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No other General Ledger provides as much easy- to-use
reporting power. Some systems have as many as three different report writers. But with our powerful Variable Report
Writer and simple English instructions, users can generate
almost any report, any time, in the format best suited to meet
their needs.
Even better, users can have access to current, on-line
inform ation at virtu ally an y time an d at virtually any sum mary level.
Th e So ftware Intern ation al Gen eral Led ger can be
installed quickly. Many users report that within a few short
months, they are closing their books faster, producing reports
in hours instead of days, and generating more relevant information for business decisions.
Because no business operates solely from a General
Ledger, our system interfaces with

Atlanta (404) 9553705 Boston (617) 685.1400 Clilcaga
Los Angeles (213) 5730402 New Ybril (914) 25349M San J

Payable, Accounts Receivable, Fixed Asset, and Payroll/
Personnel pa ckages t o fo rm a com prehe nsive fina ncial
database.
Best of all, THE SOFTWARE gives you something extra:
Confidence. Confidence in first - class, thorough training and
documentation. Confidence in continual product enhancements and stringent quality control. And confidence in our
customer support because of the high caliber of our people_
As part of General Electric Information Services Company,
we are a member of a worldwide family of computer and business professionals.
More account - ability is the most important reason why
more than 4,000 users worldwide selected our General
Ledger over the competition.
Cali or write today. You'll see that THE SOFTWARE
I on.
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"Five years ago, I got fed up with slaving for a
salary.Now I'maComprehensive"accountant,andI've
more than tripled myincome!"—Joe Donahue, Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSIVE'

I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
practice. but working for
someone else meant I didn't
have that core group of clients
to get me started.
Then I read about
COMPREHENSIVES nationwide
network of independent local
accountants. Local to let me
keep in touch with myself and
my market, and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.
You might Say COMPREHENSIVE
helps you be in business for
yourself without being in
business by yourself.
What is COMPREHENSIVE?
COMPREHENSIVE is the nation'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.
Over 300 independent
accountants utilize
COMPREHENSIVE 'S centralized
computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
With COMPREHENSIVE. I'm
backed by a team skilled in
accounting systems, practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre -sell
new clients.

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

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

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

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 accoL,nts, 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.

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

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:
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Call R. J. Thomas
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868
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I'd like to know more about my
opportunities as a COMPREHENSIVE accountant'

,

Name
' Addr ess
City

State

Phone

(Best tune to call)

'

zip

'

By now, you've probably
found the average COMPREHENSIVE accountant has about
90 clients. That's right -90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants In the
system have even more. In fact,
my own personal client list now
tops 190!

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

Legalese

r

How many clients?

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

Joe Donahue.a
COMPREHENSIVE aHdiate
in Denver, Colorado

' Mail to : Comprehensive Acco unting Corporation
2111 Comprehensive Drive
Aurora, Illinois 60507 -1288

COMPREHENSIVE"
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The right arm of America's small bushicsses. "
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The Mergers and Acquisition Game: Strategy or `Chance'?

&

By Staff

Acquisitions

The merger fever sweeping through the economy is not a "game" as commonly defined,
of course —it's serious business. But some acquisitive companies may be relying too much
on the throw of the dice — rather than cogent analysis when they go after an acquisition.
Some experts describe how the "game" should be played.

Acquisition Valuation: DCF Can Be Misleading

23

24

By James S. Ritchey
The discounted cash flow method has been increasing in popularity as many companies
use it when valuing acquisitions. DCF does work ... but there are problems. Proper consideration of the other variables involved, illustrated here, can prevent overvaluation of a takeover candidate.

Pre - Acquisition Audit: Verifying the Bottom Line

32

By John J. Welsh
Acquisitions and mergers have been the agenda in many corporate boardrooms recently.
Now that some of these takeovers have been completed, some directors are discovering
the true value of their purchases for the first time. What is really needed are these guidelines for exposing the skeletons in the closet before the papers are signed.

How to Determine the Value of a Firm

42

By Dev Strischek
What the seller wants and what the buyer will pay are two different figures very often
separated by a wide gulf of misunderstanding of how to determine the value of a company.
The process in which buyer and seller finally agree on a compromise price is complex —but
it doesn't necessarily have to be irrational. This discussion illustrates the advantages and
disadvantages of current valuation methods.

Management
Accounting
Issues

Controllers Say FAS 33 Is Not Very Useful

50

By Dale L. Flesher and Jalaleddin Soroosh
Since December 25, 1979, large publicly held companies have been required by the FASB
to provide supplementary inflation data based on constant dollar and current cost information. How useful and important is this information to controllers and financial analysts?
According to this survey, neither group is very happy with the standard.

Distribution Cost Accounting at PPG Industries

54

By John L. Boros and Richard E. Thompson
Corporations constantly wrestle with the opposing objectives of maintaining the level of
service expected by customers while keeping operating costs at a minimum. The Chemical
Division —U.S. of PPG Industries, Inc., has designed and implemented a distribution cost
accounting system that does both —and works.

Small
Business

Steering a Boat Maker Through Cost Shoals

60

By Leonard A. Robinson and Loudell Ellis Robinson
This boatyard knew how to make luxury cruisers but was threatening to flounder because it
did not know how to account for its inventory costs. It hired pilots (consultants) who
charted a new course through tried - and -true cost methods to deeper, calmer waters. Its
experience offers the kind of lore that could benefit any small manufacturer.
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Conferences

Maintaining Financial Flexibility:
4th Annual Controllers' Conference

68

By Morris Gartenberg
Held at the Greenbrier last November, the NAA controllers' conference focused on problems facing corporate finance and accounting departments. Here is a summary.
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Defining Profits and Earnings is similar to a dog chasing its tail: an endless pur
suit after a will -o'- the -wisp. The FASB's definition of earnings is under attack; at the same
time there is a growing realization of just how difficult it is to compare earnings of one company with another. The February issue zeros in on these problems. Also featured is a guide
for volunteer treasurers of nonprofit or service organizations. In March, the special problems of communicating financial realities in a marketing oriented company are considered.
A look at small business strategies is scheduled for April.
71
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The Score at Halftime
At the beginning of this year, we established several objectives for NAA to
accomplish during 1982 -83. Let's review some of these objectives and see
what we have accomplished to date.
1. Stress management accounting as a recognized career path within the
overall profession. Most significant item in this area was the release of the
latest statement in our series, "Objectives of Management Accounting."
Moreover, the Exec utive Com m ittee adopted a new statem ent on
"Standards of Ethical Conduct for Management Accountants," which is
currently being refined for issuance. Renewed emphasis on student affiliate
groups is resulting in dramatic growth in student memberships.
Throughout the year, your officers, directors, the NAA executive director,
managing directors, and myself have been taking every opportunity to
spread the word on the profession of management accounting.
2. Gain recognition as the major authoritative body in management
accounting. The is s uanc e of the objec tives s tatem ent was a key
contribution to this area. In addition, we participated in the XII International
Congress of Accountants sponsored by the International Federation of
Accountants (IFAC) in Mexico City last October, and again were impressed
with the high esteem in which other accounting organizations, particularly
management accounting organizations, hold NAA. I was extremely pleased
that IFAC's Management Accounting Committee used NAA's definition of
management accounting in its own discussion paper on "Definition and
Scope of Management Accounting."
3. Promote CMA as a standard of attainment. There is no doubt in
anyone's mind that the CMA is the standard of attainment in management
accounting! Our promotion program, supported by the funds allocated this
fiscal year, is just getting under way. The level of public awareness of this
program is expanding every year, and this special prom otion should
accelerate recognition of the Certificate in Management Accounting.
4. Improve the Association's educational delivery system. The Executive
Committee has approved an Acknowledgement of Continuing Education
(ACE) Program in which members will be recognized for attendance at
educational programs.
The Controllers ' Conference at The Greenbrier in Novem ber w as
outstanding —sorry so many of you missed it. Currently, a full scope
examination is under way to find means of implementing a continuing
education program at the chapter level at minimum cost.
5. Extend the influence of the Association on current economic and
accounting matters. I was personally very pleased at the appointment of
past national president R. Leslie Ellis as trustee of the Financial Accounting
Foundation for a three -year term — Congratulations, Les!
I wish each and everyone of you could have heard the MAP Committee
review at the Executive Committee meeting in October. You would know
how well we are representing the management accountant.
Last, but not least, we have officially begun the process that will lead to
the construction of NAA's permanent home in Montvale, N.J.
Personally, I am pleased with the progress to date but much has yet to be
done. Your continuing support is appreciated.
The score at halftime ... NAA ahead!

LOUIS VLASHO
President, 1982 -83
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Announcing

UCC MBA
One more jump ahead.

For over a decade
UCC has pioneered
development of software products
to meet the information processing needs
of our customers around the world.
Now we are introducing
our initial micro - computer product:
UCC MBA. Another jump ahead for
UCC customers.
UCC MBA is a powerful, easy -to -use
data analysis and decision support system.
Customers using data from UCC mainframe
software products will have at their
fingertips in one complete system the
options they require:
> spreadsheets
> modeling
> graphics
> word processing
> data base
We are introducing UCC MBA,
a proven, integrated, thoroughly tested

micro - software package, for the same
reason we introduce any UCC product:
to strengthen and speed
the decision-making abilities
of UCC customers.
Any important business decision involves
choosing between alternatives.
UCC MBA enables you
to test consequences of those alternatives
quickly and easily.
The final result?
More responsive, competitive decisions.
UCC MBA. Beautifully simple.
For more information on UCC MBA,
call 800/527 -5012 in Texas, 214/353 -7400

u
cc
1000 UCC Tower,
Exchange Park,
Dallas, TX 75235
University Computing Company
Dallas - Toronto - London - Zurich
UCC is a subsidiary of the Wyly Corporation
(NYSE).
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Opinion
Robert L. Shultis

White Collar Zoo- 1980s' Style
Some 25 years ago a little paperback book appeared which struck a responsive chord and
became an immediate best seller. Called White
Collar Zoo, it contained pictures of animals in a
zoo but with captions appropriate to the business world. There were similarities, lots of
them, and a favorite avocation at that time was
to identify your boss or your co- workers among
the pictures of the various zoo denizens. Generally, however, the pictures were not unflattering (to business people) and the humor was
gentle.
One imagines if that book were republished
today the animals would be less well behaved
and the humor certainly would be more cunning. In fact, the title might well be White Collar
Jungle instead of White Collar Zoo. Exhibit A
supporting this proposition would have to be
another book, recently published, that has had
a lengthy and well - deserved run on the best
seller list ... Indecent Exposure" by David
McClintick. The title, implying a certain element
of soft porn in its contents, is well chosen.
Starting with the check forgeries of David Begelman (former president of Columbia Pictures
Production Subsidiary), it moves deeper and
deeper through the embezzlements, power
struggles, cover -ups, blackmail and convoluted
justice that almost destroyed Columbia Pictures, It further graphically describes the influence, not necessarily benign, which Wall Street
has had on the motion picture industry.
Impressively researched (including flight and
seat numbers, daily weather and itineraries for
walks around Manhattan blocks), the book is
also beautifully written —as well and as interestingly as any novel you are likely to find, with all
the ingredients one has come to expect —sex,
violence, racy dialogue and so on.
The book is not without its flaws and has at
least one obvious error of fact. On page 20, describing actor Cliff Robertson and his secretary
opening Robertson's mail, McClintick writes:
"All but one were fairly routine. It was a windowed envelope from the Internal Revenue
6

Service [italics mine] containing an IRS Form
1099, Statement of Miscellaneous Income
1976. The Form indicated that Cliff Robertson
had been paid $10,000 the previous year by
Columbia Pictures." Any NAA member would
have told the author immediately that the IRS
does not send out Form 1099; the payor does.
Robertson's receipt of this form triggered the
whole series of sordid episodes as McClintick
points out. Yet he writes that the IRS had
mailed it. Somebody at Columbia saw to it that
they were mailed. Who? The internal auditors?
The management accountants?
Also, while the page after page of dialogue
makes for enjoyable reading, I wonder how
great the degree of accuracy of this dialogue
really is. According to the author, "everything in
this book is real —every episode, scene, weather reference, conversation and name," but the
author also states that the "dialogue was reconstructed" and that "the dialogue does not
represent the exact words used by the characters at the time of the events described." We
all know that slight changes in wording can radically change the meaning. To what extent this
may have happened in this book, albeit unintentionally, is hard to say.
Nevertheless, Indecent Exposure makes
great reading for business people in general
and for accountants in particular. Reading or
re- reading this book will further corroborate the
need for continual vigilance under our internal
accounting controls as Joseph E. Connor,
chairman of Price Waterhouse, emphasized in
his recent address before the participants in
NAA's Fourth Annual Controllers' Conference
last November.
Although the SEC has eased its pressure to
require publicly owned companies to report
publicly under controlled systems, they (the
regulatory pressures) still remain an important
consideration_ As I have said before, the Foreign Corrupt Practices Act (unamended) is still
with us.
In addition, as Mr. Connor said: "The stern
measures already taken to cope with the uncertain environment of the '80s may have had unfortunate side effects. Some controls systems
may have been all but wrecked on the road to
that leaner, stronger organization of the future." In tightening up the ship economically
has management eliminated some of the essential points and loosened'the corporate ship,
control -wise?
Also, system changes and new equipment
offer both possibilities and danger. Again, in Mr.
Connor's words: "Have you addressed the control implications of those shiny new computer
► ►71
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ACQUISITION FINANCING:
It's more than just writing a check.

Nk.

acquisi
out is far from
It takes a dedic
team of asset
lending specialists
deal with this often cott't
form of transaction on a'
to -day basis, It takes Assocf
Commercial Corporation's
Acquisition Financing Team.
Backed by over $6 billion in
resources, The Associates has devised,
i
developed and participated in numerous
acquisitions, mergers and management buy-guts A across;
the country. And we will work in cooperation with banks,
insurance companies and other lending institutions. As a
leading source of money for business for over sixty years, The
Associates is in a unique position to provide funds through a
variety of asset -based lending programs.
To learn more of the role The Associates can play in your
future plans, contact the regional office near you. An officer will
be happy to discuss asset -based lending with you. Or, send for
our booklet discussing asset -based acquisition financing.
w
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Associates Commercial
Corporation
Business Loans

Get to know The Associates... People Worth Knowing!

55 East Monroe Street
Chicago, IL 60603
(312) 781 -5800

Business Loans Offices in Atlanta, Boston, Charlohe, Chicago. Cleveland. Dallas, Denver, Detroit, Los Angeles,
Miami, Nashville. New York, Philadelphia. St. Louis and Tampa.
Associates Commercial Corporation is a subsidiary of Associates Corporation of North America, a Gulf 4 Western
Company.

Management
Accounting
Practices
Louis Bisgay, Editor

The Committee was pleased to endorse the
revised version of "Reporting by Transferors
for Transfers of Receivables with Recourse"
(MAP, Nov. '82), noting that the Board has
modified its original proposal to recognize the
Committee's earlier concerns: (a) a failure to
restrict applicability to those situations in which
"recourse" as defined by the Board is present
and (b) the potential impact on the accounting
practices of unconsolidated finance subsidiaries and their parent organizations.

FASB Issues Real Estate Statements
The FASB recently issued two statements
dealing with real estate. Both stem from the
Board's project to extract specialized accounting
principles from pronouncements of the
MAP Responds to Three
American
Institute of CPAs.
FASB Proposals
Statement 66, "Accounting for Sales of Real
The MAP Committee applauded the essence of Estate," specifies when and how profits on
the Financial Accounting Standards Board's re- sales of real estate should be recognized. The
vised exposure draft, "Financial Reporting and statement establishes criteria for retail land
Changing Prices: Foreign Currency Transla- sales and for sales of real estate other than retion" (MAP, Nov. '82), calling it "a conscious ef- tail land sales; it is effective for all real estate
fort on the part of the FASB to be responsive to transactions entered into after December 31,
the legitimate cost /benefit concerns of state- 1982. Statement 67, "Accounting for Costs and
ment preparers." In its letter, the MAP Commit- Initial Rental Operations of Real Estate Protee expressed agreement with the Board's de- jects," establishes accounting and reporting
cision to exempt from FAS 33 historical cost/ standards for acquisition, development, conconstant functional currency reporting require- struction, selling, and rental costs associated
ments those companies whose functional cur- with real estate projects. Statement 67 is effecrencies are other than the U.S. dollar and that tive for costs of real estate projects incurred afhave significant amounts of inventories and ter December 31, 1982.
The Board also issued Statement 68, "Acproperty, plant, and equipment— recognizing
that such information would not pass reason- counting for Research and Development Arable cost /benefit tests and would be of ques- rangements," (MAP, Oct. '82). The statement
tionable value. W ith regard to companies requires that a company determine whether it is
whose functional currencies are other than the obligated only to perform research and develU.S. dollar, the Committee registered a prefer- opment for others or whether it is obligated to
ence for general use of the translate- restate repay any of the funds provided. If an obligation
approach but concurred with the option extend- to repay does exist, the company must record a
ed to companies to select either the translate - liability and charge research and development
restate or restate - translate method, as it is costs to expense as incurred. If the obligation is
"within the spirit of experimentation and recog- limited to performing services, FAS 68 requires
nizes the importance of cost /benefit analysis." disclosure of (a) the significant terms of the arWith respect to "Classification of Obligations rangement as of each balance sheet date and
that are Callable by the Creditor" (MAP, Nov. (b) the compensation earned and contract
'82), the MAP Committee asserted that its pro- costs incurred for each period for which an invisions are premised on unrealistic assump- come statement is presented. The statement is
tions and suggested alternative criteria. Over- effective for R&D arrangements entered into
riding the narrow issue involved, however, is after December 31, 1982.
the Committee's feeling that the exposure draft
does not provide sufficient background infor- Other FASB News
mation to evaluate whether a new statement is
required or whether an interpretation of existing The Board has proposed to clarify when debt
guidance would suffice. Based on the limited in- should be removed from the balance sheet beformation that is provided, the Committee does fore it has been repaid. The proposed state10-10-73
not see the need for a new standard.
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The Number Crunchers. Four Texas Instruments Business Calculators built
to handle the toughest, biggest numbers you can throw at them. Rugged and
reliable, TI Number Crunchers can stand your roughest workouts all day, every day.
Take our top of the line Number Cruncher, TI -5219. It has 4- function memory,
the most needed accounting functions, easy- to-read display and fast printer with
on/off switch that lets you save paper when permanent records aren't needed.
And there are three other Number Crunchers to choose from, all built to the
same exactingTexas Instruments standards. Get the
business calculator that's tough enough to handle the
Numbers. The Number Crunchers. From Texas Instruments.
Check out a Number Cruncher at your local TI Commercial
Calculator Dealer and ask about our complete
service program. Anything you do with
numbers, TI can help you do better.

T
EX/LS
INSTRUMENTS
C Ra "Texas Instruments Incorporated

Do your financial reports
have so many numbers you
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See us —and we'll show you EIS PLUS, a new kind of executive information system. EIS PLUS
ends the age of manual analysis and takes you into the age of graphic statistical analysis and
graphic executive review.
Its like going from the horse and buggy to the sports car. Without leaving your desk, you can
directly access any file of any McCormack & Dodge financial accounting system and have it
appear on a display screen in high resolution computer graphics (everything from bubble charts
to 3 -D). At your fingertips, you have the computing power to manipulate the data any way you
wish, analyzing trends, trouble - shooting, and creating new, meaningful graphs as you go. Meanwhile, the CFO or CEO can analyze the big picture using a touch - sensitive screen. And the whole
company can benefit from faster and more informed decisions.
EIS PLUS. One more reason why people who sit down and talk to McCormack & Dodge do
more than just talk. They become customers.

McCormack&Dodge
(800) 343 -0325

Tckx:710-325 -0329

The best financial software: The best financial people.
Accounts Payable, Capital Protect Analysis, Lxe6 ut1 Ve I (11 01tT 1a1 KX% Fixed Assets, General ledger, Personnel;Payroll, PurchaseOrder Managenient. McCcrnock & Dodgc Corporation, %0 Htlls de Avenue,

614,11 Needharn Heights, MA 0 2194. Sales and support throughout North and South Annenca, Europe, Asa, Australe and South Africa,

Data Sheet

than $1 billion in revenue when it released its
fiscal 1982 annual review. U.S. Chairman
Thomas L. Holton reported worldwide fee income for the year ended June 30, 1982, increased 17.5% to $1.15 billion.

Robert F. Randall, Editor

CPAs Use Newsletters, Ads

Predicts Modest Recovery in '83
"The recovery in 1983 will be modest by historic standards —a rise of approximately 2% for
total real GNP —but there will be no resurgence
of inflation and no return to double -digit interest
rates." Just another economic forecast? No,
this one has a little additional authority because
the author, Charles B. Reeder, has won the
Second Annual Theodore H. Silbert Award for
exc ellenc e in economic forecast in g. Mr.
Reeder, who is chief economist of E.I. duPont
de Nemours & Co., Inc., made the most accurate forecasts for 1979, 1980, and 1981 among
40 economists regularly participating in a Blue
Chip Economic Indicators Panel_ The winner of
the award, sponsored by Sterling National
Bank & Trust Co. of New York, was introduced
at a special press briefing_ Mr. Reeder went on
to say: "The prospect of lower interest rates is
a key factor in the outlook for recovery. In my
judgment we have seen only the beginning of a
prolonged decline in rates, which could take
the prime rate to 8% by next December."

Rule 415 Changes Rules of the Game
Last September 28, Exxon, taking advantage of
Rule 415, auctioned off $135 million of 11 %
notes without help from its traditional underwriter, Morgan Stanley. This decision demonstrated how Rule 415 allowing a corporation to go
to market on a moment's notice —after filing a
shelf registration —has changed the rules of the
game in investment banking. As a result, says
The Corporate Communications Report, traditional relationships are crumbling as investment banking firms become more specialized,
intense competition spurs the development of
innovative —and often high - priced — products,
and the velocity of financing increases, making
unstable markets more volatile.

Peat Marwick: $1 Billion Revenues
Peat, Marwick, Mitchell & Co. became the first
professional accounting firm to report more
12

In an aggressive attempt to get new business,
CPAs are using a number of different marketing
tools, according to CPA Marketing Report, an
Atlanta -based newsletter. In a recent poll, the
newsletter discovered that 89% are publishing
newsletters and 78% send them to nonclients.
The poll also showed that 73% of the CPAs responding tried advertising during the past year.

NCGA on Pension Accounting
The National Council on Governmental Accounting has issued an exposure draft of a
statement on pension accounting and reporting
for public employee retirement systems and
state and local government employer entities.
The exposure draft calls for financial statement
presentations of investments at book value
with parenthetical disclosure of market value,
actuarial present value of credited projected
benefits, and disclosure of certain historical
trend information. Comments on the proposal
will be accepted through February 1. Single
copies are available from NCGA, 180 North
Michigan Ave., Suite 800, Chicago, III. 60601.

Business /Accounting Briefs
A new survey by the Conference Board shows
that 94% of manufacturing concerns currently
have bonus plans, up from 67% a decade ago.
At least 75% of all the companies with bonus
plans actually paid a bonus last year.... A new
association whose objective is to improve the
disposition of bankruptcy cases for all concerned through improved technical and analytical accounting procedures has been formed in
Minneapolis. It's called the National Association of Accountants in Insolvencies, and Homer
A. Bonhiver, CPA, has been elected the first
president.... The two major goals for bankers
today are to improve asset /liability management and to enhance their loan portfolios, according to a recent survey of 150 bank executives attending a Deloitte Haskins & Sells'
conference.... Author Ritchey (see page 24) is
not the only one to caution on the use of the
discounted cash flow technique. Eileen M. Rudden, principal at Boston Consulting Group,
made similar points in the Nov. 1 issue of The
Wall Street Journal.
C1
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of any one of these outstanding accounting books with membership in
the book club that thousands of accountants and controllers rely on
for the best in professional reading and reference

TheACCOUNTANTS and CONTROLLERS
BOOKCLUB
Yes, to welcome you to the Club, we're offering you
your choi ce of an y one -of these t op calibre books.
Books t ypical of th ose th e Club offers month after
month — books that give you the know -how you need
to make i t to th e to p in profes si on al st an di ng and
income.
Join the ambitio us professionals — join the Accountants' and Controllers ' Book Club and build a career building library of outstanding books —top val ue
titles at lowest possible prices!

W hy YO U s hould j oin nowl
• BEST AND NEWES T BOOKS IN YOUR FIELD —Books a re
s e l e c te d f rom a wide r a nge of pu bl is he r s b y e xpe r t e di to rs
and c ons ulta nts to give you c ontinuing a cc e s s to the be s t a nd
la te s t books in your fie ld.
• BIG SAVINGS —Build your libra ry and sa ve mone y too! Sa vings ra nging up t o 30% or more off pub lis he rs ' lis t prices —
us ually 2001b to 25 %.
• BO NUS BO OKS —You wi ll imme di a te ly be gi n t o
pa rtic ipa te in our Bonus Book Pla n tha t a llows you
sa vings of be twe e n 70% and 80% off the publis he rs '
pr i c e s o f ma ny p ro f e s s io na l a nd ge ne r a l i nt e re s t
books!
• C O NVE NIE NC E - 10 -12 time s a ye a r you re c e i ve the C lub
Bulle tin FREE . It fully de s c ribe s the Ma in Se le c t ion a nd a lte r na te s e le c t io ns . A da te d Re pl y C a rd is i nc lu de d, If yo u
wa nt t he Ma i n S e le c ti on , you s imply do nothing —it will be
s hippe d a ut oma tic a lly. If you wa nt a n alte rna te s ele c tion —or
no book at a ll —you simply indic ate it on the Re ply Ca rd a nd
re turn it by the da te s pe c ifie d . You will have at least 10 days to
de c ide . If, bec a us e of late delive ry of the Bulletin you rec e ive
a Main Se lec tion you do not wa nt, you ma y re turn it for c redit
a t the C lub's expe ns e_
As a C lub me mber you a gre e only to the purc ha s e of 3 books
dur ing yo ur fi rs t ye a r o f me mbe rs hi p.

CAS HF LO W F OR EC AST ING By W . Lo s calzo , 382146X P ub. Pr.,
$19.95 Club Pr., $15.50
CAP IT AL G AINS DES K BO O K By H. M . Zar its ky & J. B re me r,
582643 -7 P ub. Pr., $34.95 C lub Pr., $28.95
HO W T O R EP R ES ENT YO UR C LIENT BEF O R E T HE IR S By B
Gates 0221937 Pub. Pr., $24.95 Club Pr., $18.95
C P A R EVIEW (3 Vo lume S et ) By K. A. Smith & A. K. F ranc is c o
582652 -6 Pub. Pr., $42.95 Club Pr., $33.75
ADMINIS T ER ING T HE C O MP ANY AC C O UNT ING F UNC T IO N, 21e
By J. V. Bennett 582450 -7 Pub. Pr., $34.95 Club Pr., $26.50
T HE B IG E IG HT : AN INS IDE VIEW O F AMER IC A' S EIG HT MO S T
P O W ER F UL A ND INF LUE NT IAL AC C O UNT ING F I R MS By M.
Stevens 582400-0 P ub . P r., $ 12.95 Club Pr., $10.95
BIG T AX S AVING S F O R SMALL BUS INES S By J. R . O liver
582695 - X Pub. Pr., $15.95 Club Pr., $1150
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ACCO U N TAN TS' and CO N TRO LLERS' BO OK CLU B
P.O. Box 582 , Hightstown, New J er sey 0 85 20
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Please enroll me as a member and send me the book i ndic ated billing me
$3.9 5, plus lo cal tax, shi ppi ng and handl i ng c har ge s. 1 ag ree t o pur c has e a
mi ni m um o f 3 additions
dur i ng m y f i r s t ye a r o f m e m b e r s hi p as
outl i ne d unde r t he Cl ub pl an de s cr i be d i n t hi s ad. A s hi ppi ng and handl i ng
charge is added to all shipments.
Write Code a of your $3.95 selection here:
If yo u want addi ti onal se le ct io ns (at dis co unt Club pri ce s ), wri te bo ok co de
Ns here:
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Signature
Name
Addr ess

I

Apt. A
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1
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City, State, Zip
Thi s o r de r s ubj e c t t o ac c e pt anc e by M c G r aw -Hi l l . Al l pr i ce s s ubj e ct t o
change wi t ho ut no t i c e. Of f e r go o d o nl y t o ne w m em be r s. A s hi ppi ng and
handl i ng c har ge i s adde d t o al l s hi pm e nt s. Or de r s f r om o ut s i de t he U . S.
1 cannot be accepted.
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Grover L. Porter, Editor

The Future of MIS
This column was written in collaboration with
Charles E. Jackson, lll, staff consultant, Management Information Consulting Division, Arthur Andersen and Co., New Orleans.
Most experts agree that distributed data processing (DDP) will form the basis on which the
MIS of the future will be built. The era of DDP
began around 1978, although many firms had
developed the rudiments of a DDP system earlier without realizing it. Technological, economic, and educational developments accompanying the advent of DDP make possible the
design of information systems that match organizational structure, support business strategy,
and provide more natural use of information
processing. Distributed systems attempt to locate computer resources as near as possible to
the point of actual need for processing, as opposed to locating all resources in one location.
Early distributed systems suffered from a variety of drawbacks. Telecommunications technology was in its infancy. Data base technology
was just beginning to mature. Software was still
a field for professionals, and hardware costs
were prohibitive. All of this has changed. Declining hardware costs, improving communications and data base capabilities, and the growing data processing experience of users are
prime factors behind the projection that DDP
will form the foundation of the future MIS.
Mini- and micro - computers show promise of
having an almost incredible effect on the development and use of management information
systems. Minicomputers are usually thought of
as ranging from $10,000 to $100,000 in cost
and consisting of processor, terminal, printer,
and mass storage elements; microcomputers
(s om et im es referred to as " pers onal" or
"home" computers) starts as low as $600 and
14

will

Management
Information
Systems

may contain processor, terminal, and tape or
diskette storage. Today, some of the large micros actually possess capabilities in excess of
some mainframes in the early 1960s,
Traditionally, minicomputers have been used
to off -load overhead jobs from the central computer. These tasks included control of remote
job entry stations, polling networks of terminals,
and multiplexing data transmission. In the future MIS, minicomputers will see increased usage in a production setting— monitoring and directing robots, providing quality control, and
constantly providing updated production data
to the central data bases.
Micro - processors, on the other hand, have
only begun to find their way into business in the
past few years. This late entry results not so
much from lack of applicability as from prohibitively high costs and dependability until recent
technological breakthroughs. Already, microprocessors are taking the business world by
storm. The impact of micro - processor technology will be felt in two major ways: front -end
hardware can be made "intelligent," so as of
handle activities such as editing, and microcomputers can bring the full power capability to
the MIS to the very desk of management.
The effects of placing such processing capability at the fingertips of management are only
beginning to be felt. Modeling, made simple by
development of specialized, yet understandable languages, is only one example of applications now available to managers. In the future,
be able to perform highly
micro - computers
sophisticated planning tasks. Connected to the
firm's data base, the desktop computer would
be able to extract pertinent information and
process it according to scenarios designed by
the manager, who could then assess the results of various alternatives. Although such
power is already available in some MIS, micros
will provide a more effective mechanism for
such activities. At present, micros suffer two
major drawbacks: cost of high- capacity memory is still high (although improvements in memory technology is increasing constantly), and because few mainframe vendors market micros,
interfacing micro - computers into the DDP network faces some difficulties.
Micro Networking
Before much networking of micros into the
distributed systems can occur, additional progress must be made in the field of telecommunications. It is not unusual for a company,
especially a large company, to own several different and incompatible computing systems.
Even companies committed to one main -frame
10-10- 53
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Awake the'Siumberumpus,9
When was the last time you got your
financial software out of hibernation?
The tired old Software Slumberumpus
is almost impossible to change. It can
never seem to keep up with fast - changing
tax laws and accounting requirements.
This beast allows costly software systems
to become obsolete by simply refusing
to stir.
At Data Design, we protect our customers from the Slumberumpus by continuously upgrading and enhancing our
software to meet the ever changing
business environment. Our Accounts
Payable /Purchase Control and Fixed

Assets Accounting Systems are up to
date to start with and our development
staff works full -time to keep our systems
abreast of the latest changes in tax laws
and accounting procedures.
Don't let the Software Slumberumpus
slow you down. Call us today, and we'll
show you how financial managers at
more than 300 U.S. Corporations stay
ahead of the game with the latest software from Data Design.

% DATAA rDESI M
� T
/ ` C1 � J L I ' M
S

D

1250ny� vale,CA 94086 ay
(408) 730 -0100

Taxes
Morris Gartenberg, Editor

Accounting Lingo Under Fire
A civil lawsuit has been filed by the Justice Department on behalf of the IRS against a Big 8
firm for using misleading terminology to qualify
a client's property for investment tax credits on
portions of new buildings. The Justice Department complained that deceptive terms were
used so that unqualified property would be
dressed up to appear to qualify for the credit
and to minimize the chances of an IRA audit.
Some of the terms that irked the IRS included a
freezer that turned out to be an entire refrigerated warehouse, a truck access way that really
was a paved road, and movable partitions —privacy which were toilet stalls.
This action created a mood of uneasiness
throughout the accounting profession because
many firms provide investment tax credit programs for their clients. There was concern
about how the lawsuit would affect tax planning
and how far the IRS would go. Huge sums may
ride on the outcome — $14.63 billion in investment tax credit claims were made by corporate
taxpayers in 1979, the latest year figures are
available.
Despite dozens of examples of disputed verbiage, the government lost its case. Federal
Judge Robert H. Hall ruled that the issue
should not be resolved through the courts but
rather on an administrative basis within the IRS.
An appeal is likely.

The Miscellaneous
Revenue Act of 1982
Here are the key provisions of the new law
signed by President Reagan on October 25,
1982.
Form W -2— Effective for employees terminated after October 25, 1982, W -2 forms can
be provided at the same time as they are given
to other employees unless the discharged employees request the forms earlier.
LIFO recapture —Baxed on 1980 legislation,
both a corporation that sells its LIFO inventory
in the course of a 12 -month liquidation, as well
16

as a liquidating corporation, must recognize the
inventory's LIFO reserve as ordinary income.
The LIFO reserve on corporate liquidations
does not have to be recognized where the adjusted basis of the LIFO inventory being held by
the acquiring corporation is carried over from
the liquidating corporation. Under the new law,
the LIFO recapture rule applies to plans adopted in 1982 only if the LIFO reserve to be recaptured exceeds $1 million. The liquidation must
be completed before 1984 in order to qualify for
the exemption. The recapture rule applies regardless of the amount of the reserve for plans
adopted after 1982.
Tax Court opinions —Under current law the
Tax Court is required to report in writing all its
findings of fact, opinions and memorandum
opinions. This provision is amended to permit a
Tax Court judge, in certain cases, to now "orally" state and record in the transcript of the proceedings the findings of fact or opinion.

Closer Scrutiny of Tax Shelters
Abusive tax shelters are costing the Treasury
an estimated $3 billion a year in lost revenue
according to IRS Commissioner Roscoe L. Egger in testimony before the House Ways and
Means Subcommittee on Oversight. He noted
that the IRS is examining almost 300,000 additional tax returns for abusive tax shelters.
The Investors Tax Shelter Report has reported that in the oil and gas shelters category
alone, there are 20,488 returns under audit; of
the 5,561 audits completed to date, the IRS
has succeeded in getting 47% of audited taxpayers to pay $3.1 billion more in additional taxes; another 38% are challenging the audit results, totaling another $16.9 billion in potential
added tax liability.

Getting a Tax Deduction
For Donating Slow- Moving Inventory
A trend that is gaining popularity among manufacturers, distributors, and wholesalers is giving
away slow- moving merchandise to a charitable
organization as a tax deduction. Companies are
discovering that valuable warehouse space can
be gained almost immediately by shipping their
obsolete inventory by the pallet or truckload to
the National Association for the Exchange of
Industrial Resources (NAEIR). A nonprofit association formed in 1976, NAEIR is the go -between for a wide range of products and supplies donated by companies and distributors to
NAEIR member institutions. Corporate donors
can contact NAEIR at 550 Frontage Rd., Northfield, III. 60093, or call 312 - 446 -9111.
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N THE 1983 season, as always, the gold in the
1120 will go to the tax manager who protects
the biggest slice of corporate profits.
That means staying a step ahead in coi
pliance, keeping up with number crunchi
and having the staying power to plan for
tomorrow.
At FAST -TAX, we understand your
strategy. So we offer —not a gaggle of
software "products" —but a comprehensive, responsive process for
winning the 1120.
FAST -TAX is an integrated complement of tax processing services
that you will use to master compliance with an ease, assurance,
and accuracy undreamed -of just

documented up -to- the - minute at the beginning
of each tax year —and all year long.
Winning comes down to "form." Here's
nple: Single 1120 returns with all applicable
schedules and forms, fully cross - referenced
... ADR and non -ADR depreciation, complete ... company or divisional consolidations, including easy -to- handle
support schedules, forms 1122 and 851
... capital loss, NOL, tax liability, tax
credits, and SRLY at the consolidated
level ... foreign tax credit computations, with 1118: 861 -8, 1120F, 2952,
and 3646 ... printed work - papers for
back -up ... check -out returns ...
4. You get speed ... You
run your own race, with FAST -TAX:
1120 results in days, overnight,
or instantaneously on your
MARATHON terminal. Down -tothe -wire, you can rely upon the

a few seasons ago.
And for 1983, FAST -TAX is picking up the pace for the leading
corporations of America:
MARATHON On -Line Service,

same accuracy on the 15th of

with the VIDEO -PLAN tax

planning capability.
Here's how "Class A"

HOW

firms will be running

ahead with FAST -TAX in '83:
1. A Quick Start. The
FAST -TAX system is fully
compatible with your
own established
controls, standards, and
routines. It harmonizes
with the methods of
outside professionals who
serve you.
FAST -TAX Proformas are
automatically pre - printed
with last year's data
numbers. For a strategic
and this year's repetitive

September that you are
guaranteed all year long.
5. ... And training.
Your own local FAST -TAX
representative will be with
you through the day -to -day
problems and potential
of your company's
corporate tax processing.
The payoff: Final
returns —exact duplicates
of federal and state forms
—ready to sign and send,
In 1983, the starting line,
the route, and the rules

n2uo
RiAl'061 UP
f

head start, Trial Balance Input
2. Endurance for the long run.
automates book -to -tax conversion.

r o p

'1

3 0

8

Full compliance with federal and state
regulations is a given. The FAST-TAX programs are

P&GIS

for the 1120 race will
keep right on changing,
It can be painful to

go it alone.
. . run with the
On Y our mark . So
leader Run ahead —with FAST-TAX.

Get s et . ..
1- 214 - 934 -7000 ... (Ask for Pete Roberts.)

•

Computerized corporate tax processing ...

Running ahead.

Small
Business

ask questions on any subject regarding their
businesses, and operators will either answer
the questions or refer callers to the appropriate
contact or agency. The number to call is (800)
368 -5855. In Washington, D.C., call 653 -7561.
During off - hours, calls will be taken by a recording device and answered the next business
day.

Kathy Williams, Editor
Small Exporters Receive
Credit Loan Aid

Despite economic instability, a poor showing by
many larger U.S. corporations in the profit and
revenue areas, and the expected number of
business failures, 1982 proved to be a fairly
good year for some small entrepreneurs —and
they are expecting 1983 to be even better. According to a Venture magazine survey of entrepreneurs in high - growth businesses, some
smaller companies increased their revenues a
median of 28% and profits a median of 20% for
1982, which surpassed the general business
community. These companies were independent, have existed 10 years or less, and recorded revenues of less than $400 million in 1982.
Consumer services, health services, computer
peripherals and supplies manufacturing, computers /word processing manufacturing, and
consumer products companies fared best and
predict a large increase in profits and revenue
this year. Companies that aren't doing as well
are in manufacturing and oil and gas exploration. For full details about the survey and its
predictions, see the December 1982 issue of
Venture. In line with these figures, a recent issue of The New York Times reported that new
businesses are starting up at double the pace
of even seven years ago, and the number of
self - employed Americans is around 6.8 million.
Many of these were created by persons laid off
in other industries who decided to start their
own businesses.

Toll -Free Help Is Available
The Small Business Administration has started
a toll -free information hotline for small businesses. Called "Answer Desk," the hotline is
staffed from 8:30 a.m. to 6 p.m., EST, Monday
through Friday with personnel from the SBA's
Office of Advocacy. Small business callers may
18

Complying with the
Truth -in- Lending Act
The Federal Trade Commission recently published a booklet designed to help small businesses comply with the Truth -in- Lending Act.
Titled Complying with the Law., How to Advertise Consumer Credit, the booklet describes
how to advertise consumer credit and lease
terms under the Act; it also includes a section
on real estate advertising.
The booklet explains what kinds of ads are
covered by the Act, the different types of credit
businesses advertise, and the specific requirements for each type of credit ad, and details
who must comply with the Act's provisions. For
example, credit ads may fit into three categories, which consumers need to understand.
The manual represents the FTC staff's view
of what law requires and is not binding on the
Commission. Copies of the booklet are available from the Superintendent of Documents,
U.S. Government Printing Office, Washington,
D.C. 20402 at $2 each or $45 per 100 copies.
u

1983 —a Good Year
for Entrepreneurs?

Many small businesses want to export their
products and services but lack the necessary
funds to compete in overseas markets. To help
U.S. companies, the SBA has set up a national
export revolving line of credit loan program. Under this program, the SBA will guarantee up to
90% of a revolving line of credit loan made to a
smaller exporter by a bank or lending institution. Manufacturers, wholesalers and export
management companies that have been in
business for at least a year qualify for these
credit guarantees. Maximum amount guaranteed for any loan or business is $500,000, and
maiximum length of time for the loan is 18
months.
Funds may be used in several areas —for
pre - export financing or to develop and penetrate foreign markets. Small businesses interested in this program should contact the nearest SBA office for details. These offices usually
are listed in telephone directories under "U.S.
Government."
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Letters
TO THE EDITOR
It's )Must Reading
The October issue contained one of the
most enlightening and well -summarized
articles in managi ng the accounting
function that I've ever seen in print.
Vincent Giovinazzo's article on "Acco un t in g Pro blems No b o dy Tal k s
About" is must reading for both accounting and information services staff.
Having managed in both areas, I feel
the article serves as a good outline for
an annual review for both departments,
separately and jointly. There is no question that these problems will continue to
exist, but it is certainly possible to minimize their impact through continuing
attention. Their effects on morale cannot be underestimated.
My recommendation is that this excellent article be reprinted annually and
be required reading for all new and continuing supervisory and management
staff.
A.L. Hintz
Management Information
Superintendent, Eveleth Mines
Eveleth. Minn.

Surviving the Mill

HOWTEE
TELEXOUPPOPATIUN
RUNS
,"h TEE
"We produce separate
returns for each of our subsidiaries,
spin off the state returns, and then
produce the consolidated return for the
parent company. Considering we file in virtually
every state, it's a job of unbelievable proportions.
"Running with FAST -TAX has cut the amount of time spent
on routine work — typing, doing the math, checking the results,
duplicating ... by 90% or more.
"The service is fantastic. The turnaround time is superior to other
systems. The quality of the final product has been superb. And
the cost is so cheap, it's immaterial.
"When we started with FAST -TAX, it gave the guy who signs this
return the time for research and planning and making sure the return
is in compliance and to the best advantage of my companyff
David Gannon, Assistant Treasurer and Director of Taxes
The Telex Corporation

Tax management is essentially strategic thinking. There is a
sure way to conserve the unique energies it
requires while outpacing routine calculation and clearing each 1 120
hurdle with ease: Run with the processing leader ... FAST -TAX.
Start today: 214/934 -7000 Ask for Pete Roberts.

mkSTT/y(

The October issue was an exceptional issue, and I must congratulate the staff
for an outstanding job done in the selecRunning ahead.
tion and presentation of the articles.
World Headquarters: 2395 Midway Road, Carrollton, Texas 75006 • Telex: 73 -0934
Of particular interest to me, and I am
sure to many other readers, was the article, "Accounting Problems Nobody maximize potential returns by providing ity as meas u red b y ROI o r o t h er
Talks About" by Vincent J. Giovinazzo. management with timely, accurate, and asset -based performance criteria. HowHe, in my opinion, has brought to light reliable data when needed.
ever, the exercise to adjust standard
most of the problems inherent in the
Frank E. Doeler costs by an inflation index should not be
planning, development, operation and Indianapolis, Ind.
necessary. Given a reasonably stable
control of EDP systems.
production mix, price and rate variIt is apparent that Mr. Giovinazzo
ances should provide the basis for ad"went through the mill" in EDP sys- Understanding Standard Costs
justments to the standard cost of each
tems and deserves the recognition and
pro du ct to reflect t h e i mp act s o f
acclaim due him in bringing to light the "How a Division's Reports Can Reflect inflation.
problems associated with, and which are Inflation" by Michael Schiff, Roger M.
Of greater importance than an operan inseparable part of, EDP systems.
Campbell, Leslie E. Halprin and Judith ating unit's ability to estimate standard
Management, in many cases, belittles P. Murphy (in the October issue) sum- costs is its responsibility to measure acor disregards these interrelated prob- marized well the dramatic changes in- tual costs. The benefits of using stanlems that should be solved in order to flation can cause to divisional profitabil► ►21
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Institute of
Management
Accounting
James Bulloch, Editor

December 1982 CMA Examination
Activity
The CMA examination was given at 57 test
sites on December 15, 16, and 17, 1982. Over
2,200 candidates took approximately 5,700
parts. These numbers represent a 10% growth
in participants and in parts taken over the examination activity experienced on the December 1981 examination.
The number of test sites continues to expand. New test sites were established at Mobile, Ala., and Lancaster, Pa., for the December
examination. This means that a total of seven
new test sites were established during 1982.
The five sites opened for the June 1982 examination were Bangor, Me.; Cedar Falls, Iowa;
Moorhead, Minn.; Newark, Del.; and San Antonio, Tex.
The Institute encourages CMAs to serve as
administrators and proctors at the test sites.
CMAs participated as site administrators and/
or proctors at 23 of the test sites for the December 1982 examination. Companies that
granted released time to their CMA employees
to proctor the examination at various sites
included:
Public Service Co. of New Mexico
Boise Cascade Corporation
Cummins Engine Co.
Pillsbury Co.
General Mills, Inc.
Caterpillar Tractor Co.
Johnson & Johnson
Many companies provide support in a variety
of ways to assist employees in their pursuit of
the CMA. For instance, three companies initiated in -house review courses this fall to help their
employees prepare for the CMA examination —
Georgia Power Co. is working with Georgia
State University in Atlanta, Pillsbury Co. is
working with the College of St. Thomas in Min20

neapolis /St. Paul, and IBM is working with
Pace University in Westchester. Other organizations that had many participants at the December examination included American Express, Caterpillar, du Pont, Ernst & Whinney,
Gulf Oil, J.C. Penney, Johnson & Johnson,
Monsanto, Price Waterhouse, Sundstrand Data
Control, and Travelers' Insurance.
A staff of 62 persons from academia and industry —all professionals in their representative
fields —are participating in the grading of the
examination at the Institute's office. The grading is on schedule and will be completed next
month so t hat candid ates' scores can be
mailed by March 11.
Tenth Anniversary of CMA Examination
The December 1982 CMA examin ation
marked the tenth anniversary of the first CMA
examination. The Institute has offered the CMA
examination 17 times in this 10 -year period to
over 11,000 separate candidates. The CMA program has grown significantly since the first examination in December 1972 when 410 people
sat for just over 1,700 parts at 22 test sites. The
participation at the December 1982 examination
represents a five -fold increase in candidates and
over a three -fold increase in parts taken since
the December 1972 examination, A total of 61
candidates passed the first examination. Over
five times that many will probably complete the
examination requirements with the December
1982 offering. A total of 54 Certificates in Management Accounting were awarded following
the December 1972 examination. A total of
3,356 CMAs have been issued to date and the
number will grow to well over 3,700 once the
December 1982 results are finalized.
The June 1983 Examination
The next CMA examination is scheduled for
June 15, 16, and 17, 1983. New candidates to
the CMA program should file their candidate
applications and examination registrations by
March 1. Examination reminders are being
mailed next month to continuing candidates
who did not take the December examination.
April 1 is the deadline for continuing candidates
to register for the June examination. The candidate application fee of 625 and the examination
fee of 640 per part must accompany the forms.
Anyone desiring additional information regarding the CMA program should write or call
the Institute of Management Accounting, 215
City Center Building, Ann Arbor, Mich. 48104,
(313) 662 -1986.
-'
Karl E. Reichardt, CMA
Manager— Examinations, IMA
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dard costing to support manufacturing
and pricing decisions are realized only
when the actual cost deviations from
standard are collected and applied to
the evaluation of operations. Price and
rate variances incurred by cost element
at each process provide the basis for
standard cost adjustments of greater accuracy than would a general price index. Adjusted standard costs then reflect the specific price level changes
which affect operating performance.
Hood C. Johnston
Senior Cost Control Analyst
Emhart Corp
Farmington, Conn.

An Au thor Repli es...
I wo u l d l i k e to rep l y t o P rofes s o r
Hanks' comments (Sept . '82) regarding
my article " Improving Cost Allocations
f o r A u t o D e a l e r s , " (M AN AG EM EN T AC COUNTING, J u ne ' 8 2 ) .

First, Professor Hanks argues that an
au t o d eal e r s h o u l d co n s i d er o n l y
"avoidable" ( i.e., nonvariable) costs in
deciding whether to lease out his body
shop. Although , in the short run, his
commen ts regard ing margi nal co sts
contain much validity, in the long run
all fixed costs must be recovered. Most
dealers would continue to bear such
fixed costs as property taxes, heat, light
and power— regardless of who owns the
body shop. Therefore, they must "cover" these costs in any leasing operation.
Professor Hanks asserts that department managers cannot be motivated by
"costs under someone else's control." I
chall en ge hi m to fi nd any business
where all costs are under the owner's
control. Charging department managers
an equitable share of certain fixed and
nonfixed costs , however , encourages
them to treat their departments more
like their own businesses.
I fully concur with Professor Hanks'
point that costs should not be "allocated by a meaningless allocation system
devi s ed b y th e fi rm's acco u n tan t . "
Nothing in the article, however, indicated that any allocation basis should be
capricious or meaningless. It was sugMANAGEMENT ACCOUNTING/JANUARY 1983
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"I couldn't find another system to beat the cost - efficiency and
Flexibility of FAST -TAX. In 9years, I've never had anybody say they
couldn't do it, find it, fix it. FAST-TAX never promised me anything
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Preston Barnett, Tax Manager
Cox Communications, Inc.
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Start today: 214/934 -7000 (Ask for Pete Roberts.)

M ryc.
Running ahead.

World�Headquarters:�2395�Midway�Road,�Carrollton,�Texas�75006�•�Telex:�73�-0934

gested that if available, actual costs
should be charged to departments (e.g.,
separate insurance invoices). Only because the survey results indicate that so
few dealers actually maintain such bills
were some solutions suggested.
It seems difficult to see how Professor
Hanks can say that the suggested procedures "are actually being used by business firms" (i.e., dealers). In fact, Table
1 empirically demonstrates how arbitrarily these costs are being allocated at
present, and none of the 50 dealers surveyed practiced all of the suggested
methods.
Finally, lacking empirical evidence, I

would not conjecture on how university
professors inordinately emphasize financial accounting to the detriment of
management accounting. I would note,
however, that the two branches should
be integrated, as in many first-year accounting courses, to help train all types
of future accountants.
Alan Reinstein
Associate Professor of Accounting
Oakland University
Rochester, Mich.
MAN AG E ME N T AC C O U N T IN G w e lc o m e s

letters from readers on any accounting
topic or Association matter.
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The Merger and Acquisition `Game':
Strategy or Chance?
Financial analysts will not write the final word on
the A1Ged- Bendix- Marietta imbroglio for a long
time. In fact, last fall's latest round of mergers and
acquisitions has raised serious questions about the
wisdom and propriety of corporations jeopardizing profit margins and return on investment to acquire desirable target enterprises. Indeed, many
observers are beginning to wonder what causes
this "blind love" and if it might be dangerous to
shareholders and the market.
When asked what Allied saw in Bendix, Edward L. Henness y, Jr., Allied's
chairman, mentioned the balancing
of overseas and domestic incomes,
but hi s more co gent reason s all
dealt wit h Bend ix's tech no lo gy
base. Technology transfer, however,
is always a slow process and there is
no reason to believe Allied will realize any immediate benefits in the
area of research and development.
More important than any possible
future benefits is the fact that Allied faces the sale
of $900 million of its own and Bendix's assets to
stabilize its balance sheet, and even then may earn
25% less per share than last year. Bendix and
Martin Marietta also were badly scarred.
These veterans of acquisition battles are not
alone in their belated cost/benefit analyses of acquisition strategies. Last summer's heated contest
between Du Pont, Seagram, and Mobil for Conoco has still not proven beneficial to the principals. Although DuPont's earnings have risen, the
debt acquired to make the purchase and the recession have kept its stock flat.
In the face of such questionable results from the
merging of corporate giants, why do companies
continue to seek out - takeover targets? Most of the
explanations for the unprecedented boom in mergers over the last two years are socially and economically based. Corporate stock prices are depres sed comp ared to t h e in creas ed val ue o f
corporate assets because of inflation making some
companies attractive as takeovers. Sophisticated
methods of providing credit have been developed
by financial institutions enhancing mergers and
acquisitions. Foreign investment has increased in
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the U.S., particularly in mining and real estate.
Opportunities can be enormous for economies of
scale and streamlining of operations, such as in
the financial services industry.
In addition, there are more advantages of controlling a company's assets than simply owning its
shares, for example, a natural resource company:
unlike shareholders, owners can sell off or exploit
timberland or oil reserves. What's more, buying a
compan y's experti se may be cheaper than attempting to develop it in- house.
Realizing the very valid reasons
companies seek out takeover candid at es , E. F. Hu t t o n 's ca p i t a l
management division in 1981 identified 18 financial ratios as part of a
"quality index" to evaluate corporate performance and worth as a
takeover. Its evaluation index is
based on earnings, cash flow, and
sales gains. Other areas measured
include profitability and management effectiveness. (Interestingly, both Conoco
and Allied were highly rated by the Hutton system well before the current merger activity.)
Most observers agree the urge to merge will
continue unabated. In a Conference Board survey
of CEOs, Top Management Staffing Challenges CEO's Describe their Needs, Ruth G. Shaeffer reports half of the CEOs expect an important merger, acquisition, or divestiture for their company in
the next three to five years. This view was especially prevalent in banks and in medium -large
manufacturing companies.
There is no reason then to believe that the questions raised by the troubled marriages of Allied Bendix, Du Pont - Conoco, and others are going to
stop the trend. The real test for management accountants is to develop systems and techniques,
similar to E. F. Hutton's, to guide companies to
the right targets and also to hone current methods. This means taking a hard look at candidate
companies before the deals are made and knowing
what to look for in the first place. This month
MANAGEMENT ACCOUNTING focuses on three
approaches to the important task of determining
what a company is worth.
❑
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Acquisition Valuation:
DCF Can Be Misleading
Those companies with the urge to merge should be
careful not to put too high a price on the bride.

James S. Ritchey is
controller of the United
Chair Division of U.S.
Industries, Inc. A CPA,
he holds a MBA
degree from the
University of Alabama.
Mr. Ritchey is a
member of the
Birmingham - Vulcan
Chapter, through which
this article was
submitted.
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Where are the high premium takeover bids coming from? When Mobil announced its offer, Marathon stock jumped from $67 a share to $90; the
day after U.S. Steel's bid of $125 a share, Marathon shares climbed to $106.75. How can a $60 a
share offer be made by Fluor Corporation for the
stock of St. Joe Minerals Corporation which previously had been selling on the market at $27 a
share? American Medical International made an
offer of $52 a share for Brookwood Hospital's
stock which had been selling on the market for
$15 a share.
All of this activity suggests that the stock market is undervaluing stock of some companies and
helps explain the increase in acquisitions and
mergers versus internal growth strategies. When
making an investment decision, financial management generally aims to maximize t he present
worth of the company. Why then do some investments fail to meet this objective? One reason is a
lack of understanding of fundamental valuation
theory. How then can the risk of acquisition failure be reduced? This risk can be reduced through
the use of valuation techniques and procedures
that are well defined and used in a consistent and
systematic manner.
There are many factors that an acquiring company can consider in establishing the value of an
0025= 1690/83/6407- 0308/$01.00/00

enterprise. By reviewing a financial evaluation
tool called the discounted cash flow (DCF) technique and the potential dangers associated with
using it, I will provide some insight into some of
the problems encountered in arriving at the purchase price of an acquisition.
Although the DCF method has been increasing
in popularity, some people feel that the use of
DCF represents guesswork and that others recognize the importance of the information gathering
and estimating process as it relates to the DCF
method. The potential problems which surround
this process involve the following three areas:
1. Determining the time period for estimating
cash flows (i.e. how long the acquisition is expected to generate cash flows),
2. Estimating the incremental cash flows expected to be generated through acquisition, and
3. Determining the minimum acceptable rate of
return to be used in discounting cash flows to
arrive at a value.
The Discounted Cash Flow Technique
The DCF technique used in the valuation of an
acquisition by the acquiring company is basically
the same DCF technique that companies are using
to make internal growth decisions. However, the
analysis of a potential acquisition appears to be
Copyright
r
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much more complex than the analysis involved in
most capital budgeting decisions. Some of the reasons for this are:
1. The risks associated with a typical investment
are usually similar to those already in the company's portfolio of investments, while the risks
associated with a potential acquisition may be
completely different.
2. A company's typical investments are under the
control of familiar managers, while the abilities
of managers associated with a potential acquisition are relatively unknown.
3. The valuation in the capital marketplace is
likely to be different for a typical investment
and an acquisition investment. The capital
market acts as a pricing mechanism to equate
the value of a company with its risk - return
characteristics.
Because of these reasons, it is unreasonable to
expect that the DCF technique would be used as
the only means of determining an acquisition
price. In most cases, such a determination will require the study of many additional factors that are
not normally considered in the typical investment
decision.
One of the main features of the DCF technique
is that a dollar of cash received today is worth
more than a dollar received a year from now, because today's dollars can be invested to earn a return during the intervening time. An acquiring
company would not want to pay more than the
present value of an acquisition candidate. The acquiring company also would more than likely
have in mind a specified rate of return which
would be used to discount the expected cash flows
MANAGEMENT ACCOUNTING/JANUARY 1983

of an acquisition candidate to the present. Under
the DCF technique, the amount of cash that will
accumulate over the expected life of an acquisition
investment is estimated and this cash is discounted to the present using the acquiring company's
specified rate of return. The result will be the
maximum price the acquiring company would pay
for an acquisition. As mentioned previously, however, the resulting price from the use of the DCF
technique may or may not be the final offer price
because of the many other factors that might need
to be considered in the corporate acquisition
decision.
The actual formula for DCF can be considered
to be a spin -off of the net present value formula. It
can be written as follows:
DV

=

as
ai
as
(I + k) ` + (1 +k)s+ ( I + k) ' + . , ... ,

an

(I +k)n

DV is the discounted present value of the potential acquisition and is the result we are looking
for. The incremental cash flows (cash receipts less
cash payments) of the potential acquisition are
represented by a,, a2, a 3 , ... an at the end of the
years 1, 2, 3, ...... n. The specified rate of return
of the acquiring company as it relates to the proposed acquisition is represented by k. The cash
flows for each year (a,, az, as, .. ... an) are discou nt ed b ack to t he p res en t wh en u si ng t he
formula.
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A simple example of how the DCF technique
can be used is shown in Table 1. In the example,
the acquiring firm has estimated that the incremental cash flows from the potential acquisition
will be $2 million per year for ten years. The acquiring company's specified rate of return (15 %)

Estimating Incremental Cash Flow

Table 1
The Discounted Cash Flow Technique
Ass um ptions: Annual incremental cas h flows of $2 m illion for 20 ye ars.
Specified rate of return 15 %.
Incremental
cashflows
(in 0001x)

Period

$

Present
value
(In 000's)

Present value
interestfactor
for 15%

2,0 00

.8 69 57

2

2,0 00

.75 614

1,512

3

2,00 0

.65 752

1,315

4

2,0 00

.57 175

1,143

5
6

2,0 00
2,0 00

.49 718
.43 233

994

7

2,0 00

.37 594

752

8

2,000

.32 690

654

9

2,0 00

.28 426

569

10

2,0 00

.24 718

$

Totals

$

1,739

865

49 4

20,000

$

1

10 ,0 37

Note: This example assumes equal incremental cash flows for each
period. The present value, therefore, could also be determined by
using the present value of an annuity table.

Table 2
Estimating Incremental Cash Flows

Period

Estimated
cash flows
(In000's)
(1)

Estimated
cash flows
(in 000's)
(2)

2,0 00

Present value
inte res tfac tor
at1 5%

Present
value
(InooO's)
(1)

(inO Ws )
(2)

1,7 39

1,304

Present

vsko

1,134

3
4

2,00 0

.65752

2,00 0

1,500
1,500

.57 175

1,3 15
1,1 43

986
858

5
6

2,0 00
2,0 00

1.500
1,500

.49 718
.43 233

99 4
86 5

746
649

.37 594
.32690

75 2
65 4

564
494

.28 426

56 9
494

426

$ 10,037

$ 7,5 32

7

2,0 00

1,500

8

2,0 00

1,500

9

2,000

10

2,0 00

1,500
1,5 00

$ 20,000

$ 15,000

Totals

371

--

-

-

-

-

2,505,000

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

$

Difference in present values

.24 718

$

1,5 12

$

.75 614

$

.86 957

1,500

$

1,500

2,0 00

1
2

can be applied as the discount rate in arriving at a
recommended maximum bid price for the acquisition of $10.037 million. If more than this price
must be paid under the above assumptions, the acquiring company's specified rate of return would
exceed the internal rate of return of the acquisition i n ve s t me n t , an d t h erefo re, mak e it
unacceptable.
The example in Table 1 illustrates how easily
the DCF technique can be applied under conditions of complete certainty. However, the potential problems associated with the estimates of cash
flows, discount rate, and time period of cash flows
are related to the uncertainty which surrounds a
26

"real world" acquisition investment decision. Let
us look at some examples which illustrate the significant differences in valuation that can occur if
the acquiring company does not find a means of
handling valuation pro blems associated with
DCF.

The incremental cash flow of a proposed investment is determined by comparing a firm's present
cash flow with what the firm expects that its cash
flow will be after the investment is made. To forecast the cash flows of an aquisition candidate as if
it were still operating as an independent company
would be incorrect, because the acquiring company may be able to achieve operating economies
not available to the selling company on its own.
Furthermore, it may be necessary for the acquiring company to make significant changes in
the aquired company's management and use of assets which typically result in a company whose
risk and expected cash flow are vastly different
from what they previously were.
Cash flow can be defined as earnings after taxes
plus depreciation and any other noncash items,
plus debt borrowings, minus capital expenditures,
and plus or minus the change in working capital
(decrease cash flow for an increase in working
capital; increase cash flow for a decrease in working capital).
Table 2 illustrates the possible error that can be
made in using the DCF technique to value an acquisition if cash flow are incorrectly estimated.
The difference in an estimate of cash flows of $2
million for ten years and an estimate of $1.5 million for ten years results in a difference in valuation of $2.505 million.
To make cash flow estimates as scientific as
possible, pro forma balance sheets, income statements, and cash flow statements are usually required for the expected life of an acquisition candi date. In mo s t ca s es , his to rical fin ancial
information is tised as the basis for preparing pro
forma financial statements after adjusting out
nonrecurring unusual i tems and adding other
changes expected as a result of acquisition. A ratio
analysis of the historical financial information can
be used to develop the key ratios necessary to project balance sheet and income statement accounts
for the forecast period.
The beginning point in any financial forecast is
the sales projection. One quick and simple method
of projecting sales using historical data as the basis is to use a form of time series trend analysis to
determine the expected growth rate of sales. An
alternative method of forecasting sales might be to
obtain estimates from inside or outside marketing
experts. The trend analysis method, however, may
be considered appropriate if there are hostilities
MANAGEMENT ACCOUNTING /JANUARY 19 83
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Totals

$

Present
value(2)
interest factor
at 20%

.86957
,75614
.65752
.57175
.49718
.43233
.37594
-32690
.28426
.24718

-83333
.69444
.57870
.48225
.40188
.33490
.27908
.23257
.19381
.16151

2.000
2,000
2,000
2,000
2,000
2.000
2,000
2,000
2,000
2,000

Present
value
(in 000'x)
(1)

$

20,000

Present
value
(in 000's)
(2)

1,739
1,512
1,315
1,143
994
865
752
654
569
494

$

10,037

$

1
2
3
4
5
6
7
8
9
10

Present
value (1)
interestfaetor
at 15%

$

Period

Incremental
cash
flow
(in 000's)

Difference in present vafues

1,667
1,389
1,157
964
804
670
558
465
388
323
8,385

--

-

-

-

-

------

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

$

1,852,000

Table 4
Estimating the Cash Flow Period

1,739
1,512
1,315
1,143
994
865
752
654
569
494

1,739
1,512
1,315
1.143
994

20,000

-

10,037

$

$

Totals

$

-

.86959
.75614
-65752
.57175
.49718
.43233
.37594
.32690
.28426
.24718

-

-

2.000
2,000
2,000
2,000
2.000
2,000
2.000
2,000
2,000
2,000

Present
value
(in 000'x)
(2)
$

2
3
4
5
-

1

2
3
4
5
6
7
8
9
10

Present
value
(in 000's)
(1)

Present value
interest factor
at 15%
$

Period (2)

1

$

Period (1)

Incremental
cash
flows
(in 000's)

-

6,703

--

-

--

3.334,000

-

$

Difference in present values
-----------------------------

The DCF technique discounts future cash flows
at some specified rate of return. Table 3 illustrates
the possible error that can result from using the
DCF technique to value ail acquisition if the
wrong specified rate of return is used. The difference between using a specified rate of return of
15% and one of 20 %, assuming a stream of cash
flows of $2 million annually for ten years, results
in a difference in valuation of $1.652 million.
The specified rate of return may or may not be
equal to the acquiring firm's cost of capital depending on the risks involved. This cost of capital
can be simply defined as the rate a firm has to pay
to induce investors to let the firm use the investors' money rather than another. It would be calculated as the weighted average cost of debt and
equity capital.
If the acquiring company determines that the
risk associated with acquiring a particular company is the same as its own overall risk, the acquiring firm's cost of capital would be the appropriate
rate to use in discounting the estimated incremental cash flows from an acquisition. If additional
risk above that normally taken by an acquiring
company is associated with a potential acquisition
candidate, a firm's specified rate of return would
be equal to the firm's cost of capital plus some ad-

Table 3
Estimating Minimum Acceptable Rate of Return

-

Determining the Minimum Acceptable
Rate of Return

ditional return to compensate the firm for the additional risk. This rate of return is the "risk adjusted rate of return" mentioned previously.
There are several methods of determining the
risk adjusted rate of return, but probably the most
popular is the "beta adjusted" discount rate method. Beta in this case would be defined as the mea-

$

surrounding a takeover bid and access to inside
information is not available. Even if the takeover
conditions are friendly, the acquiring firm must be
cautious not to use any information that is biased.
In any event, the purchaser should base his calculations on his own estimates of future conditions
instead of the target company's estimates.
Regardless of the method used to project cash
flows for an acquisition candidate, it seems appropriate to introduce risk into the cash flow estimating process. One method of adjusting cash flow estimates for risk is the certainty equivalent method.
This approach adjusts the estimated cash flows
downward to a riskless amount for which the end
result would be to lower the value of a potential
acquisition. An alternative method for including
risk in the valuation process is the "risk adjusted"
discount factor which is discussed later.
So far, I have been concerned with determining
the value of an acquisition candidate using DCF
based on cash flow estimates that would be considered "most likely" under current conditions.
It's also good practice to provide management
with possible bid prices based on cash flow estimates that would be considered "conservative"
and cash flow estimates that would be considered
"optimistic." These cash flows would be projected
based on new sales growth estimates under best
case and worse case conditions.

sure of the volatility of the returns of the acquisition candidate's securities relative to the overall
market returns. A potential acquisition candidate's beta coefficient (assuming perfect correlation with overall market returns at 1.0) would be
applied against the risk premium for the overall
market to arrive at a risk premium for the acquisition candidate. The risk premium for the overall
market is defined as the excess of the expected return on a representative market index, such as the
Standard and Poor's 500 stock index, over the
risk -free return. This risk premium for the acquisition candidate could then be added to the risk free rate of return to arrive at the appropriate discount rate (specified rate of return) to be used in
P7

discounting cash flows.
It also may be desirable to provide management
with bid prices under the "conservative," "most
likely," and "optimistic" cash flow projections for
a range of different discount rates. This breakdown would supply some quick answers on rates
of return for alternative bid prices, if needed.
Estimating the Cash Flow Period

DCF can be
applied easily
in a model
situation, but
the 'real world'
requires greate
analysis.
C71
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Table 4 indicates the difference in valuation
that could occur in pricing an acquisition if the
time period for the expected cash flows cannot be
accurately predicted. In the example, a difference
in valuation of $3.334 million would occur when
comparing equal cash flows for ten periods with
the same cash flows for the shorter five -year
Period.
One of the most common practices in establishing a time horizon for an acquisition investment is
to forecast cash flows period by period until the
level of uncertainty makes management too uncomfortable to go any further. This method normally results in the setting of a time period of five
to ten years.
Another method calls for setting the time period at five years and discounting to the present the
salvage value of an acquisition at the end of the
five -year period. The valuation price would then
be equal to the total of discounted cash flows for
the five -year period and the discounted salvage
value. This method assumes that forecasting cash

flows beyond a five -year period is not practical.
A perhaps more sophisticated approach calls
for continuing to forecast cash flows as long as the
expected rate of return exceeds the cost of capital
rate of the acquiring firm. This method suggests
that beyond the year in which the expected rate of
return exceeds the cost of capital, the market is
indifferent between receiving cash dividends or
having management invest in new products (i.e.
the value of the company would be unaffected by
growth.)
Warning: DCF Pitfalls
Obviously, the main danger an acquiring firm
would have with any available method of valuation, including DCF, is that of overvaluing the potential acquisition candidate. The recent increased
use of the DCF technique in valuing an acquisition requires those who employ it to examine the
possible pitfalls associated with using the method
to establish a price for an acquisition candidate.
The increased use of DCF itself supports the
fact that many companies are relying on the results of the DCF technique. So the results of the
DCF technique must be meaningful to management when making acquisition decisions. Cash
flows, the time frame of the cash flows, and an
appropriate discount rate must be accurately forecasted or adjusted through the use of risk factors
so that possible deficiencies in the estimates can be
considered.
❑

MANAGEMENT ACCOUNTING /JANUARY 1983

-

The door to
success.
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At Peat Marwick, we offer many
professional development courses
specifically designed to improve
internal auditing skills. In addition to improving proficiency,
they can help advance your career.
Our Executive Education
seminars are conducted by highly
trained instructors. They give
practical, "hands -on" experience
performing internal audits in
commercial and manufacturing
ro
companies, banks, insurance
companies, and government —in
both manual and EDP environments. Other courses focus on
. . > ^, ail I•_y! .%-. improving managerial and
communication skills.
Our seminars are being
offered at our Executive Education
Center and at other locations
around the country. Organizations with large auditing departments can also arrange to have
courses
given on -site, and
I'
specially tailored to meet their
particular needs.
For additional information
r
f
about our internal auditing curriculum and other Peat Marwick
seminars,
use the coupon below
3
or call Patricia Neil at
(212) 872 -6666.
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Peat Marwick offers
a comprehensive
program of courses
specifically designed
to hone, update and
advance your internal
auditing skills.
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Please send me your new 1983
complimentary brochure.
Name
Title
Company
Address

Stale

zip

Mail to: Patricia Neil, Executive Education Center, Peat, Marwick, Mitchell & Co.,
810 Seventh Avenue, New York, NY 10019.
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Consolidation
At its simplest, consolidation involves the combination of tables
of numbers. IFPS addresses this need
with a set of powerful data manipulation
commands. At its most complex, consolidation encompasses logic- driven combinations of data and calculations across
large corporate organizations, with currency conversions and inter - related accounting allocations. IFPS addresses this
need with equal facility through its state of- the -art Universal Consolidation
subsystem.
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Data Entry
With IFPS /SENTRY" ,you
can establish a table of
prompts and validation checks for data
needed in your model. Data entry can be
performed by persons without any IFPS
experience or training IFPS /SENTRY can
also be used to validate data brought
into IFPS from any other source.
Other System Interfaces
IFPS /DATASPAN ` enables
you to link IFPS with almost any
existing computer -based application system or public access
database to automate the extraction
of information.
Statistics Interface
IFPS contains predefined functions for basic statistics andx forecasting. For more complex
statistical analyses, IFPS Statistics Interfaces can access the
power of today's most sophisticated statistics and forecasting languages.

DBMS Interface
Most corporate compulcenters utilize one or more
Database Management Systems (DBMS) to manage
important information. With Execucom's
DBMS Interfaces, IFPS can share
information with your company's
databases to improve both the quality
and timeliness of the data in your
planning efforts.
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Accounting Interface
Through Execucom's General
Ledgger Interfaces you can di
rectly supply historical and
planning information from your
company's general ledger to your
IFPS model. You erhance your forecasting, budgeting and reporting by the
combination of these important softwar
technologies.
Decision support for decision makers
With the Integrated Financial Planning
System, you can manage information
wherever it is in your company. IFPS is
your personal decision- making tool, but it
also accommodates the corporate need
for maintainable, structured planning
systems.
When you let IFPS help you make
smarter decisions, faster, you'll be supported by Execucom's commitment to
provide the best support in the world.
We provide consulting, education,
Hotline and a host of other services.
For more information on how your
company can make smarter decisions,
faster, call toll -free 1- 800 - 531.5038. In
Texas, call 512- 346 -4980, or send the
coupon to Execucom, P.O. Box9758,
Dept. MIO, Austin, TX 78766 -9758.
,

WhatIf? tests the effects of alternate assumptions;Analyze shows the source of
any numbers in a report; Sensitivity tests
the reaction of a model to changes in a
key assumption; Impact can determine
the variables that are the most critical;
and Goal Seeking will determine what
values other variables must assume to
achieve a predetermined value for a
target variable.
CommandLanguage
The IFPS Command Language
extends the power of IFPS by giving you the ability to create your own
commands. These commands can
be anything from simple shorthand for on
often -used sequence of operations to
forge, structured production systems involving the manipulation of enormous
quantities of data

Please send more information about IFPS and its
supporting products and interfaces.

Name
Title

t

Company

Graphics
Through IFPS /GRAPHICS'"
you now have direct access to
the advanced technology of computer
graphics. While analyzing a business
problem with IFPS, you can instantly reduce forge volumes of data or complex
relationships to an easily understood picture on a variety of supported terminals
or plotters.

State

Address
City

VW

Zip

Teiephone

e

IFPS9 , the world'sfinestplanning language
Since 1974, Execucom has listened and
responded to managers who need financiol planning to make smarter decisions,
faster. We have pioneered the Decision
Support System movement. And we developed and continue to enhance IFPS,
the Interactive Financial Planning Systern
— today's premier DSS tool.
Execucom continues to listen and respond to decision - makers. We have developed the Integrated Financial Planning
System concept to help you access, manage, and process the information you
need — information that may be located
in a multitude of separate systems
throughout your company.
rdeling Language
The heart of IFPS is a
todelin language
which has been
human - engineered
for simplicity of use
hroughout the entire
_)ectrum of modeling
>mplexity — from simple
ra y s to the most demanding multi - currency corporate financing
applications. The elegantly simple power
of IFPS can be appreciated by a computer professional, but it was designed to
be used by business people directly. For
increased productivity, its flexible modeling language lets you concentrate only
on the situation under consideration, not
on rigid computer- required formatting.
You describe the variables involved in
your decision in straightforward business
terms, and IFPS handles all programming
tasks necessary to find a solution to your
descriptions.
RiskAnalysis
Just as the IFPS modeling
language allows you to write
computer models without being a
programmer, the risk analysis capabilities
of IFPS allow you to quantify the effects of
uncertainty on your business decisions
without being a statistician.
Reporting
The IFPS report writer permits
you to quickly build descriptions of
any report format. Data and text can be
supplied from a model, a file, or from the
terminal. And when time is short or needs
are simple, IFPS automatically supplies a
default report structure.
Optimization
IFPS /OPTIMUM`" allows you to
find the best solution to an IFPS
model by simply stating the business oriented boundaries within which your
solution is desired. IFPS /OPTIMUM builds
upon the power of IFPS by finding minimum and maximum permissible values of
key variables within the boundaries
you specify.
Assumption Analysis
A variety of commands make it
possible to completely understand
the role of any variable in a decision:

E)qECUCOM

SUPPORTING THE MIND WITH KNOWLEDGE
THROUGH TECHNOLOGY.

Pre - Acquisition Audit:
Verifying the Bottom Line
No merger or acquisition should be considered consummated
until an audit has proven the bottom line is what it is claimed to be.

By John J. Welsh

■

Bendix bi ds for Martin Mari etta ... Marietta
takes on Bendix ... United Technologies joins
Bendix fight ... Marietta and Bendix gobble each
other ... Allied Corp. grabs Bendix. . . Daily the
business pages scream with reports of an ever increasing
number of mergers and acquisitions.
John J. Welsh, CPA, is
controller of Republic
The climate is right: diversification is not only
Steel Services Group,
Inc., a subsidiary of desirable, but it is becoming absolutely necessary
Republic Steel for survival in many cases. During the current
Corporation. He holds
a MBA degree in economic recession, a great number of companies
finance from Cleveland are reaching out into new areas to broaden their
State University. Mr.
Welsh is a director in economic base. They are achieving their objective,
the Cleveland Chapter but are finding the road rather rocky.
of NAA, through which
I believe in most cases, the diversification plans
this article was
submitted. are strategically well defined, involving scores of
technically qualified individuals, and are pursued
in a logical and consistent process. However, one
often overlooked necessity is the provision that a
pre- acquisition audit be made part of the final
agreement. My personal experiences in acquisition
auditing have resulted in standard procedures to
be followed in performing pre- acquisition audits.
The prime consideration for any audit to be
beneficial is that it be conducted independently
and without any restraints or limitations placed
on it. The results of the independent audit should
be binding on both parties, and should serve as the
final determinant of the acquisition or purchase
32
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price. It may be preferable to employ the services
of an auditing firm that is specialized in the particular industry or business that is being acquired.
This practice would be especially advisable from
the viewpoint of the purchaser, when he is entering into a completely new business.
The process should begin by reviewing what
terms and conditions are to be included in any
purchase or acquisition agreement. The agreement
is the single most important document because it
summarizes the work of the lawyer's due diligence
review, the business understandings of the parties
involved, and the financial terms and conditions
to be followed and met in completing the transaction. (See Table 1.)
The lawyer's due diligence procedures involve a
thorough review of all contractual documents, incorporation status, and representations from management of the company to be acquired. This
summary of the material obligation currently existing at the proposed date of acquisition determines if the acquired company is in compliance
with all of the legal requirements as to corporate
identity and status. Therefore, the due diligence
procedures should have a pronounced effect on
how the final deal is made.
Start with the Acquisition Agreement
Again, the acquisition agreement should be the
starting point for the audit. The agreement would
Copyright

0
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have first been prepared in a draft form and circulated to the parties involved for their comments.
The final agreement, after being signed by both
parties, is binding. (See Table 2.)
Probably the most important provision in the
agreement is the method in which the purchase
price is determined. The price may be a fixed
amount, or one that is subject to adjustment because of certain conditions. The latter situation is
probably the most common one. A considerable
time period may elapse from the time the agreement is reached until the date of actual transfer of
ownership.
The conditions that would result in such adjustments to purchase price at the closing date should
be clearly spelled out in the agreement. It should
be noted that the acquiring party normally has a
limited amount of time to complete its review after the closing date, normally 60 or 90 days.
To the extent possible, audited financial statements for a particular point in time will be a factor in determining the original purchase price, and
the acquisition audit perfomed at the closing date
will determine the final adjustments to the original purchase price. The dates of the unaudited
statements being referred to should be so indicated and included as an exhibit to the agreement.
In one particular acquisition, I was involved in
reviewing the books of a company that had never
had an audit. After a cursory review of the presented unaudited statements, I concluded that no
reliance could be placed on the financial information presented. Several bank loans were not recorded, payables were not set up for expenses in-
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curred, receivables were not recorded, and so on.
It is perfectly acceptable to use unaudited information, but you should thoroughly familiarize
yourself with the manner in which the statements
are prepared. This can best b e accomplished
through personal contact with the personnel responsible for preparation of the statement.
When the Figures Lie
In addition to the adjustment provisions, the
agreement should contain a section where various
representations and warranties of the seller are defined. This section should include statements that
the company is a corporation, partnership, etc.,
that is duly organized and in good standing with
all state and federal laws. The agreement should
be binding on all separate entities owned by the
company, as well, unless specifically excluded. If
there have been any business changes or material
transactions between the date that the agreement
was reached and closing, these items should be
separately set out in an exhibit to the agreement.
An example would be a sale or disposition of an
operating asset, whose financial results were included in the latest audited financial statements.
Also, a lawsuit resulting in significant impairment
to t he ass et valu es as stated sho uld be fu lly
disclosed.
In most acquisitions involving manufacturing
concerns, fixed assets constitute a major portion
of the purchase price. Yet, more often than not,
after physically verifying the existence of selected
assets, I have found many to be nonexistent or to
have little more than scrap value. I cannot empha-

33

Table 1
Prototypical Acquisition Agreement

ction 1

ection 11

Relationship of parties and definition of key
contractual terms.
Purchase price determination and closing date
• Escrow agreement
• Provision for price adjustments
Timeand place for execution
• Provision for independent audit

' ection 111 Representations and warranties— seller
• Proper business entity
• No legal restrictions to carrying on its business
• Articles of Incorporation and all amendments
• Corporate record books are accurate and complete
• No events of default exist
,Section IV

Contractual agreements
• Employment
• Employee benefit plans — pension, profit sharing, etc.
• Loan or other evidence of borrowings
• Guarantees
• Leases

a

Section V

Seller's covenants to closing
• Preserve the business organization
• Not enter into contractual agreements
• Furnish timely all financial information

ection V1 Obligations prior to closing of both parties
• Statements of counsel
• Officer certificates
• Satisfactory completion of all stated representations
• Proceeding to resolve differences noted in pre - closing
review
Section Vll Termination
• Reasons
• Time period

size enough the importance of physically examining fixed assets. Reliance on the property records
and depreciation schedules can be totally misleading, causing one to significantly overpay for such
assets.
In addition, clear title to all property should be
evident , along with the assurance that the properties are adequately insured against loss. All trademarks, patents, copyrights , licenses, etc., should
bear proper title. Corporate record books should
be represented by the company to be complete
and accurate. The company also should represent
that it has not entered into any binding contracts
or commitments since the date of agreement that
will obligate the purchaser after closing.
34

One company that I examined had extended the
contracts of all of its major suppliers . Suppliers
were to continue to provide the same services, but
at remarkably higher prices . The effect of these
contract renewals was to increase the costs of supplies by almost 25 % over the next three years.
This problem was compounded by the fact that
having renewed these contracts with the suppliers,
the company discovered it had no use for these
supplies, as a result of a complete change in product line.
In another instance, I noted a company was still
obligated to provide client services after the initial
contract period had expired. During the contract
period, all revenues were properly recorded, but
no provision was made for future expenses. The
seller in this situation benefited greatly, recognizing all the revenues while the purchaser assumed
all costs, which approximated $1 million to fulfill
contract obligations.
A limitation may be set in such cases which
does permit the seller some movement in order to
conduct business until the deal is closed , but, in
any event, the purchaser should be made aware of
all commitments . Examples of these types of
agreements are employment contracts , pension
and profit -sharing plans or other forms of compensation . Also, all contingent payments should
be disclosed.
Covering Legal Potholes
Probably the most important representation
would be the one stating there is no pending arbitration , litigation , or administrative proceeding
against the company that has not already been
disclosed separately . As to disclosure, all such
matters should be fully spelled out by case with an
estimate as to potential exposure. Also, it may be
pertinent to have a lawyer 's representation as to
the status of certain cases.
In one recent acquisition, it was discovered that
five potential lawsuits existed and that the company to be acquired had received notice of the litigants' intention to file. Because there had been no
filings to date, these circumstances could easily
have been overlooked . The suits represented an estimated potential liability of $1.6 million.
A representation should be obtained that all filings with governmental offices or agencies in regards to ERISA, Employee Retirement Income
Security Act of 1974, have been made and that for
each plan a copy of the latest determination letter
from t he Int ernal Revenu e Service has been
furnished.
Another separate provision in the agreement
would be one regarding covenants. This section is
a further follow-up on the representation section
and is an attempt to clearly focus on the conduct
of parties prior to the closing date. In essence, the
MANAGEMENT ACCOUNTING /JANUARY 1983

business will continue to be conducted in the same
manner as before, and no action will be taken that
can be constituted as a breach of any representation warranty or covenant.
An additional provision would set forth certain
conditions precedent to closing. Probably the
most important is requiring opinions from all legal counsel involved during the transaction. Also,
certificates from officers regarding certain warranties and representations made should be obtained in writing for inclusion with the closing
documents. Finally, if an escrow arrangement is
necessary to hold funds until agreed upon settlement, the specifics as to setting it up and moving
funds should clearly be spelled out.
A final provision of the agreement will provide
for actual execution. Various warranties and representations will be highlighted. It also will provide that all books and accounting records will be
preserved, unless proper notice is given by either
party. Likewise, the parties involved shall permit
each other, and their representatives, primarily
the lawyers and accountants, access to the books
and records upon reasonable advance notice during normal business hours.
This clause, in my view, is perhaps the most important in that it provides the means in which to
examine and verify all of the agreements reached.
However, in most situations, the purchaser does
not take full advantage until the deal has closed
and all warranties made have expired.
I personally have discovered potential claims
involving undisclosed liabilities pending litigation
and unrealizable assets, which could not be pursued because of warranties which had expired.
That is why I feel an independent audit of the
books and accounting records is a must using the
procedures outlined here.
Control Review Procedures
All permanent files and documented procedures manuals should be obtained and reviewed.
In addition to determining that control mechanisms are operating, it will provide an insight into
how the business actually functions. Certain tests
of transactions should be performed in order to
d et e rmi n e t h at t h e s ys t ems are o p erat i n g
effectively.
As to cash, a listing of all bank accounts and
the persons authorized to draw from those accounts should be obtained and independent confirmation received as to the balances and related
obligations such as commitment requirements,
limitations, loans, etc., that were not already disclosed. A review of the cash management procedures should be made including the handling of
receip t s , d i s b u rs emen t s , an d i n ves t men t
transactions.
For receivables originating from normal busiMANAGEMENT ACCOUNTING /JANUARY 1983

ness transactions, selected positive and negative
confirmations work should be done. The real emphasis on receivables will be the collectibility review. I would recommend that a more thorough
review be made than is normally done in an annual audit. If there appears to be a problem regardTable 2
Acquisition Agreement (Audit Program)
Acquisition agreement
Review the agreement. especially the following provisions:
• Purchase price calculation
• Closing date
• Counsel's due diligence
• Settlement of differences
Determine audit scope
• Financial audit — CPA firm
• Internal review — internal auditors, company financial analysts, etc,
Specific audit areas
Cash
• Review cash management procedures
• Confirm all bank accounts — review for related transactions
Receivables
• Confirmation of balances
• Collectibility review
• Obtain necessary guarantees
Inventory
• Conduct a physical or test perpetuals
• Review physical/book reconciliations
• Cutoff work
• Obsolescence review
Fixed assets
• Physical observation
• Test for adequacy of depreciation
• Obsolescence
• Insurance is adequate
Intangible assets
• Revaluation if possible
• Amortization periods
• Continuing value
Accruals
• Confirmation of trade balances
• Review of tax returns
• Review of benefit plans — pension, profit sharing
• Deferred arrangements
Loans
• Review loan agreements
• Summarize obligations
• Covenant review
Contingency review
• Lawsuits
• Contracts — such as employment agreements
Unrecorded liabilities
• Examine accounting records
• Review book entries
Revenues and expenses
• Proper matching
• Timing
• Propriety
Summary
• Quantity all adjustments noted
• Presentation of results to management
• Prepare claim for recovery or purchase price reduction
based on agreement provisions
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Beware of
pending
arbitration,
litigation, or
administrative
proceedings
against the
company.

ing collection, the accounts should be identified
clearly and summarized. As to other receivables,
the underlying support, whether it be a note or
advance, should be examined.
One company being considered for acquisition
had never aged its accounts receivable, nor had it
ever written off an account as being uncollectib1e.
A review of the receivable trial balance disclosed
numerous instances where recovery was impossible because receivables were simply too old, or the
companies involved had ceased doing business or
had slipped into bankruptcy. Of a total receivable
balance of $1,200,000, at least $700,000 was
deemed uncollectible. I was successful in having
the company guarantee the collection; if it could
not, the purchase price would be reduced accordingly. Such a practice of having the company
guarantee the collection of receivables is advisable, provided a time period is established.
For example, if the receivables on the books at
the closing date are not fully collected within 90
days, funds will be available from escrow to cover
the uncollected accounts. This technique can provide real savings.
A complete physical inventory should be made
of all inventory items. The appropriate cutoff tests
should be made and the reconciliation of books to
physical inventory should be reviewed. Such actual physical inventory provides the means to determine whether the goods to be acquired are salable
or not, and if not salable, disposition should be
made at this time. Regarding physical assets such
as machinery, equipment, furniture, and fixtures,
the lapse schedules should be tested as to the accuracy of recorded depreciation and sight verification of material fixed assets should be made.
Then if the acquired company has intangible assets such as goodwill, a determination should be
made that such goodwill does have continuing
value, and that it is being properly amortized in
accordance with accepted practice.
Locating All Liabilities
A listing of al l outstanding trade accounts
should be obtained as of the closing date, and confirmations should be mailed seeking verification of
the balances. All disputed amounts should be
clearly indicated for appropriate disposition.
Also, all accruals along with appropriate detail
should be noted and reviewed with the objective
of determining if the accruals are adequate to provide for future obligations for services already
performed.
For outstanding loan obligations, confirmation
as to principal amount, maturity, interest rate,
and repayment terms should be obtained directly
from the lender. Particular attention should be focused on the convenants of such agreements, affirmative as well as the negative areas.
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An area which is overlooked often is where contingent payments are anticipated. It is a good idea
to thoroughly review all contracts which provide
for future payments, and determine whether these
payments can be related to normal business or
could be a deferral related to activity performed
before the closing date.
Legal representations from all attorneys should
be requested. Strong consideration should be given to requesting indemnification from the previous owners for all known, as well as unknown,
lawsuits that relate to their stewardship and that
may arise after the closing date.
A detailed search for unrecorded liabilities is a
must, requiring a thorough examination of all disbursement and receipt records. Also all journal
entries should be examined. The records should be
examined subsequent to the closing date through
completion of the deal.
In one situation, I found a continuing payment
to one particular individual who was not involved
in the company operations. After investigation, it
was learned that this individual had a consulting
agreement, requiring fixed payments over a 10
year period. No actual consulting advice was being rendered, and no liability was set up for these
paymen ts, which woul d amo unt to well over
$400,000 over the life of the contract.
The procedures for proper recognition of revenue should be reviewed and tested accordingly.
Emphasis should be placed on situations where
deferral of revenue recognition may be appropriate. Major expense items should be reviewed for
reasonableness. A considerable amount of this will
be accomplished if the accruals are tested and a
search for unrecorded liabilities is performed.
Find Skeletons Before Closing Date
It is my opinion that materiality should not be a
prime consideration in determining what items
should be included in the final compilation. This
is because often smaller items could be symptomatic of major internal control problems. Taken
alone, they would be meaningless. However, discovery of a number of such items could serve as a
caution light and indicate the need for a more indepth investigation. The acquiring party is interested in knowing as much as possible about the
business, whether or not it is able to receive a reduction in purchase price.
Most agreements will have a clause binding the
parties of the audited results. However, most of
the problems that I have discovered in such audits
seem to relate to the "other" assets and liabilities,
and not cash, inventory and trade obligations arising from normal business transactions. These
items should be fully disclosed and will only be
detected by a thorough review of all documents.
In the case where Alexander & Alexander SerMANAGEMENT ACCOUNTING /JANUARY 1983

vices, Inc. (A&A), a major U.S. insurance broker,
acquired Alexander Howden Ltd., a British concern, for a purchase price approximating $300
million, A &A had to contribute an additional $25
million to meet liabilities that were not previously
reported at the time of acquisition. One of the
companies in the Howden group was significantly
under - reserved, and this discovery was made in a
special audit conducted after the acquisition. Also
it has been reported as a result of the special audit,
that Alexander & Alexander Services, Inc. is
claiming that approximately $56 million of How den funds were directed through reinsurance companies owned by the previous management of Alexander Howden, Ltd.
Obviously, it is important to perform audits before closing the deal, and to understand clearly
the relationships of all parties involved.
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The dollar effect of all such adjustments should
be quantified and presented to the management of
the acquiring company for its review and appropriate disposition, following the provisions of the
agreement in seeking recovery or relief.
As these incidents confirm, the importance of
condueting an independent pre - acquisition audit
cannot be emphasized enough. It provides comfort as well as verification of the agreements
reached. The cost of an audit, while it may be substantial is insignificant compared to the total purchase price. Also, if there are "skeletons" in the
closet, it is much better to know about them prior
to the closing date so that appropriate indemnification or warranty can be obtained from the selling entity.
❑
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NAA
Research
Accounting for Software —a Progress Report

By Robert W. McGee
NAA has commissioned a research
study, now under way, on the topic of
accounting for software. The study is
be in g c o nd u c t e d by Ro b e rt W.
McGee, CMA, NAA project manager.
Individuals interested in taking part in
this study may contact Mr. McGee at
the NAA office, 919 Third Avenue,
New York, N. Y. 10022, (212) 7549763.
In recent years computer technology
has advanced to the point where it is
now possible for practically any company to use computers to advantage.
While unit costs have nose dived, total costs for EDP systems, including
software have risen dramatically. A
whole new industry has been
spawned to service the needs of software users.
More than 4,000 companies are
currently engaged in the research, development, and manufacture of software for sale to users. Entry into the
industry is relatively easy, and many
mom and pop operations have come
into existence to service this exploding market.
Companies often sell both standard
and custom packages. Once a computer program is developed, the marginal cost of reproducing the program
is minimal. A program cos ting
$500,000 to develop may cost only
$20 per unit to reproduce and can
then be sold, rented or leased to any
number of customers for $50,000 or
more. Standard programs can be customized and /or maintained for an additional fee.
Unfortunately, accounting principles have not kept pace with develop38

ments in software. Diverse accounting pract ices c urrent ly exist and
accountants, software vendors, and
soft ware u sers c an n ot ag ree on
which methods to use. The Association of Data Processing Service Organizations ( ADAPSO), representing
software vendors, issued an exposure
draft in April 1982 that outlined the
possibilities and advocated a position.
A questionnaire also was mailed to its
members to determine current accounting practices. The AICPA and
ADAPSO recently have formed a task
force to examine the issue of accounting for software.
The Issues
Most of the controversy exists in the
areas of revenue recognition and cost
recognition. Presently, some companies are recognizing revenue as soon
as an agreement is entered into, while
other com panies record revenue
when the customer's obligation to pay
has become absolute. Still others recognize revenue when the software is
installed. A few companies record
revenue as cash is received. Leases
and rental agreements contain a multitude of options. Revenue is often
recognized pro -rata over. the lease/
rental term, but may also be recognized as a lump sum either when received or when due.
Some companies recognize the entire annual revenue on the anniversary date of the lease. A 25 -year lease
may recognize 100% of the total revenue in the first three years of the
lease term. Some companies record
revenue as the discounted present
value of the noncancellable portion of
the lease. If a portion of the lease

payment represents interest, some
vendors will record the interest portion as interest income and others will
classify it as income from the sale/
lease /rental of software.
For software product sales made
by agents, revenue may be recognized net of commissions paid to
agents, or in gross (100 %), with the
agent's commission accounted for as
an exp ense. Revenu e from such
sales may be recognized either at the
time the contract is signed, at the time
the customer pays, or at several other
times. Maintenance fees are currently
being recorded in lump sum at the beginning of the maintenance period by
some companies and ratably over the
maintenance term by others.
For customized software contracts,
billings may be recognized in the period in which the work was performed,
as invoiced, as paid by the customer
or on the percentage -of- completion
basis. Completion bonuses and incentive bonuses are being recognized
ratably over the contract term, in the
period earned, or on a percentage -ofcompletion basis. Incentive payments
to employees are either expensed as
paid or accrued as earned and paid
later. Customer reimbursed expenses
are recognized as a reduction in expense by some companies, and as a
revenue item by others. If recognized
as a revenue item, the revenue may
be recognized as invoiced or in the
period of the expense.
Time - sharing revenue is recognized
either as invoiced or as services are
provided, if prior to invoicing. Some
companies record time- sharing revenue when the customer makes payment. The cost of hardware, software,
and communication lines provided
specifically for a client are currently
being bundled into the delivery price
or separately priced either with or
without a markup. Such costs are either recorded as a reduction of cost
or as a revenue item.
For internally developed software a
number of accounting options currently exist as well. FASB Statement
No. 2 requires the research and development costs be expensed currently unless an alternative future use
exists, in which case the costs may
► ►66
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CPT shows how your word processor
of today can be the first step to
your automated office of tomorrow.
CPT introduces the OFFICE DIALOG LINK"'

0 " 'eocessing has taken the
busi ss world by storm.
Offices large and small are discovering this great step forward over
ordinary typing.
Unfortunately, that's where most
people stop.
They've accepted their new word

W

UU11

processors as "fancy typewriters:' They

don't realize they're on the threshold
of an even bigger idea — called office
automation.
CPT has long recognized this potential in the office, Thais why all CPT
word processors are designed to let
you add new powers —a step at a time.
You may wish to start with CPT's

It lets your CPTword processors "talk" tonearly athousand different office devices, including mint and
main frame computers, other word processors, phototypesetters and OCR's.

entry-level word processor and expand
your system later. With CPT, your investment is always protected, because
you can upgrade to the more powerful
CPT word processors in just minutes,
right in youroffice. _

Specialists in your different departments will soon discover the computer
power inherent in an advanced word
processor. CPT software will let them
do complex math, sort files and make
up new lists, as their original docu-

"Now there isn't a de- r . .
pa tr entin ourcom- i
pany that hasn't
benefited from our
CPT system. You
miRittsaynfficeauto

mo tion arritrJ
rxrntight."

a d
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Perhaps the most remarkable step
to the automated office of tomorrow
is CPT's newly developed Office Dialog Link""
Unlike the present "office networks"
offered by other companies, the Office Dialog Link lets your CPT word

ments are being prepared.
Electronic storage is another CPT

processors "talk" to other brands of

breakthrough.
For individual workstations, CPT
has just announced the Disk Unit
series, which can store up to 2,600
pages of additional information each.
For lamer systems, the CPT Word Pak 11 can store over 11.000 pages.

equipment.
Up to 984 office machines can be

joined by the Office Dialog Link at
one time.

So what starts out to be a better way
to type —is in reality a better way to do
business. And that's what "office automation" really means.
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Mail to: CPT Information Service
PO. Box
390061614
Peoria,
Winois
Or call 1-800-447-4700
lln Alaska, 907.277 -3527)
(In Hawaii, 8)8- 488 -7781)
Please send me your free booklet. CPT Shams
You Hou,To Get IntoWordPmc ssing— A Step At
A Time.
I'd like a CPT sales representative to call me.
Name
Title
Company

„

Addrett
'

City
Phone)

Specifica[ ions subject to change u irhaa noticr ur the disnerion of CPI:

State

Zip
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CPT takes the mystery out of word processing.
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What you don't know can kill
you, especially if you're responsible for the P & L.
But now you can get a better
grip on the future —and your
bottom line —with your IBM PC
or CP /M" microcomputer and
two new software tools from
Ashton -Tate.

Strategic Business
Management.

keting and sales projections,
anticipated cash flows, break even point, NPV and more —a
total of 11 production, financial
and marketing forecasts. If any
area looks doubtful, "zoom' in
for a closer and closer look.
And if 1986 looks like a bad
year, just change your initial
assumptions and do it all over
again, instantly.
Use the Strategist to refine
your pricing policies. Optimize
your cash flows. And maximize
your profits while minimizing
your risks.
In today's business climate,
how much is that worth? The
Bottom Line Strategist is $400.

you can automate the process so
even your President can run them.
With the Planner, you can
analyze new business ventures
and mergers. Plan real estate
acquisition and development.
Combine data from parts or all
of different models and easily
produce consolidated budgets
and reports in minutes. Fine tune
your operations until you reach
the financial objectives you've set.
The Planner is one of the
most comprehensive business
tools available on any computer,
a powerful tool for growth.
And it's just $700.

Financial Tactics.
Our Financial Plannerlm
takes the next step and lets you
Our Bottom Line StrategistTm write your own models for the
ultimate in financial control.
gives you answers to the quesIt has enough depth to
tions common to any business
focused on growth:
support financial analysts, business planners and corporate
How much money are we
risking? Will the business be
management with solutions to
the most complex business
profitable? When? Is that soon
enough? Can we improve this by problems you can foresee, yet
changing the price? What's the
is friendlier than the calculating
impact of our assumptions on net spreadsheets you've seen.
worth, cash flow, market peneWith the Planner, calculatration and growth?
tions are automatically performed
on individual entries, rows,
In 15 minutes —with no
programming, no formulas —the columns and entire worksheets.
Strategist's pre - written, sophisBut you enter your data into the
ticated econometric models will matrix using abbreviated names,
give you the answers you need. not mysterious formulas. And
With a few keystrokes, enter go beyond the spreadsheets,
your current business assumpusing the English -like Financial
Planning Language (FPL'm) to
tions, information you already
have. Now sit back as the Strat- program complete solutions to
egist analyzes the potential
your business problems.
viability and profitability of
Integral editing and an
your business or project.
extensive report - writing facility
Choose the business
make it easy to shape your
graphics mode, and watch the
information to your needs. And
dynamics of your future unfold
once you have your relationships,
as the Strategist plots your mar- reports and models just right,

Ashton-Tate
CP /M is a trademark of Digital Research
0 Ashton-Tate 1982

Our No -Risk Offer.
You can check out the
Financial Planner and the Bottom
Line Strategist with no financial
risk.
Drop by a dealer showroom
and run through a hands -on
demonstration. Then take a
package home and use it for 30
days on your IBM PC or CP /M
microcomputer. If you don't like
it, return it and you'll get your
money back.
For the name of the nearest
dealer, contact Ashton-Tate at
10150 West Jefferson Boulevard,
Culver City, CA 90230.Or better
yet, call(213) 204-5570 today.
Because if time is money,
the Financial Planner and the
Bottom Line Strategist are
money in the bank.

How to Determine
the Value of a Firm
Value --like beauty —is in the eye of the beholder,
but rational analysis of a proposed acquisition can help
both buyer and seller reach the magic "Go" figure.

ti.

Dev Strischek is vice
president, commercial
loan administration,
Southeast Bank, N.A.,
Fort Lauderdale,
Florida. He has a
MBA degree from the
University of Hawaii.
He is a member of
Fort Lauderdale
Chapter, through which
this article was
submitted.
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By Dev Strischek
In many acquisition deals, the issue of price is
sometimes subordinated to the broader issues of
what constitutes a business combination, which
external regulatory factors influence acquisitions
and mergers, and how the acquiring company
may account for the consolidating transaction.
Potential buyers may presume that the purchase
price is a given number and the supply of acquisition candidates is unlimited. However, only a few
companies are for sale at a price that will yield
buyers a satisfactory rate of return. The high premiums paid by buyers today necessitate more
careful price analysis before the transaction is
consummated. Because financial executives may
be on either side of the transaction, it is in their
best interest to develop a basic methodology for
the analysis of valuation.
The term "value" has different meanings to accountants, economists, businessmen, lawyers, and
tax agents. For example, tax agents favor "assessed value" for purposes of property taxation,
and local government awards "condemnation value" as payment for taking property from private
citizens by the right of eminent domain. Accountants calculate "book value" as the difference between assets and liabilities, and financial analysts
estimate the "reproduction value" ofreplacing ex0025 - 1690/83/6407- 3082 /$01.00 /0

isting fixed assets. Entrepreneurs find excitement
in the "going- concern value" of new potentially
profitable enterprises, but their bankers want to
know the "liquidation value" of the firm's assets if
the business fails and are willing to lend only on
the "collateral value" of the assets pledged to secure their loans.
The "sale value" of assets represents the actual
price paid and may differ from the "market value" which is determined by a combination ofactual prices offered, bid, accepted, and paid. If the
market is large and the countless buyers and sellers are infinitely well - informed, rational, and objective in their evaluations, then the price paid for
an asset may be considered a "fair market value"
based on its "i ntri nsic val ue" pr "investment
value."'
There are many definitions of value but they all
share a common theme. Value is a function of the
buyer's perception of the utility of the item, and
the buyer's demand for the item grows with his
perception of its usefulness. In turn, that usefulness is often measured by the gain to the buyer
from present and future possession of the item.
The price paid by the buyer completes the market
transaction because it quantifies a value for the
item mutually acceptable to the buyer and seller.
There are many ways, however, of arriving at that
price.
Copyright 0 1983 by the National Association of Accountants
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If several methods are used, a range of values
can be determined within which the buyer and
seller can negotiate a mutually acceptable price. A
helpful approach to valuation is to separate the
methods into objective and subjective measures.
Objective measures are attractive because their
derivation is based on established asset values.
The market value of the common stock, the book
value of the common stock, and the seller's original cost are popular objective measures. These
values are usually readily available from stockbrokers, the company books, or original invoices.
Subjective measures require the buyer to choose
some minimal rate of return. Incorporated into
the rate of return should be the buyer's opinion of
the usefulness of the asset and his cost of funds.
The cost of funds tends to establish a floor rate of
return, but the buyer's perspective is toward the
future. After all, the seller has had his chance to
make his fortune on the asset; the buyer wants to
acquire the asset to try his luck. Therefore, the
buyer has to make up his mind about how much
he is willing to pay now for the promise of a flow
of future utility and wealth, and he has to balance
that offer with hedges against irregularity, interruption, and a cessation of the future flow. Consequently, the major subjective methods are present
value treatments of expected future earnings, dividends, or cash flow.
Objective Valuation Methods
The objective valuation methods emphasize the
assets which the shareholders own rather than the
income produced by the assets. Among these various methods are book value, original cost value,
market value, fair market value, reproduction val-

u
o

d

ue, and liquidation value.
Book Value. The excess of assets over liabilities
is often called "net worth," occaisionally "net assets," and sometimes "book value." The excess of
assets over debts is derived from the asset value
shown on the company's own books and presented in its most recent balance sheet; book value
represents the accounting net worth of the business. If preferred stock is outstanding, the value of
the preferred stock is usually deducted from the
total net worth to determine the net worth attributable to the common stock, which is then divided
by the number of common shares outstanding to
yield the book value per share.'
Many other refinements and adjustments are
used besides eliminating preferred stock. Some analysts exclude from net worth intangible assets
such as goodwill, patents, bond discounts, organization expense, and deferred charges. Others add
back to net worth various reserve accounts judged
to be segregations of surplus, such as provision for
loan losses or inventory valuation reserves. Despite the wide variety of analytical adjustments to
net worth, book values are still relatively easy to
calculate and seem to be exact and clean-cut.'
The differences in accounting policies among
companies, however, can render the simplest book
values somewhat soft approximations. The last -in,
first -out (LIFO) inventory method, for example,
tends to charge higher costs to current earnings
than does the first -in, first -out (FIFO) method
over an inflationary period. The long -term use of
LIFO results in an inventory value below what
would have been the value had FIFO been used.
Similarly, accelerated depreciation methods de-
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;tease fixed asset values faster than if straight line
nethods were employed. Moreover, one company
nay use a shorter useful life than another in order
o write down its fixed assets faster. A company
may choose to expense shipping costs, installation
costs, and tooling instead of capitalizing them in
the total acquisition cost of a fixed asset. A firm
may choose to allocate overhead costs to inventory or decide to add shipping expenses to the cost
of raw materials rather than to charge the costs
directly to expense. Bad debt reserves and loss
recognition policies vary widely among firms.
Closely held companies tend to to choose accounting policies that minimize their earnings and their
consequent tax liability. Other accounting differences affecting book value include standard cost
cost methods, pension plans, stock option plans,
labor contracts, vacation practices, and employee
benefits programs. Analyses of these basic differences are important because the potential buyer
has to be able to restate the purchased asset in his
own terms and accounting practices in order to
assimilate the acquisition into his own business.'
Even if a company follows generally accepted
accounting practices, it still arrives at its balance
sheet values by reference to conventions instead of
sheer logic of value. Inventories are valued at the
lower of cost or market, and fixed assets are carried at historical cost less depreciation rather than
at current values. A more serious weakness is the
failure of the book value approach to give consideration to the earning power of the assets as the
real test of their worth. For example, acquisitive
conglomerates became the quarry in late 1979
when equally acquisitive rival corporations found
many conglomerates with price- earnings ratios of
six times or less and stock market prices less than
book value. In late summer of 1979, SCM Corporation had a price- earnings ratio of six, a $39 book
value per share, and a $27 market price.' In this
case, both the book value and the market price appeared to be undervalued, if ten is assumed to be a
normal price - earnings ratio.
Book values are most useful in appraising companies whose assets are largely liquid and subject
to fairly accurate accounting valuation. Banks, investment trusts, and insurance companies are
typical examples, but even in these examples,
book values alone are not always wholly satisfactory. Book value's basic function is to provide a
means of setting asset values for accounting purposes and to serve as a measure of relative participation in the net worth of a company, and for this
reason, valid or not, it becomes a factor in measuring the reasonableness of exchanges of stock.
Pre - merger book values are compared against
post- merger book values to measure dilution. Although increasing earnings per share would offer
a better measure of reasonableness, managements
44
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have balked at merger plans which would have
decreased the book value per share of the combined companies.
One disadvantage is that, in theory, the book
value of the common stock is irrelevant because
book value represents sunk costs, and sunk costs
are irrelevant to future decisions because they
cannot be changed no matter what decision is
made. However, if the seller believes book value to
be relevant, then the buyer should recognize that
the seller may irrationally refuse to sell at a price
less than book value.
Original Cost Value. The cost of the seller's
original investmen t is sometimes ano ther approach. It suffers from the same sunk cost weakness that afflicts book value, but the buyer must
recognize the existence of this perfectly human attitude. If the seller orginially paid $30 per share,
and the buyer is offering only $20 per share, the
seller is likely to be reluctant to accept the offer. If
the stock is currently at or close to a historical
high, the comparison to original cost is likely to be
less important to the seller. If the stock has been
selling at a fraction of its original cost only recently, then the seller's resistence will probably be
high. Without a rational market to provide an external judgement of the stock's value, the seller of
a closely held firm is likely to hold out irrationally
for the larger of original cost or book value even
in situations where the firm has incurred losses
and diminution of its net worth.
Market Value. The market value of a common
stock sets a floor for a buyer's offering price. If the
price of the common stock is $20 per share, no
buyer would seriously consider bidding less than
$20 to the seller. Instead, the buyer may even have
to offer some premium over the market value to
overcome seller inertia.
Market value itself tends to be derived from an
implicit capitalization of earnings in the form of
the price- earnings ratio. If one takes the firm's
current earnings and multiplies that by the priceearnings ratio, the result will be the current market price.
Proponents argue that actual market values are
set by the two parties acting in their own self -interests. Thus, the price embodies appraisals of presumed experts who are willing to support their
opinions with cash. The prices at which sales take
place are practical expressions of value instead of
theoretical abstractions. Market price supporters
view it as a standard that reflects a given entity's
value in relation to all other opportunities, so the
price of an asset in a free market serves as an effective common denominator of all the current
ideas of the worth of a security relative to all other
alternative investments. Further, market price is a
definate measure that can be readily applied to a
particular situation, so it is an improvement over
MANAGEMENT ACCOUNTING /JANUARY 1983
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the subjectivity of the capitalized earnings approach and the irrational book value method.
Detractors of the method point out that a market requires a product to exist. Unfortunately,
only a few thousand of the nation's largest companies enjoy the advantage of having their stocks
traded on the security exchanges. Moreover, even
among the listed companies' stocks there is a wide
degree of trading activity. Markets are especially
thin for many securities traded in the over -thecounter market where the spreads between bid
and asked prices are very wide. A few shares
changing hands may affect prices sharply, and the
price - support activity is practiced by fu-ms and
their underwriters when new equity issues are being marketed. Thus, prices of small sales stock are
sometimes applied to large block prices, which
might otherwise warrant some quantity discount.

Finally, the market itself tends to exaggerate stock
price movements. Consider the speculative fever
of the 1920s which pushed individual stock prices
above reasonable levels and the depression of the
1930s which drove prices well below liquidation
values.
Fair Market Value. In response to the criticism
of the market value method, advocates developed
the theory of "fair market value" or "intrinsic value." Fair market value is postulated to be the value at which a sale would take place if there are
willing buyers and willing sellers actually in the
market, each equipped with full information on
the security and prepared to act in an entirely rational manner. Although the intrinsic value theory satisfies most of the shortcomings of the market value approach, it still requires a standard of
valuation other than market quotations and, ironically, seems to hint at capitalized earnings as a
more valid appraisal of intrinsic worth.
MANAGEMENT ACCOUNTING /JANUARY 1983

Reproduction Value. Public utilities are major
proponents of the replacement cost approach. The
method values assets at the current cost of replacing them because the assets of utilities are the base
for determining allowable earnings. As a single
standard of value, reproduction value is difficult
to apply because the typical business is more than
the total of its physical assets. Replacement costs
for fixed assets can be calculated, but how does
one calculate management's experience, the company's reputation, or goodwill? Moreover, inflation and technological obsolescence complicate
the calculation.
Nevertheless, when physical assets are the only
principle things of value to a concern, and when
they can easily be replaced, the replacement cost
tends to serve as a ceiling on valuations. Why
should a buyer offer more than the replacement
cost when the assets can be replaced at an amount
equal to the replacement cost? If the only asset of
a holding company were an apartment building,
few buyers would pay back more for the stock of
the company than the cost of erecting and operating a new building, regardless of the present building's earnings. Of course, acquisition of an existing operation is instantaneous and avoids the loss
of time inherent in the construction period.
Price -level adjusted cost numbers are not very
accurate for establishing value because the choice
of the price index is per se a subjective decision.
Further, price indices are the result of a weighted
averaging process that invariably will not apply
exactly to the assets being adjusted. Obtaining a
value estimate by multiplying a recorded cost
measure and an arbitrary average of various prices
is not a very reliable method of determining the
capability of that asset to generate income in the
future.
Liquidation Value. In contrast to the ceiling
price that reproduction value tends to establish,
liquidation value provides a floor. Sometimes a
firm's value will fall so low that a profit can be
made on its dissolution and disposal of its individual assets. During a depression or recession when
earnings are low or nonexistent for many firms,
liquidation values become significant.
What are the weaknesses of objective valuation
methods? Asset approaches to valuation, especially book value, are severely criticized as unrealistic
measures of value except for the limited purposes
of law and accounting. Asset valuation tends to be
related to the original cost of the asset, but the
original sunk cost of the asset too often has little
or no relevant bearing on the asset's ability to produce income. Further, the longer the asset is held,
the less relevant sunk cost is to the asset's earning
power. Likewise, the appraisal approaches, repro-

In 1979,
acquisitive
conglomerates
became the
quarry when
hungry rivals
found many
with p/e ratios
of six times or
less.
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How does one
ca Icula to
management's
experience, the
company's
reputation, or
goodwill?
duction and liquidation, still relate to costs,and
not to earning power. Market value carries the advantage of an objective market appraisal, but only
a few corporations have stocks traded publicly
and frequently enough to enjoy a market in their
shares.
Subjective Valuation Methods
As noted, use of the intrinsic value of the assets
per se provides no clue to the future earning pow
of those assets. Asset values are sunk costs irrelevant to future performance. The relevant measures for determining value are subjective; the
worth of something depends on the price the buyer puts on its usefulness to him or her. Common
to the subjective valuation methods is the need to
estimate the future value of the firm being acquired. The methods generally employ some discounting technique applied to flows of earnings,
dividends, or cash from the acquired assets.
Earnings Capitalization. The capitalized earnings approach assumes that the current value of
an entity depends on the income it produces over
the years. Thus, the assets of a business should be
valued on the basis of its collective earning power.
It is the earning power that yields income to the
shareholder, and it is the income that the stockholder desires rather than possession of the physical assets themselves. The potential buyer is posing this question: "What is the maximum amount
to pay for a future stream of earnings ?" The seller
asks what is the maximum amount he can reasonably expect to receive for his stream of earnings.
The two q uesti ons establi sh a val ue brack et
around the business entity's income flow, typically
measured by its net income after taxes and extraordinary charges.
Earnings Projection. In projecting earning power, the starting point is usually the past profit record. In order to gauge past performance accu46

rately, the prospective buyer needs to examine the
prior years' financial statements, and the statements should meet some reasonable criteria of accuracy, consistency, and reliability. A number of
statistical techniques ranging from the simple to
the complex are available for estimating future
earnings. The simple average is easy to calculate
and suitable for a stable earnings pattern, but the
weighted average's emphasis on more recent earnings is more useful in discernible trend situations.
Another approach is to employ least squares or
other trend series formulas to develop a mathematical projection of future earnings on the basis
of the previous year's results.
Perhaps the most ideal approach would be a
projection income statement and balance sheet.
Implicit in the forecasted figures is the assumption
that the complicated interaction among assets, liabilities, revenues, and expenses has been solved
to yield an after -tax profit figure. The projection
should be the product of considerable calculation
in contrast to averages and trend - adjusted projections based only on a simple series of numbers
over a period of time.
All these methods suffer to some degree from
the same fatal assumption of historical projection.
It is not necessarily certain that the past predicts
the future, but, on the other hand, the average
usually bears some resemblance to future results.
Given a reasonable approximation of recent earnings performance, the seller must then grapple
with the variability of trends. If the earnings are
reasonably stable or fluctuating around a more or
less horizontal trend line, the annual earnings
stream is easy to measure. If the stream is variable, the buyer must make some allowance for the
magnitude of the change. The problem is one of
identifying the degree to which the change in
earnings stream is inherent in the business entity
itself, is a function of the general industry environment, or will be a result of the efforts of the
new ownership and management. These factors
can be quantified into the capitalization rate.
Rate of Capitalization. The typical buyer cannot
predict the future with any certainty, so he compensates for the lack of certainty by requiring an
expected return sufficiently high to offset the risk.

The capitalization rate is actually a present value
concept; the buyer is asking himself how much a
future earnings flow is worth to him now. Today's
value of a dollar to be received a year from now is
found by means of the formula:
PV =

'
(I + 1)n

If the buyer figures that he ought to pay no
more for the dollars than what he could otherwise
earn by putting some money in a savings account
yielding 5% interest then he could pay only 95.2
cents in interest:
PV

=

1'00
(I + .05) 1

1_00 = .952
1.05

If the buyer has a chance to receive some sum
for the rest of his life, the formula mathematically
simplifies. The present value of an amount received annually in perpetuity "PV" is equal to the
annual amount received "A" divided by the desired rate "i ":
=

A
i

PV

The "i" represents the desired rate or capitalization rate. A firm with $100,000 in annual earnings, will be worth $1 million to the prospective
buyer who thinks 10% is a desirable capitalization
rate but only $500,000to the more ambitious buyer who sees perhaps more risk or has high hopes
and sees a 20% rate. In effect, then, 10 % capitalization rate means that a firm is worth ten times
its earnings, and a 20% rate means that a firm is
worth five times its earnings. A firm's value can
be calculated by using the reciprocal of the capitalization rate as a multiplier of earnings.' Not so
coincidentally that is one of the functions served
by price- earnings ratios.
In general, the more certain the buyer is that
the earnings will materialize, the more he will pay
for the right to the earnings, and the lower the
capitalization rate he will accept. On the other
hand, the less certain the earnings and the greater
the risk, the higher the capitalization rate the buyer will have to use. The higher risk is usually also
reflected in a higher cost of funds since creditors
are usually averse to risk as well, For example, in
the case of a small company making a highly competative product on uncertain demand, it's buyers
may want a price yielding 25 % on his investment,
or four times the earnings in order to reward him
for the risk and cover the higher borrowing rate
the buyer's bank has probably charged. However,
if the business were stable, the buyer might have
been willing to settle for a capitalization rate as
low as 5% or 20 times earnings.
The assignment of a capitalization rate is not an
easy task. One popular initial source has been the
MANAGEMENT ACCOUNTING /JANUARY 1983

price- earnings ratio accepted by the market for
similar companies in similar businesses. This ratio
reflects both the risk inherent in the situation and
the market's view of the industry's future profit
possibilities. Whether the acquiring company is
willing to accept the market's view on the subject
is likely to depend on the purpose of the acquisition. If planning to diversify, the buyer may be
willing to accept a high price - earnings ratio and a
relatively low return of the investment in order to
buy into a growing market. On the other hand, if
the buyer is trying to strengthen himself in his
present line of business, the company may be reluctant to dilute its earnings and its return on investment by purchasing a firm that will produce a
low yield in relation to the price paid for it.
A fu rt her refi nement of t he alt ernate rat e
choice is to pick a riskless rate, and a cost rate.
For example, if the seller is cautious, he may want
to consider his decision as a choice between the
impending acquisition and the so- called riskless
U.S. Treasury bills. Alternatively, he may want to
work on a break -even proposition by using his average cost of debt and equity funds. This rate is
calculated by adding together his interest expense
and the before -tax earnings required to cover dividends and then dividing this cost -of -funds sum by
total liabilities and net worth.
Calculating the Earnings Capitalization Value.
In calculating earnings capitalization, each year's
earnings can be weighted and the sum divided by
the sum of the weight factors to arrive at a weighted average. If the buyer has a choice between borrowing the funds to purchase the company at
15% or liquidating short-term securities yielding
9 % to raise the purchase price, the buyer can construct a matrix array of possible prices. The range
of values provides a range within which the buyer
can negotiate a price with the seller which reflects
the b uyer's cos t o f fu nds and degree of ri sk
perception.
Discounted Cash Flow Value. The major difference between this approach and earnings capitalization is that after -tax profits are replaced by
cash flow to the buyer. Sometimes the cash flow is
simply the annual cash dividends, but if the dividends are not being paid out, then the cash flow
from operations is the more relevant number. The
most valid analytical use of cash flow is to eliminate distortions arising from the variety of depreciation and amortization methods in use and the
wide standards which govern the useful lives of
fixed assets and goodwill. By looking at "income
before depreciation," the buyer and his banker
can presumably see a less distorted income flow.'
There are limitations to cash flow, mainly because a widespread confusion about the term's
meaning and its misuse. Cash flow is neither
"cash" nor "flow "; some analysts consider it

Cash flow is
neither 'cash'
nor 'flow.'
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Table 1
Condensed Financial Statements, Holdout & Co.. Inc.

-

1975

Currentassets
Net fixed assets
Other assets
Goodwill
Total assets
Total debt
Net worth

$ 558'
384
14
112
17068

Totalsales
Operating expenses
Operating profit
Interestexpense
Depreciation expense

$1,198
888

Profit before taxes
Taxes
Profit after taxes

194
86
S 106

382
S 676

270
40
36

Cash dividends paid
Average number of common
shares outstanding
'Ali hgur es

1976

Year ended December 31:
1977
1976

1979

1990

$ 654
436
24
126
1,240
482
S 758

S 710
454
34
116
1,316
478
i--838

$ 832
496
14
128
1,470
540
i-9-30

S 916
518
20
114
1,800
586
i - 980

$1,118
570
14
108
1,810
732
$1,078

$7,330
1,006
324
52
40
232
108
S 125

$1,352
1,040
312
58
4d

$1,472
1,110
362
70
46

$1,836
1,230

$1,766
1,308

406
82
so

210
_92
$ Ti l l

246
116
$ 130

274
132
S 142

458
110
52
296
134
S 162

52

60

60

62

72

80

122

124

124

126

126

126

m in( u s anos .

Table 2
Suggested Procedures and Format for
Calculating Objective and Subjective Values

Objec tive valu ation meth ods'

Book value is)
Tangiblebookvalue(b)
Originalcost(c)
Marketvalue(d)
Fair market value (d)
Reproductionvalue(e)
Liquidationvelue(t)
Subjective valuation methods
Earnings(g)
Cash flow (h)
Capitalization rate
"rlakIese" treasury bill
role(i)
borrowing rate)
target rate (it)
Capitalization values (n)
Eamingsat:
10%
15%
20%
Cash flow at:
10%ro
15%
20%
((al Book value

Simple
ayserage

Weighted
av(era)ge

1,078
970
268
n.a.
n.a.
1.540
956

—
—
—
—
—
—

—
—
—.
—
—
—
—

142
192

162
214

132
176

138
186

—
—
—

—
—
—

—
—
—

10
15
20

10
15
20

—
—
—

—
—
—

—
—

—
—

1.320
880
660

1,380
920
690

—
—
—

—
—
—

—
—
—

—
—
—

1,760
1,174
880

1,860
1,240
939

1975

1979

1'977

1978

1979

1980

676
564
182
n.a.
n.a.
n.a.
n,a

758
632
198
n, a.
n.a.
n.a.
n.a.

an
720
222
n.a.
n.a.
n.a.
n.a.

930
802
236
n.a.
n.a.
n.a.
n.a.

980
866
254
n.a.
n.a.
n.a.
n.a.

108
144

126
166

I la
162

130
176

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

not worth.

( b ) = bo o k value is equal to nor worth less goodwill.
(c) Common stock and paid -in capital is being used as a proxy toy original cost because original owners still
hold Holdout mock
(d)
Holdout is a closely held stock, so Ther e is no market value
e) II i4 es t ima ted that the f i x ed as s e ts r epl ac ement v alu e i s r o ughl y tw ic e t h e i r d e p r e c i a t e d b o o k v a l u e . i f
the other assets are assumed in be at current values, the assets are now undervalued by 5570 million.
The mplacemenl value can be estimated at tangible book value plus 5570 million, or $1,540 million
(f) II is assumed current assets can be liquidated at about 60% of their book value and fixed assets at 50% of
Their book value. All other assets are assumed t0 be umealpabls. Thus. $671 million can be realized from
the current assets and $285 million from the fixed assets.
(g) Eammga are probts after taxes.
h) Cash 11w - p
shot taxes plus depredati o n
i) By using a'noklass" rate . the prospective buyer can derive a value that represents a relatively sale invest mem
(il' By using a bonowing rate, the prospective buyer can derive a value that represents Its cost of funds A
high borrowing role is an implicit proxy for a high degree of risk.
(k) The prospective buyer may have a target rate of return used in is acquisition planning II is assumed
target rate of return is higher than the buyer's cost of funds.
(1) Simple average earnings is calculated by dividing the sum of the six years of earnings by 6.
(m) The
ed average ear nings is calculated by dividing the weighted sum of the six years of earnings by
21(11 13 + 4 ! 5 i l l
(n) Capdakzedvalues = Earmngsor cash flow
capitalization rate
'All lgures in thousands

�

working capital because it represents only net
changes resulting from operations. Moreover, it is
an inflow and ignores mandatory outflows such as
debt service, dividends, and capital expenditures.
It is not necessarily even a superior measure to net
income. To rank cash flow ahead of net income as
a superior measure is to cast aside depreciation,
amortization, and other non -cash charges as inva48

lid expenses. Yet non -cash charges are genuine
and necessary to reflect expensing of real assets.
These limitations are avoided if the buyer's income from an acquisition is to come solely as cash
dividends. However, that is rarely the case in most
acquisitions. The major point here is that traditional cash flow offers one more alternative method of valuing a going concern and should be used
as just one more value to bracket a price range.
What are the advantages of subjective valuation
methods? Subjective valuation methods are superior to objective valuation methods because of the
capitalization rate. This rate qualifies the buyer's
preference for risk, return, and cost, whether applied against future earnings, dividends or cash
flows. The capitalization rate of the subjective
method focuses attention on an acquisition's probability and degree of future earning power, not its
intrinsic asset value. The subjective valuation approach comes much closer to the economist's utility definition of value and avoids the sunk cost irrelevance of objective valuation methods.
A Suggested Valuation Range Method
We have described and examined a number of
valuation methods. Executive interest in valuation
methods should be that of an interested third party. He wants to know if the price his company sets
for an acquisition is too much or too little. A rational bracketing approach is one way to resolve
the issue. The following example illustrates the
approach.
Table 1 outlines the condensed financial statements of Holdout & Company, Inc., for six years,
1975 through 1980. What is the value of Holdout,
based on the six -year experience?
The answer to the question of value can be approached in an orderly manner. Table 2 presents a
suggested procedure and format, and footnotes
with additional assumptions relating to Holdout
clarify the factors considered in each valuation
method. What the format is designed to do is develop a range of values within which buyer and
seller can negotiate a final price.
Tables 1 and 2 have assumed many details
about Holdout which will not necessarily always
be the case with other companies. The point of
this presentation is to illustrate the differences in
values yielded by the various subjective and objective valuation methods. It becomes clear that objective valuation methods are asset-based and that
subjective valuation methods are earnings derived.
Somewhere among these values lies the probable
final selling price.
Earlier, I noted that certain values tend to act
as floors and others as ceilings on prices.A buyer
will probably pay at least the current liquidation
value and the market value, but he is not likely to
go higher than the current replacement value.
MANAGEMENT ACCOUNTING /JANUARY 1983

Price Is Ultimately a Compromise
The price that one company pays for another
ultimately represents a compromise between buyer and seller on the value of the acquired firm. Ac-

Table 3
Buyer's and Seller's Minimum and Maximum Price Positions
Minimum price

Simple average
earnings capitalized
by target rate.
Seller is will- Original cost
ingtoaccept Bookvalue

Maximum price
5970,000
$956,000 Reproduction value
n.a.
n.a.

$1,540,000

—

Buyerrseller

Buyer is will- Tangible book value
ingtopay
Liquidation value
Marketvalue
Fair market value

—

Further, the buyer will probably pay at least the
future earnings capitalized by the target rate, but
his top price will tend to be the future cash flow
capitalized by a riskless rate. The future earnings
capitalization represents his fastest return on a
risky, high -profit basis, but the value is low because the chance of loss is high. The future cash
flow capitalization represents the buyer's most optimistic scenario, one which he is expecting with
no risk at all to be able to utilize all the funds generated by operations. Finally, if the trend of earnings has been upward, the cautious buyer will use
a weighted average that will reflect his bouyant
expectations of a certain, riskless future.
The seller's position tends to establish his minimum acceptable price on the grounds of irrationality. Despite all the theory about sunk costs, the
seller is usually reluctant to accept less than what
he paid originally, even if the book value is lower.
The seller will probably not accept a tangible book
value because the elimination of goodwill from
that figure is the write -off of an asset and a reduction in the book value. If the book value is higher,
then the seller is likely to grasp at that number
because book value is, in effect, a kind of cost basis valuation. The seller is assumed to be trying to
maximize his original investment; therefore, his
maximum price is likely to be the buyer's maximum price.
These positions that the buyer and seller tend to
take on price can be matrixed and illustrated with
the data from Table 2. Holdout & Company will
probably sell for a price negotiated between the
s el l er's mi n i mu m book val u e p o s i t i o n of
$1,078,000 and the buyer's maximum cash flow of
$1,860,000 as shown in Table 3.

Weighted average
cash flow capitalized
$660,000 by riskiess rate.
$1,860,000
$268,000
$1,078,000

No limit
No limit

countsnts, lawyers, bankers, tax agents, economis ts, b uyers, and sel lers all h ave di fferent
definitions and types of value. The definitions
seem to share some similarities in terms of the intrinsic worth and the earnings power of the asset.
Economists stress that its usefulness and scarcity
set an asset's price.
Objective and subjective valuation methods
help to raise valuation above personal opinion to
rational analysis. Although individual judgement
to some degree remains in either method, the final
price is determined by a bargaining process, anyway, so it would be coincidental if the compromise price matched that of any of the various valuation approaches. The goal of the objective and
subjective valuation framework is to establish rational limits and a narrow range within which
each final negotiated value is likely to fall as each
party pursues its most satisfactory price.
❑
'Pearson Hunt, Charles M. Williams, and Gordon Donaldson, Basic Business Finotice. 4th edition, Richard D. Irwin, Inc., Homewood, Ill.. 1971
'Hunt, Williams, and Donaldson, op, cit.. p. 554.
'lbdd. pp. 554.555.
'Clarence 1. Drayton, Jr., Craig Emerson, and John D. Griswold, Mergers and Acgauition: Planning and Action. Financial Executives Research Foundation, Inc..
New York, 1963.
When the Hunters Become the Quarry;' Forbes September 3, 1979.
'lames C. Van Horne, Financial Management and Policy, 3rd ed., Prentice -Hall,
Inc., Englewood Cliffs. N.1., 1974_
'Leopold A. Bernstein, Financial Statement Analysis• Theory. Application, and In.
terpretation. Richard D. Irwin, Inc.. Homewood. 111., 1974
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Controllers Say FAS 33
Is Not Very Useful
Controllers and financial analysts agree that the "inflation" standard
should be amended to achieve its objectives

By Dale L. Flesher and Jalaleddin Soroosh
FAS 33, "Financial Report ing and Changing
Prices," hereafter referred to as the statement, was
released in September 1979 and required some
1,100 large publicly held companies to provide
supplementary data to show the impact of inflaDale L. Flesher, CMA, tion on their business. Starting on December 25,
is professor of 1979, two sets of data were required by the Stateaccountancy at the
University of ment: supplementary data based on a constant
Mississippi. He dollar basis to adjust the conventional statements
received his Ph-D.
degree from the for changes in the general price level, and suppleUniversity of Cincinnati mentary data on a current cost basis to deal with
and is a member of
the Northeast the valuation problem arising from changes in the
Mississippi Chapter, specific prices of goods and services of individual
through which this
article was submitted. companies.
The Financial Accounting Standards Board
claimed that the Statement was needed to help users to assess future cash flows, enterprise performance, the erosion of operating capacity, and the
erosion of general purchasing power.'
FAS 33, however, has been subject to criticism
from the outset. First, some people believed that
the decision to adopt the dual approach of reporting terms of constant dollar and current cost represented a compromise by Board members and
was inconsistent with the objectives of financial
reporting as set forth in FASB's Statement of Financial Accounting Concepts No. 1.2
This Board statement concludes that financial
50

reporting should provide information to help investors, creditors, and others assess the amounts,
timing, and uncertainty of prospective net cash inflows. The current cost method was favored by users of financial statements, while preparers and
public accounting firms preferred the constant
dollar method. Our study shows that some users
believe that a combination of both methods is better than each alone.
A second objection to this statement was made
by those who believe that financial reporting
based upon historical costs provides information
which is comprehensible to the users of financial
statements and should not be changed. Furthermore, adherents of this view point out that it has
not been demonstrated satisfactorily that the proposed changes will produce more useful information than does the conventional reporting.
The usefulness of the supplementary data required by FAS 33 was not certain by any means.
The FASB recognized this fact and in June 1981
called for research studies on the statement's usefulness and effectiveness.
Controllers and Financial Analysts Surveyed
We s u rveyed chartered fi nanci al an al yst s
(CFAs) and controllers to determine their opinion
of the significance of supplementary data required
by FAS 33 and to compare the opinions of these
two groups with regard to the usefulness and the
MANAGEMENTACCOUNTING/JANUARY 1983

reliability of the supplementary data required by
the Statement. The findings of this study provide
some answers to the questions raised by the FASB
and other interested parties with regard to the
usefulness of the supplementary data required by
FAS 33.
A four -point scale questionnaire ranging from
"strongly agree" to "strongly disagree" was sent
to 300 CFAs and 300 controllers of companies
that must comply with the requirements of FAS
33. The CFAs were randomly selected from the
1980 -81 membership directory of the Institute of
Chartered Financial Analysts. The companies
were selected randomly from a list obtained from
the COMPUSTAT tape. The response rate was
encouraging: 109 CFAs (36.3 %) and 124 controllers (41.3 %) responded to the questionnaire.
Basically, th ree t yp es o f q u es ti o n s were
addressed:
1. Those questions that would indicate the participant's opinion on the necessity of including
price -level adjusted statements in financial
reporting:
2. Those questions that show the participant's
perception of the usefulness of the supplementary data required by the statement:
3 Those questions that indicate the respondents'
opinions as to the relative importance of the
two methods of adjustments required by the
statement, i.e., constant dollar versus current
cost methods.
Need for Restated Financial Statements
In general, a great majority of both groups of
survey participants shared the opinion that some
kind of restated financial statements are needed to
help the users of financial statements make better
investment decisions. Respondents agreed that the
users' ability to assess past performance and future cash flows of an enterprise will be limited unless some information about the effects of general
inflation and other price changes are included in
financial reports.
The strong support of price -level adjusted statements was not surprising considering the broad
theoretical arguments given in favor of accounting
for inflation. It was, however, interesting that
some participants had mentioned in their comments to the questionnaires that if the inflation
rate keeps going down as it has been doing over
the last several months, there may be no need for
worrying about the adverse impact of high inflation on business enterprises. They stated that
there is a strong probability that by the time everyone agrees on the best method of adjusting for
price changes, inflation will no longer be an issue.
This is, of course, a very optimistic view of the
economy.
MANAGEMENT ACCOUNTING /JANUARY 1983

There is another consideration pointing to the
need for restated figures. We should not forget to
make a distinction between the changes in general
level prices and the changes in specific prices.
Even under a zero rate of inflation, there may be
changes in the prices of specific assets that the
conventional financial statements fail to report.
Therefore, even if the inflation rate is controlled
within a reasonable limit, these changes in specific
prices should be brought to the attention of the
users of financial statements.
How Useful Is FAS 33?
Another set of questions was designed to study
the participants' opinions on the general usefulness of the requirements of FAS 33. The responses
to these questions were interesting. Neither CFAs
nor controllers showed a strong agreement about
the usefulness of the supplementary data required
by the statement. Only 7.3% of the CFAs and
13.7% of the controllers strongly agreed that FAS
33 provides more useful information for the users
to judge about the adverse impact of inflation
compared to the information that existed prior to
the issuance of the Statement. More than 28% of
the CFAs and 33.8% of the controllers mildly
agreed to the usefulness of the supplementary data
over previous information dealing with inflation.
On t h e o th er han d, 6 4 .3 % o f t he CF As an d
52.5% of the controllers either strongly or mildly
disagreed with this statement.
Survey participants were asked if they felt that
the objectives of FAS 33 are being accomplished.
Once again our respondents did not strongly agree
that the professed objectives of the statement are
being accomplished. The respondents' overall
opinions on the needs for restated financial statements compared to the effectiveness of FAS 33 in
meeting those needs are summarized in Figures 1
and 2.
As Figures 1 and 2 indicate, the CFAs and controllers show a strong general support for price level adjusted financial statements. Our participan t s , h o wever, do not agree t h at the
supplementary data required by FAS 33 are useful
in helping the users of financial statements.
Another negative attitude toward the statement
was demonstrated in reponses to a question asking
about the understandability of the supplementary
data. Over 78% of the CFAs and 83% of the controllers indicated that the supplementary data required by the statement are complex and difficult
to understand.
Obviously, an important factor to be considered
by the standard - setting bodies in requiring a new
set of accounting data is the cost/benefit analysis.
Statement 33 is no exception. We asked the two
groups how they evaluate the benefits of having
the supplementary data required by the statement

Jalaleddin Soroosh is
assistant professor of
accounting at the
University of
Tennessee at
Chattanooga. He holds
a Ph.D. degree from
the University of
Mississippi and is a
member of the
Chattanooga Chapter,
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versus the costs. The opinions of the controllers
are of special importance in this area. These individuals are responsible for preparing the data and
as such are the best source of information about
the relevant costs. The responses to this question
added another negative point to the weaknesses of
FAS 33. Only 12.1 % of the controllers strongly
agreed and 14.5% mildly agreed that the improvements in users' judgment made by the supplementary data justify the extra costs involved in the
preparation of such data.
The CFAs also did not show strong support for
FAS 33 as far as the cost/benefit analysis was
concerned. From the CFAs who responded to this
question, only 9.1% strongly, and 29.4% mildly,
agreed that the benefits of the supplementary data
required by the statement justify the extra cost of
providing them. One of the participants made the
following remark: "From the perspective of an
`intelligent' investor, the information presented is
most likely not useful and, more importantly, not
understood. From a cost/benefit perspective, I
view this as an expenditure of a valuable resource
(time) far in excess of any true benefit."
Current Cost vs. Constant Dollar
When the participants were asked their views
about the relative usefulness of the two sets of
supplementary data required by the statement, the
responses were not conclusive. The reason for the
inconsistencies in their responses seems to be the
fact that the participants did not believe either of
the two methods is really useful. From the viewpoint of the CFA group, only 38.6% agreed that
historical cost /constant dollar supplementary
data are objective. Alternatively, 85.4% of the
controllers agreed on the objectivity of the data.
Furthermore, 76.1% of CFAs believed that the
constant dollar supplementary data may not reflect the impact of inflation on an enterprise because the Consumer Price Index for All Urban
Consumers (CPI -U) is based upon price changes
for an urban consumer's market basket of a variety of goods and services. Over 95% of the controllers disagreed with the idea of using the CPI -U
index.
The usefulness of the current cost supplementary data also was rejected because of the subjectivities involved in arriving at such data. Ninety five percent o f th e con trol lers beli eved th at
because of the subjectivities involved, current cost
data cannot be viewed as a precise measure of the
effects of changing prices. From the CFA group,
92.6% agreed that because of the assumptions and
estimates used in the preparation of the current
cost supplementary data, such data cannot precisely indicate the effects of inflation.
The comparability of the current cost supplementary data among different companies also was
52
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rejected by the CFAs. From this group, 89.9% rejected the notion that the current cost data prepared by one company can be compared with that
provided by another. The figure for controllers
was comparable, as over 80% doubted the comparability of the current cost data. In sum, neither of
the two methods were strongly supported by the
two groups of respondents.
The CFAs and con trol lers dis agreed when
asked whether they believed that the combination
of the two supplementary data sets was better
than either of the two methods individually. Surprisingly, CFAs were appreciative of the advantages of combining both types of data. Controllers
were nonsupportive.
Participants also could not agree as to how the
supplementary data required by the statement
may be improved. A great majority ofthe CFAs,
84.4 %, agreed that the usefulness of the supplementary data may be improved by providing both
sets of the supplementary data with more detailed
information beyond the present requirements of
FAS 33. On the contrary, 69.9% of the controllers believed that the improvements in the statement may be accomplished by providing only the
constant dollar data with more detailed information beyond the requirements of FAS No. 33.
FAS 33 Has to Be Fixed
Controllers and CFAs have been involved in
preparing or using the supplementary data required by FAS 33 for three years now. These two
groups have gained a reasonable understanding of
the supplementary data required by the statement

and are able to render intelligent opinions about
the significance of such data. The responses to the
questionnaire, along with some of the other comments made, allow us to make the following general observations.
Briefly, the majority of the CFAs and controllers surveyed strongly agree that financial data adjusted for changes in prices are needed to help the
users of financial statements make better investment decisions. Our participants, however, do not
believe that FAS 33 in its present form is able to
accomplish that objective.
As far as the relative usefulness of the two types
of supplementary data is concerned, no definite
conclusion can be made. CFAs tend to favor the
current cost method, but they make a reservation
as to the usefulness of supplementary data based
on the current cost method because of the subjectivities involved. The controllers, on the other
hand, support the constant dollar method.
CFAs believe FAS 33 may be impro ved by
amending both the current cost and constant dollar supplementary data. Controllers, on the contrary, feel that the statement may be improved
through changes in the supplementary data based
on a constant dollar. At this point, it is safe to
state that the present data requirements of FAS 33
are not worth the effort of preparing them. There
seems to be a widespread agreement that the statement needs to be amended to accomplish the objectives behind it.
❑

Most
controllers and
CFAs believe
that FAS 33 is
not justified on
a cost /benefit
basis.

'Statement of Financial Accounting Standards No. 33, "Financial Reporting and
Changing Prices," FASB, Stamford, Conn., September, 1979.
'Robert Bloom and Araya Debcssay, "A Critique of FAS, No 33," MANAGEMENT
A"'OUNrwa, May, 1981.

Management
Information
Systems
14-4 t
vendor have extended their computing
capacity with peripherals from other
vendors. Progress is being made, however, and there is a discernible trend toward development of plug - compatibility
among the various vendors.
Currently, network theory is embracing the "cable bus" approach. All devices in the network are attached to one
cable or bus. Signals are placed on the
bus and the data is preceded by an address signal. Interface units employing

MANAGEMENT ACCOUNTING /JANUARY 1983

micro - processors connect each device to
the bus. Software within each interface
determines whether the data is directed
at that device. In addition, the interface
translates messages from the device
code into a standard bus code and vice
versa. This technology has appeared in
the recent past and promises to eliminate many of the problems previously
associated with networks which limited
growth of distributed systems.
New methods of data transmission
also affect the telecommunications field.

Communications satellites, microwave
links, and fiber optics are all changing
the face of the telecommunications network so vital to distributed processing.
Network optimization is becoming ever
more crucial. As telecommunication
rates continue to increase, firms will reexamine their communication network
policies. Voice and data transmissions
will share the same channels; concentrators and multiplexors will play a more
important role in the flow of information throughout the MIS.
❑
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Distribution Cost Accounting
at PPG Industries
Step by step, distribution costs can be controlled,
starting when products come off the production line.
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By John L. Boros and Richard E. Thompson

by a distribution cost control team within distribution. This team initially categorized our total
distribution costs into the overall classifications
of:

A successful distribution system may be defined
as one that achieves the desired level of service
needed by customers and, at the same time, keeps
operating costs to a minimum. These two oppos- 1. Admin ist rative exp en se ( in cl ud in g order
processing),
ing objectives must be optimized by balancing one
2.
Shipping
and storage facilities,
against the other and selecting the most satisfactory compromise.
This critical balance was achieved at Chemical
Division -U.S. of PPG Industries, Inc., through
analysis of the role played by distribution in total
operations. We found distribution costs to be an
essential part of our decision -making process.
At the same time, we learned distribution costing is an accounting specialty that is increasingly
mandatory for managers involved in decision
making. Accordingly, our philosophy of distribution need is that the real purpose of distribution
costing is to serve the managerial planning process
by contributing to rational business decisions.
To support our minimum cost recommendations, however, we needed a system to collect all
the components of the costs involved . Accordingly, we developed a Distribution Cost Accounting
System (DCAS).
Laying the Groundwork
Coordination of the DCAS project was handled
0025- 1690/83/6407.0818 /$01.00 /0

3. Transportation equipment,
4. Freight costs and,
5. Imputed costs (those not shown in accounting
statements but needed in managerial decision making such as inventory carrying costs).
Total distribution costs were defined as those
costs incurred after the finished bulk product rolls
off of the production line. From that point on, all
costs relating to getting the product delivered to
the customer were to be construed as distribution
costs. This meant that certain costs which , by definition, were included as distribution costs were
actually under the control of the individual plant
manager, such as the individual plant's order and
traffic department , plant packing, plant loading
costs, and plant warehousing . We had no intention of controlling those costs under the operating
responsibility of the individual plant manager, but
we did arrange, in concert with the controller and
the chief accountant of each plant , to have these
Copyright
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costs segregated in each of our plant's accounting
systems.
The distribution cost control team spelled out
certain prerequisites for the establishment of an
effective cost system:
1. The internal chart of accounts must be modified to have it coincide with the required cost
elements. This requires concurrence and action
by the controller.
2. The order processing and invoicing system
must be fully implemented.
3. All distribution costs should be paid and /or
collected by a single accounting unit.
4. Costs should not be charged to the respective
distribution accounts without the approval of
the responsible manager. This should take the
form of appropriate delegation from the director of distribution to the responsible managers
and /or to the controller's department through
delegation of contractual means, or other designated arrangements.
5. An asset accounting system must be completed
to show assets from which costs flow.
At this stage we added a designated representative from the division controller's staff. The team
looked at the various existing accounting reports,
plus manually -kept distribution cost reports. Then
it met with each plant's chief accountant to determine how the individual plant kept cost records
associated with shipping, packaging, loading,
transportation equipment asset values, and maintenance. The team also conducted interviews with
the various distribution managers and supervisors
regarding what they felt was required in the way
of cost reporting to manage their portion of the
distribut ion activities . A steering group was
formed, initially consisting of the director of distribution, the division controller, and the director
of management information systems. Concepts
were discussed with our corporate distribution development people.
Specific elements of costs were detailed under
each of the five major categories which I identified
earlier. After review with our steering group, the
team decided that we would go mead with our
first three major categories: administrative expense, shipping and storage facilities (terminals
and warehouses), and transportation equipment.
We elected to defer the incorporation of freight
costs and imputed costs into DCAS. We already
had a computer - generated information report that
provided us with information by customer, transportation mode, product, source, and destination
of our freight costs in accordance with our terms
of sale.
The DCAS was implemented through the joint
efforts of the accounting, distribution, and manMANAGEMENT ACCOUNTING /JANUARY 1983

agement information systems departments. The
overall plan included these steps in the stages of
system development:
• Define requirements,
• Examine capabilities of existing systems,
• Develop a detailed system plan,
• Design reports and systems features,
• Complete the system modifications and new
programs, and
• Install and validate system.
Basically, we wanted to design the system to record all distribution- related expenses in a manner
permitting comparison with budget, current estimates, and prior year(s). We also wanted to report
by various functional groupings, type of expense,
and product being serviced. The basic functional
cost groupings we selected included: administra-

tive, by department; facilities, by warehouse and
terminal; equipment, by rail, barge, marine, and
truck; other, inventory and freight. Within each
grouping, further detail had to identify particular
locations (i.e., warehouses) or significant cost
centers.
For type of expense, we looked generally to the
traditional accounting groupings, plus those expenses unique to distribution. These major groupings were: administrative, operating - fixed, operating- variable, product losses, packaging, revenues,
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Figure 2
This System Collects Distribution Costs Better

COFIS
(Administrative)

Through
improved cost
control, our
system has paid
for itself many
times over.
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payable

General ledger
system

Inventory
control

DCAS code
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DCAS product
allocation

Asset
accounting

Current month
DCAS actual
expenses

To DCAS
system

Journal
entries

Plant costs
(selected)

miscellaneous, and freight.
Our req ui rement s al so pres crib ed t hat we
would use actual expenses as they were entered by
accounting. We did not want a system where data
had to be re- entered because it would not have the
level of accuracy and credibility desired. Moreover, it would be more costly to operate from both
a peopl e and a s yst ems st and poi nt. In gth er
words, DCAS had to be designed as a spin off
from our accounting systems and contain all of
the disciplines upon which they are built.
Systems Analysis
This, then, led us to look carefully at our existing systems and procedures and identify where
changes would be required. We found that organizationally we were fragmented:
1. Distribution administrative expenses were paid
and reported at the corporate level using a
well - designed system.
2. Distribution facility expenses were paid at our
division level, but with almost no systems
support.
3. Distribution equipment expenses were paid at
several plants with little coordinated reporting
and no common supporting systems.
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4. Freight expenses were well documented in the
order processing and invoicing systems data
base, but inventory losses attributable to distribution were not being recorded.
Given our requirements and a more thorough
knowledge of current strengths and weaknesses,
we proceeded to develop a detailed system plan.
This plan was first examined on a divisional and
systems basis but soon required a larger organizational perspective. For instance, there was no reason for each plant to handle accounting for portions of the rail fleet when all of the decisions
relating to car movement, shipping, acquisition,
and so on, were being made by distribution. The
question arose, "Why not do this accounting on a
central basis where the decisions are being made ?"
The answer to this question became more apparent as the study progressed. It made more sense to
centralize because it was less costly and provided
greater management control.
To centralize, however, we would still need new
systems supports. A review of systems in use elsewhere in the company revealed that we had several accounting systems that could be copied and,
with minor modification, could fit our needs. It
was decided to bring these in -house and form a
MANAGEMENT ACCOUNTING /JANUARY 1983

Figure 3
DCAS Code Conversion File
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network to meet accounting needs. Only the journal entry system had to be programmed from
scratch. This systems flow is shown in Figure 1.
We installed a uniform distribution chart of accounts as a major modification to these package
systems. The chart of accounts delineates the
functional cost groupings and types of expenses
we found to be required into one 10 -digit accounting charge code. The systems support organizations were then installed and the new programs
written to take these systems outputs into DCAS.
This new network, when combined with accounting requirements earlier described, resulted in a
systems flow as shown in Figure 2.
It would be helpful to look further at our code
structure to define how the system works. Basically, we have four sets of codes to handle the translations within the system. These are illustrated in
Figure 3.
The Corporate Financial Information System
( COFIS) code is carried on the conversion file so
we can read a tape from that system and convert
the codes into compatible DCAS codes. This
means we have to have a DCAS code for each of
the COFIS codes that are likely to be used to record distribution administrative expenses. With
this conversion file, we read the COFIS system
file once a month and copy the expenses that
match distribution's departments.

Product code
001 Product
002 Product

1
0 0 P ro tluc t

DCAS Reporting Code

1. Units comparison— actual and budget,
2. Budget routines —one file with three yearly
partitions, and
3. Reporting.
All of the DCAS programs run on a batch basis
and deal in monthly increments. In examining our
requirements we determined that while on -line,
interactive processing was possible, it really was
not critical to exercise control and reporting of
MANAGEMENT ACCOUNTING /JANUARY 1983

Type of expense

-

Salaries
Rent
Utilities gas
Utilities elec.
Maintenance
-

00001
00050
00070
00071
00085

Department
012 Order
customer service
261 Chicago
262 Atlanta
254 St. Paul
000 Rail
002 Underframes
&

The accounting general ledger code allows distribution expenses to be summarized in a way that
is consistent with corporate financial policy. The
DCAS reporting code is used exclusively by the
distribution department as a convenience for reporting generation. It is assigned in pyramid fashion to permit easy summarization of costs to coincide with the desire to report expenses at the
detail level appropriate for different management
levels and specific studies to better control costs.
The DCAS accounting charge code is the key
to the system. It is used on the source documents
of four of the six input systems and is how all expenses are recorded in DCAS. This charge code
structure is shown in more detail in Figure 4.
There are three new DCAS system modules
that had to be programmed from scratch:

Function
03
04
04
05
06
06

Administrative
Warehouse
Warehouse
Terminal
Rail
Rail

distribution costs. The DCAS system's flow is basically as displayed in Figure 5.
The DCAS unit's module is used in reporting to
develop ratios for comparison of costs on a product basis. We extract certain of these units from
our OP & I data base and others are loaded onto
the file by manual input. The measures most commonly used are: administrative expenses — orders
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Figure 5
Distribution Cost Accounting System Reporting Module

From accounting

The real
purpose of
distribution
costing is to
serve the
managerial
planning
process.

Actual
DCAS expenses
current mo nth

Year - to-date
DCAS expenses
by month

DCAS code
conversion
file

DCAS product
allocation
file

Budget
DCAs expenses
by mo. (3 yrs)

DCAS system

&

DCAS units file
actual
budget

Sales history
files
DCAS
reporting
system

Direct input
of units

...

and Budget Module

Year - to-date
OCAS expenses
by month

.—

DCAS product
allocation
Conversion code

OCAS
system
ystem
DCAS expenses
by mo. (3 fads.)

Budget
worksheets

58

New
budget
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processed, facilities expenses — volume shipped,
equipment expenses — pieces of equipment, and
freight expenses — volume shipped.

Figure 6
Calculating Profitablity

Budget Data Base
We manually input all of our budget amounts
and volumes into their respective files. These files
are keyed by the functional portion (first five digits) of the DCAS accounting charge code. The
budget module is a small system which can operate independently to assist in preparing a new
year's budget or to reflect significant changes in a
current year's projection (Figure 5).
The budget also uses the DCAS accounting
charge code. The product allocation can be entered directly when known or the DCAS product
allocations file used when required. The reporting
module is the product of the system.
We wanted to program only a small number of
reports, but have the flexibility to be able to call
for information according to the level of detail required by each manager. To do this, we devised a
reporting scheme centered around the code structure using the DCAS reporting code (carried on
the DCAS code conversion file). We used a parameter or matrix approach to call for the reports
from the system. From this matrix we can call for
any of five reports in a variety of levels of detail.
System Benefits
The system was installed in 1978 and is now an
established part of our operations. Its manpower
requirements, over and above the actual payment
of invoices, is roughly two - thirds of a person.
Most of this time is devoted to maintaining the
units, conversion code, allocations, and budget
files. The reports are widely used by distribution
and accountng for control purposes and to ensure
that costs are correctly classified.
Several derivative uses have developed within
the divisions. One is the use of the DCAS unit
costs to develop standards of performance. These
standards are now being used to determine measures of business profitability. The equation for
the way this works is shown in Figure 6.
We're very pleased with DCAS and will continue to expand its use. We encourage businesses that
do not have similar systems capability to seriously
consider it as an important tool to achieve their
business goals. We do not wish to imply that our
approach is the best or only way it can be done.
However, the system was developed on a rather
modest budget and its benefits, through improved
cost control, have produced savings that have
paid for it many times over.
The principal benefit of the DCAS system is to
support the decision - making process in planning
and operations by lending support in a positive
way to achieve better decisions on the part of deciMANAGEMENT ACCOUNTING /JANUARY 1983

(By business segment, product, customer, state)
Element

Where derived

Gross sales
Allowances
Freight
—
—
—
—
—

Net sales
Commissions
Facilities costs
Equipment costs
Packaging costs
Manufacturing co!

tandards
tandards
tandards
>tandard

Contribution to pr

sion makers. We have used DCAS to:
1. Establish the standards used to assess policy
objectives, and methods of operation,
2. Determine the expenses incurred in various
types of marketing activities,
3. Trace the reasons for changes in costs over a
period of time,
4. Develop standards,
5. Evaluate various marketing techniques and
operations,
6. Determine the profit and loss investment
relationship,
7. Aid in pricing recover costs,
8. Allow for transferability of data developed for
on e u se to be emp lo yed fo r o t her s t ud y
purposes,
9. Define productivity measures,
10. Focus on sourcing shipments in multi -plant
situations,
11. Furnish back -up for authorization for capital
expenditures,
12. Make lease vs. purchase decisions,
13. Analyze site locations,
14. Analyze product purchases.
Distribution cost control is never finished, but
in today's business climate the ability to reduce
costs and not just control them has become absolutely essential. Just having good cost control is
not necessarily being cost efficient. Therefore, we
continually need to identify those areas where cost
reduction effort should be concentrated, but we
must ensure that these efforts are compatible with
and support our overall business objectives.
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Steering a Boat Maker
Through Cost Shoals
Inventory controls a re just as important to an ongoing business
as watertight integrity is to a power boat.
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All businesses, large and small, find that the existence of adequate controls is critical for long -term
profitable operations. Such controls include not
only the physical safeguarding of the inventory,
but also controls over production costing, inventory valuation, and procurement aids to prevent
stock -outs and production stoppages.
A case study of Seawind Company, a pseudonym for a small boat manufacturer, illustrates
how an understanding of cost flows can improve
inventory controls. This company recently revised
its production costing for inventory valuation purposes and other related procedures to improve its
inventory control.
Four general procedures are helpful as a means
of physically safeguarding assets:
1. Segregate the inventory items by type to facilitate identification control.
2. Assign safeguarding responsibility to specific
individuals.
3. Limit access to authorized personnel and keep
under security control.
4. Take periodic inventory counts to determine
the quantity, condition, and possible obsolescence (compare this count to inventory records
if a perpetual system is used).
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The control of cost flows and inventory valuation embodies procedures designed to accumulate
all cost elemen ts accurat ely as the inventory
moves from raw materials to work in process and,
finally, to finished goods. Simply stated, costs
must be accurately identified, assigned, and recorded for raw materials inventory, work- in -process inventory and finished good inventory.
Seawind Produces Three Types
Seawind Company produces three different
types of boats including fishing craft, luxury cruisers, and speedboats. The company engages in continuous production of the boats as market demand
dictates.
To begin the production process, a carpenter
"frames" the boat; then the boat moves to a new
production line position where it receives initial
application of fiberous material (fiber glass), and
liquid raw materials such as bonding agents. Repeated applications are made of both the fiber
glass and liquid materials until the desired contours and thicknesses are attained. The boat continues to move down the production line receiving
refinemen ts and at tachments of parts until it
reaches the painting and polishing stage. After
this stage, the finished product is moved into the
finished inventory where it is stacked on a rail
loading ramp awaiting sale and shipment. Production rejects, obsolete models, and experimental deCopyright® 1983 by the National Association of Accountants

signs are placed in inventory storage areas separate from regular finished boats awaiting sale.
During the company's first six years, the owner
computed inventory costs only once a year. Raw
material inventory was counted and costs assigned
accurately, but incorrect procedures were followed -for valuing finished boats and work in process. The total cost of materials used, and other
production costs, were allocated by rough approximation to the units of finished product. No consideration was given to the cost of boats in varying
stages of completion and thus no cost was assigned to the work -in- process inventory.
As mentioned, the company produced a variety
of boats during the year, using common types of
raw materials and parts but in varying quantities.
No procedures, however, were developed to assign
specific costs to the different boats and to document the kinds and quantities of materials used.
Thus, the cost assigned to a speedboat, as opposed
to that assigned to a fishing craft, was an "educated" estimate.
To summarize the dificiencies in costing: all
production costs incurred were assigned to the
finished units and no costs were assigned to the
work in process. Also, no procedures were developed to compute the different unit costs accurately for the various types of boats produced. The
quantity (and thus costs) of the raw materials
used in the various production steps was not
known.
As business expanded, the owner became concerned over inventory control and costing procedures and decided to seek the advice of outside
consultants. Exposed to the cost accounting expertise of the consultants, the owner realized:
1. He did not have a way to allocate his cost of
production accurately, especially considering
the differences in types of boats.
2. He did not know how to cost his ending finished goods inventory.
3. He did not realize that his work in process inventory also required costing.
These dificiencies stemmed from a basic lack of
understanding of the inventory cost flow process.
The owner thought of cost flows from raw materials directly to finished goods. He failed to recognize that the unfinished work in process at year
end constituted an inventory that required separate costing just as raw materials and finished
goods do.
The owner needed a conceptual understanding
of the relationship of the physical flow of inventory to its cost flow. He needed to visualize the
critical information flows within the business as
well as the source documents that evidenced inventory transactions. Once he understood the
MANAGEMENTACCOUNTING/JANUARY 1983

costing process and its purpose, accurate cost accumulation records could be maintained during
the production process.
The consultants identified the physical location
and the flow of inventory, the management information flows, and the specific inventory transactions of the business. This knowledge led to the
design of records for adequate inventory costing
control: the production shop order, and records
for the parts stock, raw materials (liquid), work in
process and finished goods.
How Boat Materials Flow
Figure 1 shows the plant layout of Seawind
Company and identifies the location of the inventory. The raw materials inventory —parts, fiber
glass, and acetone and paint —are placed in strategic locations throughout the plant. The work in
process is located in the production shop and finishing shop. The finished goods inventory is segregated by finished boats of first quality and other
finished boats.
The identification and physical placement of inventory help in conceptualizing how cost flows
follow the physical movement of the product.
Also, the identification aids in the physical control (safeguarding) of the inventory. It allows segregation by type, assignment of responsibility, and
limitation of access.
The managemnt information flows within a
company also have to be identified in order to
gain an overview of the marketing, procurement,
and production functions along with their related
cost movements. This perspective helps the owner
understand the relationship of the three inventories in terms of cost.
Figure 2 illustrates the critical management information flows for Seawind (typical for most
manufacturing companies). The cycle concept
helps explain the cost movements and the need for
documentation in the operating process. Operating activities may be classified into cycles according to functions: procurement (A), production
(B), and marketing (C). These activities require
certain advance planning as well as continuous
monitoring and planning during the operating
process.
From an estimate of annual sales (1), a plan is
formulated (2) to acquire the needed raw materials and parts to support production, the production schedule (3) attempts to allocate scarce resources and utilize production capacity in the
most effective and efficient manner in achieving
the sales goal.
In the procurement cycle, a normal lead time is
allowed so that raw material inventory is purchased (4) under a plan designed not only to support production needs but also to minimize invento ry carryi n g co s t s . Ven d o r s h i pmen t s are
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The owner
needed to
visualize the
critical
information
flow within the
business

received and authenticated by a formal receiving
document (5). Obligations to suppliers (accounts
payable) are established after assembling copies of
the purchase order, the receiving report, and the
vendor's invoice (6). Payment follows. Inventory
is increased by receipt of materials (7).
In the production cycle, production is started
after the issuance of a work authorization (a work
order) (8). The necessary parts and materials are
requisitioned from raw materials inventory, thereby reducing that inventory balance on hand (9).
As production takes place, the work order is "updated" to reflect the raw materials used, the direct
labor expended, and the overhead applied. As production is completed, the finished product increases the finished goods inventory (11). The
work order is completed to reflect the units of
physical product and accumulated costs, and the
order is used to update the records of the finished
boat inventory. It is important to note that the unfinished production, represented by incomplete
work orders and accumulated costs, represents
another inventory —the work in process. The
work order is thus an important document in inventory control.
Contracted sales (12) in the marketing cycle result in withdrawals (issues) of finished product
which reduce finished goods inventory (13). Ship62

ping to the buyer ensues, resulting in the issuance
of shipping documents (14) which in turn support
customer billing and collection (15).
After the overview analysis information documentation and cost flows, the owner focused his
attention on one specific phase of operations —the
inventory transactions. Identification of these
transactions allows the owner to observe the specific impact on inventories of transactions in
which he engages on a daily basis. A graphic analysis of inventory transactions can illustrate how
inventory balances increase or decrease in response to these transactions (Figure 3).
As inventories of a manufacturer proceed from
raw material s to work in pro cess to fini shed
goods, certain activities increase and decrease the
various balances. The raw material inventory is
increased by purchases and receipts of parts and
materials. As parts are needed in production they
are issued in the form of a "kit of parts" for each
boat. Thus, the raw materials inventory is decreased by kits of parts placed into production, usage of "b ulk" materials (us age based on estimates), and minor resales to dealers and owner.
As raw materials inventory is decreased, work in- process inventory is increased. It is increased
by costs of kits of parts issued to production, bulk
material used, direct production labor, and manuMANAGEMENT ACCOUNTING /JANUARY 1983

facturing overhead applied. Upon completion of
tate the distribution of product costs uniformly
production, work -in- process inventory is deto the end products of a given type.
creased by the transfer of finished units to the fin- 3. Certain records should be kept for cost control
ished goods inventory at the amount of the total
and inventory valuation: parts stock, raw matecosts accumulated on the production work orders.
rials, production shop order (work order),
Thus, the finished goods inventory is increased
work in process, and finished goods.
by a transfer from work in process. The finished
goods inventory is decreased by sales and ship- PARTS STOCK INVENTORY
ments of the product.
Only those parts which are located in area 1 of
the plant layout (Figure 1) should be included in
Recommendations for Accumulating Costs
the parts stock inventory. A separate inventory
Considering the circumstances, the owner de- sheet should be kept for each specific part. It
cided to adopt these recommendations:
would be useful to place inventory sheets in a
binder with the parts most often used (i.e., kits) on
1. Production should be in lots of 10 boats of only the top and post these each week. For the other
one specific model. This practice would consti- parts it would probably be appropriate to post
tute about one week's production at full capac- monthly. Any part that is critical to production
ity and allow for costs to be accumulated for should be posted weekly.
one type of end - product at a time. Also, set -up
To begin its perpetual record, Seawind was adcosts would be held to an acceptable level with vised to take a physical inventory and determine
this lot size because production runs would be the balance (quantity and cost) of each specific
changed no more often than once a week.
item in inventory. The balance is then entered in
Z. A job ordercosting system (as opposed to a pro- the balance columns ofthe parts record. As addicess system) should be used. The company was tional parts are ordered, the appropriate informaorganized to produce a variety of end products, tion is entered in the first set ofcolumns on the ineach requiring a production setup different ventory sheet: the date of the order, the purchase
from ones for the other end - products. Conse- order number, the supplier's name and the quantiquently, the job order system would fit the idea ty ordered. This procedure permits the company
of producing a group of similar products in one to determine, in the future, the lag time between
production setup. This approach would facili- ordering and receiving. It also indicates when a
Figure 2
Seawind Co., Total Management Information Flow (Critical Documents)
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No cost was
assigned to the
work-in-process
inventory.

part has been ordered and is overdue, and when a
part is back - ordered. In the case of more than one
supplier, the company can determine the best service in terms of delivery time and price.
When the parts ordered are received, the shipping document is signed and dated to serve as a
receiving document. It is then coupled with the
purchase order and the invoice to support payment. These three documents serve as a voucher.
The company should post these receipts to the inventory weekly so as to have a continually updated perpetual inventory, especially in the case of
critical production parts (i.e., kit parts). In posting, the company should indicate the date the
item was received (from the shipping document),
the quantity received (also from the shipping document), the unit price (from the invoice), and the
total (from the invoice). It would be wise at this
point to re -check the arithmetic extensions on the
invoices and make sure that what is paid for (i.e.,
quantity) is what has been received.
Parts may be issued (disposed of) in three different ways: issued to shop production, sold to
customers at retail, or sold to dealers. When issued, the disposition should be accomplished on
the basis (authority) of an "inventory issue slip."
Such a form should be simple to design, minimally reflecting the number of units issued, unit price
and extended total, whether the issue represents a
sale to a dealer or owner, and an authorized signature acknowledging receipt. The initials of the receiving person should be entered in the column
designated "shop" in the group of columns numbered. When sales are made at retail price, care
must be taken to reduce inventory at original
cost —not retail sales price. For convenient reference, the invoice or sales document number may
be entered just above the quantity. The above
transactions should be posted in the appropriate
issue columns of the inventory sheet representing
the specific part involved.
The current balance of an inventory account
(part) is determined simply by adding the items
received to the beginning balance and subtracting
the items issued. The comments column can be
used in order to indicate the reorder point on each
critical inventory item, the amount of safety stock
required, and an estimated economical reorder
quantity.
RAW MATERIALS

Raw materials inventories are physically positioned in areas 2 and 3 as shown in Figure 1. They
consist of such items as chemical resins, paints, fiber glass, plywood, aluminum, and the like.
As in the case of parts stock, Seawind should
establish inventory balances for its bulk materials
by first making a physical count of the quantity
and cost of each category of materials. These bal64

ances should be recorded in a raw materials inventory record with each class of inventory kept on a
separate sheet. Once established, the balances in
these inventory sheets should be continuously updated (at least weekly) by entering quantities ordered, received, and issued. By recording purchases (orders) on the inventory record, Seawind
avoids the possibility of inadvertant duplicate ordering, and retains information that may prove
beneficial in future procurement transactions (i.e.,
lag time in delivery, past -due deliveries, partial
shipments and back orders, overshipments, etc.).
As an order is delivered and accepted, the supplier's shipping document is date - stamped and
signed for use as a receiving document. Key data
from this document are recorded. The document
itself is matched with the original purchase order
and the supplier's invoice to serve as a payment
voucher The supplier's arithmetic always should
be verified, and such items as quantity, price, and
discount terms should be compared to the terms
of the purchase contract. Unacceptable variances
resulting from this comparison should be charged
back (adjusted) before final payment is made.
Issues of bulk materials to production present a
problem for Seawind. Consumption of plywood,
aluminum, and fiber glass sheets can be estimated
fairly accurately and issued to a production lot in
reasonably standard quantities. Scraps and pieces
are often used quite effectively in subsequent production runs, however, making precise costing of
a given lot very difficult. Such overlapping of material usage between production lots is assumed to
"average out" in the long run, so the consultants
decided each production lot should be charged
with a standard quantity of such raw sheet rock.
The use of liquid materials is much more difficult to estimate. To a very high degree, each boat
tends to be tailor -made. Some require more sanding, polishing, trimming, and painting than others, and there is a wide variation between product
types (models). Two methods for estimation are
possible: meter the usage of liquid materials and
charge each b oat wi th the exact amoun t consumed, or take a physical inventory at the end of
each production run and distribute the amount
used uniformly to all boats in the lot. The consultants recommended the latter method as the most
effective and least costly. Issues of chemicals, resins, and paints are therefore "computed" by adding purchases to the preceeding inventory balance
and deducting the current inventory balance.
PRODUCTION SHOP ORDER

Seawind's production shop order, was designed
to serve two purposes: as authorization to produce
a specified quantity of a particular boat model,
and as a vehicle for accumulating all costs associated with a given production lot. For the present,
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a lot size of 10 boats has been recommended. Production costs can thus be accumulated by type
(material, labor, and overhead) and distributed
uniformly to each unit in the lot.
Direct material. As part kits and bulk materials
are physically distributed to the production shop,
the date of issue and total cost should be entered
in the direct material column. A "reference" column is provided for whatever notations and cross
referencing production supervisors may wish to
provide.
Direct labor. The total of the weekly production
payroll should be entered in the direct labor column and dated. This total should include direct

surance taxes, depreciation, maintenance, repair,
heat /light /power /water, telephone, supplies, indirect labor, and others.
The per boat amount calculated by this method
(total cost /annual production) should be entered
in the factory overhead column of the work order
(and the total amount computed upon completion
of a given shop order). When a production shop
order is completed, all cost should be summarized
in the spaces provided at the bottom of the form,
Such costs can then be spread uniformly over the
number of production units covered by the order
to arrive at an "average cost per unit." These
costs are then transferred to one of the several ter-

Figure 3
Seawind Co. Conceptual Analysis of Inventory Transactions and Balances
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factory supervision and should be entered at gross,
without consideration for deductions.
Factory overhead. Seawind Company management mu st mak e two critical esti mates: total
amount of factory- related indirect cost (on an annual basis), and the basis on which such costs will
be allocated to production. With respect to the
second point, the consultants suggested that application of overhead on a "per boat" basis would be
the simplest method of Seawind. This method requires a fairly accurate estimate of both annual
production and total factory overhead cost. Items
included in overhead are factory- related rent, inMANAGEMENT ACCOUNTINGIJANUARY 1983

Decreased by:

minal inventories.
WORK -IN- PROCESS INVENTORY
A work -in- process inventory sheet was designed to provide a kind of historical log of production cost flows. The continuous and sequential
movement of shop orders, reflecting batches of ten
units of a given model, through the shops will result�in�a�single�line�entry�per�week.�A�check�(�� �)
in the "completed" column indicates that a production has cleared the production shops and
moved into finished goods storage area, or it was
rejected.
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The COSt
assigned to a
speedboat was
an 'educated'
estimate.

Should a period -end closing occur while a production lot is still in process, production management will be required to make an estimate of the
"stage of completion" of the work order. Manufacturing costs can then be prorated accordingly.
Proration will be primarily applicable to direct labor, overhead and liquid raw materials. All fiber
glass, plywood, aluminum, and special parts will
usually be charged to the work order at the beginning of the production run (week). These estimated (calculated) amounts can be penciled in below
the appropriate work order line, and the resulting
balance (also indicated in pencil) represents the
value of work in process.
FINISHED GOODS
A physical inventory of boats in the finished

goods storage areas had first to be taken and appropriately recorded on the inventory sheets. As
additional boats are finished they are assigned a
serial identification number (tag) and recorded on
the appropriate finished boat inventory sheet in
the "completed shop order" column. These inventory sheets provide for an indication of quality,
first quality, or "rejects." These two inventory
groups should be kept separate, perhaps in the
same book but separated by a tab.
Disposal. Ordinarily, the only way finished
boats may be disposed of is through regular sales
to dealers. Occaisonally, however, it may be necessary to "charge out" a boat for demonstration
or display at a boat sale. In such cases, the com-

ments column should be used to explain such activities. Routine sales should be recorded, indicating the invoice number, customer, date of sale,
and amount. Such entries should be made at least
weekly. The entries will, of course, reduce the balance. The balance should reflect the cost (value)
of finished boat inventories at any given time.
After Analysis — Smooth Sailing
A small manufacturing company can control its
inventory better by simply understanding and improving the flow of information and costs within
the business. In the case of the Seawind Company,
documentation of the critical information flows
within the business helped the owner understand
how the inventory transactions occured. Also, an
understanding of the costing process and its purpose emphasized the importance of accurate cost
accumulation records. The following records were
designed to help control the inventory costing: the
production shop order and records for the part
stock, raw materials, work in process, and finished goods.
Based on the records adopted for use and revised operating procedures, the company fully expects to control its inventory better than before;
follow better production costing and inventory
valuation methods; and use procurement aids to
prevent stock -outs and production stoppages. Additional improvements are expected as experience
is gain ed in usi ng t h e new reco rd s an d
procedures.
C
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be capitalized and amortized over some
future period. However, software vendors and internal users cannot always
readily determine what constitutes research and development and what does
not. Research supposedly deals with the
discovery of new knowledge. However,
many computer programs (software)
are written based on existing knowledge. Even if a particular software cost
cannot be classified as R &D, it is often
expensed either as a general and administrative expense or as cost of goods
sold. Some companies have been capitalizing a portion of these expenses and
amortizing them over a period ranging
from three to 20 years.
Many companies that purchase software also capitalize it and take investment tax credit on it, although it is arguable that software is intangible and
66

therefore not eligible for the investment
tax credit. Some companies would rather purchase software than develop it internally, even though it might be cheaper to develop it internally, because their
policy is t o tak e the investmen t tax
credit and amortize rather than expense
the cost.
For states that assess a personal property tax on tangible personal property, a
corporation may argue that software is
intangible for state tax purposes, yet
tangible for federal tax purposes.
Another curious situation results in
the case of software vendors who are required to collect sales tax in some states.
For states that classify software as tangible property, vendors may be required
to collect sales tax. In some states, the
sale of software is considered the sale of
tangible property if sold in the form of a

disc or tape, or intangible if transmitted
over telephone wires. Needless to say,
some vendors who sell software in these
states have been delivering their product via t elephone wires to avoid the
sales tax.
The literature search has been completed and the interviewing phase is
nearing completion. A questionnaire is
being sent to selected vendors and internal users to determine current practices.
The final report will be available this
summer.
❑
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In fact, Jerry L. Ford is one of the reasons Pillsbury
actively sponsors an in -house CMA development program,
like IBM, American Express, and Johnson & Johnson; just
a few of the companies that have recognized the value of
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ealing with sluggish sales, financing, and cash flow are tough issues for
any corporate executive. But trying to
find solutions to current problems confronted by the controller may even be
more difficult. One key is maintaining financial flexibility —the theme of the
NAA's Fourth Annual Controllers' Conference held at The Greenbrier in White
Sulfur Springs, West Va., November
8, 9, and 10, 1982.
Hays T. Wat ki ns kn ows well t he
challenges for the financial manager. He
rose up the financial corporate ladder to
his current position of chairman and
chief executive officer of CSX Corp. Becau s e acco u n t i n g an d n u mbers are
clearly the language of business, Mr.
Watkins said, accountants should perform three key roles in the stewardship
of their companies. The first is a technical and managerial role in a business organization. This deals with designing
and developing timely reporting and financial planning systems and effectively
managing the key elements of a business, such as cash flow and taxes. The
second is acting as a business advisor to
top management. All senior financial
managers at CSX wear two hats —financial and advisory. The first is worn to
deal with the complexities of financial
management, and the latter is donned to
analyze some of the qualitative aspects
of the decision process. The third lies in
policy formulation. The financial manager is a member of top management
with the responsibilities of helping to
develop policies, strategies, and directives for the organization.
The cash management triumvirate at
the conference was led by William E.
Donoghue, who is executive director of
the Cash Management Institute, and an
author and publisher. To manage cash
effectively, management accountants
should use sweep accounts, not rely on
the postal service, bill promptly, and
combine cash and marketable securities
into one account. He stressed that float
is a business so managers should find
the best place to mail from to maximize
float.
Allen J. Grieve, vice pres iden t at
Boatman's National Bank of St. Louis,
examined cash flow policies and procedures, and Dale E. Rabiner, executive
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vice president o f Midwest Group of
Bett er i n ven t o ry man ag eme n t
Funds, presented money market invest- through MRP II was the theme of anment techniques and the use of mutual other session. The speakers' panel confunds for corporate investment.
sisted of Raymond Reed, president of
R. M. Reed, Inc., who discussed the impact of MR P 11 (man ufact uring renother means of maintaining source planning); Joseph Ferro, operafinancial flexibility is redeploying cor- t i o n ma n ager fo r Ai r p ax , a No rt h
porate assets. Allen H. Seed, III, senior American Phillips Co., who reviewed
consu ltant at Arthu r D. Little, Inc., inventory control systems within an inoutlined the five ingredients of effective tegrated factory setting; and Frederick
asset management: budgeting and con- J. Davenport, vice president and comptrolling assets, a current cost system to troller of Diamond International Corp.
who described how his company benefits from MRP II.
The conference also covered some
contemporary issues in accounting that
could have dramatic effects on a controller's ability to maintain financial
flexibility. Conlyn Noland, assistant
comptroller and director of accounting
policy at DuPont, spoke on the significance of reported earnings and cash
flow. The latest views on pensions accounting from an actuarial perspective
was presented by James A. Curtis, president and CEO of Milliman & Robertson, Inc. In discussing control system
priorities, Joseph E. Connor, senior
measure changes in value, cash flow partner and chairman of Price Wateranalysis of prospective major invest- house called for financial managers to
ments, monitoring of cash flow perfor- experiment and innovate in developing
mance, and a reward system that moti- an effective business- oriented approach
vates management to achieve strategic to control.
goals. Ettore Barbatelli, chairman and
CEO of Valuation Research Corp., and
a past NAA president, spoke on valuather contributions to the contion of corporate assets. Two other pan- troller's understanding of current accounting problems were these topics:
the changing role of the division controller by Leonard Harvey, president of
Borg -Warner Chemicals; the identification and development of financial management potential at IBM by Dr. Hank
Schwartz, manager of assessment and
education requirements at IBM; and the
Penn Central financial debacle by Professor Stephen Salsbury, author of No
Way to Run a Railroad : The Untold
Story of the Penn Central Crisis, and
Mr. David C. Bevan, retired chairman
of the Finance Committee, director and
manager of the Executive Committee at
the Penn Central Corporation.
el speakers were Frederick F. Gilbert,
These topics also were featured: the
Jr., executive vice president of Citicorp importance ofa credit rating process by
Industrial Credit, Inc., and Brian H. William Cornish, senior vice president
Saffer, first vice president, Bache Halsey at Duff & Phelps, Inc.; the corporate/
Stuart Shields, Inc.
plant employee real estate outlook by

A

Rob ert C. Rosenberg, pres iden t of
Grenadier Realty Corp.; and current
developments in labor relations by Robert Lewis, senior partner at Jackson,
Lewis, Schnitzler & Krupman.
An excellent panel discussion on accounting standards overload by representatives from public accounting, industry (publ ic and private), and the
regulatory field capped the conference
program. Speakers included Joseph E.
Connor from Price Waterhouse; Paul
Kolton, chairman, Financial Accounting Standards Board Advisory Council;
Duane R. Borst, comptroller at Inland
Steel Co.; and Donald W. Baker, who is

O
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vice president and controller at South wire Company.
Next month watch for a special feature on the views ofsome executives at
the NAA's Controller's Conference regarding guidelines for management accountants, pensions, auditor's responsibility for finding fraud, communicating
accounting information, takeovers, and
early warning systems.
❑
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Accounting
Education
Management Accounting —a Career in Search of an Education

S. Herbert Rubin, Contributing Editor
The origins of the accounting profession relate to the late 19th century
needs of relatively small business
owners who required an independent
verification of the accuracy of the records generally maintained by individuals with little education and even
less compensation — namely bookkeepers. Th e Sec urities an d Exchange Acts of 1933 -34, born of the
1929 stock market crash, made it
mandatory for all publicly owned corporations to have their annual financial statements audited by independent public accountants_
Thus, the work of internal (or management) accountants, in effect, was
branded as not being sufficiently
trustworthy to be used directly by the
public without verification by other accountants not in the same employment situation. Management accounting is, in fact, the only occupation
subject to laws that require its work to
be certified by another occupation
(public accounting) before such work
can be used by the public.
During the last 50 years the increased size of corporat ions has
been accompanied by increased levels of education, training, capabilities
and performance on the part of management accountants. Today these
attributes equal (sometimes even exceed) the qualifications of the public
accountants.
The tradition of the CPA audit, however, has not at all diminished despite
the increased veracity and uniformity
of the financial statements prepared
by the management accountants.
While the public may believe that cor70

porate financial statements are prepared by the CPA firms, they are prepared by management, with the CPA
firm attesting to the fairness of these
statements. The management accountants are the authors and the
CPAs are the proofreaders. The aggregate cost of that audit exceeds
$10 billion annually, based on the projection of revenues reported by several Big 8 firms.
This immense compensation base
has catapulted the public accounting
profession into a prestigious position.
It enables the CPA firms to provide
generous financial support to college
faculty, to attract the better accounting students, and generally to wield
great influence in both academic and
financial circles.
Catalogs Stress CPA Option
The catalogs of almost every college describe the options in accounting in the same manner as the following excerpts from the current catalog
of the largest private university in New
York State.
"Careers in accounting follow
two major branches: professional accounting (CPA) and managerial accounting (controllership).
The
professional
accountant measures and communicates to society the financial position of an enterprise and
also provides expert advice on
taxation, management services,
and the design and analysis of
information systems. Management is heavily dependent upon
the management accountant for
guidance in decision making."

Colleges across the country thus do a
disservice to both their students and
society in promoting public accounting careers at the expense of management accounting. They fail to inform students that about 70% of all
accounting positions are in commerce
and industry and about 20% in public
accounting. They ignore the value to
our economy of the increased efficiency and effectiveness of industry
that result from the activities of management accountants, as compared
to the value that society gains from
public auditing activities. Productivity
is this nation's paramount problem
and the controller of a major corporation can help resolve that problem
much more directly than a partner of
a large national CPA firm.
At a recent meeting of college accounting department chairpersons,
one sess ion was con cern ed with
teaching evaluation criteria. Almost all
those present agreed that a prime criterion should be the graduates' passing rate in the CPA examinations. The
direct or of accoun tin g at a large
southern university wrote the following in the Spring 1981 issue of a magazine widely read in academe: "The
primary objective of the accounting
program is to provide the student with
the academic requirements to take
the CPA exam." Thus, colleges are
not in the business of providing an
education for management accounting. Otherwise more topics like setting
production standards, variance analysis, post audit of capital expenditures,
and analysis and control of order
backlog and order validity would be
found in accounting texts and course
contents.
A Lack of Real World Experience?
These topics represent only a part
of the major responsibilities of management accountants that one will
rarely, if ever, find in current college
accounting texts or course contents.
One reason for this dearth may be the
lack of real world experience by accounting faculty in management accounting. Many academics, however,
have had public accounting experience, either to fulfill CPA requirements or in the faculty internship/ residency programs that most all large
MANAGEMENT ACCOUNTING /JANUARY 1983
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CPA firms offer. The recent formation
of the Management Accounting Section of t he Am eric an Ac coun ting
Assn. offers a hopeful development in
changing the focus of curricula.
Education content requirements of
the new AACSB Accreditation of Accoun ting Programs are heavily
weighted toward knowledge required
by CPAs and are of little value to
management accountan ts. The large
majority of funds for this new AACSB
program came from the public accounting sector.
Management accountants will remain second class accounting citizens until they effectively compete
with public acc ountants at the gras s-

roots, i.e., in the college environment— texts, courses, course content, faculty, college program support,
and recruiting. Because the largest
corporations employ substantially
fewer accountants than the smallest
of the large national CPA firms, there
is insufficient incentive for any single
corporation to devote significant resources to ameliorate this imbalance.
Therefore, corporate accounting executives need to pool their efforts in
order to reverse this unfavorable
trend that has developed in accounting education.
The solution to changing educational trends lies not only in the halls
of ivy but also in the board room,
where education as to the potential of
management accountants is necessary in order for management accountants to achieve a professional
status. That effort also must extend to
educating the public as to what mana g e m e n t a c c o u n t a n t s d o fo r it a n d
thus to influence governm ent to trust
them an d th eir fin an cial st a t e m e n t s .
Finally, that effort must be an internal
one —to determine whether managem ent acc oun tant s do , i n fa c t, have
the desire, the ambition, the fortitude
to persevere toward achievement of a
professional status.
i ;
S Herbert Rub in, CMA. CPA, is associate profes s or of ac c ounting at the
Clarkson Colleg e School of Man agement
in Potsdam, N. Y. He h a s h eld various
managemen t accoun tin g p osi tio ns, including vice president - finance, at several
small and medium -sized companies.
MANAGEMENT ACCOUNTING /JANUARY 1983

, F Person/W
Theofinsky

Opinion

CMA

6A-4
terminals sitting on nearly every desk?
You may have pu rch ased a mons ter
that has swallowed your control system." Indecent Exposure makes it clear
it can happen, and there's no doubt that
the proliferation of computer networks
only escalates the possibility of major
undiscovered fraud and defalcation.
What might some of the executives that
Mr. McClintick described have done
with a computer terminal?
So the chances of the nicely civilized
White Collar Zoo in your organization
turning into the "White Collar Jungle"
of Columbia Pictures are ever present.
It's the wise management accountant
who heeds Mr. Connor's advice: "With
the threat of more regulatory action not
quite so immediate, enlightened financial managers will take advantage of the
breathing space to experiment, to innovate in developing an effective business oriented approach to the need for
control."
* Published by William Morrow & Company. Inc., New York, N. Y., 1982,
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In the Library
Computers in Accountants' Offices
Gordon E. Louvau and Marjorie E.
Jackson, Lifetime Learning Publications, Ten Davis Drive, Belmont, Calif.
94002, 1982, 132pp. —The title of this
book is, unfortunately, a little misleading and may put off some management
accountants. The jacket and preface indicate the book is written for public accountants. In truth, this book is useful
for all accountants. The hard - hitting
recommendations and analytical approach help the reader arrive at a decisi on — whet her o r no t t o acq ui re a
computer.
The advent of inexpensive microcomputers may well be one of the most significant changes in financial management in the 1980s. But, as the authors
point out, there is more to putting in a
computer than going to the local discount store and buying a piece of equipment and plugging it in.
An example, from page 51, of their
kind of pithy advice: "If processing two
or more applications at a time is one of
your objectives, you have two choices:
1. buy two or more computers
2. insure that your operating system is
capable of this function."

In a corporate environment where the
mainframe provides poor or costly service, the usefulness of this new microcomputer technology will have far reaching implications. The authors get
you over the hurdle in an easy-to- understand manner.

Encyclopedia of Investments
Marshall E. Blume and Jack R Friedman, Warren, Gorham and Lamont,
210 South St., Boston, Mass. 02111,
1982, variously paginated —Many management accountants, either because of
their training or their interest in the
subject, are considered expert sources of
information for many types of investments. Whether the question involves
investing temporary surplus cash balances for the company, investment policy and strategy for a retirement fund,
tax shelter investments for wealthy individuals or just plain personal stock investments, accountants often are asked
for their opinion and advice. It is extremely difficult for any one individual
to be knowledgeable in all these areas.
Thus this Encyclopedia of Investments
has some 60 authors, each a specialist in
his own field.
The organization of each chapter is
similar. The author begins with a secAnother, from page 45:
"The choice between floppy and hard tion describing the basic characteristics
disks on mini and micro systems is a of the investment medium. Both the attough one. As the price of hard disks tractive features and potential risks are
decreases, they become cost effective for discussed objectively. The tax consemore and more accountants. Floppy de- quences, if any are unique to that form
vices, however, are still used more often of investment, are highlighted. Each authan hard disks. Your decision can best thor then finishes with an analysis of
be made after you have added all the what types of investors are in the marcosts of hardware and software for your ket, important factors in buying and
selling, and transaction costs plus, if relcomputer system."
evant, custodial costs of the asset.
This uniform format makes it very
Th e sen io r aut ho r h as taugh t fo r
many years in NAA's Continuing Edu- easy to get information quickly on any
cation Program. Some of the material in subject. For those readers having rethis book has been used in courses of- sponsibility for corporate investments of
fered by NAA. Both the technical con- short-term excess cash, the chapters on
tent of the book and its readabi lity bank certificates of deposits, commermake it highly recommended for any cial paper, foreign, fixed - income investmanagement accountant considering ac- ments, money market funds, municipal
quisition of a computer. Whether one securities and U.S. government securiwants to convert a manual system or ties will be of interest.
There are chapters on various aspects
switch from a service bureau, the steps
of
real estate, plus chapters on such
recommended make good sense.
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Miriam Redrick and Stan Stec, Editors
things as options, oil and gas ventures,
and common stock.
Perhaps the most interesting aspect of
the book is the substantial number of
chapters dealing with various types of
collectibles such as sculpture, stamps,
and coins as well as photographs, porcelain, and motion pictures. Whether or
not one is ever going to invest in gem
stones, 10 or 15 minutes spent reading
the material in this book will present a
fresh view of this somewhat esoteric investment medium, which holds true for
most of the other chapters.
In virtually every case the chapters
are well written, comprehensive and obviously authoritative. The only criticism
which could be leveled is that because
each chapter is written by a different
author, certain topics, such as repurchase agreements, short -term Eurodollar investments and bank ers' acceptances are not really covered. But for
the approximately 60 forms of investment which are covered, the information is readable, useful and, most important, very interesting.
Ethics (and Other Liabilities): Trying
to Live Right in an Amoral World
Harry Stein, St. Martin's Press, 175
Fifth Ave., New York, N.-Y. 10010, 1982,
168pp. —Amid all the discussions on
the need for professional ethics, there is
very little being said about personal ethical behavior. This slim, personal volume is a collection of essays which first
appeared in Esquire magazine. They
chroni cle th e growth of the au thor's
awareness about the problems of living
a totally ethical life in the day -to -day
world. Seemingly insignificant events in
the author's life (such as a tiff with his
wife) took on new meaning when Stein
ex ami n ed t h em un d er t h e "et h i cal "
light.
The books listed in this section are available from the NAA Library. Members
may borrow books for a two -week loan
period by mail, telephone or in person
visit. Ad dress Ms. Miria m Red rick,
Manager, Library Services, NAA, 919
Third Ave., New York, N.Y. 10022—
(212) 754 -9736 or 37.
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Accounting
Practices
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ment deals with transactions referred to
as "i n -substance defeasance" (MAP,
Nov. '82) whereby (a) assets are replaced in trust for use in satisfying certain long -term obligations and (b) compan ies reco gn i ze a ga i n f ro m the
transactions as though the debt had
been satisfied . The proposed statement,
"Extinguishment of Debt and the Offsetting of Restricted Assets Against Related Debt," specifies that debt is extinguished when th e d eb to r's o b ligatio n to

the creditor has been satisfied and there
is no continuing or contingent recourse
to the debtor with respect to the debt.
When certain assets (e.g., cash , direct
obligations of the U.S. government, and
instruments guaranteed by the U.S. government ) have been placed in an irrevocable trust solely for use in satisfying
specific debt , those assets should be offset against that debt in the debtor's balance sheet and the related interest income and interest expense should be
reported net in results of operations.
The Tax Equity and Fiscal Responsibility Act (TEFRA) of 1982 requires
that companies electing the full regular
investment tax credit reduce the tax basis of a depreciable asset by one-half of
the credit (MAP, Dec. ' 82). This reduced basis would be used to compute
Accelerated Cost Recovery System deductions ( tax basis depreciation ) and, as
a result, financial reporting depreciation
will exceed tax basis depreciation over
the asset ' s life. In the proposed statement , " Accounting for the Reduction in
the Tax Basis of an Asset Caused by the
Investment Tax Credit ," the Board concludes that such reduction in the tax basis of an asset has an effect similar to a
timing difference in income tax expense
and, therefore , companies using the
flow- through method for recognizing
investment tax credits must ( a) provide
deferred taxes on the reduction and (b)
amortize the deferred tax credit to income tax expense over the asset's life.
B ec au s e o f T E F R A, t h e B o ard
dropped fro m its agen d a th e p ro ject o n
acc oun tin g f o r th e sa le o r p u r ch a se o f
tax benefits th rou gh tax leases.
❑
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preparation❑package❑—❑SofTax.❑A❑program❑that❑makes❑it❑easy❑to❑tackle❑your
clients' tax problems and your own. It Is desiggned for individuals, partnerships,
and corporations. SofTax expands the VisiCalc capability and simple menu driven format to give you an easy -to- learn, easy -to -use, professional tax
package.
Sof lax is efficient, economical, and comprehensive. You can set up, modify,
and finalize a model before SofTax prepares the final returns. And the model
itself can be simulated before you commit to permanent changes.
Test drive SofTax for 30 days at no risk under our no- questions -asked money
back guarantee.
' VisiCalc is a registered trademark of VisiCorp Apple is a registered trademark of Apple Computtv

i Take a

WTU

i

test drive

;

with 30 day money back guarantee
Yes! I'd like to test drive SofTax.
Send the taxdeductible SofTax program at $395.00.'CT residents add 7tfi ° salestax.
Check type of system: Applell AppleIlI IBMIPC Other
NAME
'

COMPANY
ADDRESS

,

CITY

STATE

Check method of payment Check or Money Order enclosed
American Express
Interbank k
SIGNATURE

t
'

CARD 6

ZIP

Visa

MasterCard

EXPDATE

I understand that it within 30 days I am not delighted with my new SofTax program. I may return It for refund.
Design Trends P.O. Box G, Wilton, CT 06897 203 - 834 -1560
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and .submitting payment in advance for
duplication and mailing.

and to reward achievement of improved performance, recent study
shows little evidence of such a relationship. Three reasons many performance bonus plans fail are described
and the methodology of the three
prominent incentive compensation
plans is outlined. None of the performance measures and incentive compensation plans discussed is found to
operate succcesssfully with quantitative measures alone. Rather, the
most successful plans use a combination of quantitative and qualitative
measures. Management must determine which system meets individual
and corporate needs.
No. 297, 18 pp.

Management Information
Systems

By Ronald M. Pereira

Information Systems Control:
A Mandate for Accountants
By Gregory C. Yost

Procedures are outlined for controlling information systems with the process of control review. Several areas
are reviewed that should be the focus
of such a review. The basic concept
of internal accounting control is thoroughly examined. This provides a
background for the proposed simplified approach to the evaluation of
control adequacy, which is based on
specific control objectives. A control
evaluation matrix chart is provided.
No. 435, 16 pp.

Performance Measurement,
Reporting, and Control
Performance Measures For
Incentive Compensation Plans
By Peter Sundquist and Bruce Samuelson

Current corporate practices regarding
executive bonus plans are reviewed
and subjective guidelines for developing plans are presented. Even though
bonus plans are intended to motivate
executives to improve performance
74

Cost Reduction Through Efficiency
Improvement
Step -by -step guidelines for conducting an efficiency study of accounting/
administration functions are outlined
based on the author's personal experiences in efficiency audits. In general, experience has proven that adminis t rat ive s t affs wit h 50 or m ore
employees have p otential for improvement of procedures and work
distribution, possibly resulting in a reduction of manpower and costs of up
to 10 to 15 %. Typically, an outside
team visits the site, learns the objectives of management, becomes familiar with the the facilities, interviews
the employees, analyzes data, and reports to management. Sample efficiency reporting worksheets provide
specifics of the procedures.
No. 139, 26 pp.

Corporate Finance
Hedging Tax - Favored Portfolios
to Increase ROI
By Bernard J. Winger

As advanced cash management techniques, hedging strategies are proposed which can be used with portfolios of short -term securities. These
offer tax - favored income such as divi-

dends paid on common and preferred
stock of domestic corporations and
received by other corporations, and
interest obligations on local government debt received by anyone. Hedging strategies are simulated for assumed portfolios of preferred stock
issues of 10 major U.S. corporations
and 15 high quality municipal bond issues. A corporate in vestor is assumed and holding periods of one,
two, three, and six months are considered. Results indicate preferred dividend rollovers offer the possibility of
higher average returns than hedged
portfolios, but with substantial increases in risk.
No. 282, 13 pp.

Compliance Reporting
and Taxation
Inflation Disclosure in 1980:
Variations, Trends, Usefulness
By Kristine Rae Evans

FAS 33, "Procedures and Guidelines
for the Disclosure of the Effects of Inflation on a Firm," is reviewed in light
of the confusion about its interpretation and general disagreement on the
subject of inflation accounting. These
variances are illustrated through a
comparison of the inflation reporting
practices of several major firms, and a
summary of 1980 inflation- adjusted
data of 90 companies from 30 industries. A final section discusses the
value of inflation accounting to financial statement users, management,
and society as a whole.
No. 356, 26 pp.

The Re- examination of the
Foreign Corrupt Practices Act
By Suk H. Kim

Results are reported of a survey of
members of the Academy of International Business regarding the Foreign
Corrupt Practices Act of 1977. Members were ask ed: has the Act
achieved its intended purpose and
should the ac t be repealed , sustained, or modified? The majority of
MANAGEMENT ACCOUNTING /JANUARY 1983

the 348 respondents believe the Act
has not achieved its purpose, that it
has put U.S. companies at a competitive disadvantage, and that government enforcement agencies have
failed to establish a set of clear guidelines. They do not feel, however, the
Act should be repealed, but rather
modified, while lasting international
solutions are sought to the problems
of corrupt multinational business
practices.
No. 293, 14 pp.

Planning, Budgeting,
and Forecasting
Adapting QC Circles to
the Accounting Profession

fit analysis survey designed to determine if the costs of including nuclear
power generation as a component of
energy strategy outweigh the benefits. The survey sample consists of 19
executives enrolled in the business
policy section of a MBA program, of
whom eight were engaged in the nuclear power industry. Results show
that 17 of the 19 respondents believe
that the benefits of nuclear power
outweigh the costs. There is no significant variation between the nonnuclear and nuclear affiliated executives.
The study does not represent a random sample of U.S. society, so conclusions are limited to directions for
further research.
No. 407, 11 pp.

By William J. Marko

Quality Control (QC) Circles are defined and examined with particular
emphasis on their possible application to accounting functions. The
technique is traced from its development in Japan from concepts imported from the U.S., to the subsequent
application of the idea to American industry. The differences betweeen QC
Circles and general suggestion systems and other productivity improvement measures are clarified.
No. 314, 10 pp.

Service Industries

Auditing Applications

Small Business

of PERT and PERT /Cost
By David W. Jordan

The Program Evaluation Review
Technique (PERT) is a planning and
control method designed to pinpoint
areas where delays in a project or
production process might develop. It
also enables the user to identify the
most important activities in that particular project. PERT /Cost can be an effective means of determining time estimates, personnel requirements, and
cost estimation and control for larger
audits.
No. 263, 17 pp.

Residential Class Sample Selection for
Electricity Use Pattern Analysis
By Sharon Densmore and Justine Gavrilla

This study provides a statistically accurate sample of domestic electricity
customers. From such a sample, load
characteristics of the entire domestic
class can be determined. Statistics
like this are necessary for energy conservation, fair energy pricing, load
forecasting, and energy management.
No. 218, 30 pp.

Franchising: Some Legal Aspects About
Retail and Manufacturing Industries
By Martin O'Connor

This research examines the legal and
financial aspects of franchising as

they apply to the franchisor and franchisee. Phenomenal growth of the
franchise industry has intensified litigation involving franchise agreement
disputes. Several potential contractual problem areas are discussed including: control, sharing advertising
costs, inspection and evaluation by
the franchisor, and minimum performance requirements. The continuing
relationship between the franchisor
and the franchisee is emphasized.
No. 512, 15 pp.

Accounting Education
and Professions
Specialized Accounting Education:
The Impact on Corporations as
Employers of Accounting Graduates
and Consumers of Accounting Services
By Al Hartgraves and Charles Caldwell

This study examines the attitudes of
financial executives concerning the
need for specialized professional
training by entry level accountants. It
also explores the related effect of the
professional education trend on employers of accounting graduates and
accounting services. The authors
think the attitudes of financial executives on the developments in accounting education should provide insights for the education sector of the
profession, as well as for public accounting and management accounting. Both of these forces exert influence on trends in ac coun ting
education. Executives favor such
education, but have reservations
about its effects.
No. 472, 19 pp.
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Government
The Nuclear Power Option to
Energy Independence:
A Cost Benefit Analysis
By Kamal Abouzeid
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People in the News
president and past national vice president, has been elected vice president —
finance of Intex Products, Inc.

Promotions and New Positions
James F. Beasley, Akron Cascade, treasurer of the Manville Corp., was named
to the additional post of vice president
. . . . James H. Bolender was elected a
corporate vice president and controller
o f F i r es t o n e Ti re & Ru b ber Co.
. . . . James R. Glass was recently elected a group executive vice president of
Goodyear Tire & Rubber, and James E.
MacDonald has been elected to succeed
Mr. Gl as s as vice pres id en t and
controller.

John C. Russ, Hampton Roads, was
promoted to vice president and treasurer of J. Henry Holland Corp.
William G. Holsinger, Indianapolis, has
been named controller of production
operations and services, Eli Lilly & Co.
JoAnn L. Hice, Kalamazoo, has been
promoted t o cont roll er of the At las
Press Division of Clausing Corp.
David E. Fruth, Kokomo Area, is now
general accounting supervisor, Wear
Technology Division of Cabot Corp.

Jack E. Kissel, Altoona Area, was promoted to EDP supervisor at Berwind
Railway.
Marilyn S. Lowell, Ann Arbor, is now
accounting supervisor with ADP Network Services in Ann Arbor.
At Ore -Ida, Leland F. Maylin, Boise,
has been appointed to general manager— financial analysis and systems, Dale
C. Scarborough became the manager —
profit planning, and Ryan P. Curtis was
appointed to general manager— financial accounting.
Gregory M. Gormican, Boston, has been
named a vice president of Harbridge
House, Inc., an international management consult ing and edu cation firm
. . . . Hartley A. Johnson has been appointed corporate controller for Reed &
Barton Corp.

At a recent Massachusetts Route 128
Chapter workshop, participants learn
how to operate the microcomputers on
dis play. Conference -goers tested
standalone systems, time - sharing
computer terminals, and color graphics
terminals.

J . Draftz has accepted a position as accounting supervisor — international operations with Maremont Corp.... William J. Welty has been promoted to
vice president and corporate controller
for Allied Van Lines.

Steven F. Arling, Lima, has been named
controller of Eagle Picher Bearings,
Custom Bronze Mfg. Division.
Timothy J. McCallion, Marion Area.
was promoted to revenue planning manager with GTE in Indianapolis, Ind.
George J. Kroger, Michiana, has been
elected senior vice president, finance, at
Appliance Buyers Credit Corp., a subsidiary of Whirlpool Corp.

Alan R. Lotspeich and David Samuels,
Chico Aream, are now in partnership in
Lotspeich, Samuels & Co.

James H. Demming, Jr., Cape Canaveral, has been appointed assistant finance
director by the city of Melbourne.

James R. Selsor, Jr., Delaware County,
has been admitted to the partnership of
Barbacane, Thornton & Co.

Myra A. Swick, Chicago, has become a
partner. of the firm of Walton, Joplin,
Lan ger & C o . . . . Mark L. Dyer has
formed his executive search firm, Dyer
Associates.... Richard A. Hauptmann
has moved to Col umb us, Oh io and
joined Beverage Management, Inc., as
corporate controller.... Eugene H. Irminger has been elected senior vice
president— finance for Centel Corp.
. . . . David E. Kropp has been elected
treasurer and director of Apollo Metals,
I n c . . . . Michael P. Malaychuk has
been promoted to director of finance at
Niedermaier Displays, Inc.... Timothy

Vincent P. Fitzgerald, Denver, has been
promoted to controller, Filtration and
Minerals Div., Manville Corp.
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Richard R. Current, Lansing- Jackson
Area, is now a partner in the Lansing office of Ernst & Whinney.

Arnett M. Maurer, Detroit, is now controller— office manager of Industrial
Electri c Co . o f Detro it. ... James D.
Krause became the new chief financial
officer at Inland- Diamond Products.
Gerald G. Lindquist, Diablo Valley, has
been named vice president and chief financial officer of Equitec Financial
Group, Inc.
Donald G. Kern, Greater Greenville past

Kern
Greater Greenville

Storr
New York

Joseph A. Makovec, Milwaukee, has
been elected vice president of Wegner,
Makovec & Associates.
Delbert W. Conrad, Mt. Rainier, has
been promoted to controller of St. Regis
Paper C o . 's d i s t ri b u t i o n yard in
Tacoma.
Hans G. Storr, New York, was elected a
member of the board o f directors of
Philip Morris Inc. He also is vice presiMANAGEMENT ACCOUNTING /JANUARY 1983

dent, finance, and chief financial office r . . . . Raul F. Calvo has been named
vice president, finance and administrati on , an d ch ief fi n an ci al o fficer o f
McAuto Systems Group, Inc., a subsidiary of McDonnell - Do uglas Co rp.
... Thomas A. Andruskevich has been
pro mo t ed t o co mp tro l l er of Ti ffan y ' s . . . . Donald B. Christensen has
been named manager of corporate acco un t in g at J. C . Pen ney. . .. J o hn J .
Collura has been promoted to senior
general accounting supervisor at the
Port Authority of NY -NJ.
Eugene A. Walker, Raleigh Area, has
joined L. H. C arri n gt o n an d D. R .
Hughes, CPAs. The partnership will be
known as Carrington, Hughes and Walk e r. . . . Robert K. Pittman was admitted to partnership, Touche Ross & Co.
Gary L. Wilson, Roanoke, was named
an executive vice president of Marriott
Corp. and will continue as chief financial officer.
"

Blanco

Washington

Aah

I

Jerome A. Bohland, Toledo, was recently elected senior vice president of Owens- Illinois, Inc.
Alfonso Blanco, Washington president,
has been promoted to vice president and
controller of the Smith- Sternau Organization, Inc., a subsidiary of Marsh &
McLennan Group Associates, Inc.
Donald W. Baker, CMA, West Georgia,
is now vice president, controller, at
Southwire. He is a national vice president of NAA.
Winifred A. Flynn, West Los Angeles,
was promoted to assistant controller at
Weyerhauser Venture Co.
Kud os
Doyle A. Williams, Member -at- Large,
USA, dean of the School of Accounting
at the University of Southern California, was named Beta Alpha Psi's national accounting educator of the year.

Author

' Review Courses
WHERE & WHEN YOU WANT THEM

SELF OR GROUP ST UDY

LIVE AND CURRENT
• Instruction by professionals
who know the CMA exam &
teach you how to pass.
• Integrated written materials
abridged for exam use.
• Updated content for each exam.
• "Hotline" question- answering
service.

SPECIALFOR
• Complete Classroom Package
• Special Session o n W r i ti n g
Techniques
• Visual Aids
Fo r F ast I nf orm atio n, C all T o ll -F re e :

1- 800 - 645 -5460

In NYS, call 516/473 -6200 COLLECT

1
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' Review Courses

Michael R. Tyran, Pomona Valley -Inland Empire, has written Product Cost

4 Ro o se ve lt Ave ., B o x E
Po rt J e f f ers o n S ta.. NY 11 7 7 6

ACCOUNTINGOPPORTUNITIES
By drawing on the talents of some excellent people, we lead the way in
the overnight movement of high priority business goods and documents.
We currently have key openings for experienced professionals to fill the
following positions:

Baker

West Georgia
Ar

John A. Mondi, Rochester, was named
vice president- controller for the Sybron
Medical Products Division.... Paul L.
Brunswick was appointed vice president
and chief financial officer at Sideband
Technology, Inc.... Michael A. Tedeschi has been named controller of operations in the U.S., Canada, South America and Asia for Taylor Instrument Co.,
a division of Sybron Corp.
John W. Losse Jr., Salt Lake Area, has
become president of Federal Resources
Corp.
John H. Brumhall, Scottsdale Area, is
now financial analyst in the high frequency and optical products division at
Motorola Semiconductor Products Sect o r . . . . Kenneth J. Gronall has been appointed department head for corporate
accounting at First Interstate Bank of
Arizona.
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DIRECTOR OF AUDITS
Organize and direct our corporate internal auditing and quality assurance programs.
You will work with senior management and the Audit Committee of our Board of
Directors to see that the company's resources are used in accordance with stated
management policy.
Strong human relations skills and 3 years of management experience are a must.
Other requirements include a BS in Accounting or Finance, a CPA and 7 years of
public accounting or auditing experience.

SR. ACCOUNTING SYSTEMS ANALYST
Act as Cost Control & Analysis' expert in all matters related to data processing.
including daily processing, systems development, hardware specification,
modificatio n and quality control.
You should have a BS in Accounting or Computer Science and 4 years of accounting
systems design experience which includes implementation, maintenance and report
writer usage. A knowledge of batch, on -line, real -time and data base systems.
combined with a CPA, MBA or CDP is preferred.
Find out more about the challenges waiting at Federal Express and about the
rewards waiting for those who can meet the challenge. Send your resume to:

FEDERAL EXPRESS CORPORATION
P.O. Box 727 - Dept 2411 ACC'MA
Memphis, TN 38194
Equal

Opportunity

Employer M %F

/
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Estimating and Pricing: A Computerized
Approach on the subject of computerized cost estimating procedures as they
apply to product pricing. It will be published by Prentice -Hall.
Dale L. Flesher, CMA, Northeast Mississippi, has written a new book, Independent Auditor's Guide to Operational
Auditing (published by John Wiley &
Sons and co- authored with Stewart
Siewert).

Emeritus Life Associates
Sam J. Beck, Jr., Des Moines.
William J. Blum, Denver.
Raymond C. Boehmke, Buffalo.
Marvin W. Borders, Jr., Birmingham
Vulcan.
W. E. Burgeson, Olean - Bradford Area.
Robert G. Busse, Northwest Suburban
Chicago.
Carl E. Clevenger, Sr., Baton Rouge.
Humphrey J. Corcoran, Boston.
Joseph J. DeRusso, Albany.
Clarence F. Dunning, Dallas past president. Stuart Cameron McLeod Society.

Robert S. Durnwald, Cleveland East
past president; past national director,
1970 -72, SCMS.
Robert E. Fish, San Diego.
Charles D. Fisher, Denver past president; SCMS,
James Fooskas, Philadelphia past president. Past national director, 1966 -68.
SCMS.
Ralph D. Fragola, Norwich past president. SCMS..
Richard D. Goehring, Albuquerque past
president.
George H. Gregory, Norwich past president. SCMS.
R. J. Harmacek, Sr., Cleveland East.
Edmund A. Harris, Stockton Area past
president.
Albert S. Haw, Baltimore.
Alvin C. Hoggle, Mobile.
Bernard J. Hope, New York.
B.F. James, Pittsburgh.
Stockton B. Jefferson, New Orleans.
Frank J. Keenan, South Jersey.
Bruce J. Kirchenbaum, Long Island Na,ssau,
Ellis A. Koepke, Milwaukee.
Harold H. Link, Albany past president.

So, you want to buy a
minicomputer?
Choosing the right computer from the bewildering array of systems now on the market
can be a frustrating experience. To many first -time users it is a venture into unknown
territory.
The Minicomputer: To Buy or Not to Buy ?, written by
Leonard Porochnia for the National Association of Accountants, will familiarize you with the steps that should be taken
when selecting a minicomputer. Finding the right software
is most important, as is knowing what precautions to take
when implementing a system. An invaluable glossary of
computer terminology is included, as well as a listing of
manufacturers.
95
Take the guesswork out of your decopy
cision making. Order your copy
includes postage and
today.
handling

$12per

122 pages

Catalog 082139

ISBN 086691 -0856

Prepaid orders only — Mail this
form and remittance to:
National Association
of Accountants
919 Third Avenue
New York, NY 10022
Att: Special Order Dept.

11 Nonmember
L Plea se send membership
information

10% discount to members

Please send The Minicomputer: To Buy or Not to Buy?
11
82134, to:

name
company
—–
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city
state
zip
Price: $12.95 (10% discount to members: $11.65)
Quantity

Lr Memoriam
C. Robert Angell, 83, San Jose; Lansing- Jackson past pres i dent , 1930.
Emeritus Life Associate.
Robert Benjamin, 54, Alameda County South, 1952. ELA.
A. S. Callis, 54, Orange County, 1963.
Frank C. Delehanty, 57, Tucson, 1967.
Michael R. Dowl, 44, St. Louis, 1971.
Don G. Fabian, 58, Atlanta North, 1947.
E. A. Freeman, 72, Cedar Rapids, 1943.
Blair J. Howell, 49, Waterbury, 1965.
Robert T. Jefferson, 70, Baltimore past
president, 1943. ELA.
Bailey U. Jones, 42, Peoria, 1976.
Thomas E. Jones, 34, Cleveland, 1973.
Gordon R. Knoblich, 70, Illowa, 1944.
A. G. Mathis, 59, Atlanta Central, 1954,
William G. McClintock, 70, Detroit
past president, 1943, SCMS, ELA.
Arthur F. Palmer, 80, Providence past
president 1943. SCMS.
Robert L. Pratt, 55, Toledo, 1978.
M.J. Root, 86, Philadelphia, 1938.
J. A. Sabatier, 61, New Orleans, 1957.
Ruby F. Taylor, 50, Spartanburg Area,
1970.
Walter G. Williams, 69, Reading, 1957.
Solon Woods, 68, Hartford, 1958.
Martin Young, 42, Daytona Beach Area,
1976.
Harold J. Zecher, 24, Alameda County South, 1980.

Z:1

address
Member "

Daniel Mahony, Member -at- Large, Republic of South Africa.
Joseph P. McClain, Western Wayne.
Edward C. McElban, Buffalo.
Alex McLuckie, Macomb County Michigan.
R. Dudley Meredith, Jr., Richmond
Lee; North Alabama past president.
SCMS.
Glen E. Morin, Minneapolis Viking.
Robert J. Nicklet, Cincinnati.
George B. Owenes, Canton past president. Past national director, 1968 -70.
SCMS.
Frank Pantaleo, Rockford past president. SCMS.
N.I. Peterson, Member -at- Large, USA.
Floyd C. Pilloud, Phoenix.
John M. Pritchard, Rochester past
president.
Joseph H. Raslaysky, Bridgeport past
president. SCMS.
Harry J. Scales, Trenton past president.

Amount enclosed $
MA I. 8a
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Now...maintain your fixed
assets files, do financial planning
and sophisticated word processing... right in
your office on one compact system!

At last, a complete desk -top system...
comparable to those costing many
times more... designed to simplify the
monumental task of keeping track of all
your depreciable and non -depreciable assets
(including leased items) from acquisition to disposal. Every asset in
your plant, office or fleet is catalogued so you know where it is,
who's responsible for it and what it's worth ... to the IRS, to you, and
to your insurer.
CADO's Fixed Assets Accounting System recognizes both a tax
and a financial accounting year, so you can maintain separate
ledgers and accounting period calendars for each. When selected,
any asset can be switched automatically to straight -line depreciation
at the optimum point in the asset's life!
And CADO takes advantage of the latest tax legislation to give you
the most options in assigning depreciation methods: sum- of -theyears' digits; 125 %. 150 %, and 200% declining balance; unit -ofproduction; straight -line; standard A.C.R.S. method; and the optional
straight -line A.C.R.S. method.
And each year under our software maintenance policy you can
automatically receive modifications reflecting the latest tax law
changes.
But that's not all. This system offers BusiPlanTM, a financial
planner that uses entries from your General Ledger to create
realistic, practical business forecasts. It also includes automatic
transfer of calculated budgets to show on your financial statements,
automatic loan analysis, buy -vs. -lease analysis for capital
expenditures, graphics, and much more.
And maximize the benefits of your new Fixed Assets Accounting
System with CADO's WordBaseTm — a remarkable new system that
combines powerful data capture techniques and output control with
complete word processing capabilities. WordBase does all your word
processing, lets you generate custom reports, prepare forms, create

unique data bases ... and more._without hiring an expensive
programmer!
Best of all, you can't beat the price. Our competitors sell
comparable software systems for $25,000 to $50,000. CADO's
complete system including hardware costs only a fraction of those
figures.
Let CADO relieve you of all the tedious calculations involved in
depreciation and asset management. The result... you will stay in
control and get to keep more of what's yours.

2055 W 190th Str eet, PO Box 3759
Torrance, CA 90510
Telephone (213) 320 -9660. Telex 65 -3593

'

1 want to stay in control. Please send me more information on CADO's Fixed
Assets Accounting and WordBase System... today!

t

Name
Title
Company
Address
City, State, Zip
Phone (
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Madeline Krakowsky, Editor

pr

New Products /Services

80

Ol ymp i a US A h as i n t ro d u ced the
EC8000 print /display electronic calculator. Individual, sealed key switches, a
light touch, a color -coded keyboard,
and a quiet, reliable print system distinguish the new Olympia EC line. Special
features include a 12- digit, two -color
display, direct access four -key memory,
an accumulator, and a print speed of
three lines per second. Other features
include a backspace correction capability, statistical spacing and punctuation, a
three - position rounding selector, add-

From Sunwest Software Co. comes a
new micro - computer program called
CON -CALC. Ideal for consolidating
departmental budgets into company
budgets, and oil and gas property reserve reports into field, divisional and
co mp an y rep orts , CON -CALC was
originally developed to assist in the administration and reporting of company
benefit plans. Capabilities include subtotaling, title replacement, recalculation
and internal (present value) rate of ret u rn c al cu l a t i o n s . Ph o n e St ewart
Fleisher, (303) 777 -9400.
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The new CS -1302 desktop calculator
from Sharp Electronics Corp. has been
designed for ease ofoperation. With the
touch of a finger, the display panel can
tilt to any of six different positions for
con veni ent viewi ng or t o eli mi nate
glare. The most frequently used keys are
larger and specially contoured to fit the
Fingers for faster keying and fewer errors. Available calculations include four
arithmetic calculations, constant (K),
power, reciprocal, chain calculations,
add -on /discount, percent, mark -up, averaging and memory. Contact Sharp
Electronics Corp., 10 Sharp Plaza, P.O.
Box 588, Paramus, NJ 07652.

For the first time a new series of software programs makes it possible for two
or more p eople to work on the same
part of an acco unti ng sys tem at the
same ti me. Develo ped b y American
Business Systems Inc., BACS (Basic
Accounting Control Systems) can enhance data entry and reporting capabilities for companies requiring multiple
access to their data. In addition, the system can provide small and medium sized businesses with mainframe capability on th ei r mi cr o c o mp u t e rs .
Designed for businesses with sales between $1 million and $100 million, the
package handles all accounting functions and can run on most computers.
The multi -user feature not only saves
accounting time, but adds another measure of control. Phone Betty Baker,
(617) 692 -2600.

From Simple Soft, Inc. comes the QuikCalc Real Estate Investor, a financial
analysis software package that evaluates
any type of real estate, from large, income- producing properties to individual
residencies. Computations that previously took hours are now available in
minutes. An assumption is entered into
the computer and information such as
depreciation, loan amortization, taxable
income, cash flow, tax benefits and internal rate of return is provided. The
program allows the user to change the
assumptions and receive recalculated
output in minutes. Phone Pat Anthony,
(312) 364 -0752.

.

Dow Jones & Co., Inc. has entered software publishing with the introduction
of four software packages designed to
meet the business and investment needs
of personal computer users. The Market
Analyzer automatically collects, stores
and u pdat es s tock mark et d ata. The
Connector provides users with easy acces s t o t he informat ion in th e Dow
Jones News /Retrieval data bases. The
Market Microscope ranks companies
and industries by 68 financial indicators, and the Market Manager automatically updates and monitors investment
portfolios. Designed initially to work
with Apple II and III computers, software will be available for use with other
major personal computers. Phone Tim
Turner, (609) 452 -2000.

mode, and a non - add /date key. Phone
Jon Chisholm, (201) 722 -7000.

&

Dow Jones Market Analyzer.

Miningham & Oellerich, Inc. has unveiled "the softest software," a financial
in fo rmati o n sys tem mo re formal l y
known as FINAL IV. It is called "the
softest" because it provides complete,
timely, accurate and secure information
on demand —in any customized format.
It performs all the functions of the accounting cycle and then creates versatile
management reports, without the help
of a specialized computer programmer.
Features include on -line, integrated
general ledger /database, an adjustable
report- writing system (electronic worksheet), flexible account numbering, and
immediate compatibility with the user's
present computer. Phone William B.
Brady, (212) 349 -4410.
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Computer securit y
is a
terminal problem.
All the locks, checkpoints and guards
in the world can't protect your computer
system at its most vulnerable point,
your terminals. Anybody who sits
down at a keyboard can strike right
at the heart of your system. That's why
you need GUARDIAN.
GUARDIAN is the flexible CICS
security software specially designed
to protect the on -line portion of your
computer system. It limits access,
monitors and records all on -line
activities, and provides reports in plain
English. GUARDIAN makes it easy
to safeguard your terminals, files, data
bases, transactions, programs and individual users.
Start defending your most vulnerable area. Call today toll -free
800 -526 -0272 for more information about GUARDIAN.

GU A R D I A N
from

oN UNE
SOFTWARE
INTERNATIONAI

Fort Lee Executive

Park,
Two Executive Drive,
Fort Lee, NJ 07024
(201) 59240009

Toll Free (800) 526 -0272

How to f ire
someone you axe.
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
Halfs 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

belo )
Meanwhile, here are a few
hints from the booklet.
Don't drag it OUL
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

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

T h e Wialist for 34 years.
Robert Half pioneered the concept of specialized recruiting. Because a specialist does a better job.
His annual survey booklet has
become the standard guide of gov-

ernment 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 send me your booklet How To Hire Smart
(Mail this coupon to Robert Half International, Inc,
P.O. Box4157,Newyork, NY 10163.)
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