Do bso n, 47, El mira Area,
1975.
Richard A. Hill, 51, York, 1969.
N. Holve, 84, Springfield, 1927,
Robert G. Jamieson , 61, Hawaii, 1954.
F. T. Kedzior, 58, Cleveland, 1956.
L. R. Leighton , 66, Fort Lauderdale,
1955. ELA.
Grant B. Lewis , 33, Salt Lake Area,
1977.
M. S . Neub ert , 49, Olean- Bradford
Area, 1970.
Guy C. Richards , 61, Santa Barbara,
1956.
T. J. Taylor, 76, Pittsburgh past president, 1958. ELA.

Name

_ _

Company _ _ _ _
Address
City. State, Zip
Price: $4.95�(10%�discount�to�member�–�$4.45)
Quantity:
Am ount�$�—
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Screen Director software package.
Business & Professional Software, Inc.
has developed a software package that
allows a desktop computer to function
like a slide projector with a carrousel.
Called Screen Director, the package
complements BPS's Apple Business
Graphics (marketed by Apple Computer, Inc.), the first color business graphics system designed for microcomputers. It also can be used with almost any
other program that produces graphic
images on an Apple computer. While
Apple Business Graphics allows the
user to create and store graphic images,
Screen Director retrieves and displays
them on video monitors for presentation. It consists of a manual binder, a
Kodak hand -held remote slide projector

Northwest Analytical, Inc. has unveiled
Forecast, a financial forecasting system
for use on Apple Computers. The new
system gives the user figures needed in
planning, budgeting, and sales or activity forecasts. The user feeds in historical
sales or activity records, and the computer performs the statistical analysis
and extrapolation. In combination with
a spreadsheet, the user can develop reliable and credible future business activity models. The user also can enter assump tio ns on the effect s o f vari ous
business efforts, such as advertising or
large orders. Forecast integrates these
assumptions with the sales history data
and calculates future trends. Final reports docu ment all t he as sumpt ions
made and give a graphic plot of projected sales activity. Phone Jeffery L. Cawley, (503) 224 -7727.
IBM has added several new programs
for the IBM Personal Computer. Inventory Control, by Peachtree Software,
Inc., is designed to assist a small business to improve its merchandise control,
reduce inventory investment and improve customer service. Dow Jones Reporter provides access to financial news,
market quotations, and company profiles. Time Manager Program, from Microsoft, Inc., enables the user to organize and plan activities more effectively
while maintaining accurate and complete records. Phone (800) 447 -4700; in
Illinois, (800) 322 -4400; and in Alaska
and Hawaii, (800) 447 -0890.
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Enhanced cash processing and credit
and collection tools are among the features included in University Computing
Co.'s Release 4.0 of its Fortex Credit
and Accounts Receivable Management
System (CARMS). The updated system
can apply payments to a customer —
with no clerical effort. It also can accept
invoice d etail from a b ank lo ckb ox
transmitted payment, identify it to a
customer using the MICR number and
apply it to an open item. The new collection tools can help improve cash flow
by automating customer follow -up as

From Capex Corp.'s Appfications Division comes Flexigraf, a full -color business graphics system designed for nonp r o g ra mmer s . Th e new s ys t em
transforms stacks of reports into color
graphics that enhance communications
and highlight business trends. Users can
create virtually an y type of ch art or
graph as well as company logos, organizational charts an d graphic designs.
Text, legends and borders also can be
added. Other features include automatic
data access, conditional statements,
arithmetic capabilities and unlimited
color and scaling specifications. Phone
Robert Hapip, (602) 264 -7241.

controller, and two diskettes. Phone
Sam Guckenheimer, (617) 491 -3377.

_

The Microcomputer Software Division
of Aeronea, Inc. has introduced a new
financial analysis software package for
use with Apple II, Apple II Plus and
IB M P erso n al co mp ut ers . Th e E x ecuware Financial Analysis Package
provides sophisticated analysis for finan ci al ex ecu t i ves i n d etermi n i n g
whether to lease or buy, figuring loan
and lease payment schedules, analyzing
capital budgeting alternatives and determining depreciation schedules based on
the E co no mi c Recovery Tax Act of
1981. The package eliminates guesstimates, increases productivity and uses
the power and cost savings of a microcomputer. Phone Bob Carroll, (704)
525 -9881.

well as offering displays of user - defined
exceptions. Release 4.0 also allows for
unlimited, free form comments for each
customer. Phone Fran Gaddis, (214)
353 -7846.

.

Monchik -Weber Investment Systems, a
division of The Monchik -Weber Corp.,
has created the International Multicurrency Portfolio System (IMPORT), designed to meet the portfolio needs of investment professionals throughout the
world. A comprehensive accounting
system, IMPORT provides up -to -date
computerized record keeping, pricing
files, and valuation reports that are listed in separate as well as base currencies.
The system's true multicurrency capability can help protect against possible
foreign exchange losses by allowing users to identify the portion of gains and
losses attributable to currency fluctuations, as opposed to security price fluctuations. It runs on the IBM System 34
computer, which can be maintained and
operated almost anywhere in the world.
Phone Janet Green, (617) 426 -3500.

Madeline Krakowsky, Editor
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Think you can't correct your
clients' cash flow, business
refinancing, debt consolidation and need
for immediate cash right now?

OhYesYou

That's the National Acceptance Company of America, the cash
support specialists for people with pressing business needs. Your
clients' unique requirements call for unique solutions... and we can
build those solutions, with individualized secured lending programs
that offer assistance with accounts receivable financing, inventory
and equipment loans, mergers and acquisitions, and complete
refinancing plans.
So, whenever one of your clients needs help with a cash flow
problem, remember... you've got the NAC!
E.stabhshed in 1922

*�

National Acceptance Company of America
Bankers Bldg., 105 West Adams St., Chicago, Illinois 60603

OUR
60TH YEAR!

REGIONAL OFFICES: Chicago / Atlanta / Baltimore / Denver / Los Angeles / Phoenix
Salt Lake City / St. Louis / San Jose / Santa Ana / Seattle / Southfield (Detroit) / Tampa / Westlake (Cleveland)
Accounts�Receivable�•�Inventory�Loans�•�Equipment�Loans�•�Equipment�Leasing�and�Financing
Sale�-Lease�Back�•�Re-�Financing�•�Money�for�Mergers�and�Acquisitions

Howtofire
s o m e o n e
Some people need a drink to
do it.
Others toy with the idea for
months before they get up the
courage.
But you can take a lot of pain
out of the experience.
With the techniques Robert
Half reveals in his new 16 -page
booklet, How To Hire Smart.
It tells you how to interview.
How to hire.
How to fire.
It's condensed from Robert
Half's 34 years of specialized experience in financial, accounting and
edp recruiting.
And it's yours free as soon as
you call anyone 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).
Meanwhile, here are a few
hints from the booklet.

y o u

person can live with. But by all
means be truthful.

The specialist for 34 years.
Robert Half invented the concept of specialized recruiting. Because a specialist does a better job.
His annual 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,
the Robert Half organization is the
largest specialized recruiter —
which means we can give you the
best choice of first -rate
candidates.
So when you hire
somebody recommended by a Robert
Half office,you may
save yourself the
agony of firing.
=---- - - -- -,

Please mail me your booklet How To Hire Smart I
coupon to Robert Half International, Inc.,

Don't drag it out.
When you have to let somebody go, don't hem and haw. The
longer you wait to spring the news,
the tougher it gets.
Be super tactful. Do your
best to give an explanation that the
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