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Financial Reporting System is hard at work at more than
4,000 sites worldwide —in some of the world's largest, most
diverse, and best - managed corporations. That's more than
any other competitive product. Firms like E.I. DuPont, R.J.
Reynolds, Miller Brewing Company and hundreds of other
Fortune 500 companies have selected our General Ledger
over the competition. That's why it's the industry standard, a
state -of- the -art product continually improved to stay at the
leading edge of software technology and give you more
"account - ability" than any other financial software package.
No other General Ledger provides as much easy- to-use
reporting power and on -line access to information. On -tine
review of account activity and balances gives you better control of budgets, minimizes the need for paper reports, and
frees your accountants for more financial analysis. Labor saving on -line standard journal entries are convenient to use,
reduce posting errors, and facilitate fast, easy checking. A
powerful interactive editing capability helps you identify and
correct errors before information is updated- Our General
Ledger gives users immediate access to current, accurate
information by simi
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nstalled quickly. Many users report that
they are closing their books faster, producing reports in hours
instead of days, and generating more relevant information for
better business decisions.
Because no business operates solely from a General
Ledger, our system interfaces with our top - quality Accounts
Payable, Accounts Receivable, Fixed Asset and Payroll/
Personnel packages to form a comprehensive and powerful
financial information system.
Software International has been installing and supporting high - quality, problem - solving financial application packages for almost two decades. That's why THE SOFTWARE
gives you something extra: confidence. Confidence in complete, thorough training and documentation. Confidence in
our commitment to product enhancement and stringent quality control. And confidence in our customer support. As a
subsidiary of General Electric Information Services Company, we are part of a worldwide family of more than 5,000
computer and business professionals.
Find out why our General Ledger is the one you should
measure the others against. Ask a user. Or call us for more
IE is the

Atlanta (404) 955 -3705 Boston (8.7) 885 -1400 Crrcago (312) 773 -8M8 Columbus, OH (614) T73.2157 Dallas (214) 960 -0220 Denver (303) 696.8591 Houston (713) 444.3348
Los Angeles (213) 573-0402 New VDN (9141 25&8050 San Mateo (415) 574.5800 Wilmington. DL ( 2) 47 &8960 Mantfeat (514) 886.5728 Toronto (416) 924 -1461 Vancouver (604) 664.6122
Australia. Columbia. France, Guam. Israel. Italy. Malaysia. Mexico. Netherlands. Saudi Aribia, Scandinavia, South Africa, Umteo Kingdom, West Garmany

THE
Commercial Finance Company
for

ACCOUNTANTS
We can help correct your
clients' cash flow, business
refinancing, debt
consolidation, and need for
immediate cash.
We're the cash support
specialists for people with
pressing business needs. Your
clients' specialized requirement
call for our individualized
solutions, with secured lendinc

programs to help with accounts
receivable financing, inventory
and equipment loans, mergers
and acquisitions, and complete
refinancing plans.
For help with your clients' cash
flow problems, you've got NAC.
ast year, we provided 4 billion
dollars for business and
industry's cash requirements.
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National Acceptance Company of America
Bankers Bldg., 105 West Adams St., Chicago, Illinois 60603
(312) 621 -7500
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SERVICE

REGIONAL OFFICES: Chicago / Atlanta / Baltimore / Denver / Los Angeles / Overland Park (Kansas) / Phoenix / Salt Lake City
St. Louis / San Francisco / San Jose / Santa Ana / Seattle / Southfield (Detroit) / Tampa / Westlake (Cleveland)
Accounts Receivable • Inventory Loans • Equipment Loans • Equipment Leasing and Financing
Sale -Lease Back • Re-Financing • Money for Mergers and Acquisitions
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L. Edmund Rast: a Management Accountant Who Dialed the Right
Numbers
18
By Robert L. Shultis and Kathy Williams
Company presidents who arrive at the top via the accounting ranks are still rare. L. Edmund Rast is the first operating company president in the Bell System to succeed this way.
He looks back over his career, tells what it was like for management accountants in the
1930s and '40s, and offers some career suggestions for young accountants.

Small
Business
Strategies

Streamlining Small Business Performance Reporting

25

By Woody M. Liao
Small businesses require concise, relevant, and timely performance reporting information.
This sample system shows how to fine tune reports for maximum results.

How We Lowered Our Audit Fees

30

By Larry R. Martin
What would you do if your company was a $35 million, independently owned firm with
external audit fees rising through the roof? Should you discontinue your long -time relationship with your Big 8 firm or find some alternative to lower your audit fees?

Decision Support Systems Are for Small Businesses

34

By John S. Chandler, Thomas Trone, and Michael Weiland
Appropriate design features, coupled with the falling cost of computer systems, have made
a decision support system a cost - effective alternative for a small business. But the small
business manager must know what he wants from the system.

A CPA Puts on the Controller's Hat

40

By A. T. Van Etten, 11
When a CPA becomes controller of a small business, more changes than just his title. This
controller had to master the intricacies of corporate insurance, financial planning, data
processing, and employee benefits, among other responsibilities. But his experience in
analysis and decision making helped make the transition a profitable one for the company.

Cable TV: Clearing Up the Financial Picture

43

By Orville R. Keister
From the outset, cable TV companies have faced complicated accounting problems
unique to their industry. Now that FAS 51 has clarified how it should be done, these guidelines can help get the bottom line in focus.

How I Started My Own Accounting Business

48

By Jack V. Fox
Those hardy entrepreneurs who leap out into the unknown to start their own businesses
are a breed apart. This NAA member had the skills, pluck, and luck to make his venture
into capitalism a success. He offers guidelines for those attempting similar leaps.

Don't Ignore Manufacturers' Duty Drawback

53

By James R. Eggert
Even though more and more small businesses are turning to international markets for import and export of goods and products, many are hesitant to take advantage of duty drawback because of heavy federal regulation requirements. Electronic Molding's controller
describes how his company adapted existing systems to track resources.
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Annual
Conference

Houston '83 Features `Lessons of Chrysler'

58

By Robert F. Randall and Kathy Williams
Chrysler's financial vice president is one of the scheduled speakers at the Annual Conference in Houston, June 19 -22.
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Corporate Taxes for multinational firms can be difficult to compute in the preparation
of consolidated returns. The May issue describes how one company coordinates the tax
affairs of its foreign subsidiaries. Two other "theme" articles in this issue analyze the difficulties of allocating tax liabilities in consolidated returns and offer tips for improving the efficiency of corporate tax departments. Look for a feature, too, on how microcomputers can
help smaller businesses. In June, we delve into the role of the management accountant in
improving productivity. Cost improvement opportunities will be highlighted in July.
—

Future
Issues
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The Committee on Planning is proposing new standards for the admission of new NAA
members. Readers are urged to read the draft and make their opinions known.

Cover: Design and photo by Stephen McCrea
Views expressed herein are authors' and do not represent Association policy unless so stated. Quantity reprints of any articles in MANAGEMENT AccouwTiNG or back issues (subject to availability) may be
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base fee of $1.00 per copy, plus 100 per page, is paid directly to CCC, 21 Congress St., Salem, Mass,
01970. 0025 - 1690/83 $1.00 + 100
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PERSPECTIVES

Planning for NAA's Future Direction
NAA's national committees are constantly reviewing the Association's activities and policies to ensure our organization stays current. On page 64 of this issue, the Committee on Planning presents
an exposure draft for proposed new
member admission standards,
These proposals have gone through
many revisions based upon comments
of chapter presidents, council principals,
members of the national committees,
national directors, vice presidents, and
past national presidents. With a membership the size of the Association's,
there is no answer that will suit everyone, but we believe with your individual
input and comment, the National Board
will be able to achieve the best answer
for the Association.
Leadership has two aspects. A good leader listens carefully to all
the people he represents, but he also keeps in mind the direction
that his organization should be taking. I believe the National Board
will decide in the best interest of the organization. I urge you to read
these proposals carefully and express your opinions to your national
director, vice president, or Robert R. Meyer, chairman of the Committee on Planning.
A number of people have commented to me about NAA dues. In
light of the depressed economic conditions, I can sympathize with
members' concerns. At the same time, I have pointed out that our
current dues level is below that of our sister organizations including
the Institute of Internal Auditors ($100), the AICPA ($75, not including state society dues), and the FEI ($180). 1 also point out that over
the past ten years, inflation as measured by the CPI has been
128 %, while NAA dues have increased by less than half of that
amount.
In any personal cost - benefit analysis, ( urge you to consider carefully all the benefits of NAA membership, including the NAA research publications —some of them free to members —this monthly
magazine, chapter meetings, opportunities to contact many people
in the profession and to hone your leadership skills, and the group
life and health insurance opportunities, among many others.
Speaking for myself, I have benefitted many times over from my
membership. As we continue to improve the quality of our programs, the value of a NAA membership will continue to increase —
and outpace the inflation rate.

LOUIS VLASHO
President, 1982 -83
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V�aysMSAsofiwaremakes
tough business decisions easier
And automated system features

work to improve cash flow with stringent payment controls and advanced
collection techniques.
4. Build your
own financial models
The MSA Forecasting & Modeling
System uses advanced modeling techniques to give a clear, accurate picture

of your available budgeting options.
And the resulting consequences.

8. Instant currency
information
If you're doing business in foreign countries, currency fluctuations can be an
uncontrollable�—and�often�unpredictable
—fact of life.
The MSA Currency Management
System keeps track of all foreign currencies that affect your cash flow, and
helps you monitor your currency
exposure.

So when foreign business condiYou can build financial models
tions
change, you can react quickly.
using simple, English -like commands.
The software understands the account9 Putting
ing and financial terms you're comfortmicrocomputers
to work
able with. So you don't have to know
programming or data processing jargon. Executives are discovering microcom-

At MSA, we give managers the tools
to back up tough decisions with precise,
relevant information.
MSA offers an integrated line of
software systems that work togetherto
draw out the bottom -line answers you
need. Read how.

I.The right
information fast

5. Risk -free
decision planning
Building a model is easy. To begin, you
simply fill in blanks on a terminal screen
with budgeting items and figures you
wish to consider.
You can vary any or all values in
your model to ask "What iP" questions.
Youcanpretestalternatives—free of

All MSA software systems are available risk — before making decisions.
in an online mode. This can be an im6.Concise
portant advantage when fast - breaking
financial
reports
developments occur.
The Custom Reporting function of
2. Systems
the MSA General Ledger System gives
that work together
accounting personnel complete control

Your company's computers store stag-

gering amounts of raw data.
To get meaningful answers out of
that sea of information, data must flow
smoothly from each system to wherever
it's needed for a calculation or report.
MSA is the only software supplier
able to offer a complete line of integrated
business applications.
This dramatically reduces time consuming manual data entry opera-

tions. And eliminates redundant data
storage.

3. Accurate cash
flow information
MSA offers a complete line of cash
management systems that integrate

your accounts receivable, accounts
payable, inventory and purchasing
functions. Cash flow data can be
consolidated automatically for online
reporting.

of financial reporting functions. They
can quickly design, build, and produce
reports independent of the data processing department.
This saves time, and helps ease the
data processing workload.
You get management information
that's relevant to your specific
requirements.

7. Color Graphics shows
you the big picture
MSA Color Graphics can turn your
computer terminal into an electronic
art department.
MSA Color Graphics gives you a
clear picture of the information stored
in your MSA financial systems. Easy to- understand charts, diagrams, graphs,
and histograms are available with up to
64 shades and colors.
You also get a dramatic visual aid
for meetings and presentations.

puters. And through our Peachtree
SoftwareTM' division, MSA provides the
microcomputer software that can put
them to work for you.
10.You get more
than just software
You also get the software companyAnd
that includes a team of software experts
who can show you how to get the most
from your software.
Most important, we provide the

total software support it takes to keep your
software up -to -date.

ll.We make
great software better
This year alone, MSA is spending more
than $20 million for on -going development and improvements to our systems.
And as part of our customer support
program, we regularly provide updates
and enhancements for your system.

Write or call
for free literature
MSA has published a detailed guide to
all our software products and services.
For your free copy, please call
Robert Carpenter at (404) 239 -2000.
Or write Management Science
America, Inc., 3445 Peachtree Road,
N.E., Atlanta, Georgia 30326.

r

The Software Company

within its borders. Witness Japan which the
speaker felt would continue its dominance of
much of the economic world over the next two
decades as it has during the latter part of the
postwar era. In addition, there are those Sinitic
cultures (South Korea, Taiwan, Singapore, etc.)
Robert L. Shultis
that are following in the footsteps of Japan,
where growth has resulted from combining
western technology with intense motivation and
discipline at work which is so characteristic of
oriental cultures.
Other candidates for winners by the year
2000? Well, to use Dr. Hawrylyshyn's phrase,
View from the 106th Floor
the United States has a "fighting chance" to reRecently, Russ Palmer, managing director and turn to the winner's circle. Our assets are
chief executive officer of Touche Ross Interna- many — natural resources, immensely productional, hosted a luncheon at Windows on the tive agriculture and a strong position — still —in
World, atop the World Trade Center in down- a number of advanced technologies. However,
town Manhattan. Attending was a diversified our expectations will have to change (never
group of about 40 leaders of the business com- again will we be the sole dominant force in the
munity, lawyers, an occasional accountant, and economic world), various groups within our
some association and foundation executives. structure will have to be more cooperative and
The setting, with its magnificent view of New less competitive (labor and management), and
York harbor, was particularly appropriate, espe- we will have to learn from others as well as
cially when one considers the special guest teach them.
speaker, Dr. Bohdan Hawrylyshyn and his topHe held out somewhat lesser hope for most of
ic, "The Year 2000— W inners and Losers Western Europe, except for Switzerland, which
meets most of his criteria. Of particular interest
Among Nations."
Since it was an important address, of signifi- was his comment on West Germany which is
cance to all of us, let me share with you a few faced with one of our major problems —an aging
of his thoughts. Dr. Hawrylyshyn is an econo- population, a relatively small work force, and a
mist, director of the International Management social security system which is paying benefits
Institute of Geneva, and has specialized in the out at a faster rate than payments are coming in.
study of what makes nations rise and fall ecoOne point which the speaker stressed on
nomically and politically. Dr, Hawrylyshyn sees several occasions — including during the questhree important factors —of which national re- tion- and - answer period that followed —the
sources are not one —as being the key to a spaceship Earth, if you will, is condemned to be
country's economic growth. They are:
economically interdependent. Continued and
increased protectionism, not only within the
1. A value system based on a cooperative, United States but elsewhere as well, will preciprather than a competitive attitude.
itate a devastating worldwide recession, in Dr.
2. A governmental system which shares power Hawrylyshyn's view,
between the various political groups, where
What, then, does all of this have to do with
the zigs and zags bet ween c omp eting management accounting? Not much, directly, of
groups who alternate holding the reins of course. However, I did appreciate the invitation
government are minimized and where there from Russ Palmer and Touche Ross to join the
is a degree of continuity of public policy.
group. Also, this space has more than once ad3. An economic model essentially based on a vocated that management accountants show a
free enterprise system but with the govern- greater awareness of the economic facts of life,
ment stepping in to assist where needed. A as opposed to concentrating solely on accountkey, to Dr. Hawrylyshyn's thinking, is the role ing rules, so that they can make greater contriwhich the government plays. Does it "breed butions to their organizations. Lastly, although
race horses instead of feeding lame ducks" we are all inclined to be somewhat provincial at
as happened in the United Kingdom in the times, we do live in one world; we, the NAA, are
early postwar years?
part of a worldwide accounting community; and
we most assuredly can learn from, as well as
In other words, economic growth depends as teach, the rest of the world. Our future activities
much on a country's philosophy as it does on on the international scene should be guided by
0
the economic resources which it may have this basic philosophy.

Opinion
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Ifyoustickwithtimesharingafter
readingthis ad,you havent

readhi(,ad.
Typically, financial planning
on a timesharing service runs $2,000
a month and more. Month after
month after month.
And it doesn't take a spreadsheet to figure that as a $24,000 a- year - after -year expense.
"what if" alternatives. Analyze new business
ventures and mergers. Plan real estate acquisition
The Financial PlannerTm from Ashton -Tate
and development. And fine tune operations until
you reach the financial objectives you've set.
can stop this cash drain once and for all.
You pay $700 — one time — for the Planner.
It's one of the most comprehensive business
And handle your financial planning quickly, easily tools available on any computer. All for a fraction of what you've been spending on timesharing
and completely on your microcomputer.
Without having to share your time or your
services to do the same things.
money with anyone.

The incredibly cheap alternative.

A forecaster's dream come true.
The Financial Planner has enough depth to
solve the most complex business problems you can
foresee, yet can be used almost intuitively.
The Planner automatically performs calculations on individual items, rows, columns and entire
models. Understands conditional logic. Solves
simultaneous equations. Computes Present Value
and Internal Rate of Return. Reads and writes
dBASE IIlm files. And much, much more.
But you use abbreviated names, not mysterious formulas. And you communicate with the
computer in the English -like vocabulary of FPLTm
(Financial Planning Language), so you can easily
set up your budgeting and evaluation models.
Editing and report - writing are an integral part
of the package, and you can preview results on
the screen, then produce presentation - quality
financial reports directly.
And when you have your models and reports
just right, you can automate them so even your
President can run them.
With the Planner, you produce P & L forecasts
and financial consolidations in minutes. Explore

For the ardent skeptics.

It may sound too good to be true, but you
can check out the Financial Planner with no
financial risk.
Run through a hands -on demo at your nearest
computer or software store. Then take a package
home and use it for 30 days on your IBM PC or
CP /M microcomputer. If it's not everything we
said it was, just return it and you'll get your
money back.
For the name of your nearest dealer, contact
Ashton -Tate at 10150 West Jefferson
Boulevard, Culver City, CA
90230. or better yet, call (213)
204 -5570 today.
Time's a- wasting.

The
Financial
Planner
M

ASHTON •TATS■
CT' /M is a trademark of Digital Research
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Management
Accounting
Practices
Louis Bisgay, Editor

MAP Comments on Timely Guidance
In responding to the Invitation to Comment,
"Timely Guidance on Emerging Issues and Implementation of FASB Standards" (MAP, Feb.
1983), NAA's Management Accounting Practices Committee said that the FASB is providing
too much official accounting guidance. The
Committee's remarks were addressed to a task
force established by the Standards Board to
solicit input from the Board's constituency and
to submit recommendations to the Board.
The MAP Committee expressed its belief that
existing generally accepted accounting principles are adequate to deal with most emerging
issues, and that a completed conceptual framework for financial accounting and reporting
would aid in the interpretive proce ss. In the
Committee's view, the FASB should be concentrating its limited resources on the conceptual framework project and on pervasive accoun tin g issu es rat her than d iverting its
energies by issuing statements on narrow topics. The MAP Committee feels that if narrow issues need to be addressed, they might well be
addressed by FASB staff through the medium
of technical bulletins.
The Invitation to Comment asked whether, if
additional accounting guidance or more timely
guidance is needed, the Board should rely on
another organization to develop such guidance
in certain circumstances. The MAP Committee
replied that any guidance emanating from an
organization other than the FASB should be unofficial and nonbinding. Organizations now exist to which the Board might turn for assistance —the MAP Committee, the Accounting
Standards Executive Committee of the American Institute of CPAs, and the Committee on
Corporate Reporting of the Financial Executives Institute, to cite several. When appropriate, issues could be submitted to one or more

of such groups, which then would work toward
developing the needed guidance under close
oversight by the FASB. Draft position statements could be reviewed by FASB members to
ensure compliance with GAAP and issued if not
vetoed by a Board majority. The MAP Committee stressed, however, that such issuances
should not be considered binding pronouncements, but rather statements of guidance.
In addition to commenting on major questions, the Committee's response included comments on 14 specific questions raised by the
task force. The complete text of the comment
letter (or any other) may be obtained from Ms.
Lorie Klein at the NAA national office.

. . . And on Governmental Pension
Accounting
The MAP Committee also commented on the
proposed Statement by the National Council on
Governmental Accounting (NCGA), "Pension
Accounting and Financial Reporting: Public
Employee Retirement Systems and State and
Local Government Employer Entities."
As a bit of background, the FASB in FAS 35
established standards of accounting and reporting for defined benefit pension plans. Because of questions raised by public agencies
about the propriety of the Board's jurisdiction
over governmental entities, the Board issued
FAS 59, which deferred applicability of FAS 35
to state and local governments to periods beyond June 15, 1982. The NCGA similarly deferred imp lementation of its Interpretation 4,
which addressed many of the same issues.
Because the recently created Governmental
Accounting Standards Board (GASB) is presently being organized, the MAP Committee responded to the NCGA's newly- issued proposed
statement (which would supersede Intrepretation 4) by suggesting that the NCGA defer (1)
taking action on the Statement or (2) implementing Interpretation 4. The MAP Committee
pointed out that the GASB, when operative, will
be cooperating closely with the FASB, thereby
fostering the likelihood of achieving reasonably
uniform financial reporting as to pensions and
other postemployment benefits throughout
both the private and public sectors. The MAP
Committee also petitioned the FASB to defer to
the GASB by amending FAS 59 so that Statement 35 continues to be inapplicable to governmental entities.
SEC Issues T wo Proposals
The Securities & Exchange Commission issued
► ►61
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The door to
success.
Peat Marwick offers
a comprehensive
program of courses
specifically designed
to hone, update and
advance your internal
auditing skills.
At Peat Marwick, we offer many
professional development courses
specificallydesigned 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
companies, banks, insurance
companies, and government —in
both manual and EDP environments. Other courses focus on
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
specially tailored to meet their
particular needs.
For additional information
about our internal auditing curriculum and other Peat Marwick
seminars, use the coupon below
or call Patricia Neil at
(212) 872 -6666.
Please send me your new 1983
complimentary brochure.
Name
Tate
Company
Address

State

Zip

Mall to: Patricia Neil, Executive Education Center, feat, Marwick, Mitchell & Co.,
810 Seventh Avenue, New York, NY 10019.

PEAT
MARWICK
MA-4

Executive Education

Management
Information
Systems
James A. Hall, Editor

Developing a Disaster Recovery Plan
Organizations with substantial data processing
functions are particularly vulnerable to disasters caused by fire, sabotage, power failures,
and other disasters. To these organizations,
the consequences of the sudden loss of their
data processing capability go far beyond their
investment in data processing facilities; they
als o m ay los e t heir ability to continue in
business.
Surviving an otherwise fatal data processing
disaster requires the thoughtful development,
testing, and implementation of a disaster recovery plan (DRP). Let's look at two important aspects of developing a potentially successful
DRP: determining the scope of the plan, and
itemizing the minimum features of the plan.
The DRP should not be viewed as a means
of achieving total recovery from a data processing disaster. Rather, the plan should focus
on providing for the short-term data processing
needs of the organization. The potential for irrecoverable loss is greatest during the first 10
days after a disaster. Accordingly, the scope of
the DRP must be limited to those data processing applications that are essential and can be
restored within this critical time frame.
For most organizations, short -term survival
requires maintaining cash inflows sufficient to
satisfy short-term obligations. Data processing
applications that support those operational
subfunctions which contribute directly to cash
inflows are the essential applications. Obviously, in the long term, all of the organization's applications must be restored. However, to include nonessential applications in the DRP
diverts physical and human resources from the
immediate and preeminent objective of shortrun survival.
Clearly, the DRP scope decision is critical to
the success of the DRP. It should be viewed as
10

a strategic business decision on which, someday, the survival of the organization may depend. That decision (guided by recommendations from relevant user management, corporate auditors, external auditors and data
processing personnel) should be made by top
management. Too often, however, the scope
decision is incorrectly viewed as strictly a data
processing decision, and is relegated to the
purview of the data processing manager. It
could be a costly error for top management to
delegate this task on the false assumption
that data processing professionals alone posses s all t h e k n owled g e relevan t t o t h is
determination.
Itemizing Procedures
The DRP is a comprehensive statement of
procedures to be followed before, during, and
after a disaster that will ensure the continuity of
the organization's essential operational subsystems. The details of DRPs may vary considerably from firm to firm and over time within the
same firm as its data processing needs evolve.
On the other hand, sound DRPs do exhibit
common features. As a minimum, DRPs should
itemize procedures to accomplish the following
tasks:
1. Obtain second site data processing facilities,
2. Provide back -up for essential resources,
3. Establish a DRP team, and
4. Test the DRP.
Following a disaster, the organization must
gain access to alternative data processing facilities. The DRP should identify a second-site-facility and the terms of its availability to the
organization.
The uniqueness of the organization's data
processing requirements and the degree of
need for immediate recovery are determinants
in second -site acquisition decisions. Some of
the options open to management are:
Option 1.
The organization may enter into a mutual
agreement with another organization to provide
back -up facilities. This is a risky option. There is
a great deal at stake and plans of this sort often work better in theory than in practice.
Option Z.
Many firms invest in empty shell facilities,
which, in the event of a disaster, can be occupied and made ready to receive data processing equipment. Under this option, the firm is dependent upon the equipment supplier. It is not
inconceivable that several days may pass be0-10- 61
MANAGEMENT ACCOUNTING /APRIL 1983

When you're up against an outdated,
financial software dinosaur, month -end
is a no -win situation.
Trial balances involve too much trial
and too little balance. Closings lag
three or four weeks behind month -end.
Even worse, managers are forced
back in time, basing decisions on
month -old data.
MONTH -END NEED NOT BE A
CRISIS AT HIGH NOON
Walker's Integrated, Interactive Financial
Systems (II /FS) give you all the ammunition you
need to maintain ongoing control over your business,
eliminating month -end showdowns.
II /FS lets you replace "seat of the pants" management,
which used fossilized financial records or guesswork,
with sophisticated management, using real time
information. The II /FS Closing Management Facility
accelerates closings from weeks, to days, following
period -end. All in a system designed for your
mainframe, but as adaptable and responsive
as a personal computer.
II/FS . . . YOUR
SURE -FIRE SOLUTION
FOR MANAGEABLE

MONTH -ENDS

Free Seminars Coming Soon! Call Barbara Bond at (415) 495 -8811.

WALKER

WALKER INTERACTIVE PRODUCTS, 100 MISSION STREET, SAN FRANCISCO, CALIFORNIA 94105

(415) 495 -8811

Data Sheet
Robert F. Randall, Editor

switching from their balances basis to fees to
compensate their banks, according to a survey
of nearly 2,000 of the largest companies.
Greenwich (Conn.) Research Associates says
that 34% have now made this change. Companies paying cash fees for noncredit services increased more than 11 % over 1981 for a total of
1,150 companies.

A Standard for Predatory Pricing?

There has been an accelerated growth in performance- related plans offered by companies,
according to a survey of the 1,000 largest industrials in the country. In 1982, 231 companies offered such plans compared with 186 in
1981, up 24 %. Such plans include performance
shares, where stock is awarded in return for
meeting specific long -term performance targets, and performance units, where monetary
rewards are made for meeting objectives. The
financial measure selected most often was
earnings per share, with return on equity a distant second. The survey was compiled by Peat,
Marwick, Mitchell & Co.

FAF Honors Corporate Reporting
The Financial Analysts Federation (FAF), which
recently honored 27 companies in 17 industries
for excellence in corporate reporting, points to
four key elements in a successful program:
• Clear presentation of data going beyond minimums prescribed and helping to place company operations in perspective;
• Written commentary explaining why important developments took place and providing
a judicious insight into the future;
• Timely, consistent and responsive investor
relations programs genuinely seeking to inform in an unbiased way;
• Ability to articulate and communicate business philosophies and principal strategies of
management and ways managements are
organized to carry them out.
Shortcomings in financial reporting, according
to the financial analysts, are inconsistent, jumbled, or meaningless segment information; inadequate quarterly reports; and lack of supplementary data to expand and support basic
information contained in financial statements.

Banks Offer Price Alternatives
An increasing number of organizations are
12

Government Tightens Control Systems
Sound, businesslike management is being
pushed in federal government agencies as a
result of passage of the Federal Managers' Financial Integrity Act. Under new guidelines issued by the Office of Management and Budget,
agencies
have to ensure that internal control systems are established consistent with the
Comptroller General's standards; assess the
vulnerability of their agencies to waste, fraud
and abuse; and make periodic reviews to see if
internal controls are working. As an example of
weak internal controls, OMB pointed to the
case where housing authorities drew federal
funds long before needed, resulting in unnecessary interest costs to Treasury of $40 million.
will

More Firms Offer
Performance-Related Plans

There still is no specific way to determine what
constitutes predatory pricing, laments John
Dearden in the January issue of Financial Executive, partly because economists working on
the problem do not understand cost behavior.
"Years ago, perhaps, economists had a more
correct view of cost behavior than the cost accountant. I believe this is no longer true. Cost
accounting practices have changed radically in
recent years while, as far as I can determine,
the economists' approach to cost behavior in
large, complex firms has not changed since I
was a graduate student in economics more
than 30 years ago." Author Dearden is a professor of business administration at Harvard
University,

Business /Accounting Briefs
Deloitte Haskins & Sells has acquired Results
International, Atlanta, Ga., as a first step toward expanding its consulting services to financial institutions. The firm specializes in delivering profit and productivity improvement-oriented consulting services and products to
financial institutions.... Coopers & Lybrand is
making available its independent evaluation of
commercially- offered computer software. The
firm noted, however, it could not endorse the
software products it evaluated.
MANAGEMENT ACCOUNTING /APRIL 19153
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WhyAccountemps
specialized personnel
outperform
other temporaries.

A

accounremps,

ccountemps temporary employees go right
to work on your assignment because they are experienced
professionals. In fact, you'll find them slightly over - qualified to
do the job better and faster So there's no time - consuming
orientation. No teaching. No excuses. Just the most efficient
solution to your temporary accounting, bookkeeping and data
processing problems. For a day, a week, a month or longer No
matter how many pros you need — whenever you need them —
wherever you need them —in the United States, Canada and
Great Britain — they'll work right in.

Rent an Experts.
t 1981 R<8xrt Hall In2'antiUnai, Inc. All offices indc7xndenl uancd and t W aicd

Taxes
Israel Blumenfrucht and
Jerold M. Weiss, Editors

Tax Effects of Employee Benefits
on Employers and Employees
When providing employees with certain benefits, careful consideration of the tax deductibility
of the benefits by the employer and the tax effects of the benefits to the employee is essential. The following is a discussion of two cases
recently decided by the courts that illustrate the
importance of proper tax planning.
Payments to Educational Benefit Plan
In the case of Greensboro Pathology Associates, P.A. v. U.S. (D.C. Cir., Dec. 15, 1982),
the corporation established an educational
benefit plan as a means of attracting and retaining high quality employees. Under a typical
educational benefit plan, the employer annually
contributes specified amounts to a trust which
pays educational costs on behalf of the employees' children enrolled at an accredited college or university.
Greensboro's educational benefit plan was
administered by an independent trustee and
participation in the plan was available to all employees. Under the terms of the plan, if an employee left the corporation for any reason, other than because of retirement or disability, all
benefits would immediately cease. The funds
remaining in the account, which were contributed on behalf of the departing employee, would
be applied to reduce the corporation's future
contributions. Furthermore, no portion of the
trust corpus could ever revert to or inure to the
benefit of Greensboro or its shareholders.
The tax law provides that amounts paid or
accrued for certain employee benefits, such as
dismissal wage plans, accident and sickness
plans, and welfare or similar benefit plans, are
currently deductible. However, amounts paid or
accrued for stock bonuses, pensions, annuities, and profit sharing or other deferred compensation plans are only deductible when
benefits are distributed to the employee or his
beneficiary.
Greensboro deducted the contributions to
14

the plan in each year of payment because it
viewed them no differently than other currently
deductible employee benefits. The IRS, however, disallowed the deduction asserting that the
plan was really a deferred compensation plan
which is only deductible in the year the beneficiary receives payment.
The court concluded that based on the provisions included in Greensboro's educational
benefit plan it is clear that this plan is more similar to a welfare benefit plan, therefore, the corporation may currently deduct its contributions
to the plan. The court explained its holding as
follows:
The plan , , , is independently administered by a trustee whom the [corporation]
does not control ... The trust's monies
may never revert to or inure to the benefit
of the corporation. Thus the corporation
has actually spent the money it wishes to
deduct .... The purpose of the plan, education of the employees' children, is
clearly a purpose concerned with the wellbeing of the employees and their families.
The benefits provided the employees are
not based in any way upon the company's
earnings but are set. The benefits are
available to all employees, not just owners or key employees .... The receipt of
benefits is in no way linked to salary.
The court pointed out that although the corporation retained the right to terminate or alter
the plan, many welfare benefit plans include
such provisions in order to allow the corporation to meet the changing needs of the employer and employees. Thus, the court stated "that
the critical inquiry is whether the funds in the
plan may ever revert to or inure to the benefit of
the company."
While the court did not state that educational
benefit plans are per se automatically treated
like other welfare benefit type plans, it did indicate that if the guidelines discussed in the case
are closely adhered to, any business or corporation establishing such a plan should be allowed to currently deduct its contributions to
the plan.
Restricted Property as Compensation
Generates Ordinary Income
The tax law provides that when restricted
property is transferred to an employee in connection with the performance of services, the
employee recognizes ordinary income in the
year the restriction lapses or expires to the extent that the fair market value of the property
► ►71
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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 con
pliance, keeping up with number crunchii
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,
i
and accuracy undreamed -of just
a few seasons ago.
And for 1983, FAST -TAX is pick- R
ing up the pace for the leading
corporations of America:
MARATHON On -Line Service,
with the VIDEO -PLAN tax
planning capability.
Here's how "Class A"
firms will be running
ahead with FAST -TAX in '83:
1. A Ouick 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
numbers,
For a data
strategic
and this year's repetitive
g
head start, Trial Balance Input
automates book -to -tax conversion.
2. Endurance for the long run.
Full compliance with federal and state
regulations is a given. The FAST -TAX programs are

documented up -to- the - minute at the beginning
of each tax year —and all year long.
Winning comes down to "form." Here's
iple: Single 1120 returns with all applicable
chedules 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 SKY at the consolidated
level ... foreign tax credit computations, with 1 l 18, 861 -8, 1120F 5471,
all set ... 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
same accuracy on the 15th of
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
for the 1120 race will
keep
right on changing,
t h
o it alone.
It can be painful to
g
So run with the leader.
Run ahead —with FAST - TAX.
On your mark . . .
Get set . . . 1- 214 - 934 -7000 i(
. . . (Ask for Pete Roberts.
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Computerized corporate tax processing.

Running ahead.

LetterS

TO THE EDITOR
A Thirst for Status?
In substance, I found "The Profession alization of Management Accountants"
by Thomas G. Black in the November
1982 issue to be thought provoking, but
in practical application to the real world
to be lacking any merit. The ideas bear
the resemblance of the often cited academic divorced from reality.
A true profession isn't created by
"self- designation" by its own members.
True professional recognition comes
only from public acceptance of the role
the professional plays in the scheme of
society. A true professional performs a
vital service not only to his or her client,
but to society as a whole. Whereas, we
can see the societal function of law,
medicine, and the certified public accountant; how does one see the societal
role of a management accountant owing
loyalty to an employer who controls his
or her every move? The very thought
staggers my imagination. The ideas ring

The$5.95
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Whether you are a Fortune 500
company or a small businessman,
you can benefit from using
Hubschman & Rotolo's effective
Collection Program. Place your claims
in the hands of our nationwide law
firm from commencement to
conclusion. Not only is our program
fast, persuasive and effective, it's
inexpensive to use. That means your
"uncottectibles" are greatly reduced
and your productivity and profit ratios
are greatly increased.
For full details, call TOLL-FREE
♦1 3 2 or mail coupon

f M- 2 2 3 . 0
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In New Jersey call 2011585.9255
1

H&R
120 Wall Street, Suite 1044
New York, NY 10005
Please show me how I can make
Hubschman & Rotolo work for me.
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Phone
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C i t y - - S t a t e - Z i p

of a thirst for status by those dissatisfied
with their station in life. Management
accountants don't have public recognition of their professional status akin to
lawyers, doctors, or CPAs simply because they don't deserve it.
Moreover, the idea of a uniform entry
examination of management accountants has as many holes in it as a piece
of swiss cheese. How does any organization go about enforcing such a requirement. How would you stop Union Carbid e from hi ri ng a perso n as a co st
accountant for instance, that their management deemed qualified, but that the
Institute of Management Accountants
deemed unqualified. Simply stated, licensing or certification processes requires an en fo rcemen t mechani sm.
Needless to say, we may even be talking
about restraint of trade, antitrust violations, and equal employment violations,
by such attempted interference in the
employment market as a "uniform entry examination" would present.
F ar mo re val u e can b e ach i eved
through our joint efforts, i.e., public and
private, to standardize the experience
and educat ion req uirement s for t he
CPA certificate. In particular, why
can't the experience requirements of the
CPA certificate include internal audit
functions, thus eliminating the need for
the CIA designation. The CMA designation should continue in place as it exists. Let the free market put a premium
on the CMA designation for those who
wish to attain it, as it does so well with
the MBA degree. In short, the CMA
designation should be nothing more
than one more line on the old resume,
just like the MBA degree.
Ralph B. Torgerson
N. Y. Chapter
CPA Candidate
M.S. Candidate
Brooklyn, N. Y.

management accountants and by their
organization, NAA, in today's society has
earned them professional status. The
CMA is a program by which individual
management accountants can obtain a
designation which describes this professional status The Board of Regents does
not believe that it would be appropriate
to have the CMA be a licensing program.
Their reasons include those mentioned in
the letter. The CMA, and CIA, represent
voluntary professional recognition programs. The holder ofthe CMA is no less
a professional just because the program
is one of voluntary recognition rather
than a licensing program.
James Bulloch
Managing Director, IMA

Practical Costing Regardless of Size
John F. McDermott's article, "Making
a Manual Cost System Work for You,"
(Dec. '82) stresses a neglected and important practical fact. Costing for cost
determination and for useful data for
control and for decision - making analyses is appropriate for firms of any size.
Computerized applications are the
most economical, efficient, and effective
for many organizations. Yet computerization is not necessarily the best answer
for every firm, provided recognition is
given to the notion that nonuse of a
computer installation does not absolve
the need for cost system data. The possible desirability ofa manual system for
all or part of the cost system must not
be overlooked.
The manual system may not be second best, but rather may be the best approach in meeting a firm's current costing needs.
Milton F. Usry
Regents Professor of Accounting
Oklahoma State University
Stillwater, Okla.

Management accountants have a significant .societal role. The Definition of
Management Accounting and the Ob- A Profitability Refinement
jectives of Management Accounting recently issued by NAA's Management Ac- Very few people would quarrel with Dr.
counting Practices Committee made that Singhvi's idea that profitability is best
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point clear. The role played by individual

1. F I NA NC I A L AC C O UNT I NG
STANDARDS, Exp lanation and
A nalys is - 4 th E d itio n - b y J o n
A, B o oke r and Bill D . J arnag in Designed to help accountants and
stud ents achieve a comprehensive understand ing of the pro fessional pronouncements issued by
the A cc ounting P rinc iples B oard
and the Financial Accounting
S tand ard s Board . Covering the
latest opinions and state ments
curre ntly in effect, the book is
topically arrange d to follow major
balance s heet divisions. A three level approach of explanation and
analysis is provided fo r the o pi.
nio ns and statements, inc luding
flow - charts, general discussion
and detaile d examp les. A help ful
working tool fo r the practitioner
and an e xc elle nt stud y guid e fo r
The C PA exam c andid ate. In all,
944 pages. Prices: 1 copy, $20; 2 -9,
$19.50 ea.; 10.24, $19 ea.; 25.49,
$18.50 ea. Pub. September 1982
2. ACCOUNTING GUIDE FOR
GOVERNMENT CONTRACTS Seventh E d itio n - b y Paul M.
T r ue g e r - Pro vid es help to handle com plicated acco unting problems associated with government
contracts. It p rese nts a comp lete
picture of both the government
and industry position on hig hly
technical items. Reflecting the
late st law change s to press time,
the book skillfully guides you
through the many intricate phases
of, and questions encountered
when dealing with government
contrac ts . Te lls yo u what to lo ok
for, what Is required, what the
government expec ts in the way of
cost ac co unting records, and
what its p o sitio n is o n allowable
and unallo wab le ite ms . The
author, CPA, contract specialist,
and advisor to large co rporations,
als o illus t rates some of the income tax effects of go vernment
contract acco unting, Contains a
detailed tab le of contents, topical
index and appendices. Entitled
Accounting Guide for Defense
Contracts In Sixth and previous
editions. In all, 1,376 pages, hardbound 6 1/4" x 9 1/4 ". Price, $49.50
per copy. Pub. April 1982
3. DOLLAR -UNIT SAMPLING: A
PRACTICAL GUIDE FOR AUDITORS - by Donald A. Leslie,
Albert D . Teitle baum 8 R odney J.
Anderson - Presents a unique
sam pling concep t in whic h individual dollars are audited rather
than invoices or other physical
units. This gives larger items a
greater c hanc e fo r se lection than
smaller ones while still re pres en.
ting tho se s malle r item s prop ortionately in the audit process.
This book is a complete guide for
aud ito rs - inte rnal, external, and
go ve rnm e ntal - who wish to us e
dollar -unit sampling instead of
more clas sical sampling p lans . It
is writte n In cle ar, easy -tounderstand language by two auditors and their co ns ulting s tatistician. (W inner of the Deloitte,
Has kins and Se lls A ward for outs tan d ing contrib utio n to Ac counting Literature in August 1980.)
In all, 432 pages, hardbound.
Price, $32.50 per copy. Pub.
November 1979
4, COMPUTER AUDITING - by
Andrew D. Chambers - Leads you
easily through basic principles

and techniques of control and
audit of computer -based systems.
Carefully explains aud it objectives and approaches, methods of
achieving control and computerized aud iting techniques. W ritten
for both internal and external auditors, deals also with computer
fraud and abus es. Contains c ase
studies and self -test questions
plus much more. In all, 256 pages,
hardbound. Price, $22.50 per copy.
Pub. October 1981
5. INTERNAL AUDITING by
And re w D. C hamb ers - Provid es
an easy- reading, coherent basis
for varied decisions and ac tions
necessary for inte rnal auditors
and managers . C ontains new and
es s e ntial ins ig hts into suc h
issues as statis tic al sampling
te c hni q ue s , inte rnal c o nt ro l,
behavioral aspects, aud it report.
ing, management of internal auditing and its status as a profession.
Contains helpful appendices including the Standards of the Institute of Internal Auditors. In all, 378
pages, hardbound. Price, $27.50
per copy. Pub. October 1981
6. ACCOUNTING AND MANAGEMENT CONTROLS FOR COMPUT ER SYST EMS - by J ohn E dwards W ith the straight -up
gro wth of computers, everyone
ne ed s he lp in ge tting a manage ment and acc ounting hand le that
will he lp c ontro l and direc t their
ac tivi tie s , keep co s ts do wn .
Although writte n b y an A ustralian
autho r, the book sets out principles that apply worldwide. In all,
236 pages. Price, $30.50 per copy.
Pu b . N ovemb er 1980
7. SEC C O D I F I C A T I O N O F
FINANCIAL REPORTING POLICI ES - W ith F inanc ial R ep o rting
Rele ase s, Acc ounting and Aud iting Enforcement Releases, and
Staff Acc ounting B ulletins, As of
July 1, 1 982 - Co ntains the Secu-

rities and Exchange Commission's Codification of Financial
Reporting Policies providing the
current published views and interpretations relating to financial
reporting. Also app earing are the
Financ ial Rep orting Releases,
which modify the codification, Accounting and Auditing Enforcement Releases, which present
Commission's enforcement actions involving acc ountants, and
Staff Acc ounting B ulletins, which
are used as a means of informing
the financ ial com munity of the
Commis sion's views on matters
relating to acco unting and disclosure practices. In all, 784
pages, 61/4" x 9 ". This title is
compiled from CCH SEC Accounting Rules. Prices: 1.4 copies, $14
ea.; 5.9, $13 ea.; 10.49, $12.50 ea.
Pub. August 1982
8. ACCO UNT ING SERIES RELEASES AND STAFF ACCOUNTING BULLETINS, As of June 1,
1981 - Contains the Sec urities
and Exchange Commission's 1977
comp ilation of ASRs 1.195 and
ASRs 196.291 reported in CCH
Federal Securities Law Reports
and CCH SEC Accounting Rules.
It also provid es Staff A cco unting
Bulletins for access toadministrative Inte rpre tations and p ractices
of the SEC. In all, 1,064 pages,
61/4 " x 9 ". Prices: 1.4 copies, $12
ea.; 5.9, $11 ea.; 10.49, $10.50 ea.
Pub. July 1981
(Note: Memb ers of the AICPA
should order the toll wing books
directly from the institute.)
9. AICPA AUDIT AND ACCOUNT.
ING MANUAL, As of June 1, 1982
Reprinted from the AICPA
Rep orte r with the s am e title , this
book provides practice aids, work ing too ls and illus tratio ns f or accountants. It includes coverage
of: eng age ment p lanning and adminis tratio n, inte rnal co ntro l,
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audit approach and programs,
working papers, correspondence,
co nf irm atio ns and repres entatio ns , d is c lo s ure c he c k li s t s ,
review and report proc essing, accountants' reports and financ ial
statements. In all, 704 pages, 6 1/4 "
x 9 ". Prices: 1.9 copies, $15.50
ea.; 10.49, $14.50 ea.; 50.99, $14
ea. Pub. July 1982
10. AICPA CODIFICATION OF
STAT EME NTS ON AUDI TING
STANDARDS, Numbers 1.44 Reproduces Statements on Audit.
ing Standards as of January 1,
1982 and reported in Volume 1 of
AICPA P ro fes s io nal Standards.
Als o includ ed are A ud iting Inte rpretations and International Audit.
ing G uide line s. I n all, 74 4 pages,
6 1/4" x 9 ". Prices: 1.9 copies,
$16.50 ea.; 10 -49, $15.50 ea.; 50 -99,
$14.50 ea. Pub. February 1983
11. AICPA CODIFICATION OF
STATEMENTS ON STANDARDS
FOR ACCOUNTING AND REVIEW
SE RV I CE S , Num b ers 1 .5 - T his
new title re prod uc es Statem ents
on S tandards for Ac counting and
Revie w Service s as of J anuary 1,
1983 and reported in AICPA Pro.
fessional Standards. Also inc luded are Acco unting and Review
Services Interpretations. In all, 96
pages, 6 1/4 ' x 9 ". Prices: 1.9
copies, $7 ea.; 10 -49, $6.50 ea.;
50.99, $6 ea. Pub. January 1983
12. AICPA PROFESSIONAL STANDARDS, U.S. Auditing Standards,
Accounting and Review Services,
Ethics, Bylaws, International A ccounting, Inte rnatio nal Aud iting,
Management Advisory Services,
Quality Co ntro l and Tax Practice,
A s o f J une 1 , 1 9 8 2 - Reprinted
from AICPA Professional Standards, this bo ok pro vide s help ful
cove rage on eve rything from
State ments on Aud iting Standards to concepts of Professional
Ethics and Inte rp re tations of
Rules of Conduct. For quick
reference, topical indexes and appendices are included. In all, 1,488
pages, 61/4" x 9 ". Prices: 1 -9
copies, $24 ea.; 10.49, $23.50 ea.;
50 -99, $23 ea. Pub. July 1982
13. AICPA STAT EME NTS OF
POSITIONS OF THE ACCOUNT.
ING STANDARDS DIVISION, As
of January 1, 1982 - This is a
reprint of part of AICP A T ech nica l
Prac tice Aids. It c o ntains State ments of Positions of the AICPA's
Accounting Standards Division. In
all, 720 pages, 6 1/4 " x 9 ". Prices:
1 -9 copies, $9 ea.; 10 -49, $8.50 ea.;
50.99, $8 ea. Pub. January 1982
14- AICPA TECHNICAL PRAC.
TICE AIDS , As of J une 1 , 19 82 Contains Technical Inform ation
Service Inquiries and Replies,
Statem ents of Pos ition of the Acco unting S tand ards D ivis io n and
the Auditing Standard s Divis ion,
Issues Pap ers of the A cco unting
Standards Division and mate rial
related to the Voluntary Quality
Control Review P rogram for CPA
Firms. Reprinted from AICPA
Technical Practice Aids. In all,
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L. Edmund Rast:
a Management Accountant
Who Dialed the Right Numbers
What does it take for a management accountant to rise to CEO
of a multibillion - dollar company? Southern Bell's former president
describes how he achieved this pinnacle.
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By Robert L. Shultis and Kathy Williams

the capabilities —and that ended the question."

Who would believe that Southern Bell Telephone
Co. at first wasn't even going to hire L. Edmund
Rast, its recently retired president? But thanks to
his persistence and intense desire to work for the
company, it finally did and 33 years later named
him president.
What's more, he was Southern Bell's first president to come from the ranks of accounting. The
career of this one -time NAA member illustrates
the vital role that management accountants play
in today's corporations.
When he started his career, however, the management accountant wasn't looked upon very graciously. Accountants "were sort of outsiders," he
muses. "Management had the attitude that as accountants you'd keep the books, shove the information under the door, then we'll decide what to
do with it. Don't bother us with all that."
When Mr. Rast was in middle management, the
company president at the time was very outspoken about accountants. "Someone asked him why
it was that there had never been an accounting
man who had become president. He said bluntly
that he had never seen one that he thought had

He Didn't Make the Final Cut
In 1937, when he was graduating from college,
L. Edmund Rast applied to Southern Bell's management trainee program. He had always wanted
to work for the phone company (his hobby was
electronics and radio), and this was the way one
started. Unfortunately, the company hired only
six to eight men that year, and he was not among
them. "I didn't make the final cut, but I persisted
and kept writing the administrator, urging him to
hire me. Southern Bell had found a weakness in
my lack of extracurricular activities in college
(they're still given considerable weight), but I told
him that I had had to work my way through and
had no time for outside activities. Well, I took a
job with anot her comp any and work ed a few
weeks while I persisted with Southern Bell. I was
finally accepted in August when someone they
had hired dropped out of the program, so my following up paid off." And this tenacity continued
to carry him through his career.
Maintaining a "big picture" company view also
was critical to his success. Management accountants can't just total figures and give them to othMANAGEMENT ACCOUNTING /APRIL 1983
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As vice president — operations, west, he guided
the entire operation. "It was interesting to go
through what was at that time the creation of the
larges t n ew co rp o rat i on th at h ad ever been
formed —about a $3 billion corporation we were
setting up over there. It worked very -well, and I
st ayed t here t wo years to see i t al l t he way
through. I went back to Atlanta as executive vice
president (1969) and then became president in
September 1970." He served as Southern Bell's
president until April 1, 1981, when he retired.
He is still a member of the board of directors of
Southern Bell and main tains an office in the
Southern Bell Center. He makes a point of working from his office on his civic activities at least
four days a week unless he's traveling.
A Company President Never Rests
L. Edmund Rast was a very active company
president. He had constant communications with
his staff and met formally with them for three or
four hours at least once a week. He also set policy
and reviewed the company's operations, but he
didn't deal directly with Southern Bell's day -today activities. He had enough confidence in his
staff and knew the company so well that he deliberately delegated as much work as possible to see
how well his employees, particularly the 15 vice
presidents and 50 department heads under him,
could perform t heir jobs. They rarely let him
down.
Despite this confidence in his people, and his
habit of delegating work, he monitored the financial area closely, not just because of of his financial background but because of its importance to
the company's operations. "My modus operandi,
if I had one, was generally to try to put outstanding people in as vice presidents and then expect
them to run their area of responsibility. But the
financial part does not run itself. It has got to be
pulled together to make it all fit, and that is where
the buck stops. When you get to the point that the
personnel man's doing his job, th e operating
man's doing his job, and the controller is doing his
job, somebody has got to see whether the three of
them combined —not just the three of them but
using them as a typical example —are going to
produce the end results that are expected."
Unlike many other company presidents, Ed
Rast did not require any special information or
situation report on his desk every morning. Most
of the information he received did not require instant action. "I got fairly regular reports on such
things as how many telephones were installed and
how many were out of service, but there was very
seldom a need for me to make an instant decision
regarding that information. Others further down
the line were responsible for putting out the fires."
Only in special cases or emergencies did he

Get your nose
out of the
books and
learn the
company's
overall

ers —they must learn what they mean and visualize hots decisions based on them will affect the
company's entire operations, he insists. "You
have to get your nose up out of the books and look
at what is going on around the business —learn all
you can about the whole of the business. Not only
will you do a better management accounting job,
but you broaden your opportunities to move out
from there."
And move out he did. In those days one literally started from the ground up, so he began his career in Miami as a lineman. Then he quickly proceeded through various accounting functions, in
Jacksonville, Charlotte and Birmingham, then Atlanta headquarters. "I just took to accounting
readily," he smiles. "I had a natural proclivity for
it." His pivotal move came in 1959 —to New York
City and AT &T headquarters as assistant comptroller for taxes and finance. Here he gained a
broad perspective of the whole Bell System and
was tapped as being general management material. High- potential Bell System employees move
from city to city, one operating company to another, to gain as much overall experience as possible in their climb to the top ranks.
In 1965 he was comptroller of Southern Bell in
Atlanta and "at the top of the profession so far as
opportunity was concerned," he says, "but the
president of Southern Bell asked me if I would be
interested in moving into the operations side of
the business to become the vice president and area
manager for Florida, which was the largest and
most active of our then nine -state operation, even
though it would involve a demotion. But I really
jumped at the opportunity. I had turned down an
opportunity or two on the outside, which were
still in accounting, telling myself that maybe I
could get into the general management side of the
business if I stayed here ... so I decided I'd stay
with it and see if Icould make a go of it ... besides, the president told me that he thought I had
all the attributes for a top -level general management position and that having seen me in operation for several years, and at close hand for four
or five, if I was willing to take a chance, he was."
In Jacksonville, he reported to an operating vice
president rather than the president as he had previously. Although this move involved a personal
sacrifice (he and his wife had to leave their two
sons in Atlanta to finish school), he realized it was
a rare opportunity, and "looking at the line of succession, I could see, and had some reason to believe, that I could probably be the president."
His next assignment was to handle the corporate split of Southern Bell into Southern and
South Central Bell, whose headquarters became
Birmingham. The two soon again will merge into
an as yet unnamed regional holding company under a court- ordered Bell System divestiture plan.

operations.
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want immediate updates: "When we'd have a hurricane, for example, and we'd get 100,000 telephones out of order —that became different
proposition. How are you going to deploy forces,
and how many is it going to take, and where are
you going to get them, when are you going to get
them here, and what is the estimated time to get
90% of them cleared? What are the major problems, what material do you need, and where are
you going to get it to fly a plane load of stuff down
from the factory to get it back in operation? That
then becomes an hourly dynamic kind of an operation. But a routine operation with 80,000 people
scattered over four states —well, there's not very
much a president can do in terms of immediate
action."

Everyone at
higher
management
levels needs to
be exposed to
management
accounting
somewhere
along the line.
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Management Accountants Are Vital
to a Company's Operations
Throughout his career Mr. Rast has proved the
importance of management accountants to an organization. He feels that, as a president versed in
the fundamentals of accounting, he could better
understand the workings of the business and
could see more clearly how the company was doing at a glance than if he had not had such accounting training. "I have often thought that everybody at higher management levels ought to be
exposed to management accounting somewhere
along the line. I think you learn more about the
business from the accounting side than from any
other single place. You see all of the business almost every day if you are close to the top of the
management accounting arena," he explains.
In other words, management accountants have
access to and use all the figures of a company's
operations —from capital expenditures to the
amounts spent on department projects. It's like a
puzzle, he points out, so if the accountants really
take a good look around them, observe carefully,
and analyze each department and its expenditures
and its people (each represents one piece), they
can complete the puzzle and know exactly where
the company stands.
An accounting background also helps these
days because "it is the nature of top management
to know about earnings results, expense control
and all of that," Mr. Rast acknowledges. With today's economy changing so rapidly, top management must have constant access to and understand financial reports, so a leader proficient in
accounting naturally has the advantage.
Bell's management expects its accountants to
provide it with financial information and, in addition, to objectively interpret the data with recommendations and advice. In fact, one financial person especially —the comptroller —is a highly
respected member of the Bell policy - making team.
Mr. Rast has shown that a financial person can

have the attributes of a company president, and he
has been able to move a lot of deserving accountants into the operations area from the accounting
middle management ranks, previously an almost
unheard of practice.
The Comptroller Is in the "Cabinet"
The comptroller is especially active in the financial management side of Southern Bell. He's a
member of the president's "cabinet" along with
the headquarters vice presidents. They are the policy makers. As Mr. Rast explains, the comptroller
"supplies the lifeblood to the organization in
terms of providing information —not just financial
data but all kinds of operating data that were
pumped out of the computer systems in the data
processing department .... The evolution or the
enhancement of the general usefulness of the
comptroller has been a continuing process for a
good many years. It did start when I was a comptroller and continued, not because of me but because it was almost a financial evolution or necessity, really. Management simply had to know
more about the financial side of the business than
it had in the past." Until recently, the comptroller
was responsible for all computer operations except
certain isolated minicomputer operations. Now
data processing is a separate function.
The comptroller also is heavily involved in financial planning and forecasting, which the company emphasizes more now. Mr. Rast comments,
"The comptroller has to test the forecasts. Planning and forecasting was almost nonexistent in the
early part of my career. It wasn't subject to the
ups and downs of today. Inflation has a lot to do
with this —we didn't need rate increases in the
early days. Also, proper record keeping is important. It isn't all that simple today."
No it isn't. Nor is keeping up with government
regulations and how they affect various companies. In this area, the comptroller at Southern Bell
is responsible for keeping up with the regulatory
bodies such as the Securities & Exchange Commission and the Financial Accounting Standards
Board. The company also has specialists in the tax
area, the financial area, and the FASB pure -accounting field. The Federal Commun ications
Commission regulates and prescribes a system of
accounts for it to follow, but it still has to be fully
conversant with all developments of an accounting nature, Mr. Rast notes.
Where Are the Accountants?
To continually upgrade the financial function, a
company must recruit well - qualified personnel.
How does Southern Bell recruit its accountants?
"They are recruited right along with the other college train ees," Mr. Rast explains. "Th ey are
brought in together with the same general specifiMANAGEMENT ACCOUNTING /APRIL 1983

cations but obviously with an accounting background. We hire a lot of engineers, but a larger
number of accountants proportionally than we did
previously. We do no proselytizing. We get them
directly from the colleges. This is a tradition at
Southern Bell—the tradition of being career oriented in that people come in at a low level and
they stay and work their way up. They generally
have been able to feel fairly secure that someone
was not going to be brought in from outside on
top of them," he emphasizes.
To teach them about the Bell System, Southern
Bell has its new employees undergo a management training program that combines seminars,
on-the-job experience, and mobility. Mr. Rast describes the system: "Our recruiting and training
just about plug any gaps in a person's education.
Recruits come in with a well- rounded college education and a business administration background
with a fair amount ofaccounting. Then, I would
like to believe, our training is going to try to focus
on the deficiencies individuals may have and correct them. Not everyone has the opportunity [for
training] that you would like them to have. You
can't run a merry-go -round all the time. Somebody has got to do the job while the training is
going on, so some get more diversified experience
than others. Some of that is deliberate because
you fairly soon begin to identify high - potential
people and those are the ones to whom you are
going to give more opportunities. Here you look
for intelligence and judgment —the usual characteristics —and, as they move on up, managerial
skills become more important —the ability to get
along with and handle people."
On the whole, he believes accountants are performing well, but there still are some weaknesses
that need to be corrected. Mr. Rast notes that although the Bell System training program plugs
MANAGEMENT ACCOUNTING /APRIL 1983

most of the gaps, everyone, including the accountants, could use more polished communications
skills. "There's a general deficiency in that area,"
he grimaces, "and it is more pronounced in recent
years than it used to be. The kids who are coming
out of college now don't have any particular written communication skills. They can't write at alll"
Plus, he adds, "some think they should start out
as assistant vice presidents and then work up or
down from there, as the case may be."
Looking Back at a Fine Career
Ed Rast wasn't worried about starting out at a
certain level. With a work ethic that was not uncommon in the Depression years of the '30s, he
successfully made his way to the top by doing
whatever job he had at the time and concentrating
on doing it well, by exercising his good judgment,
and by making the most of his opportunities.
Which job within the Bell System did he enjoy
the most? "I guess the two years in New York as
assistant comptroller of taxes and finance for
AT &T were probably the most exciting to me because the job was totally new and totally unexpected. It was not in my thinking that it was going
to be one of the moves that I would make (he was
still in accounting and hadn't yet given operations
much thought). The work itself was fascinating. I
was responsible for the Bell System financing, and
at that time we were issuing a bond issue of $100
million plus once or twice a month, which got to
be quite an operation. I was there when we filed
the world's first billion- dollar income tax return.
There have been a lot of them since then," he
recalls.
"Of course," he continues, "the presidency was
the culmination of my career —the acme." I was
perhaps more prepared for that or had come to
expect it more than I did this other job which just
21

fell out of the sky as far as I was concerned."
He got the New York job because he was qualified and because the then vice president and chief
financial officer said he thought it was about time
that they found someone in the accounting area
who could go all the way to become a Bell System
president. Mr. Rast didn't learn about these reasons until after he retired and happened to be
chatting with the former CFO.
What's Ahead —the Other Side of Ed Rast

The
comptroller
supplies the
lifeblood to an
organization.
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Now that he has retired, Mr. Rast treasures his
outside civic activities even more and has no plans
to curtail any of them. He was involved with them
somewhat when he was with Bell, but not as much
as he would have liked. "I guess I have been busy
all my life and it just did not make any sense to
me that on April 1, 1981, I was just going to do
nothing, so I had gotten involved in several outside activities which I presumed would take even
more of my time than I had been able to give them
during my active career, and I have enjoyed them
very much. The one that has taken the most time
and has been the most gratifying is being the
chairman of the Atlanta Arts Alliance, which is
an umbrella organization — somewhat like Lincoln
Center —with the symphony orchestra, the Atlanta College of Art, the theater and the museum under its reaches. It's a three -year term, and just
about the time I took on the job we started a campaign to build a new museum on the site. That is a
rewarding experience —to raise the money and to
see your project come to fruition."
He also is a director and past president of the
United Way of Metropolitan Atlanta; a member
and former vice president of the Atlanta Rotary
Club; and vice president of TransFacts, an organization devoted to the development of a balanced
transportation system in metropolitan Atlanta. He
is past chairman and now a director and member
of the executive committee of Central Atlanta
Progress, Inc., Atlanta's downtown development
organization; a past director of the Atlanta Chamber of Commerce; and a member of Atlanta Action Forum. He also is a director of the Metropolitan Li fe Insu rance C o. o f New York and an
honorary director of the First Atlanta Corp. and
its subsidiary, the First National Bank of Atlanta.
In fact, he is still recruiting accountants —for
these activities now. He says management accountants aren't active enough in community affairs,
and he's trying to get them to help out in their
area or specialty. He explains, "I have tried to get
more accountants involved in one way or another.
In Atlanta I have had more success with representatives of the Big 8 than anyone else. Most of
them seem to have adopted a policy of willingness
to get involved in community affairs." It's usually
the ones in the public eye already who tend to be-

come involved, but Mr. Rast believes there's a
great need for the skills and services of most management accountants. They should find the time
to contribute, he admonishes.
The Red Cross and the Boy Scouts also claim
his time. He is a past president of the North Florida and Atlanta Area Councils of the Boy Scouts
of America and is the recipient of the Distinguished Eagle Scout Award, the Silver Beaver
Award, and the Silver Antelope Award for that
group. He still serves on its regional -executive
board. He also received the 1977 Brotherhood
Award from the National Conference of Christians and Jews, Georgia region, anct ift 1979 he received the Armin Maier Award of the Rotary
Club of Atlanta for outstanding community service. The list keeps expanding.
Although he isn't active in the National Association of Accountants anymore, he once was. He
was a member in Atlanta, and when he moved to
Jacksonville he helped found the Jacksonville
Chapter, serving as its charter president. Mr. Rast
tells the story: "I knew NAA well and that it had
something to offer in Jacksonville, and I wanted
to get it going down there. We already had the
Jacksonville Accounting Association, I believe we
called it. We had about 25 or 30 members at the
time, and we went through all the procedures of
getting chartered. It worked out well, and as far as
I know it is still a very viable chapter." (Yes, indeed, Mr. Rast. With its 337 members, it celebrates its Silver Anniversary.)
He thoroughly enjoyed his participation in
NAA and grew less act ive only wh en he kept
moving, had more job and time demands, and
lived in cities where the meeting times were extremely inconvenient. "I particularly value the
leadership skills and interpersonal relationships I
developed as an active member," he says, and he
is delighted with the current emphasis on professionalism and with the Certificate in Management
Accounting Program.
Advice for Students, Beginning Accountants
In the early days of his career, becoming president of a major operating company was the farthest thin g fro m his mind . He just wanted to
work, enjoy his job, and be good at it.
He was born March 17, 1916, on the University
of Georgia campus in Athens. His father was a
professor of agriculture in charge of the experiment station and was provided a home on the
campus. Mr. Rast and his family moved to Arkansas when he was four, and he finished his
schooling there. When he was graduated from
high school it was 1933, and his family, like most
others, was suffering the financial hardships of the
Depression. With the help of a family friend, he
attended Michigan State University his freshman
MANAGEMENT ACCOUNTING /APRIL 1983

Management
accountants
need to
contribute
more to their
communities.
Mr. Rast (center) relates career story to Ms. Williams and Mr_ Shultis.
year. The next year his family moved back to Athens, so he transferred to the University of Georgia
where he obtained a business degree.
He lived at home and worked his way through
college, holding cost accounting jobs mostly. His
work for a printer and office equipment and supply company involved calculations on cost tickets,
stenographic work, writing letters for the general
manager, general clerical work, and, on one occasion, running the presses. He maintains this work
was good preparation for his career.
He and his wife Evelyn have been married 42
years. They have two sons and three grandchildren. Theodore is a practicing attorney in Charlotte, N.C., and Philip is a practicing physician in
Lexington, Va. Mr. Rast has instilled in them a
sense of warmth and security, despite frequent
moves as he pursued his career. He says moving
wasn't a problem for them, and the whole family
looked forward to each one as a challenge.
And that's one of the messages L. Edmund Rast

MANAGEMENT ACCOUNTING /APRIL 1983

would like to leave members of the Association,
students, and young accountants. Look for a challenge, and always try to do your best at whatever
job you're performing at the moment. Don't try to
lay out a rigid career path for yourself —be flexible.
"I never felt that anyone should so entrench himself by picking a career path to follow from bottom
to top. Anyone would do better to set out to succeed
at the job to which he is presently assigned, and the
next opportunity will present itself in due course."
This charming, modest, unassuming man epitomizes the wisdom of this philosophy. He is friendly, capable, easygoing yet commanding much respect. He's willing to let people do their jobs,
without too much detailed direction, yet he expects them to perform well. And that's no less
than he expects from himself.
But th ere's on e more admo nit io n — wat ch
what's happening around you and make the most
of your opportunities. Ed Rast did. Look at the
results of his career.
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Streamlining Small Business
Performance Reporting
The only informa tion reports sma ll business managers need a re those
with the facts that tell them if they are doing their job or not.

By Woody M_ Liao
Plan ning and co ntro l are major man agement
functions in any business and a small business,
just like a large business , needs information for
planning and control of its operations.
Performance reports summarize and compare
actual results with goals or budget plans and
thereby provide a useful tool for evaluating the extent to which a firm's budgets, planned goals, and
objectives have or have not been attained. Also,
performance reporting has proven useful for many
firms by providing feedback for future planning,
motivating employees , assisting better achievement of plans, and providing a medium for communication . This means p erformance reports
must be an integral part of small business profit
planning and control. Although a small business
may not be in a position to gather the amount of
detailed information that may be practical for a
larger business, it nonetheless needs a meaningful
and effective performance reporting system.
To be meaningful and effective, performance reports must be tailored to the characteristics of the
individual firm. A small business ' s performance
reporting system, therefore, should be simple and
precise. It must be focused on a limited number of
functions and be designed in accordance with the
specific needs of its line of business. Also the sysMANAGEMENT ACCOUNTING /APRIL 1983

tem must be easy to understand and simple to implement . All personnel involved in its use must
fully understand the system and the reports to be
produced . In addition , it must provide useful information in the most direct and economical fashion. Perhaps the most important requirement is
that the policy, principles, and procedures for system implementation be fully specified and have
the support of management.
The design and implementation of effective performance reports for a small business entail four
special considerations:
1. What are the specific characteristics of the
business?
2. What information is necessary for effective
management control?
3. What procedures and formats can be used to
provide the desired information?
4. How do you implement the system to make
management con trol mo re s ys temati c an d
objective?
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Tailoring Reports to the
Organizational Structure
All small businesses, except the very smallest,
usually are organized so that different managerial
duties are assigned to different managers. Each
manager is given the authority and is charged
25

Separating Controllable
and Uncontrollable Expenses

Figure 1
Organization of a Small Business

Accounting
manager

Production
manager

Supervisor
Product A

Supervisor
Product B

Purchasing
manager

Sales
manager

Salesman
Territory I

Salesman
Territory II

with the responsibility for managing a specific segment of the business. As an example, Figure 1
shows a typical organization structure for a small
business. In this organization, the managerial duties are assigned to four managers. Each manager
is in charge of a specified segment of the business
and supervises a number of subordinates, departments, or subunits.
To be most beneficial, performance reports
must be compatible with the organizational structure of the business. A separate performance report should be prepared for each area of authority
and responsibility. For example, in the organization shown in Figure 1, performance reports could
be prepared for the supervisors, the production
manager, the salesmen, the sales manager, the
purchasing manager, the accounting manager,
and the president. The performance report for a
lower level of management should be included in
the performance report of the next higher level on
a responsibility basis. This "responsibility reporting" is particularly important for effective control
because problems can be easily traced to their
sources.
26

Accordingly, on a performance report, items
should be reported to managers as either controllable or uncontrollable. An item is controllable by
a manager if his or her actions directly affect the
cost incurred for the item. For example, if the production manager has sole authority to rent a piece
of equipment, the rental expense is then controllable by the production manager but uncontrollable
by the department foreman using the equipment.
In this case, the department foreman should not
be held responsible for the rental expense, and the
expense should not be reported as part of the foreman's co ntrollable items o n h is p erformance
report.
Furthermore, it is important to make certain
that the individual managers understand that they
are not responsible for the uncontrollable items on
their performance reports. Otherwise, they may
feel that they are being unfairly charged with uncontrollable items and become discouraged and
resentful. A preferable alternative of responsibility
reporting is to present only controllable items on
the report. Regardless of whether reports include
both controllable and uncontrollable items or just
controllable items, the guideline and principle of
controllability classification should be reasonable
and consistent at all levels in the organization.
Satisfying Information Needs
Even in a small business, different levels of
management have different information needs.
Thus, information should be presented in a format
which will meet these different needs. In my example, because department supervisors are primarily concerned with detail operations, their performance reports should be designed to present
controllable items such as materials, labor hours,
and overhead in great detail. On the other hand,
the production manager is in charge of the entire
production segment of the business; therefore, he
should be held responsible for carrying out the
production policies and guidelines set by the firm.
His reports should include summary data of the
departments under his supervision and detailed
data regarding his own controllable items.
Finally, the president requires a summarized report highlighting the overall operations of the
business. These summaries, however, must be accompanied by sufficient supporting details so that
any sources of unfavorable performance may be
traced. An illustration of the construction of responsibility reporting for my sample small business is given in Table 1.
Simple and Relevant Reporting
Another consideration is that performance reMANAGEMENT ACCOUNTING /APRIL 1983

Table 1
Monthly Performance Reports in a Small Business
President
Monthly performance report
Controllable items
Accounting
Purchasing
10 Production
Selling
Total

Actual
xxx
xxx
15,300

Current month
Budget
Variance
xx
xxx
xxx
xx
15,000

(300)

xxx
xxx

xx
xx

xxx
xxx

Actual

Year- to-date
Budget

Variance

xxx
xxx
50,800
_ xxx
xxx

xxx
xxx
50,000
xxx
xxx

xx
xx
(800)
_xx
xx

Production manager
Monthly performance report
Controllable items
Department A
Department B
By Manager:
Rentexpense
Depreciation
Supervisor's
salaries
Total

Actual
5,200

Current month
Budget
Variance

Actual

Year -to -date
Budget

Variance
(500)
xx

xxx

5,000
xxx

(200)
xx

15,500
xxx

15,000
xxx

xxx
xxx

xxx
xxx

xx
xx

xxx
xxx

xxx
xxx

xxx
15,300

xxx
15,000

xxx
50,800

xxx
50,000

xx
(300)

Too much of
the wrong
information
can be as bad
as no
in formation.

xx
xx
xx
(800)

Department A
Supervisor's monthly performance report
Controllable items
Direct labor
Materials
Overhead
Total

Actual
xxx
xxx
xxx
5,200

Current month
Budget
Variance
xxx
xx
xx
xxx
xxx
xx
5,000

ports for a small business should be simple and
relevant. It is important that they use nontechnical terminology because complicated reports tend
to discourage users and limit careful attention.
Accordingly, titles and headings should be descriptive and clearly identified. Also, reports
should be standardized throughout a firm so that
users can become familiar with the format, terminology, and location of specific items of interest. This doesn't mean that performance reports
should never change. Actually, constant attention
should be given to their improvement.
Providing Information on Time
Just as important as simplicity and relevance, is
the aspect of timeliness in preparation and presentation of performance reports. The sooner the reports are available to the users, the earlier they
can identify problems and take corrective action.
If a report is delayed very long, it may be useless
by the time it reaches the user. In addition, the
frequency or time span of reports should be related to the importance of the activities being reported. Each small business must decide in which areas of operation expedited reports are needed. For
example, if a manufacturing process uses much
MANAGEMENT ACCOUNTING /APRIL 1983

(200)

Actual
xxx
xxx
xxx

Year -to -date
Budget
xxx
xxx
xxx

Variance
xx
xx
xx

15,500

15,000

(500)

materials and minimum labor, more frequent reports on materials usage would be needed. On the
other hand, if labor makes up a major part of the
total production costs, more frequent reports on
efficiency and costs should be provided.
Taking Follow -up Action
The firm's follow -up policy should specify who
is to evaluate each repo rt and when. Definite
guidelines should be established to determine significant variances that require further action. Corrective actions should be a line rather than a staff
responsibility. Also, managers' follow -up actions
should be reviewed periodically to ensure they
conform to policy and procedures.
Performance reports communicate actual results, budget plans, and variances for each responsibility center to managers. The basic information
needs in a small business are like those in a large
business. But a small business is not in a position
to gather the detailed information that might be
practical for a large business, nor does it need a
system of rigid control. Performance reports for a
small business should be simple, precise, timely,
and relevant, and they should direct management
to areas needing immediate attention.
❑
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TO IBM
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How We Lowered Our Audit Fees
The key to lower extenal auditing fees is to stay current,
be cooperative but not condescending,
and provide a pleasant work environment.

By Larry R. Martin

Larry R. Martin, CPA,
is assistant controller
at Tristate Electrical
Supply Co. He holds a
B.S. degree from
Shippensburg State
College in
Shippensburg, Pa., and
is a member of the
Mason -Dixon Chapter,
through which this
article was submitted.
Mr. Martin is currently
serving on the NAA's
Committee on
Community and SocioEconomic Programs.
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Operating costs are, and should be, a major concern of businesses as they attempt to operate effectively and efficiently in a competitive economy.
As if rising energy, transportation, and raw materials costs are not enough to contend with, service
fees of professionals such as lawyers and auditors
also have been rising astronomically.
Tristate Electrical Supply Co., is a medium sized firm in the electrical wholesaling industry;
our annual net sales range between $35 -$40 million. In the industry, this volume ranks us 22nd in
the nation and makes us the number one independently owned company in Maryland. Our stores
are located throughout a four -state area, and we
employ 180 people.
Traditionally, we have employed a Big 8 firm as
our auditors. In line with inflation, our audit fees
began to escalate sharply in the late '70s. We were
faced with the choice of discontinuing our longtime relationship with our international accounting firm or finding some alternate manner to lower its ever -rising fees.
In today's heavily financed economy, with its
wildly fluctuating interest rates and credit policies, audited statements are something a prospering company in our industry cannot do without.
Some companies have come to view external auditors as the enemy or in the case of privately owned

firms as not necessary. They appear not to appreciate that auditors are experts in the examination
of the financial statements and underlying accounting records of management. Auditors must
not only look at figures but also evaluate the propriety of accounting procedures, measurements,
and communications to management.
Our firm's management accepts the theory that
external auditors perform a function that could
and should benefit us. In order to enhance our accounting function, we hired an individual with
more than two years' experience in public accounting as our director of accounting and data
processing. This position was budgeted to be filled
because of the large increase in business and related paper work we were experiencing. In addition
to assuming the many duties within that job function, this person would be assigned a primary
function of coordinating the annual audit with the
outside auditors.
Working Environment and Conditions
As mentioned previously, we do not treat the
outside auditors as foes. We found that good
working conditions impress and help ease tensions
among staffs. We always greeted the auditors
warmly at the front door on their first day, introduced them to key individuals, gave them the
"nickel tour" of our facilities, and offered that
first relaxing cup of coffee. This practice not only
MANAGEMENT ACCOUNTING /APRIL 1983

put our visitors at ease, but made them feel comfortable in their new six -to- eight -week home.
We provided a roomy, well -lit work area with
modern calculators and a full complement of supplies. No card table in a corner or hallway, no
begging for paper clips —they were one of us, a
first class operation!
After settling in, we discussed the job and established a time frame. C omputer time for audit
tapes or other information runs were scheduled
for them. We wanted no surprises in the new
scheme of completing the audit.
Psychologically, the outside auditors knew we
cared and were attempting to provide the best of
everything. Like any progressive company, we
were simply attempting to save some dollars.
How We Did It
Having had public accounting experience, the
director of accounting was familiar with the preparation of working papers and lead schedules and
their function and importance to the audit. Even
though this documentation became the property
of our CPA firm as nonemployee independent
professionals, the occasion was appropriate for us
to request copies of the prior years' papers.
As in most accounting situations, he was able to
trace back and follow the type of lead schedules,
references, and tick marks our "pros" used within
their firm. Using the same criteria, he was able to
present to our auditors, on their first day of field
work, 95% of the working papers for the annual
audit — ticked, footed, noted, referenced, and
complete!
We now have an accounting policy to photocopy all current year's work papers on the last day
of actual field work. These work papers have
proven invaluable in answering management questions about the financial statements and communicating intelligently with the auditors, without either of us leaving our offices. They also are used
by our personnel in preparing the next year's
work papers.
We also updated their continuous files with
many being converted to computer reports. Because most of this work is usually done by junior
accountants, we saved money and released the external auditors to work on more important data.
Also, by shifting data or changing the format of
many in -house computer reports, we were able to
produce acceptable working documents for the
auditors. We were still gathering the data we
needed for our own use in acceptable format at no
additional cost.
We were able to do in -house typing of accounts
payable and accounts receivable confirmations selected by the auditors. Bank account and life insurance confirmations also were prepared by our
secretaries under the supervision of the CPAs.
MANAGEMENT ACCOUNTING /APRIL 1983

This procedure gave free rein to their independence, yet saved us money by in -house typing.
The director of accounting stayed abreast of the
latest FASB rulings and interpretations, as well as
various federal and state tax changes throughout
the year. Thanks to this continuous monitoring,
we were able to adapt programs and work papers
to the new standards. So, when the auditors arrived, we were prepared.
At statement preparation time, we also aided
the auditors with cutting and pasting of the formal financial statements —more busy work that
we preferred paying our personnel to prepare than
the much more expensive staff of the CPA firm.
We are now exploring the possibility in future
years of typing, duplicating, and collating the annual report on site.
It was also agreed that we would complete all
tax returns with verification and signing of the returns by the ou ts ide fi rm's t ax partn er. Th is
meant staying current with changes in the tax law.
(Even if you don't have employees competent
enough to do complete returns, have them prepare
various schedules as a minimum cost saver. These
are busy time forms that can run up costs if done
by outside accountants.) Tax estimates were prepared by us, allowing for even more savings in the
tax area.
We had an agreement with the local Sheraton
facility for reduced room rates for our sales personnel. By booking our auditors into this facility,
we were able to control lodging costs and monitor
the "little extras" that have a way of adding up.
Picking up the tab for some meals in our rural
area during overnight stays also effectively lowered costs. Thus, we were able to room and board
the auditors for less than their firm's big city travel all owances for which we wou ld have been
billed.
We also found that providing restaurant, cultural, and historical information for after working
hours made for better rapport between our staffs
an d a more rel ax ed, yet pro fes s io n al work ,
situation.

We do not
treat outside
auditors as
foes.

Saving Dollars and Time
By having our personnel complete in -house
work papers, prepare state and federal tax returns,
establish and maintain audit trails, and monitor
our audit firm's room and board, we were able to
reduce our audit fees by 20% over the prior year.
This was a substantial savings — representing one half of the salary of the director of accounting and
data processing. In essence, we not only hired an
employee we needed, but filled the position for
half price.
Eight years later, our audit fee is only now approaching that of the year before we installed our
cost savings program. Considering the rise in sala31

We were able
to reduce our
audit fees by
20% over the
prior year.

ries, travel, and other costs during this eight -year
period , our savings have been even greater.
Another direct benefit was the saving of time.
We now have our audit report and tax return
nearly two months earlier than before. We are
now able to provide final audit figures within six
weeks of the first day of field work . In prior years
the completion of this data lagged well beyond
these dates.
True, there are no earth -shattering secrets in
how we lowered our fees. Many larger companies
have been doing these same things, and more, for

years. As a smaller firm with no internal audit, or
tax staff, we are pleased with the results of our
efforts.
The key to lower fees and more expedient reports is : stay current; be cooperative, but not condescending; provide a pleasant work environment;
and realize you can only benefit from a good audit. All the above are actions that any progressive
company can and should take. By following the
above tips, you'll find that outside audit fees can
be controlled and auditor relationships can be
improved.
El
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Decision Support Systems
Are for Small Businesses
DSS helped reduce the actual weekly variance
for direct labor from 20 -25% to 6% of the budgeted amount,
which could mean savings of $15,000 on sales of $500,000.

By John S. Chandler, Thomas Trone, and
Michael Weiland
Small businesses need Decision Support Systems
(DSS) just as much as larger firms, and they can
be built cost effectively for the small business. In
support of that statement, we offer as evidence the
John S. Chandler is system set up in a food service operation.
assistant professor of
The goals of a DSS are threefold: to facilitate
accountancy at the
University of Illinois at decision making (as opposed to merely aiding a
Urbana - Champaign. clerical function); to support, but not automate,
He received a
doctorate degree in decision making; and to be able to adapt to the
computer and changing needs of decision making. A DSS, then,
information science at
the Ohio State is in stark contrast to the structured, repetitive enUniversity. He is a vironment of transaction processing systems.
member of Sangamon
Figure 1 shows the commonly accepted compoValley Chapter,
through which this nents of a DSS. There are several aspects to note.
article was submitted.
First, the decision maker /manager /user does not
directly interface the computer -based systems but
goes through an intermediary. Second, there may
be more than one intermediary if more technical
expertise is required. And, third, the computer
support may take the form of some very sophisticated hardware and software. A key role in the
DSS is the intermediary, translating in both directions: from management's decision - making needs
to computer support and then back from the com-
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puting environment to the user's decision - making
environment.
The typical decision - making environment supported by a DSS can be determined by looking at
some of the reported decision support systems
now in operation.' The organizations are very
large, both commercial and governmental, and
have very complex problems to be solved. They
have large budgets to support extensive and expensive computer development and testing. The
decisions directly supported have a significant financial impact: for example, banking institutions
have developed portfolio analysis DSSs that aid in
multimillion dollar investment decisions; a U.S.
government agency uses a DSS constructed to investigate the impact of government regulations on
the country as a whole; and large corporations
have developed DSSs to aid them in financial
planning. All of these organizations have ample
technical staff and resources from transaction based computer operations, so that the development of a DSS is not a significant burden.
Why Does a Small Business Need a DSS?
There are several aspects of the small business
environment that makes a DSS appropriate, or at
least, potentially helpful. The management of a
MANAGEMENT ACCOUNTING /APRIL 1983

small business is of a different character than a cision making). And, finally, this mechanism must
large business. In general, small business opera- be able to react quickly to the ever changing, decitors are of two types: craftsmen and opportunists. sion- making environment of the small business
Craftsmen enter the business environment because manager (i.e., ability to adapt). Can a DSS be dethey feel they have a comparative expertise; they veloped that provides the nontechnical small busican prepare food better, make furniture different ness manager with these capabilities?
or rewire houses better. Their main objective is to
be able to continue to perform their craft. Profit- Implementation: Two Key Considerations
ability of the business is only a means to that end, There are two key considerations that affect the
not as a factor in growth. Although they do not small business person's decision to implement a
have, in general, the management background
necessary for growth management, they also have
Figure 1
little desire to acquire such a background, and
Components of a Decision Support System
thus, are not likely to benefit from a DSS.
The opportunist is a different case, however.
He, too, has typically found a comparative niche
User
in the current business environment, but sees it as
a beginning, not as an end. He is growth oriented,
User environment
interested in running a productive and efficient
------------------- - - - - -System environment
operation. Unfortunately, like the craftsman, the
opportunist is also naive at management; but, unIntermediary
like the craftsman, the opportunist wants to learn
how to make the critical management decisions.
Because of his lack of management background,
Technical
the opportunist sometimes is forced to make these
Terminal
expert
decisions in an unorganized, unsupported manner.
He needs aid in learning not only what decisions
need to be made, but also what data is needed to
make them. As will be shown, a DSS can be an efComputer system
fective mechanism for these purposes.
The operational constraints on the small business manager, craftsman or opportunist, are also
different than a manager in a large business. The
Mass
small businessman spends more time in the operaGraphics
Analysis
data
tion of the business than in any other aspect, retools
software
storage
sulting in a minimum amount of time for management decision making. The overall time horizon
for small business decisions is much shorter than
for larger businesses. A major portion of small
business failures occur in the first year of opera- DSS. The first is the cost of development and option, and, therefore, management information is eration of the decision support system. The secneeded on a quicker basis than for a large business. ond is the capability of the DSS to interface with a
The time horizon is also much shorter for reacting nontechnical user and operate without a technical
to changes in the environment. Because small busi- intermediary on site.
nesses do not have the large capital base and credit
Any decision aid must be cost effective; this
level of the large business, small variations in de- constraint is an acute concern for the small busimand can cause catastrophic consequences. A ness because funds are of such a critical nature.
small business needs to be able to adapt quickly to The computer industry has continued its phenomchanges. Viewed on absolute scale, the financial enal reduction in unit Costs while still increasing
impact of a small business decision may be much performance. The current explosion in the personless than that of a larger business, but in the con- al computer market has opened the door for many
text of the continued existence of the firm, the small businesses to enter -the computer -based prosmall business decision may be even more critical. cessing arena. Computer systems can be purThus, the small business manager, in particular chased for as little as $500, but the more common
the opportunist, needs a mechanism to direct him range for small business systems is 52,000- $5,000.
toward the appropriate decision - making functions Thus, it is now technically and financially feasible
(i.e., facilitate decision making). He also needs a for a small business to obtain computer -based supmechanism to provide him with the relevant data port systems.
and tools to make those decisions (i.e., support deThe bottom line for successful DSS implemenMANAGEMENT ACCOUNTING /APRIL 1983
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Figure 2
Conversational Mode for Input/Update Sales Data
in a Decision Support System

Displayed initially to refresh user of current data.

tation then lies in the user - machine interface. The
small business has neither the time nor the money
to support an intermediary; therefore, the small
business manager, in most cases, will end up being
not only the user of the DSS, but also the intermediary. The large -scale DSS assumes a technically
proficient intermediary so the challenge for the
small business is to modify the design of a DSS to
accommodate limited resources and make it cost
effective.
One of the most important design considerations is the language of the user - machine interaction and operation. The system should be able to
operate so that the user does not need to program.
The commands to run the systems should be as
nontechnical as possible. For example, a menu approach to data entry or report generation can provide a mechanism for the user with little knowledge of programming to operate the system.
The absence of the intermediary expert affects
the translation process in both directions. To
overcome this problem, the DSS must have design
features that can provide the small business user
with similar "expertise." The steps that must be
performed in either translation, that were known
by the intermediary but may not be known by the
user, must now be carried out by the system, or at
least controlled by the system. The DSS design essentially must "lead" the user through the necessary steps in operation. One appropriate approach
is a conversational /explanatory interactive mode,
in which the system requests inform ation from or
action by the user in English, based on an a priori

First question asked by the DSS. The system waits at the position of the cursor
for user response. If NO is the response, the DSS skips all further change questions and asks for the daily sales percentage only. Note that both lines of the question are displayed and the cursor returns to position
so that the user can see
the full consequences of his response.
6

set of alternatives.
For example, to enter sales data for a sales analysis repor t un der t his appro ach, the D SS w ould
re qu es t d at a it e m s fr o m th e us er , one -by -one,
prompting the user with the correct order and format (Figure 2). The production of the resulting re-

port could then be automatic or by single command. This feature may limit the flexibility of a
DSS to generate ad hoc reports, but the small

If YES is the response, each attribute of the sales item is reviewed. Again both
the question and its consequences are displayed. The cursor first stops at A and
if YES is input it then moves to B, awaiting the new value. This is crucial in the
DELETE question.
After�all�(or�no)�changes�have�been�made�to�the�current�attributes�of�the�sales�,,�
item, the actual days sales percentage is requested. This same process is repeated
for all items. Note if there are no changes, the only input by the user is an initial
NO to the first change question and then the daily sales percentage.

;(,

business m anager first needs assistance in m aking
the fundam ental business decisions.
A second im portant function perform ed by the
interm ediary is in error detection and correction.
In th e typ ical DSS, if da ta is ente red incorr ectly
or a c o m m a n d is m isspecified, the inte rm ediary
can rem e dy t he p roblem . I n a D S S f o r a s m a ll
business m anager, however, an y er ro rs , da ta , or
comm and, would be the imm ediate problem of the
user. The solution to handling errors is m uch the
sa m e as a bo ve ; th e DSS has to lead th e user
through the detection and correction process.
For detection, the DSS can have built -in lim its
and tests on the reasonableness and accuracy of
dat a b ein g ent ere d. It c a n also have prede fined
conditions u nder which certain com m ands are or
ar e n o t a llo we d . The DS S c a n test these condiMANAGEMENT ACCOUNTING /APRIL 1983

tions on each communication with the user and
alert the user of any problems. The correction
mode may be even more difficult for the user than
the i nitial inp ut of data and commands, but,
again, the system should know what form the data
or command should be in so it can direct the user
through the correction process. Explanatory material also can be provided at user demand to increase familiarity with the system.
Finally, the retranslation process from computer processing to the user, sans intermediary, must
be addressed. The user must not be overwhelmed
by an impressive battery of output possibilities.
Having to choose between statistical analyses,
graphs, and charts may only confuse the user. The
trade offs among the possibilities could be evaluated by the intermediary but probably not by the
user. Accordingly, the output first should be similar to the reports that are now produced without
the DSS, so that the user's familiarity with the
DSS can be increased. Second, the output should
be as concise and direct as possible because the
user may be learning the decision process from the
DSS.
DSS at Lox, Stock and Bagel
We developed a DSS for an independent food
service operation in Champaign, Ill., named Lox,
Stock and Bagel (LS &B). In addition to the restaurant, a bakery on the premises provides all of
the bread products used in the business. The computer system used was a Digital Equipment Corp.
VT78 (containing a PDP -8), running with the operating system COS 310. The language used in the
programs is DIBOL, a business- oriented language
similar to COBOL. The system was developed by
a computer specialist but daily operation and use
are the responsibility ofLS &B staff, all nontechnically oriented. The owner, and main user, is a
growth- oriented opportunist. Although this DSS
was developed for a small food operator and several ofthe examples are food service oriented, the
underlying structure of the DSS can be generalized to any small business environment.
How the DSS is integrated into the normal flow
of operations is a key implementation issue for
small business. The small business manager does
not have much time to spend on management decision making and even less time to operate and
maintain a DSS. The duties of data entry and report generation, therefore, should integrate with
functions that the manager already has to perform, instead of imposing an additional task on
him.
Although there are many decisions that the
small business manager needs support in making,
one of the most important is the planning and
control of daily operations. Because the small
business typically is resource poor (i.e., inadeMANAGEMENTACCOUNTING/APRIL 1983

quate capital, credit, cash flow and personnel),
small miscalculations in either planning or control
over a very short time period can be disastrous.
Figure 3 presents a model of the necessary functions that must be performed by the manager on a
periodic basis. In Step 1, the manager plans for
the coming period by scheduling (or budgeting)
his resources of direct labor and direct materials,
resulting in the work schedule for the period or
purchase orders. In Step 2, the actual daily operations of the business occur and, from a control
point of view, the key function for the manager is
to measure (record) these events. The plan and reality come together in Step 3 when an analysis of
variance report is generated. In Step 4, the manager th en an alyzes thi s rep ort t o det ermin e the
causes of any variances so that corrective action
(Step 5) can be taken for the next period.
The DSS developed at LS &B fits well into this
flow. The system is actually an integrated set of
ind ivi dual comp uter p rograms. The program
NPARAM handles the initialization of key parameters (e.g., hourly wage) and constructs the
framework for the budgeting process. Facilitating

Figure 3
Planning and Control Model

STEP 1: Pre - period scheduling of direct
labor & direct materials
(NPARAM)

(REPT1)
(REPT2)

I

STEP 2:

Actual operations and
performance measurement
(REPT3)

I

(REPT4)

STEP 3:

Generation of
variance reports

STEP 4: Analysis of
variance reports

STEP 5: Management action

Thomas Trone is
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Lox, Stock & Bagel,
Champaign, III. He has
an advanced degree in
finance from the
University of Illinois.
Michael Weiland is a
systems programmer
at UOP Processing
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The small
business needs
a mechanism
to enable it to
react to
changes
quickly.
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the allocation of resources to this budget are the
programs REPTI for direct labor and REPT2 for
direct materials. These programs not only produce a printed schedule, but they also establish
the basis for subsequent control. Entry of daily
op erat io n al d at a i s th e fu n ct io n of program
REPT3 for direct labor and of program REPT4
for direct materials. They also automatically produce the required variance reports. These reports
are structured to allow the small business manager to identify areas ofconcern quickly.
A Walk Through the System

ing, only one system command need be given to
run the entire schedule- making portion of the
DSS. A control file takes care of initializing the
logical devices for the disk data files and of running NPARAM, REPTI, and REPT2. From the
user's perspective, all three programs meld into
one.
The analysis ofthe variance between the actual
operations and the budgeted operations level is
greatly simplified by the DSS. As the policies of
the manager are carried out during the week in
the small business, activity takes place and that
activity must be measured and captured. The programs REPT3 and REPT4 aid in this endeavor.
For each day in the period, these programs query
the user for the actual sales and direct labor (or
direct materials) costs. These figures are readily
available on existing media, time cards, and register tapes.
The budgeted amounts of each of these items
also are already stored in the DSS as a result of
REPTI and REPT2. Thus, programs REPT3 and
REPT4 can easily finish the comparison automatically by retrieving the stored budget data. The
programs calculate the actual and the unexpected
variance for each day, broken down into periods
or food types. The expected variance is based on
the actual day's sales level versus the budgeted
sales level. In each day's summary, the day's total
variances are summarized (Table 1). Furthermore, a weekly summary is prepared, showing the
variances for each period or food type for the entire week.
Because the variances are summarized both on
a daily and weekly basis, the causes of the variances can be more readily identified. If a variance
is prominent throughout the week for a given time
period, this fact may indicate either that an inappropriate method has been used to estimate this
time or that an actual shift in demand may have
occurred. In either case, it gives,the small business
manager at least some initial leads on solving the
problem. On the other hand, if a variance is prominent for all periods, but only on a given day, the
performance for that particular day is suspect, either from a management or sales demand perspective. These programs can be used to generate a
five -page output showing the individual variance
analyses for each day, plus the weekly summary,
the weekly summary only or nothing at all. In
parallel, sales data is analyzed via program SAL MIX. Input is again conversational (Figure 2) and
the output allows for analysis of daily trends.

The first step in the operation ofthe DSS is initialization. A number of parameters must be input: the prevailing wage rate, projected weekly
gross sales, the daily sales breakdown, and the
budgeted percentages of gross sales for each type
of expense. The program NPARAM (for New
PARAMeters) maintains this list of parameters.
The actual input of the data is controlled by
programs REPTI for direct labor and REPT2 for
direct materials. (Note: for clarity, we will only
discuss the direct labor sequence of decisions.)
From the values stored via NPARAM, REPTI
determines the labor -hour available for a given
day as [(daily sales X percent sales for direct labor) /wage rate]. The DSS then asks the manager
for the allocations of that labor hour pool to the
specifi c service periods o r categories. As in
NPARAM, the conversational mode is employed,
asking the manager a series of questions and verifying the response.
This schedule may be relatively constant over
the short run, and, therefore, only modifications
to the existing schedule are of concern to the user.
The DSS only requests new data when necessary.
This request may occur as a result of a change in
NPARAM; for example, changing the wage rate
bu t no t th e bu dget ed amou nt wil l caus e th e
amount of labor hours to decrease. In this case,
REPTI automatically positions the user to that
part of the schedule that must be amended. If the
old schedule is still correct, however, the schedule
will simply be displayed for verification and information purposes. Even at this point, the user can
change a particular portion of the schedule as the
DSS steps through the schedule. Only after an affirmative response will REPTI update the stored
schedule and make it the permanent copy.
As a precautionary measure, any new schedule
is compared against the allowed labor hours determined in NPARAM. For convenience, the screen
displays a running total of hours as they are entered. Ifthe sum does not agree with the budgeted What this DSS Has Accomplished
total, the user is again asked to assign hours. The
The impact of this DSS on the daily operations
DSS will not allow a schedule to be built that is of the business has been gratifying. Prior to the
not compatible with the budget.
implementation of the DSS, the actual weekly
To simplify the user's session at schedule mak- variance for direct labor was 20 -25% of the bud-
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geted amount of 15% of sales. By the end of only
the first month of use, the actual variance had
been reduced to less than 6% of the budgeted
amou nt . As su min g an an n ual s al es level o f
$500,000, the savings in this area alone could
amo un t to an in crease i n profit o f $1 0, 00 0$15,000 in this current year. This savings easily
recoups the initial investment the company made
in the DSS.
Besides being a cost - saving process, the system
also satisfies all the design requirements for a
small business DSS. No programming is required
of the user. To operate the system, the user enters
only a couple of simple system commands and
then merely responds to requests for data. The
system continuously requests the user for the most
up -to -date data and parameter values to keep the
user cognizant of the crucial parameters of the
business. In each iteration of the system (i.e., each
week), the system forces the user to go through
each step in the budgeting and control process, reinforcing ( "teaching ") this management function
to the user. The system employs an English conversational mode, designed to be as "personal" as
possible (Figure 2). By continuously comparing
check figures (e.g., total allocated hours vs. budgeted hours), the system prevents the user from
entering erroneous data. And, finally, the output
of the system -the printed schedules and variance
reports -is integrated, as is, into the normal flow
of operations.
Although a typical large -scale DSS design has
to be modified to fit the small business environment, there are general design guidelines for such
modification. These guidelines were followed in
the design and implementation of an operational
DSS for a small food service operator. The benefits in control and profits were evident in only the
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Table 1
Direct Labor Variance Analysis
(sample daily results page)
Prod 1

Prod 2

Sery 1

Sery 2

Sery 3

Sery 4

Sery 5

8.0

55.0

14.0

54.0

14.0

10.0

10.0

58.0

20.0

57.0

16.0

Labor -hour variance
.0
.0

2.0

3.0

6.0

3.0

2.0

.5

3.5

3.4

.9

Friday
Budgeted hours
18.0
10.0
Actual hours
18.0

Expected variance
1 .1

Man -hours
Dollar pool
Sales

Prod 1

.6
Budgeted
173.0
656.25
4,375.00

Prod 2

Variance
16.0
62.95
277.50

.9
Actual
189.0
718.20
4,652.50

Expected variance
11.0
41.62

Sery 1

Sery 2

Sery 3

Sery 4

Sery 5

Budgeted hours
22.0
10.0

8.0

68.0

20.0

46.0

20.0

Actual hours
22.0

10.0

8.0

68.0

22.0

46.0

20.0

Labor -hour variance
.0
.0

.0

.0

2.0

.0

.0

.0

.0

.0

.0

Saturday

Expected variance
.0
.0
Man -hours
Dollar pool
Sales

Budgeted
194.0
738.75
4,925.00

Variance
2.0
6.06
.00

.0
Actual
196.0
744.80
4,925.00

Expected variance
.0
.00

first months of operation. Other small businesses
should investigate the possibilities that a DSS can
offer them.
❑
'P.6. Keen and M.S. Scott Morton, Derision Support Systems. Addison-Wesley,
1978.
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A CPA Puts on
the Controller's Hat
Keeping audit fees reasonable was one of the first challenges
facing this former auditor, now controller of a small business.

1
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a M.S. degree in
accounting from the
University of Kentucky.
Mr. Van Etten is a
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Louisville Chapter,
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By A. T. Van Etten, II
After almost five years with a Big 8 firm, I was offered a position with a client company as controller. The decision was a difficult one because public
accounting was enjoyable work and offered excellent career opportunities as well as a professional
atmosphere. Nevertheless, I decided to join Brinly -Hardy Co., a small company which manufactures an d di stri butes lawn, gard en, and farm
equipment.
I felt that my education and work experience
provided me with the background to perform effectively as controller. However, there was more
to the job than appeared on the surface, particularly in administrative areas. For instance, in addition to accounting and financial reporting, I
found I also had responsibility for: financial planning, insurance, data processing, accounts receivable, employee benefits, and taxes.
Financial and Management Reporting
CPAs tend to assume that company management can effectively read financial statements. I
quickly learned after working closely with the
company managers, that this is not always the
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case. We now make more use of graphs, charts,
and other methods to communicate critical data.
This type of presentation can make financial information more understandable to management in
a shorter period of time.
In the external reporting area, we were able to
better coritrol our audit fee, which has increased
an average of 3 %-4% a year for the past five
years. Preparing most of the workpapers that the
auditors require has been the principal source of
savings. We also meet with our CPA firm prior to
an audit to discuss any areas in which auditing
time can be reduced. Most companies use the
same accounting firm year after year, which has
definite advantages, but it makes sense to discuss
the possibility of changing with another accounting firm, to assure that your audit fee is reasonable. Banks can be a good referral source for reputable and competent CPAs.
Financial Planning and Corporate Insurance
To enhance financial planning, we inaugurated
a three -year plan cycle a few years ago. This step
has enabled us to project future borrowing needs
and make certain that plans are made for these
needs. One example of such planning was our
MANAGEMENT ACCOUNTING /APRIL 1983

change from a yearly renewable line of credit to a
the insurance company. An appraisal also
revolving line of credit and term loan agreement
gives you assurance that coverage is adequate.
or "revol ver" agreement . Two years ago , o ur 4. Consider "replacement cost coverage." Most
three -year plan showed that we would require
insurance policies pay "actual cash value" or
borrowing above our existing line of credit. At the
some form of depreciated replacement cost.
same time, there were signs of credit tightening
For a slightly higher premium, full replaceup. For this reason, we decided to enter into the
ment coverage can be purchased, which in the
revolver agreement in order to have a written
event of loss assures the company that funds
commitment from our bank that the funds would
will be available to replace necessary assets.
be made available to us for a period of eight years. 5. Keep current on insurance industry developMany companies do not realize that banks are not
ments. There are several publications that are
committed to renewing lines of credit each year in
good sources of information. Also keep in
the absence of such an agreement. The interest
touch with your agent during the year and
rate is typically 1/4 % -3/ 4 % higher under such
question him as to trends or developments.
agreements, but this can be a cheap form of insurance, particularly in times when capital is in short Data Processing and Accounts Receivable
supply. Another advantage of "a revolver" is that
Another problem is top management's hesitanyou can move the debt from current to long -term cy to provide guidance for the data processing dedebt on the balance sheet, resulting in an im- partment. This is unfortunate, because sound
proved working capital position.
management techniques also apply to this departWe were also able to finance two new buildings ment. To get management more involved at Brinwith Industrial Revenue Bond issues. Many com- ly- Hardy, a steering committee was formed, conpanies are scared away from this type of borrow- sisting of several top management personnel, the
ing by the high up -front costs of underwriters, data processing manager, and myself. As a result
bond counsel, printing fees, etc. In many cases, of this committee's work:
ours included, through direct placement of the
bonds such as to banks, many of the up- front I. An assessment was made of projects currently
costs can be circumvented.
being worked on by data processing, and a
Shortly after I assumed my new position, our
priority for completing these projects was
insurance agent shocked us with a substantial inagreed on. (Previously it was established by
crease in our insurance premiums. The main reawho screamed the loudest.)
son was products liability coverage, which jumped 2. A system was developed for user departments
from $6,000 to $80,000 per year. We learned two
to request new data processing applications.
lessons from this experience. First, insurance preMore burden was placed on user departments
miums are highly volatile. As an example, our
to make sure that what they wanted was neccompany insurance premiums have decreased
essary and cost justified.
each of the last three years while coverages have 3. Several existing printouts were eliminated or
been increased. Second, it is important to stay
reduced in number or frequency. We found
abreast of developments in insurance markets.
that some reports were never used by the reInsurance must adequately protect company ascipient. The use of CRTs also had reduced the
sets, but be cost effective. Insurance is an imporneed for hard copy printouts.
tant cost factor in many companies, particularly
manufacturers. There are ways to control this
We were forced to develop special tactics for accost, however, and at the same time maintain ade- counts receivable maintenance because a majority
quate coverage. Some suggestions:
of Brinly- Hardy's sales are to farm equipment
dealers. These dealers have a reputation for busi1. Obtain quotes from other agents at least every ness longevity and paying their bills. The condithree years. Not only will the competition tion of the agricultural economy, however, has
keep premiums lower, a new agent may spot forced us to tighten procedures and controls in
weaknesses in your insurance program.
credit granting and collections. In the past couple
2. Consider higher deductibles. The cost of han- of years we have instituted these policies:
dling a small claim can have the same administrative cost as a large claim. Therefore, the 1. Any account 60 days past due is placed on
insurance company can lower premiums if the
C.O.D.
small claims are paid direct by the insured, in 2. Financing Statement (UCC -1) and Security
the form of higher deductibles.
Agree men t fo r ms a re o b t a i n ed on all
3. Have appraisals made and periodically updataccounts.
ed. In the event of a loss, an appraisal can
A service charge is applied to all past due
greatly reduce the time required to settle with
accounts.
MANAGEMENT ACCOUNTING/ APRIL 1983

Knowing where
improvement is
needed is the
first step in
controlling a
business.
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4.

All accounts have credit limits.

any company that has insurance company contracts as part of its pension plan funding consider
renegotiating.

Controlling Employee Benefit Costs
Brinly -Hardy currently spends about 35 cents
on fringe benefits for each dollar of payroll. In the
past, this area did not receive enough attention,
particularly in controlling the related cost of providing benefits. The two benefits which have the
highest cost are health insurance and the pension
plan. We have made progress in controlling the
cost of these two plans by taking specific actions
to improve performance.
Table 1
Installment Sale Reporting for Accounts Receivable
Assumptions:
1.
2.
3.
4.

An item is sold for $1,000 on May 10, 1982
The downpayment is due in 30 days, June 10. 1982
The remainder is due August 10, 1982
The Fiscal year -end is June 30, 1982

Accrual method
$ 1,000
24%
240
120
—

$ 1,000
50
24%
12
6
114

Tax savings have been achieved in three areas:
sales tax, property tax, and income tax. In signing
checks, one of my routine duties, I noticed that in
some cases we were paying sales tax on purchases
for materials which went into production. The
Kentucky sales and use tax law excludes such
items from taxation. Our data processing department, therefore, programmed the accounts payable system to question payment of sales tax on
account s under which material p urchas es are
classified.
Regarding property taxes, by comparing appraisals to our detail fixed asset ledger, we were
able to eliminate from the ledger nonexistent assets. The fixed asset ledger is the basis for preparing property tax returns, so we eliminated part of
the tax base, thereby saving property taxes. Also,
Industrial Revenue Bond financing, discussed earlier, has allowed us to reduce our property tax bill
because the related property is technically in the
municipality's name. The property tax advantages, however, associated with Industrial Revenue Bond financing vary by jurisdiction.
In addition, we have recently achieved a
cant tax deferral by adopting the "installment
sale" method for accounts receivable. Farm equipment is normally sold through the distribution
network with "dating" (i.e. extended terms, ranging anywhere from four months to a year). As a
distributor, we pass the dating terms on to the
dealer. By charging a small downpayment, we are
able to defer income tax on the gross ptoflt of the
sale, on any unpaid portion of the invoice. Table 1
illustrates this system. This method is a deferral,
not a tax savings, but offers substantial increase to
cash flow, which most companies need.
Recognizing and responding to these problems
was made easier because auditors are trained to
ask questions and my CPA training and experience stood me in good stead when I became a controller. It helped me quickly develop an eye for
the intricacies of operations that management accountants often learn by coming up through the
ranks. Our experiences should provide a framework for other companies to learn how controllers
can apply basic accounting skills to improve small
business performance.
❑
signifi-

Sales price
Down payment (5 %)
Gross profit %
Gross profit
Income tax on profit ( ®50 %)
Tax deferral (120 -6)

Installment sale
method _

How We Saved Taxes

For example, we had several years of poor experience in the health insurance area and were facing a premium increase of 26 %. A major insurance company was able to provide better coverage
with no premium increase by placing our company in a nationwide pool. The main disadvantage
of this arrangement is that detailed claims experience is not available, which could make it difficult
to switch to another carrier. The 26% savings
more than offset this disadvantage. The main increase in coverage was that our old policy had a
$1 million lifetime limit on major medical coverage and the new policy was unlimited.
At the same time, approximately 40% of our
pension plan investments were with an insurance
company in the form of an Immediate Participation Guarantee Contract (IPG), yielding slightly
more than 9 %. Recently, we were able to replace
this contract with a Guaranteed Insurance Contract (GIC), which will yield 15.6 %. We were fortunate to have favorable termination provisions
under the old contract. I would recommend that
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Cable TV: Clearing Up
the Financial Picture
The cable TV industry now has financial reporting standards
to guide it all the way from start up to program transmission.

By Orville R. Keister
The cable television industry is faced with several
rather unique accounting and reporting problems.
With the rapid growth and expansion of the industry, these problems have become increasingly
complex and difficult to solve. What should be
done, for example, with franchise acquisition
costs? How should start -up costs be handled?
Should installation revenues be deferred or realized in income currently?
As community antenna television (CATV) systems expanded, several different accounting approaches to answering these questions developed.
Cable television companies differed widely, for example, as to the types of costs that could be capitalized during the period of system construction
and they used different criteria to determine the
date at whi ch capi tal izat ion of certain co sts
should begin. In 1973, in an effort to increase accounting consistency, the American Institute of
CPAs asked its Task Force on Entertainment
Companies to develop a Statement of Position
(SOP) on accounting in the cable television industry. Over the next six years, the task force surveyed practice, prepared several drafts, exposing
one of them for public comment, held a public
hearing, and discussed the issues involved with
MANAGEMENT ACCOUNTING /APRIL 1983

the FCC, the FASB, and the SEC. SOP 79 -2,
"Accounting by Cable Television Companies,"
was finally issued in March 1979.
Basically, the statement provides that all direct
construction costs should be capitalized and that
costs attributable to current operations and their
administration should be charged to expense currently. Costs that benefit both current and future
operations should be prorated —partly expensed
and partly capitalized, following a stipulated
procedure.
The accounting and financial reporting procedures recommended by SOP 79 -2 were not GAAP
falling within the province of Professional Rule of
Ethics 203. Most of the recommended principles,
however, were followed by CATV systems after
the SOP was issued and in September 1979, FAS
32 declared them to be preferable accounting
principles.
Finally, following their regular procedures, the
FASB used the SOP to prepare an exposure draft
of the proposed statement which was issued in
June 1981. Only 23 comment letters were received
and in November 1981, FAS 51, "Financial Reporting by Cable Television Companies," was issued. This statement extracts the specialized accounting and reporting principles and practices
from SOP 79 -2 and codifies them as FASB stan-
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University of Illinois.
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national director.
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Cable TV: Mixed Signals?
It is easy to misread the signals behind
the headlines about the cable television
industry. On one hand, some big corporations that have sunk millions into cable
ventures are pulling out, feeling the capital demands far exceed the return. At the
same time, however, the growth and revenues of the industry are mushrooming.
Advertising revenues alone were $219
million for 1982, up from $104 million in
1981 and $45 million in 1980. Experts
forecast $333 million in revenues for
1983. New subscribers are being added
at the rate of 350,000 per month and are
expected to top 55 million by 1990, up
from the current 17.2 million. Cable is
available to 60% of the country now and
major contracts for several big cities are
still in the works. Pay -TV has grown to 19
million subscribers.
In light of these positive growth signs,
why are some analysts still so bearish on
cable as an investment or diversification
choice? The problem, according to Ed
Dooley of the National Cable Television
Assn., is that much of the media has perpetuated a "blue sky" myth about cable
from the beginning.
"Popular journalism promoted cable
as some type of broadcasting nirvana
which would have hundreds of stations in
each market and be available everywhere instantly," Mr. Dooley reports.
What's happening now, he explains, is
that the media and analysts are upset
that their expectations about the industry
are not being fulfilled.

The current financial realities are
rather grim. Except for Ted Turner's
WTBS, nearly all cable networks are losing money. The recession, interest rates,
and doubts about the stability of the industry, have kept advertising revenues
from meeting projections.
Cable companies themselves, on the
other hand, did not enter the arena with
such lofty expectations. Instead, they
have realized all along that initial outlays
would dim the early profit picture. Accordingly, they have focused on the long
term.
The industry is just completing its
heavy construction period, Mr. Dooley
elaborates, and capital costs are absorbing much of the new revenues. In addition, high interest rates are especially
damaging to such start-up operations.
The building o f cable plant by the industry leaders, however, is nearing completion. This means they can look to using this hardware over the next few
years. As capital outlays decline and revenues increase, the bottom line should
improve.
All this means management accountants eyeing cable for investment or acquisition are going to have to take a long
look at where a company is going to be
beyond start-up costs and subscriber development. That may well depend o n
how those initial costs are expensed and
reported at the outset.

dards without significant change.
Franchise Costs
These standards impact cable television systems
as they progress through three distinct phases.
First, a franchise must be obtained. Second, the
system must be constructed. Third, subscribers
must be obtained and connected to the system.
Many years may be involved, especially for larger
systems, even though the second and third phases
usually overlap.
When a CATV system is begun, the first expenditure typically is to obtain a franchise, which is
the right, granted usually by a governmental unit,
to operate the system in a given area. The granting unit may be the city, county, or state served by
the system. Sometimes the franchise is for a stated
term, and it can contain specific provisions and
limitations, such as maximum service subscription
fees, periodic fee payments to the local government, minimum number of channels, time limits,
and so on. The system cannot begin construction
until the franchise is obtained, making this first
step crucial.
44

Charles Pridemore

Franchise acquisition costs have been increasing quite rapidly. It is not at all unusual for applicants to commit over a million dollars to obtain a
franchise in a top 100 TV market. There are three
main possibilities in accounting for franchise
costs. If there are several applicants, these costs
could be expensed immediately, because no one
applicant is assured of being awarded the franchise. Second, the costs could be deferred. Annual
evaluations could be made and costs related to unsuccessful applications could be written off in the
period it was determined that the franchise would
not be obtained. Costs related to successful applications would remain capitalized until system depreciation begins, at which time franchise cost
amortization also would begin. Finally, the costs
of unsuccessful applications could be capitalized
and allocated to successful franchises under the
theory that it is necessary to seek several franchises to get one. This last approach is similar to
the full costing method in oil and gas accounting.
FAS 51 states the costs of unsuccessful franchise applications and abandoned franchises shall
be charged to expense, consistent with successful
MANAGEMENT ACCOUNTING /APRIL 1983
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Before subscribers can be served, the CATV
system must be constructed. Head -end equipment
to receive signals, whether directly from the transmitter or from a microwave relay system, must be
purchased. Equipment storage and studio facilities must be obtained if operator - originated programming is going to be offered. Cable has to be
laid or strung, amplifiers must be positioned, and
drops connecting the main cable to subscriber
television sets must be made. Converters and descramblers may be necessary where more than 12
channels are provided or where there are provided
special services, such as Pay -TV or two -way communication, such as Warner Cable Corp.'s Qube
system in Columbus, Ohio.
These prematurity costs, or start-up costs, undoubtedly represent the most challenging accounting problems. They occur while the system
is still under construction, while subscribers are
being obtained, and before total costs and total
subscribers are known for certain. Needless to say,
these costs are large. Just the cost of laying cable
ranges from $8,000 per mile in rural areas to over
$12 ,00 0 p er mi le in urban areas and to over
$80,000 per mile where underground cable is required. Equipment costs are as low as $30,000 for
a small black and white operation to well over
$200,000 for color equipment.
Before SOP 79 -2 was issued, there was great inconsistency in the treatment of costs incurred before the system was "energized," when a signal
was provided for the first time. Sometimes costs
were expensed, at least to the extent of revenues,
sometimes they were capitalized, sometimes interest was capitalized, and sometimes even general
and administrative expenses were capitalized. Frequently, different procedures were used for plant
costs than were used for initial subscriber installation costs. If capitalized, costs were amortized
over periods ranging usually from 18 months to
15 years. Often no amortization would be done
until the break -even point was calculated on the
cash basis and sometimes on the accrual basis.

Revenue is not
earned by
hooking up
subscribers but
by providing
services

Prematurity Costs

Some companies used the actual break -even point
and some used the originally budgeted break -even
point. Sometimes the system was described as operational and amortization began when 30% saturation was reached, connection to homes passed
by the cable, or when 25% of the homes in the
franchise area had been connected. Certainly
there was no consistency.
In an effort to standardize accounting for these
start-up costs, the FASB first very carefully defined the prematurity period. This is the period
that the system is partially under construction and
partially in service. Identification of the beginning
and the end of this period is important in determining how to handle incurred costs.
The prematurity period begins with the first
earned subscriber revenue. Its end will vary with
the circumstances of each system. The end will be
based on plans for the completion of the first major construction period or the achievement of a
specified predetermined subscriber level after
which no additional investment will be required
for other than cable television plant. The construction period will vary with the size of the franchise area, population density, and difficulty of
construction. Some franchise areas may be small,
there may be no competition from free television,
and since this results in a short construction period, the entire system may be energized at the end
of construction. Accounting is easier in this situation. On the other hand, in a medium -sized franchise, there may be larger geographical areas involved and there may be competition from free
television. Incremental construction may be involved and parts of the system may be energized
as construction progresses. Cost allocations are
much more difficult in this situation.
Finally, large metropolitan franchises may be
characterized by much competition from free television, fringe area signal inadequacy, and difficult
and expensive construction. Again, the system
may be energized in steps and, again, cost allocations can get quite difficult. Whatever the level of
difficulty, however, it is important to determine,
as best one can, the beginning and the end of the
prematurity period, when some revenues are being
received wh i l e s u bs t an t i al co s t s are b ei n g
incurred.
Recognizing the difficulty of identifying the end
of the prematurity period, the FASB said that before any revenue is earned from the first subscriber, management shall establish the beginning and
the end of the period, subject to a presumption
that the period usually will not exceed two years.
It may be shorter than two years, and, infrequently, such as in a large urban market, it may be assumed to be longer than two years. Usually, however, the two -year constraint will prevail and,
once established by management, the period can-

time.

efforts accounting in the oil and gas industry.
Costs of successful franchise applications shall be
capitalized and amortized in accordance with
APB 17, "Intangible Assets," which recommends
straight -line amortization over the shorter of the
economic or legal life, but for a maximum of 40
years. Quite possibly, consistency still has not
been achieved, because some companies, such as
Warner Cable Corp., are amortizing over a full 40
years, which is beneficial to early EPS, while other companies are amortizing over much shorter
periods of time, partly just to get rid of the account. Precise matching of costs and benefits just
is not possible.
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not be changed except as a result of highly unusual circumstances.
Proper accounting during the prematurity period involves several procedures. Costs of the cable
television plant, head -ends, cable, drops, converters, descramblers and related costs, including direct labor and construction overhead, are to be
capitalized in full. Subscriber related costs, costs
incurred to obtain and retain subscribers, includ-

Calculations and accounting similar to Table 2
would be done at the end of each month in the
prematurity period, taking into consideration
costs already expensed in previous months, as is
done in percentage of completion accounting.
Note that conservatism is achieved by using 300
in the numerator of the fraction, instead of 250 or
200. The higher the fraction, the more expense
recogn ized early and t he lo wer th e EPS . The

Table 1
Companies Expensing Prematurity Costs

started out
treating the
same costs in
different ways.

1. Average number of subscribers expected that month as estimated at the beginning of the prematurity period
Total number of subscribers expected at the end of the prematurity period
2. Average number of subscribers that would be attained using straight -line
(equal) monthly progress in adding new subscribers towards the estimate of
subscribers at the end of the prematurity period
Total number of subscribers expected at the and of the prematurity period
number of actual subscribers
Total number of subscribers expected at the end of the prematurity period

ing billing, collection, bad debts, mailings, repairs
and maintenance of taps and connections, etc.,
and general and administrative expenses are to be
expensed as period costs.
Programming costs and other system costs that
will not vary if one subscriber or 1,000 subscribers
are obtained, such as antenna site costs and costs
of required local programming, are to be allocated

straight -line constraint (alternative b) was included in both SOP 79 -2 and FAS 51 because there
was concern that some companies might overestimate subscribers expected at the end of the prematurity period and underestimate expected subscribers in the early months of the period. Either
of these would lower costs charged to expense
during the prematurity period. The fixed straight-

Table 2
Example of Prematurity Cost Formula
Assume the following information for the first month of a prematurity period.
Programming and other system costs
$ 144,000
Total subscribers expected when the system is complete
4,800
Average number of actual subscribers [(number at beginning
300
of month plus number at end of month) _ 2[
Original estimate of subscribers to be added in first month
250
Straight -line monthly addition over two years (4,800 - 24)
200
The following entries would be made:
Jan. 1.31
Deferred programming and other
system costs
Cash, accruals, etc.
Programming and other system
Jan. 31
expense
Deferred programming and
other system costs
300 144,000
4,800 x
1
= 9,000

to current and future operations. What isn't recognized currently, of course, will be capitalized.
The amount to be expensed currently is to be calculated each month by multiplying the total of
these costs for the month by a fraction to be determined each month of the prematurity period. The
fraction to use each month is the highest of those
presented in Table 1. Note that the denominator is
the same in all three cases.
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144,000
144,000
9,000
9,000

line approach at least reduces the ability to tinker
with the figures, although the possibility still
exists.
Additional Accounting Requirements
Incurred interest cost may be capitalized, but
not after the prematurity period starts because
earning activities have then begun. Periodically,
any costs that have been capitalized should be
MANAGEMENT ACCOUNTING /APRIL 1983

evaluated in order to determine whether they are
recoverable, either through operations or by sale
of the system. If recoverability is doubtful, capitalized costs should be written down to recoverable
values. However, cost capitalization should not
cease when the amount deferred reaches and exceeds the amount that is recoverable. Capitalization is to continue, accompanied by larger writedowns to recoverable values.
FAS 51 recognizes that certain portions or segments of the system may be so clearly distinguishable that it would be appropriate to account for
the portion as if it were a separate segment. The
FASB preferred to use the term "portion" rather
than "segment" to avoid confusion with the context of "segment" used in FAS 14, "Financial Reporting for Segments of a Business Enterprise."

for initial hookup or installation revenue. The
Board felt that revenue is not earned by hooking
up subscribers to the system —it is earned by providing services over time. Therefore, installation
revenues are to be deferred and recognized as income over the estimated subscriber hookup period. An exception is made for direct selling costs,
such as commissions and other salespersons' compensation, local advertising, and costs of processing documents related to new subscribers acquired. Initial hookup revenue can be recognized
as revenue to the extent of such direct selling costs
incurred, a procedure that isn't necessarily logical
but one that was widely followed in practice and
one that is consistent with required accounting for
initial direct costs of leases, per FAS 17, "Initial
Direct Costs." Table 3 shows proper accounting

Explosive
growth has
compounded
cable TV's
accounting
problems.

Table 3
Reporting Hookup Revenues
Cash
XXX
Deterred initial hookup revenue
XXX
Direct selling costs
XXX
XXX
Cash, accruals, etc.
On a per -unit basis, adjustments at the end of the first year would be;
10
Deferred initial hookup revenue
10
Initial hookup revenue
4
Deferred initial hookup revenue
4
Initial hookup revenue I(50 — 10) _ 101
The last entry would be repeated at the end of each of the next nine years. The characteristics of a portion are:
1. Geographical differences, such as coverage of a
noncontiguous or separately awarded franchise
area;
2. Mechanical differences, such as separate head end, or the equipment used to receive signals of
distant television or radio stations;
3. Timing differences, such as starting construction or marketing at a significantly later date;
4. Investment decision differences, such as separate break -even and return-on- investment analysis or s ep a rat e ap p r o val of s t art of
construction;
5. Separate accounting records, separate budget
an d fo recas t s , or o t h er acco u n t ab i l i t y
differences.
Finally, FAS 51 establishes proper accounting

MANAGEMENT ACCOUNTING /APRIL 1983

for initial hookup revenue, assuming installation
charges are $50. It is estimated the average subscriber remains on the system for 10 years and
that direct selling costs per installation are $10.
It is evident that along with the silicon chip, the
coaxial cable has caused a tremendous change in
the wo rld i n which we live. Al ong with th is
change, there have developed certain accounting
problems that are not easily solved. The problems
are basically matching problems caused by immediate cash flows but long, indeterminate periods of
realization. FAS 51, "Financial Reporting by Cable Television Companies," represents a reasoned,
conscientious effort to develop consistent accounting procedures in this difficult specialized industry area. Not all the recommendations in FAS 51
are completely logical theoretically, but they're
timely, practical recommendations that will improve accounting for CATV systems.
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How I Started My Own
Accounting Business
From `Jack of all trades' to master of one, Jack Fox has proved
that hard work, a large dose of ingenuity, and a little help
from Lady Luck can make an entrepreneur successful.

By Jack V. Fox

Jack Fox holds a BBA
degree in marketing
management from City
College of New York
and a MBA in finance
from City University of
New York. He will be
teaching a course in
entrepreneurship at
American University
this fall. He is a
member of NAA's
Small Business
Advisory Panel.
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My last paycheck from the National Alliance of
Business was larger than usual. Unused vacation
time was the reason, and I suddenly began to realize that one of the joys of working for yourself
meant that you had to pay for your own vacation
time —if there ever again were going to be such a
thing as a vacation.
It was August 1979, I was 39 years old, and I
had just quit my job as budget director for NAB. I
had decided in April to start my own accounting
practice, but first I had to complete the organization's budget process. I had to produce four regional meetings. After the last meeting, with the
budget process complete, I resigned and left within two weeks. The day I quit my job I considered
myself in business.
The response from my wife, a school bus driver,
was total support and from my mother -in -law, a
retired federal government worker, pessimistic incredulousness. Nevertheless, I was on my own.
Now that I was officially off someone's payroll,
I started to mull over, then worry about, the situation of being self- employed. Despite all the planning prior to establishing my own accounting
practice, fear started to grip me. Putting fear aside

is easier when you take action, and, fortunately,
that is what I did. The experts tell you to put
away enough money to cover a year's living expenses before starting your own business, but if I
had been earning a salary large enough to save a
year's expenses, I probably wouldn't have begun
my own bus in es s. Instead, I had abo ut on e
month's salary saved up to start the business. My
family and I lived on advances from credit cards
and squeaked by on the receipts of the business in
addition to my wife's salary. This was a great incentive to hand deliver the work and ask for paymen t. And what wo ul d h ave happ en ed h ad I
failed? I don't know. I had no alternative plan because I never considered the possibility of failure.
Using My Home as My Office
Out of financial necessity I established my first
office in the basement of my house. Experts recommend an outside office because it is more professional, there is too much temptation to do other
than "business" work at home, the discipline involved in leaving the house and going to an office
can't be matched, and most clients feel that you
should charge much lower fees if you don't have
to maintain the overhead of a "real" office.
I agreed with them, but I couldn't afford it at
MANAGEMENT ACCOUNTING /APRIL 1983

You Don't Have a Business Without Clients
I learned very early that although I had established an independent accounting practice, I still
didn't have a business until I got some clients. The
best way to win them is on a moonlight basis before leaving your full -time job, but I found this
impossible to do with the time constraints and pressures of being budget director of an organization
with an annual budget in excess of $60 million.
I telephoned friends and acquaintances and informed them of my new status as an independent
entrepreneurial, self- employed accountant. I.
asked them for referrals. I was looking for any
kind of accounting jobs at first. My specialty was
preparing Small Business Administration loan
packages, and this became the opening for securing accounting clients.
A few leads resulted but did not pan out. In retrospect, I think people are reluctant to recommend an accountant beginning his own practice
(even a well - experienced one). One of the primary
reasons —and a major consideration of potential
clients —is that people question the stability of the
practice rather than the professional competence
of the practitioner. Will he be around in a year?
Or will he give up and get another job? Those are
the questions they are asking— whether or not
they verbalize them. I found it easier to stress other points such as my qualifications, experience or
how I could help them, rather than focusing on
the newness of my practice.
While I was searching for clients, I became active with the Active Corps of Executives (ACE)
program of the SBA. ACE works in conjunction
with the SCORE program (Service Corps of ReMANAGEMENT ACCOUNTING /APRIL 1983

tired Executives) in teaching classes for prospective and fledgling business people. I taught classes,
even though my students weren't interested becoming my clients. More productive, however,
were several classes I taught at the community
college. Two of my courses, "Taxation for Small
Business" and "Financing the Smaller Business,"
in addition to providing $20 an hour for teaching,
garnered considerable potential client interest. A
teacher commands a certain professional aura,
which lends a great deal of credibility and, in my
case, helped me secure clients. Thus, teaching in
the community college helped me build a client
base. Referrals from present clients become more
important later, but you cannot draw sufficient referrals without a large enough base.
in

the outset. So I set up my office in a large bedroom off the recreation room, which then became
the reception area. I had an eight -foot folding table as a desk and two four - drawer file cabinets.
The Bank of America has an excellent booklet on
establishing an accounting practice which includes a list of suggested equipment. It is intended
for those interested in establishing a practice in
California, but it is applicable anywhere.
By design, I had very few visitors. Most client
contact was by telephone or visits to their businesses. I worked from the house for a year before
getting an outside office. In looking back, this action was not a mistake since I couldn't afford an
outside office —yet, if at all possible, I would recommend one. A viable alternative, as I later discovered, was to share space in an office with other
professionals. Although attorneys seem to have an
ethical prohibition to sharing space with persons
outside their profession, other professionals don't.
I have shared space with an insurance broker and
a financial planner, and in both instances we were
able to provide mutually beneficial referrals.

had about
one month's
salary saved up
to .start the
business. '
'I

Planning the Operation
I really started planning more than a year before I actually established the practice and cut off
the "security" of a paycheck. I actually decided to
go into business for myself after attending a two weekend program at The School for Entrepreneurs in Tarrytown, N.Y. In the course, about 30
people performed various business exercises, and
at the end of the program presented their business
plans to a group of professional venture capitalists
as well as the entire class. The time had come for
me to stand on my own.
I contacted several accounting franchise operations. I studied their printed materials and fancy
brochures, met with company representatives
(salespeople), interviewed local franchisees, and
analyzed the offerings as best I could. I found that
in return for the sizable franchise fees, which
ranged from $11,500 to more than $40,000, very
little was being offered to someone with a good
accounting background. Most of the franchises
are targeted to the nonaccountant who wants to
become an accountant or, as some term it, a business consultant. I learned that most of the people
who buy franchises are from the military or hold
other government positions and have a pension to
support them while they build their business.
The most alluring aspect of the franchises was
their offer of marketing assistance because, in addition to knowing about the accounting process
and taxation, you have to know how to market or
sell your services to potential clients. Fee - paying
clients are vital to your business, but selling is an
anathema to the accountant. Yet, some of the
franchises seek to transform the accountant into a
salesperson of their services rather than an independent marketer. It seems that the bottom line
for some of the franchise offerings was that, for a
not inconsiderable fee, they would train you to sell
their accounting services. The write -up work
would be processed by their computer facilities,
and the tax return preparation wo uld be per49
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formed by their specialists with the facts gathered
by the franchise salesperson. I found that everything the franchise offered could be duplicated at
a much lower cost and without the franchise fee.
Other Options
Service bureaus could do the write -up work,
and you can buy manual bookkeeping systems
that are in many instances better, if at least not
equal to, those offered by the franchises on an exclusive basis. Moreover, the costs are much lower.
The option ofacquiring your own microcomputer
and general ledger client accounting software is
another viable alternative to a service bureau.
I found out about the companies that provided
data processing services and the suppliers of manual accounting systems from other accountants
and from ads in MANAGEMENT ACCOUNTING,
Journal ofAccountancy, and other publications.
I found that other accountants were very helpful in sharing sources of supply and information.
My advice to the new accountant is to consider
other accountants your colleagues, not your competition. Attend NAA chapter meetings and make
contacts; and join other groups in your area of
specialization and attend their meetings. The contacts I made at these gatherings were invaluable.

duced even better results.
My list selection then became more sophisticated. I used demographics of Standard Industrial
Classification (SIC) codes, zip code selections, and
specific market segmentation to refine the marketing effectiveness of my venture. This action doubled my response rate. I was on my way!
Successful and Happy at Last

The encouraging report to you is that after
three - and -a -half years in my own practice, my income has grown to more than four times my last
yearly salary working for someone else. In addition, my business has an equity in that the average
sales price for an existing accounting practice is
near or better than one - and -a -half times the yearly
billings.
I have about 35 clients and am striving for a
base of about 100 monthly write -up clients, plus I
have about 200 tax clients. They include travel
agencies, cabinet makers, home improvement contractors, restaurants, wine and cheese shops,
wholesalers, consultants, attorneys, a delivery service and even a chimney sweep operation.
My office comprises 600 square feet in a three story office building in an attractive suburb of
Washington, D.C. There is adequate free parking
for clients. I have one assistant /secretary. A typiI Grew Through Direct Mail
cal day now consists of several appointments with
Direct mail was the key discovery that led to current clients, and I reserve two days a week for
the real growth ofmy practice. I had been on my marketing for new clients. The direct mail camown six months and I was just barely making it. I paign is ongoing, and I visit all respondents after
designed a self - mailer brochure describing the securing an appointment.
write -up work I would do and containing a carMy major ambition is to use my experience to
toon of a harried businessman with a desk piled help provide other accountants with marketing
high with papers. It asked if they were spending services to build their client base. I am developing
more time with paperwork than with their busi- a tape series and workbooks so others can take adness. I cut and pasted the brochure and found a vantage of what I have learned and save themprinter by calling more than six printers for com- selves years of effort. I plan to conduct marketing
petitive price quotes. I found a wide range of seminars for new and practicing accountants at a
prices and selected the next to lowest bidder be- fraction of the franchise operations fees.
cause the sample of his work looked better than
Although things seem to be working out okay
that of the lowest -priced printer.
now, I did get discouraged when I started. I could
The brochure also contained a postage -paid say that when this happened I threw myself into
business reply card for a no- charge presentation of additional business activity and concentrated on
my services and a quotation of fees. This effort marketing until the results overcame the discourwas crude, but it worked. I rented a mailing list agement. Unfortunately, that wasn't the case.
and sent 5,000 in a bulk mailing. I received 37 re- When I became discouraged, I stayed depressed
sponses, a .075% response rate.
until the feeling finally went away. I recalled the
Next I called the respondents for appointments many times I was discouraged when working for
and made subsequent sales calls. I found the clos- someone else, and that boosted my spirits. I also
ing ratio was 60 %. Thus my mailing of5,000 re- cheered up when checks came in the mail!
sulted in 19 clients. The average monthly client
Yes, it has all been worth the effort. Nothing
produces billings of $125, so I considered this substitutes for the feeling of being in charge of
mailing successful. The total cost of the mailing your own business destiny. The promise of rewas under $2,000, yet it produced a client base wards are always present, and you know that the
with annual billings in excess of $28,000. I had extra effort is benefitting you and your family diprofessional assistance in preparing the second rectly. There is no more exciting activity in the
and third generations of brochures, which pro- work place than working for yourself.
❑
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'My income
has grown to
more than four
times my last
yearly salary!'

51

� ►grapl,�ins�worth.
a thousand words
■

You just spent three grueling weeks gathering data
for a crucial financial report to management. Your
days and nights went like this: You replaced your
calculator battery nine times. You skipped lunches.
Your family nearly forgot who you were. You compiled

pages and pages of figures, calculations, comparisons�and�explanations�—�all�pointing�to�the�obvious solution. You could envision the praise, the raise,
the inevitable promotion. But when you presented
your report, all you got were blank stares.

You can avoid this nightmarish scenario by learning how to present financial
Information in graphs . To help you In your task , the National Association of
Accountants is pleased to announce that the Use of Graphs In Internal
Reporting, a bestseller for over 20 years, has been updated.. .

introducing ...

GRRPHinC3 F i n R n C I R L
Accountants Can Use
Graphs To Communicate
1 n FO R M RT 1 O n How
by Anker Andersen
Since the original repo rt was published, there has been a rapid growth in the use o f graphs.
The new, revised boo k describes the current methods o f sho wing accounting Inf ormatio n
graphically.

One of the main functio ns of the accountant is to communicate
accounting information to users. B ecause visual inf ormation is
understo o d more easily than written info rmation, managers,
overlo aded with work and pressured to make quick decisions,
can save time by studying graphic reports. Through the use of
graphs, managers can easily grasp and retain the acco unting
meaning o f data. Graphs are ideal fo r:

i

showing
results

indicating
trends

making
comparisons

demonstrating
relationships

Information about revenues, expenses, and assets can often
be better expressed in graphic formats than in tabular statements. Among the numerous illustrations displayed throughout
the book are examples of graphs which provide information
about cash flows, inventories, sales analyses, and investments.

In order to be effective, graphs must be reliable, understandable, and able to attract and hold attention.Graphing Financial
Information will show you how to use graphs to:
•�clarify�data,
•�present�data�fairly,
•�help�management�make�more�informed�decisions,
•�and�improve�the�overall�communication�of�accounting
information.
Graphing Financial Information reviews the different forms of
graphs, such as line graphs, area or surface graphs, column,
bar and pie graphs. It shows which types are more suitable for
presenting which data, and demonstrates how to ensure
reliability and minimize misrepresentation.
You can learn how to produce graphs; the four different
elements�—�shapes,�symbols,�colors,�and�textures�—�are�discussed. Other chapters explore:
•�the�value�of�graphs,
•�the�preparation�of�graphs,
•�graphic�designers,
•�displaying�graphs,
•�the�use�of�graphs,
•�and�the�state�of�the�art�in�computer�graphics.
MA .:

Learn h ow t o get your in format ion

across effectively — in graphic
presentations. After all, Isn't a picture
worth a thousand words? Order your
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Don't Ignore Manufacturers'
Duty Drawback
Management accountants should revise their accounting systems
to take advantage of this benefit for small business exporters.

By James R. Eggert

privilege:
1. First, we researched the information sources
Each year more small businesses are becoming inavailable on drawback , became familiar with
volved in exporting products and importing raw
customs regulations , and held discussions
materials or merchandise. This expansion of small
with a customs drawback specialist.
business into international trade requires that new 2. Next, we reviewed and assessed through flowskills be developed in house or obtained on a concharting all internal inventory accounting
sulting basis. Normally, international marketing,
procedures vis a vis required inventory procefinance, and taxes are considered the primary ardures and records mandated by U.S. Customs
eas of concern in international trade. Accounregulations to determine to what extent, if
tants, however, also must modify accounting sysan y, s ys t ems or p ro ced u res req u i red
tems so t h ey provi de th e n eces s ary d at a o n
modification.
exports and imports . One particular area of im- 3. We prepared and submitted a drawback stateporting that involves the accountant is Manufacment for approval by customs . This was the
turers ' Duty Drawback (MDD).
culmination of establishing a workable system
Drawback , a word which is not common jargon
which would satisfy the customs regulations
to all accountants, has important accounting imand not be burdensome to existing inventory
plications for improving income and cash flow for
procedures.
a small company. Any company that imports for- 4. Finally, once this drawback statement was apeign source merchandise for use in manufacture of
proved , the filing of a drawback claim reproducts subsequently exported will find drawquired establishing a reporting format suitable
back applicable. Drawback is a refund of import
to customs regulation and generating suffiduties and is an attempt by the U.S. government
cient internal supporting documentation to
to encourage exports by reducing the burden of
withstand the later test of an audit.
import duty.
At Electronic Molding Corp ., we have devel- Research and Review
oped a formal program to help us comply with the
Research and review of customs regulations ofcomplex U .S. Customs regulations for qualifica- ten suggests the need to consult foreign trade protion under manufacturers ' drawback . We per- fessionals, including customs brokers, to provide
formed four general steps to achieve the drawback assistance in establishing the necessary framework
MANAGEMENT ACCOUNTING /APRIL 1983
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Qualifying for
dra wba ck
requires proof
of when material
is used in
manufacturing.

for drawback, including preparation of the drawback statement. Although these sources were
available, we found that our ability to comply
with customs regulations could best be assessed
internally because once the regulations are understood it often involves fitting or modification of
inventory /accounting procedures employed by
the company to those procedures and controls
mandated by regulations. We felt our accounting
staff was best equipped to evaluate internal inventory/accounting procedures.
Information published by the Department of
the Treasury, U.S. Customs Service, aids in understanding the regulations. The National Committee on International Trade Documentation
also publishes valuable information relative to
drawback regulations. In addition, we found the
customs drawback specialist to be an excellent
source for clarification of regulations.
Eligibility Determination
As explained in the regulations, to be eligible
for manufacturers' drawback for foreign sales, a
purchaser must subject the imported merchandise
to a manufacturing process and the resulting manufactured product must be exported from the
United States. There are two types of manufacturers' drawback governed by Sections 1313A and
1313E in the Customs Regulations Title 19 CFR
Part 22— Drawback.
Section 1313A requires specific identification of
the imported merchandise as it moves through the
manufacturing process. This inventory control
would be difficult to comply with and burdensome if imported merchandise were not kept under lot control or were comingled with like -kind
domestic material. In any event, this section requires very detailed record keeping to verify the
actual specific imported merchandise in the exported manufactured product. Because of this requirement, Section 1313B is preferable, assuming
a company can meet the regulation requirements.
Section 1313B, substitution drawback, applies
to manufacturers who purchase both import merchandise and domestic merchandise of the same
kind and quality as the designated imported merchandise. In this case, the regulations permit companies to obtain drawback without the cost of segregat i n g like -kind d o mes t i c an d i mp o rt
inventories. Unlike 1313A, Section 1313B allows
more flexibility in inventory control because it
does not require directly identifying specific import merchandise in the exported product. Substantiation of import /domestic usage in an export
product can be based on any acceptable accounting method. In our case we substantiated usage
based on inventory turnover calculations using the
first -in -first -out (FIFO) method of inventory flow.
Recently, the regulations were relaxed. In a de-
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cision dated May 8, 1982, reference DRA-t CO:R:CD:D NK 213901 from the U.S. Customs
Servi ce, th e req ui rement t o have a do mest ic
source of like -kind merchandise was eliminated.
In lieu of subtantiating usage of domestic like kind merchandise within three years from date of
receipt of import merchandise, a Company may
identify a commercial lot of imported duty -paid
merchandise as domestic merchandise for purposes of substitution drawback. It appears that
companies who have no domestic source for import merchandise will now be able to qualify under Section 1313B.
Assessment of System
When we assessed the inventory /accounting
procedures employed by our company, we found
that little modification was needed to comply with
customs regulations for inventory /accounting
documentation. Figure 1 depicts the flow of inventory and documention we used to account for
manufacturers' drawback. All our domestic merchandise is accompanied by a U.S. Customs Import Form CF 7501, Consumption Entry. Form
7501 and invoices relating thereto are filed as a
package and a perpetual log is kept of import receipts which will later be used against foreign
shipments and the duty reclaimed.
A computer program was written to extract
from the invoice file all foreign shipments by
month. Interfacing the invoice file with the cost
file, the program lists the manufactured parts bills
of material in invoice order and summarizes designated merchandise content by part number and by
month for easier determination of the quantity of
designated material used.
Assuming the date of shipment as the date of
usage, we make inventory turnover calculations
using FIFO. This enables us to approximate the
date the designated material contained in the exported product would have been received and becomes the basis for ascertaining the consumption
entry against which duty will be reclaimed. Custom regulations require that material imported be
used in manufacturing within three years from
date of receipt. Therefore, an important aspect of
qualifying for manufacturers' drawback is to demonstrate when the designated material was used in
manufacturing. Our accounting /manufacturing
systems uses customer job numbers which are assigned to customer orders when received. The customer order is identified throughout the manufacturing process to final shipment with the job
number shown on the invoice billing. Our production records show the dates jobs were completed
on the production floor, which satisfies the customs requirement to prove that material imported
is used within the specified three -year period.
Then, once the consumption entry import reMANAGEMENT ACCOUNTING /APRIL 1983

Figure 1
Inventory Flow Accounting for Manufacturers' Drawback
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ceipt is selected and quantities shipped are relieved from the perpetual receipt log, the duty to
be reclaimed is easily calculated using quantities
shipped with the costs and duty rates of the selected consumption entry.
The Drawback Statement
Preparation of a drawback statement should be
done after all research is completed and a review
and assessment of the internal accounting procedures is made and deemed appropriate. Once this
step is reached, writing the drawback statement is
not difficult. U.S. Customs provides a format for
the statement with instructions as to content and
filing procedures. Items that must be included in a
drawback statement are:
1. Name address of applicant,
2. Location of factory,
3. Corporate officers,
4. Import merchandise or drawback products to
MANAGEMENT ACCOUNTING /APRIL 1983

Recap designated
duty paid
Chronological
summary of exports

�

�

�

US Cusron,s

Summary duty
Designated duty paid

be designated as the basis for drawback on the
exported products,
5. Exported articles on which drawback will be
claimed,
6. Regional office where drawback claims will be
filed,
7. General statement (description of business),
8. Pro du cti o n (d es cri pt io n o f p ro d u ct i o n
process),
9. Mu lt ip le pro d uct s (p ro d u ct s prod u ced
concurrently),
10. Waste,
11. Loss or gain,
12. Procedures and records maintained,
13. Inventory procedures,
14. Basis of claim for drawback,
15. Agreements,
16. Declaration of official.
The instructions for the statement are relatively
self - explanatory. It is important, however, to note
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Our firm has
saved thousands
of dollars in
duty refunds.

that treatment of waste goes hand in hand with
the basis of claim for drawback. If significant,
waste must be accounted for. If not significant,
the "appearing in" method of drawback eliminates record keeping for waste because drawback
is claimed only on the designated articles appearing in the exported product, not on the total designated material placed in production, which could
differ if a manufacturing process generates yield
variances.
Finally, when the drawback statement is approved, the accumulation of data required to be
filed to support a drawback claim is set forth in
the regul ati on s an d lis ted in C ust oms Fo rm
7575B. The essential information in a filing is:
Exported Articles:
Customer name,
Invoice date,
Item number (Exported article),
Description of article,
Quantity exported,
Exporting vessel,
Export carrier,
Designated Duty Paid:
Merchandise used (Quantity and kind of designated merchandise in exported article),
Duty rate (Rate per consumption entry against
which duty is being reclaimed),
Appraised value (Cost per invoice included in
chosen consumption entry —NOTE: Cost
should not include freight costs if any),
Calculation of duty paid,
Date merchandise received (per consumption
entry),
Summary of designated duty paid,
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Importer,
Vessel,
Place of import.
If the volume of foreign shi pments against
which a claim for drawback is to be made is high,
permission can be sought to use a chronological
summary of exports as detailed in Title 19 —Customs Duties, Part 22, Section 227(d). Any format
filed will usually be acceptable if the information
contains that expressed in CF 7575B.
Other Considerations
Other considerations in a manufacturers' drawback system include obtaining a general term customs bond with appropriate riders. A bond will
serve to guarantee customs against payment of
claims. Certain riders allow accelerated payment
of claims. Also, U.S. Customs audits claims periodically for compliance with regulations and the
drawback statement. An audit can be a useful tool
in ensuring systems and procedures employed for
handling drawback are functioning properly.
Obviously, mastery of duty drawback techniques like those of Electronic Molding Corp. can
be very beneficial to small firms. Small businesses
often find that foreign firms can offer better price,
quality, or service for some of their important raw
material or merchandise needs. Duty on these imports can be a significant cost factor. If the imported items are used in products that are exported, a firm can draw back the duty. Over the past
year our firm has saved thousands of dollars in
duty refunds. Accountants in other small businesses should be sure that they are not passing up
this cost saving opportunity.
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Houston '83:

Features `Lessons of Chrysler'
An economy characterized by inflation,
recession, and stagnation has propelled
financial executives right to the corporate firing line. NAA members who attend the Annual Conference in Houston , J une 19 -22, will get d ramati c,
firsthand testimony on how these executives are coping.
Mary E. Cunningham
Mary E. Cunningham, scheduled to
address NAAers on Monday morning,
is famed as the young executive who
helped the chairman of Bendix Corp. in
an aggressive acquisition program designed to diversify the company's activities. She is now executive vice president
for the Seagram Wine Companies, a
group formed as a result of her efforts in
the development of a worldwide wine
strategy for Seagram wines.
Ms. Cunningham, who will speak at
the first general session on "Humanizing the Corporate Culture: Milestone or
Millstone ? ", earned a master's degree
with honors in business administration
at Harvard, where she majored in finance and international business. She
has been recognized as one of the "Outstanding Young Women of America"
and was voted by World Almanac as
one of the "25 Most Influential Women
in America." She is on the board of directors of Jason Systems, Inc., and on
the Board of Advisors of The Journal of
Business Strategy.
Robert S. Miller, Jr.
Robert S. Miller, Jr., executive vice
president — finance of Chrysler Corp., is
another young executive seasoned on
the corporat e front l in e. He joined
Chrysler in 1979 as assistant controller
and helped guide the major automobile
manufacturer through its greatest crisis
as it teetered on the brink of
bankruptcy.
Mr. Miller is the luncheon speaker on
Mon day when he will di scuss "The
Chrysl er Experience— Lessons for
America." He graduated from Harvard
Law School in 1966 with a LL.B. deMANAGEMENT ACCOUNTING /APRIL 1983

gree; then he attended Stanford Graduate School of Business, graduating with
a MBA degree, with a major in finance.
He ranked in the top ten in his graduating class of 1968.
He joined Ford Motor Co. in 1968 as
a staff analyst and supervisor on the
world headquarters finance staff. Prior
to joining Chrysler, he served as direc-

CUNNINGHAM

tor of finance, Ford Venezuela in Caracas, Venezuela, 1977 -79. In April 1981,
he was named to his current position,
executive vice president — finance, reporting directly to Chairman Lee A.
Iacocca.
On the municipal front, which is beset by the same problems that confront
corporate executives, is Kathy Whitmire, mayor of Houston. A CPA, Ms.
Whitmire served as city controller before being elected to the top municipal
office. A recent issue of Newsweek magazine characterized her as having "imposed a new order on Houston's sprawling, growth- strained billion- dollara -year city government. She reorganized
the city's outmoded fiscal operations,
set in motion important civil service reforms and helped push through a development ordinance that will finally bring
some restraint to the only major American city without zoning laws."
James Corboy, program chairman for
the Houston Annual Conference, says
Mayor Whitmire will deliver an open-

ing address Monday morning. Mr. Corboy is vice president— accounting at
Dresser Industries, Dallas.
Other Topics
Featured speakers on Tuesday's program are scheduled to discuss the CPA
in industry, the FASB's constituency,
productivity, and quality control. The

MILLER

speakers are Bernard Z. Lee, managing
partner of Seidman & Seidman; Robert
Thompson, vice president of finance,
Shell Oil Co.; C. Jackson Grayson, Jr.,
chairman of American Pro ductivity
Center, and Allen J. Krowe, vice president, finance and planning, IBM.
Mr. Lee earned a bachelor's degree in
business administration from the University of Houston in 1949. After a stint
with Arthur Young & Co., he formed
his own public accounting firm in 1955,
which merged with Seidman & Seidman
in 1969. In 1972, he was elected to the
firm's six - member management commi tt ee an d was n amed partner -incharge of the New York office. He was
elected managing partner in 1974 and is
currently serving as vice chairman of
the American Institut e of CP As. He
will discuss the CPA in industry.
Mr. Thompson earned a B.S. degree
in commerce and law from the University of Tulsa in 1954. He joined Shell
Oil Co. in 1953, was named treasurer in
1970, controller in 1973, and elected
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GRAYSON
vice president, finance, in 1977. He is a
past chairman of the Financial Executives Institute and a former member of
the Advisory Council of the Financial
Accounting Standards Board. His address is titled "FASB Constituents —
Supporters or Adversaries ?"
Mr. Grayson, whose topic is "First
Test of Management Competence —
Productivity," is well qualified to speak
on productivity. The position that catapul ted h im in to t he pu bli c eye was
chairman of the Price Commission, an
office he held during 1971 -73. A CPA,
he served on the President's National
Productivity Advisory Committee and

Ad1.� 0_

THOMPSON

KROWE

on the President's Commission for a
National Agenda for the Eighties. He
has a doctorate in business admiWstration from Harvard University Graduate
School of Business Administration.
Mr. Krowe, who will discuss "Quality: Costs and Benefits," joined IBM in
1960, was elected vice president in 1975,
named president of the System Communications Division in 1977, and to his
present position in January 1982. A
CPA, he is a member of the Financial
Acco u n t i n g S t a n d a rd s Ad vi s o ry
Council.
The luncheon speaker on Wednesday
will be John V. James, chairman of the

board and ch ief executive officer of
Dresser Industries, Inc., Dallas. Dresser
is a billion - dollar company that supplies
technology, products, and services for
the energy , natural resources , and industrial markets. A description of the
Wednesday program and the concurrent sessions will be published next
month.
This NAA convention features a full
spouses ' program and activities for the
children of those who attend. To find
out all the details, mail in the postage free card enclosed in this issue or write
Conference Registrar, NAA, 919 Third
Ave., New York, N.Y. 10022.

Families Will Enjoy Rodeo, Mini - racers
True Texas -size hospitality will abound
for NAA families at this year's Annual
Conference. First stop for the spouses
will be a tour of historic Galveston on
the Gulf of Mexico. Texas's most popular seaside resort at the turn of the century, Galveston is rich in architectural
and cultural history. Its 34 miles of
sandy beaches have lured visitors from
the likes of pirates and profiteers to
wealthy Texas businessmen to vacationing families.
Also on tap for spouses is shopping at
the famous ultramodern Galleria complex of 255 stores and shops, restaurants, theaters and an ice rink . Some of
the more famous stores found there are
Lord & Taylor, Neiman - Marcus, Marshall Field, and Tiffany's. In addition,
spouses may attend a special technical
program and luncheon.
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co mp l ex i n Gal ves t o n . Sea -Arama
boasts performing sea lions and dolphins, water ski shows and displays of
hundreds of marine -life species. Teens
will have a chance to demonstrate their
skills at handling mini- racers at the Malibu Grand Prix raceway whil e p reteens visit the Houston Zoo and rain
forest.
Wild West Adventure

Young people will tour Houston's
famous Astrodome, home of the Astros
baseball team and Oilers football team,
and visit Sea -Arama /Marine World

This year's family event promises an
exciting evening of Old Western fun at a
real -live Texas rodeo and barbecue at
the Houston Farm and Ranch Club a
few miles outside the city. In addition to
the regular rodeo events, there will be a
square dance exhibition, a "Wild West"
sh oo t ou t , and p erfo rmances by th e
Sheriff's po sse and dril l team and a
country- western band.
MANAGEMENT ACCOUNTING /APRIL 1983
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NAA
Research
60 % Responding to NAA Survey Use Microcomputers

By Suzanne G. Connors
On January 20, the National Association of Accountants mailed a questionnaire to approximately 300 randomly selec ted memb ers. The
questionnaire, focusing on the many
uses and applications of microcomputers, addressed both business and
personal applications of microcomputers. We received a 39% response
rate, indicating that this topic is of
great interest to our members.
About 60% of the respondents surveyed are currently using microcomputers. Of that 60 %, over three fourths of them use microcomputers
for business and one - fourth use them
for home or personal use. It is important to note that only 11 % of those
who are currently using microcomputers subscribe to a database service,
such as Dow Jones News /Retrieval,
CompuServe Information Service, or
The Source.
Initially, most of the respondents
said they purchased their microcomputers for educational purposes, for
analyzing and preparing financial reports, for more efficient and accurate
handling of routine paperwork, for
spread sheet applications, or for the
word processing function.
Some of the most often - mentioned
functions performed by the microcomputer in the business environment are: " VisiCalc" t ype spread
sheets (76 %), cos t calcu lat ions
(34 %), word processing (31 %), and
database (29 %). The 25% that use
their microcomputers for personal use
mentioned some of their applications:
home video games (65 %), calculating
interest and preparing other financial
60

computations (50 %), preparation of
income tax records (50 %), and teaching children mathematics and other
routine memory drills (40 %).
Over half the respondents mentioned that they are planning on purchasing a microcomputer within the
next two years. Thirty -two percent are
contemplating using their newly acquired microcomputer for business
purposes, 28% plan on using their microcomputer for personal use, and
42% responded that they are planning to use their microcomputer for
both personal and business applications.
Currently, 40% of the respondents
are not using microcomputers. But almost all of those who responded that
they do not use microcomputers said
they would be interested in learning
more about how microcomputers relate to management accounting. Approximately 70% felt it would be beneficial for NAA to conduct a research
study on the topic.
(The Research Department is currently looking into a research study on
the topic of the internal control problems of microcomputers.)
It is apparent from the survey results that members would like NAA to
get more involved in teaching and informing members of the various functions performed by microcomputers.
The respondents were asked to explain how they best felt NAA could increase their awareness of microcomputers through the various activities
NAA is currently engaged in. Members mentioned most often that they
would like to see some articles in
MANAGEMENT ACCOUNTING on increasing productivity through the effective

use of microcomputers. Next, in terms
of interest, the respondents mentioned self -study courses describing
the various functions performed by
microcomputers. Other areas mentioned were: two- or three -day seminars sponsored by the NAA on microcomputers, a series of CEP courses
on the subject, and information on
NAA providing a database service to
our members. They felt the Annual
Conference would not be conducive
as a medium for exploring microcomputer applications.
We are currently developing a self study program titled "Integrated Accounting on Microcomputers." This
course will include a text - workbook,
step -by -step approach to learning
how automated accounting systems
function. The software is designed for
Apple II Plus, Apple Ile, and TRS -80
Model III microcomputers. The course
is designed for first -time users as well
as those already familiar with microcomputers. The programs will give users a feel for the on- the -job challenges that occur in an accounting
department. Some of the computerized functions addressed in the self study course are:
• Integrated general ledger,
• Depreciation,
• Integrated accounts receivable,
• Integrated accounts payable, and
• Payroll,
The course also addresses some of
the major differences between manual and computerized accounting systems, by describing the standards, capabilities, limitations, and flexibilities
of the accompanying software. The
course will be available in mid to late
May 1983. For further information on
this course, please contact Stan Stec,
manager, Self -Study Program, National Association of Accountants,
919 Third A ve., New York , N.Y.
10022.

Annual International Conference June 19- 22,1983
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Management
Accounting
Practices
8th
proposed rules that would significantly
reduce the amount of information about
management remuneration that publicly
held companies must disclose in proxy
statements and registration statements.
Part of t h e C o mmis s i o n's o ngo i n g
prox y review proj ect , th e p ro po sal
would, among other features, revise the
remuneration table to show only cash
remuneration, permitting noncash items
to be disclosed in a narrative format.
The proposal would require that the
cash remuneration of only the five highest -paid employees, whose cash compensation exceeds $60,000 annually, be
disclosed individually in the cash remuneration table. Other remuneration of
the five highest -paid employees would
be disclosed if it exceeds $10,000 or
10% of the reported cash remuneration.
Full details are available from the SEC;
comments are due by May 1.
The Commission also issued a proposal that would amend its rules for applying the full cost method of accountin g b y o i l an d gas p ro d u cers . Th e
proposal is intended to clarify the criteria for determining which capitalized
costs may be excluded from immediate
amortization and to narrow the current
diversity in practice. Comment deadline: April 30.
❑

Management
Information
Systems
10•.4
fore the facility becomes operational.
Option 3.
For organizations that require immediate access to back -up facilities, an altern at ive op t io n is t he pu rchase o f
shares in a fully equipped recovery operations center. This option usually involves a monthly membership fee and
an equipment usage charge for the facility when it is occupied.
Option 4.
For organizations with multiple data
processing centers, reliance upon internal excess capacity is often the best conMANAGEMENT ACCOUNTING /APRIL 1983

tingency plan. Those firms have the opportunity both to develop hardware and
software configurations which are compatible among their data processing centers and to design excess capacity into
their organizations.

Back -up Essential Resources
The DRP should prescribe the routine back -up procedures for all programs, data files, system documentation, and supplies needed to support
essential operational subsystems.
For instance, current versions of essential application programs can be copied to tape from the source program library (see MIS, Feb '83) and stored
off -site; likewise, data bases, master
files, and transaction files can be copied
to tape daily, or as required, to achieve
adequate protection.
Documentation needed for processing
critical ap plications also shou ld be
backed up. The large volume of written
material involved and frequent application revisions, however, complicate this
task. One approach is to produce documentation on word processing equipment and store the diskettes off site.
Finally, but not least, is the need to
maintain reserves of critical supplies
such as check stocks, invoices, and other special purpose forms that cannot be
obtained without incurring some delay.
As they are such an integral part of daily operations, supplies are often overlooked in disaster recovery plan.
Recovering from a disaster depends
upon timely corrective action. Failure
to perform tasks prescribed in the DRP
(e.g., creating back -up files for critical
applications) prolongs the recovery period and diminishes the prospects of a
successful recovery. To avoid serious
omissions and /or duplication of effort
duri ng i mpl emen tati on of t he DRP,
a di sast er reco very team s h ou ld b e
creat ed . Task respo nsib ilit y of the
DRP must be clearly defined and communicated to the team members as soon
as possible.
An often neglected aspect of recovery
planning is the testing of the DRP. Nevertheless, DRP tests generate valuable
information and should be conducted
periodically. DRP tests provide measures of the preparedness of personnel
and disclose omissions and bottlenecks
in the plan.
❑

ADDTAX
EXPERTISE
TOYOUR
COMPUTERIZED
BILLINGSYSTEM
There's nothing more predictable than
taxes...and nothing more changeable
than tax rates. Published information is
not standardized and frequently is not
current. Only SALESTAX6 Magnetic
Tape Service offers current sales and
use tax rates in a computerized file that
covers all 42,000 locations in the U.S.
and Canada... constantly up- dated.
We'd like to send you information on
all services provided by Vertex Systems.
There's the SALESTAX Magnetic Tape
Service, or you can keep up with changing local taxes through the Vertex
NATIONAL SALES TAX RATE DIRECTORY
with its monthly up -date service. In addition, the Vertex PROPERTYTAX DIRECTORY provides complete filing and payment requirements, tax rates, and
assessors' names and addresses. Send
today for the complete story on these
services.
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VERTEX 191TEM1 inc.
998 Old Eagle School Road
Wayne, PA 19087 (215) 687 -9060
Please send me information on
❑ SALESTAX Tape Service
❑ Sales Tax Directory
❑ Property Tax Directory
❑ ❑Sales❑Tax❑Directory❑for❑Retailers
Na me - Company
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Digest Service
The Management Accounting Digest
Service makes available for members
copies of' manuscripts originally submitted to MANAGEMENT ACCOUNTING but
not published The manuscripts are for
reference only; they have not been edited,
researched or verified by NAA staff: The
views expressed in each manuscript are
those of the author(s) and do not necessarily represent Association policy. Subsequent developments, rulings, and legislation may supersed e the manuscript
contents. NAA holds copyright to the material. Reproduction or use without permission is prohibited.

Planning, Budgeting,
and Forecasting
Game Theory— Application and Its Use
in Making Management Decisions
By Gerard T. Mazurkiewicz

The author presents three different
aspects of game theory. First, he outlines the concept of game theory and
its fundamental principles; second,
the concept of using game theory in
decision making is explored; and,
third, he discusses the application of
game theory to practical management
decisions. The application section applies the theory to three business situations: high employee turnover, a
movement to unionize, and the elimination of an apprenticeship program.
The situations include an example of
the results of incorrect assumptions.
No. 831, 16 pp.

Performance Measurement,
Reporting, and Control
A Guideline to Operational Auditing
By Gene Meo and Norman Nisenbaum

Operational auditing is defined and
compared and contrasted with performance, financial, and management
auditing. Guidelines also are given for
the implementation and conducting of
operational audits. A final section is
devoted to assessing the benefits
that can be derived from the proposed auditing techniques. Institute of
Internal Auditors' Research Report 19
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is cited as indicating that there is little
consensus among the auditing profession as to the distinctions between
types of audits. This review seeks to
clarify these differences and facilitate
standard operational audit practice.
No. 450, 24 pp.

Corporate Finance
ACRS Means Rethinking Depreciation
Policies and Sell vs. Trade Strategies
By Karen Georgatos

Although the Accelerated Cost Recovery System (ACRS) provides, in
general, greater tax incentives for investors in real estate, it does contain
several provisions for which taxpayers must be extremely alert in planning future transactions. An in -depth
analysis of two of these provisions is
presented using empirical illustrations
which conclude usage of these provisions may not be to the advantage of
all investors depending on individual
situations and circumstances.
No. 375, 15 pp.
The Rush to Business Combination —
Skilled Accounting Help is Required
By Sidney R. Mettz

Basic problems faced in buying and
selling companies are reviewed from
the viewpoint of how management
accountants can provide assistance
and advice in solving these problems.
Issues discussed include planning,
purchase investigation, and financing.
Special accounting rules pertaining to
pooling of interest or purchase, tax
considerations, tax -free acquisition,
carryover of tax attributes, taxable acquisitions, acquiring foreign businesses, legal obligations, and sales taxes
also are examined.
No. 403, 15 pp.

Compliance Reporting and
Taxation
Oil and Gas Accounting
By Victoria Saunders

Pros and cons are given for the use of
full cost or successful efforts methods

of accounting in the oil and gas industry. The Energy Policy and Conservation Act of 1975; FAS 19, "Financial
Accounting and Reporting by Oil and
Gas Producing Companies;" and FAS
25, "Suspension of Certain Accounting Requirements for Oil and Gas
Companies" are discussed. The resulting new method of oil and gas accounting, reserve recognition accounting (RRA), also is examined.
Extensive sample balance sheets illustrate differences in reporting approaches. In addition, problems associated with RRA are surveyed and
possible revisions by the FASB are
anticipated.
No. 409, 21 pp.

Selling a Foreign Subsidiary: The Tax
Consequences Under Section 1248
By Michael S. Amodio

Taxation of foreign corporations and
their shareholders resulting from the
sale of a foreign subsidiary is examined under section 1248 of the Revenue Act of 1962 and as amended in
the 1976 Tax Reform Act. Changes
were centered in the original limitation
of Section 1248 to the sale or exchange of controlled foreign corporation stock in a transaction where gain
was recognized. In addition, modifications were made in the computation
of earnings and profits. Distinctions
are drawn between earnings and profits and accumulated profits, and steps
are presented for calculation in accordance with Section 902. Limitations
on tax payable by individual shareholders also are considered.
No. 962, 11 pp.

Government
Budgeting Reporting Practices of
Municipalities
By Gary A. Giroux and Alan G. Mayper

State -of- the -art budget reporting
practices in cities with populations
over 50,000 are surveyed based on
sample 1980 budget documents from
37 municipalities. Current budget conMANAGEMENT ACCOUNTING /APRIL 1983

tents and applications are examined
and additional possible methods for
reporting and presenting budgetary
information are recommended. Factors inhibiting comparative analysis of
budgets are identified as lack of standardization and nonexistence of formalized reporting formats. Trends indicate program budgeting will be the
methodology of the future. Many corporations report use of zero -base
budgeting, planning- program mingbudgeting systems, and management
by objectives, signaling a shift to established objectives and justified
spending. Formulation of nationwide
generally accepted budget principles
is encouraged with emphasis on summary financial disclosure data indicating expected operations.
No. 154, 13 pp.

Contracting Methods and the Department of Defense
By L. A. Klein

The relationship between the U. S.
government and the defense industry
relating to the weapons acquisition
process is examined with emphasis
on the history of contracts and current practice. Contract types reviewed
include: firm fixed - price, cost -reimbursement, cost -plus- fixed -fee, incentive contracts, fixed -price incentive
contracts, and cost -plus- incentive -fee
contracts. Also, the characteristics of
the defense market that work against
normal industrial controls in government procurement are reviewed.
No. 397, 18 pp.

Management Information
Systems
The Risk of Losing Your Machine
Room: Is a Back -up Computer Site
Your Best Alternative?
By Margaret A. Pfeiffer

This survey analysis examines the
risk of losing data center operations
for an extended period of time, the
consequences to a company should
this occur, and possible strategies to
minimize the negative impact. A majorit y of firms would be forced to
cease all or most of their daily business operations within one week of a
total data center loss and the conseMANAGEMENT ACCOUNTING /APRIL 1983

quential monetary impact would be
significant, according to the results of
the survey. Several exhibits support
the conclusion that the shared backup site is not the best alternative for
all companies but should play a major
role in data processing contingency
planning.
No. 1042, 30 pp.

Designing a Management Accounting
System for Financial Control
By Earnest A. Huband

Management accounting systems are
evaluated by the author according to
their ability to provide information so
decisions can be made up front on reporting levels, overhead allocation,
transfer pricing, and systems design
in general. The importance of management input and acceptance of the
system is emphasized. System flexibility, where the changing needs of
management can be accommodated
and communication facilitated between users and the accounting department or systems designer, is
stressed.
No. 374, 12 pp.

Accounting Education
and Professionalism
The CMA Examination, Multiple Choice Questions, and Grading Bias
By Lynn W. Marples and Robert J. Hehre

Do multiple choice questions on the
CMA Examination allow bias against
knowledgeable professionals? Some
analysts assume these individuals will
perceive incidences where general

rules are not applicable and be induced to select non - normative responses, while naive candidates will
choose the more simple target responses. Basic criteria for evaluating
multiple choice questions were developed and applied to CMA exams offered during the five exam sessions
prior to December 31, 1981. Second,
an empirical study was conducted to
evaluate bias resulting from multiple
choice question formats. The author
concludes that the CMA Examination
questions conform to the valid criteria
and that questions may be more accurately answered in multiple choice
format, but without bias against professionally competent candidates.
No. 946, 14 pp.

The Image and Role of the Manage
ment Accountant—Nonmonetary Issues
By Steven H. Raybourne

The stereotyped image of management accountants as bookkeepers
without managerial involvement or importance is examined, and methods
suggested for improving accountants'
status and self image. Management
accountants are encouraged to provide management the data it wants,
to delegate authority for data preparation, identify relevant data, and to
communicate effectively. Emphasis is
placed on the individual's role as
manager and bargainer, as well as
contributor to EDP and MIS development. The psychological and motivational aspects of the management accounting function also are explored.
No. 855, 9 pp.

MANAGEMENT ACCOUNTING DIGEST SERVICE
Please send manuscript No.s listed on the right:
enclose payment Ce $5.00 each, or five for $20.00.
Member Account No:
SHIP TO:

Please allow 68 weeks
for delivery

MAIL TO: Carl A ndrews, Accounting Department
National Association of Accountants
919 Third Ave, New York, N.Y. 10071
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Exposure Draft
Member Admission Standards
NAA has a long, established history of providing education
and professional development opportunities for all persons
who have a demonstrated and committed interest in Management Accounting. This policy remains. No one will be
excluded from NAA who has a genuine commitment to
educational and professional development in the field of
Management Accounting.
NAA's Constitution states that one of the purposes of the
organization is to promote the profession of Management
Accounting by providing for the recognition of educational
attainment and professional competence of Management
Accountants. It further states that NAA is to provide opportunities for members to increase their knowledge of accounting practices and methods and to increase their individual capabilities.
Many members and the leadership of NAA believe we
need to continue to improve the Association's effectiveness
in achieving its purposes.
• Each year the NAA loses 10 to 15% of its members.
• Slightly over 1% of the membership takes advantage of
the nationally offered education programs.
• Attendance at chapter technical meetings and professional development seminars averages about 30 %.
By lifting the level of education within our membership
we will:
•
•
•
•

Enhance the professional status of each member,
Raise the professional development of the members,
Improve member retention,
Improve the educational delivery system by enabling a
sharper focus,
• Provide a vehicle for companies to obtain better continuing education for their management accountants.
The Planning Committee proposes that for U.S. and Canada associate or other members admitted after June 30,
1984, the new member must:
1. Have a full four -year college degree, with a major in
accounting or a minimum of 21 semester hours in accounting, or an advanced degree with 15 semester
hours in accounting,
or,
2. Have a full four -year college degree and hold either a
64

management accounting* position or management accounting* teaching position at the time of admission,
or,
3. Have a two -year degree with a minimum of 15 semester hours in accounting plus four -years experience in a
management accounting* position and hold a management accounting* position at the time of admission,
or,
4. Hold a CMA, a CPA certificate or their international
equivalents,
or,
5. Agree to complete 30 Continuing Professional Education (CPE) hours in NAA- approved programs (local
or national) in each of the five consecutive years from
the date of admission. A member not fulfilling the
commi tment wi ll au to mat icall y be dropp ed from
membership.
and,
6. Agree to abide by the Standards of Ethical Conduct
fo r Management Acco un tant s (wh en ado pt ed b y
NAA).
Listed below are the principal advantages of the proposal
as identified by our survey and discussions to date. Adoption of the Standards will:
1. Focus NAA's purpose.
We have been trying to be all things to all people. Admission standards will help improve our educational
programs by keeping us from spreading ourselves too
thin.
2. Enhance the professional status of our members.
3. Retain individual members who are genuinely interested in professional development.
NAA loses, on average, 12% of its members each year.
The FEI loses less than 6% and the AICPA between
1% and 1- 1/ 2 %. The latter two organizations have
member admission criteria and we believe the effect of
those criteria is an important factor in the loss rates.
4. Induce new members to join a professional organization with clearly defined standards and professional
development goals.
5. Strengthen the professional image of NAA.
The absence of admission standards was right for
many years, but times have changed.
6. Improve the cost effectiveness of NAA's educational
programs through increased demand at both the local
MANAGEMENT ACCOUNTING /APRIL 1983

and national level.
In order to assure input of a broad base of ideas into the
proposal, the Planning Committee wrote, in November, to
the Members of the Executive Committee, Board of Directors, Council Principals, Chapter Presidents, Members of
the Marketing and Membership Committee and Past National Presidents, eliciting their comments. As a result of the
comments, we revised the criteria for the Executive Committee and the Board of Directors in January 1983. Discussion there led to further revision and this exposure draft to
the entire membership.
There has been substantial discussion with respect to the
150 Continuing Professional Education (CPE) hours. The
education can be obtained through either local or national
NAA programs. The provision is a compromise. The consensus is that we need to ensure that no persons are excluded from membership (assuming they have a genuine interest
in accounting education). The provision was also included
to provide an opportunity to increase chapter revenues from
professional development seminars, provide an opportunity
to increase revenues in the national education programs and
to increase the professional development seminars offered by
NAA.
All members of the Association prior to June 30, 1984,
are deemed to have met the membership standards because
of their history of participation in the Association.
This is a very difficult issue. There are no right answers or
wrong answers. Our challenge is to continue improving the
Association as times change. We believe the plan, as presented, is a reasonable compromise reflecting a consensus of
NAA's leadership. Based on the lengthy discussions of this
issue at our January Executive Committee and Board of Directors meetings, it appears that the great majority of these
two groups support this proposal. However, it is important
that each of you consider this issue carefully and submit
your comments and suggestions by June 1 to National Association of Accountants, 919 Third Avenue, New York, N.Y.
10022. Attention: Robert R. Meyer.
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Footnote to Exposure Draft
*As defined by MAP statement on Management Accounting, No. I B (only student members would be exempted from
these requirements):
Definition of Management Accounting

Management accounting is the process of identification,
measurement, accumulation, analysis, preparation, interpretation, and communication of financial information used by
management to plan, evaluate, and control within an organization and to assure appropriate use ofand accountability for
itsresources. Management accounting also comprises the
preparation offinancial reports for nonmanagement groups
such as shareholders, creditors, regulatory agencies, and tax
authorities
In the context of this definition, financial information
comprises broadly that information, monetary or nonmonetary, necessary to interpret the cause and effect of actual or
planned business activities, economic circumstances, and asset and liability valuations.
Management accountants implement the objectives of
management accounting. The term management accountant
is used in this Statement in its broadest sense. It is intended
to include persons involved in such functions as controllership, treasury, financial analysis, planning and budgeting,
cost accounting, internal audit, systems, and general accounting. Management accountants thus may have titles
such as chief financial officer, vice president - finance, controller, treasurer, budget analyst, cost analyst, and accountant, among many others. High -level personnel outside the
United States often hold distinctly different titles; one that
often is used is finance director.
It should be recognized that, given the wide range of management accounting activities, not all management accountants perform all the functions described in this Statement.
Certain functions are usually restricted to the higher -level
management accountants, who frequently also are designated as financial management.
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In the Library
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. Miriam R ed rick,
manager, library services, NAA, 919
Third Ave., New York, N. Y. 10022—
(212) 754-9736 or 37

The Accounting Profession: Years
of Trial: 1969 -1980
Wallace E. Olson, AICPA, 1211 Ave. of
the Americas, New York, N. Y. 10036,
1982, 307 pp.—The au t ho r, fo rmer
president of the American Institute of
CPAs, gives an insider's view of the
public accounting profession during the
turbulent years of 1969 -1980. His book
starts where John L. Carey's two volumes on The Rise of the Accounting Profession ended.
Olson points out that the litigation of
the late 1960s and early 1970s was the
catalyst for most of the changes that occurred in th e p rofess ion du rin g t he
1970s. Auditors' responsibilities were
broadened and defined more sharply by
court decisions and Securities and Exchange Commission rulemaking. The
establishment of financial accounting
and rep orting standards took on far
greater importance, a development that
led to the creation of the Financial Accounting Standards Board and to a host
of detailed accounting and disclosure
rules. Besides the SEC and the courts,
the General Accounting Office, the Internal Revenue Service, the Department
of Justice and the Federal Trade Commission had a profound influence on the
accounting profession during this unsettling period in accounting's history.
Entire chapters are devoted to the
topics of auditor litigation, federal government influence on the profession, the
setting of accounting standards, auditor
responsibility, ethics and enforcement,
the division of CPA firms, peer reviews,
licensing, specialization, management
advisory services and auditor independence, establishment of international organizations, and professional education.
Although written from the AICPA
world view, the book is quite worth66

while for all accountants and is a significant addition to accounting literature.
Transportation Strategies for the '80s
Temple, Barker and Sloan, Inc. for National Council of Physical Distribution
Management, Oakbrook, Ill. 60521,
1982, 265 pp. —NAA is co- sponsoring
with NCPDM a research study on "Improved Transportation Accounting and
Control" which will be published soon.
In the meantime, this study on transportation stategy deals with the fact
that the basic environment for transportation and distribution has changed radically because of deregulation. Significant cost increases in several types of
shipment — primarily air, bulk truck
load and barge, and rail unit trains —are
anticipated.
Consequently, the' authors anticipate
that competi tio n wi thi n an d amo ng
modes will increase. This, in turn, will
lead t o hi gh er p rici n g b y carri ers .
Transportation services increasingly
will be purchased through price and service contracts rather than tariffs. Companies, therefore, shoul d attempt to
consolidate shipments and concentrate
traffi c wi t h i n a li mi t ed nu mb er o f
carriers.
This research study is well done. Any
management accountant with responsibility for transportation costs should review the material here. In many firms,
transportation costs amount to 5% to
8% of sales revenue. Any management
accountant involved in long -range strategic planning for such firms should be
familiar with the material in this study.
The Foreign Corrupt Practices Act:
Anatomy of a Statute
George C. Greanias and Duane Windsor,
Lexington Books, 125 Spring Street,
Lexington, Mass. 02173, 1982, 187
pp. —The Foreign Corrupt Practices
Act has created much controversy since
it was passed. Many observers felt that
it was a necessary and meritorious response to the problem of bribery of foreign governments and politicians. Others felt that it was too all- encompassing,
and at the s ame time too vague, and
that it forced many small and medium-

Miriam Redrick and Stan Stec, Editors

sized firms out of the export market.
Greanias and Windsor of Rice University have systematically analyzed
this statute from its origins to present day problems. Taking painstaking care,
they discuss, in detail, the context of
business /government relations, the proposal and passage of the Act, its enforcement, the response of the business
community and the ensuing problems.
The Act and proposed alternatives and
amendments are given in the appendices.
Handbook of Accounting and
Auditing, 1982 Update
John C. Burton, Russell E. Palmer and
Robert S. Kay, Editors, Warren Gorham
& Lamont, 210 South Street, Boston,
Mass. 02111, 1982, variously paginated —Last year Warren, Gorham & Lamont published the Handbook of Accounting and Auditing. They have now
published the first update to that reference volume covering the period from
December 1, 1980, through June 1,
1982. The Update is organized according to the chapters in the master volume
and has an exhaustive cumulative index
to both the main volume and the update. At the beginning of this volume is
a "Reference" section that explains the
current accounting acronyms and details the FASB, AICPA, and SEC referencing systems to accounting standards.
The Update includes the cross references from the AICP A Pro fessi onal
Standards Volume 3 to FASB's Current
Text, and the SEC's Accounting Series
Releases cross references to the Financial Reporting Releases.
This is a useful update, but it has the
same problems as the Handbook itself.
Users may wish to use the two as a one stop answer book. They are designed
mainly as quick - answer books to general accounting questions. More technical
questions require further research. Also,
users must keep in mind that the information in the Update is over six months
old. For the most current information,
other sources must be used. Despite
these drawbacks, however, these volumes are highly recommended.
Please Note. This is a reference book
and does not leave the NAA library.
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A salary check
shouldn't be the only
thing you have
to show for years as an
accountant.
What you should be able to show
is a growing equity in a business
that's all your own, and the
satisfaction of being your own
boss.
If your present job doesn't
offer you this, do what hundreds of
acco untants all across America
have done. Become an
independent Comprehensive'
accountant.
Comprehensive is the
nation's largest organization
of its kind providing monthly
accounting, bookkeeping and tax
services for all types of businesses
for the past 30 years. We've been
helping accoun tants go into
business for themselves. Helping
them build clients, income, and
equity with proven systems for
marketing production and data
processing that work.
But don't just take our
word for it. Here are three
Comprehensive accountants who,
like yourself, got fed up with
building someone else's business
and now are working for
themselves,
KEN JACKS ON, HOUS TON,
TE XA S —"I had had it up to her, ,

K E N JA C K S O N

working for someone else and
decided to take my future
into my own hands. Thanks to
Comprehensive, starting my own
accounting practice was a lot
easier than I thought. In just three
years, I went from 0 clients to 102,
My income went up as well. But
now the results of my efforts are
going into my pocket."
BRAD HA TCH, ME DFIELD,
MASSACHUSETTS — "When

saw that even longterm

KEN GA BR IE L

BRAD HATCH

employees were being laid off and
salaries were being frozen by the
recession, I realized I'd be better
off in business for myself,
Comprehensive offers a proven
program. Now I have security
about my future that I didn't have
before,"
KEN GABRIEL, DETROIT,
MICHIGAN — "Besides the
benefits of building equity and
being my own boss, my favorite
part of being a Comprehensive
accountant is the satisfaction of
knowing that my clients rely
on me.'

If you're tired of working for
someone else, or if you have a
desire to build both income and
equity in your own business, talk
to Comprehensive. You'll be
backed by experienced
professionals and a growing TV
marketing program,
We call it being in business
for yourself without being in
business by yourself.
To find out more, call: A. M.
Fera toll free 1 -800- 323 -9000; in
Illinois, call collect 1- 312.898.6868.
I
I
I
I

Pleas se ;d se son

Information on:
Starting my own practice
Expanding
Relocation

Name

II city

I

Address

I
I

I
'

I
State d

ip

I

Phone

I

COMPREHENSIVE
2111 Comprehensive Drive
Aurora, IL 60507 -1288

I

This is not an offering. An offenng can only be made I
II bySuch
a prospectus filed first with the N.Y 0ept. of Law
filing does not constitute approval by N Y MA. d I

COMPREHENSIVE°

The right grin of America's small businesses.

i

� .....,r

Institute of
Management
Accounting
James Bulloch, Editor

Summary Profile of CMA Candidates
Dec. June Dec.

Educational Background
Undergraduate degrees
Advanced degrees
Employment Background
Industrial
Government
Teachers
Practicing CPAs
Graduating students
Average age

December 1982 CMA Exam Results
The December 1982 CMA examination was
taken by 2,258 candidates at 57 sites. A total of
5,729 parts were graded under the administration of the IMA staff. The current examination
actitvity represents a growth of 13% in participants and 9% in parts taken over the December 1981 examination activity. The following table summarizes the participation for the last
three examinations.
Summary of Examination Participation
Dec. June Dec.
1981

1982

1982

1,995 2,280 2,258
Number of candidates
Number of new candidates 1,011 1,105 1,106
5,248 6,173 5,729
Number of parts taken
Percentage of candidates
38% 33 °o 40%
who are NAA members

A total of 368 candidates completed the examination requirements with the December offering. Approximately 300 of these candidates
will be issued Certificates in Management Accounting during the next three months when
the verification of these candidates' management accounting experience has been completed. As of February 1, 1983, a total of 3,473
management accountants have earned the
Certificate in Management Accounting.
The tables in the next column compare the
profile and performance of the candidates for
the past three examinations. The candidates'
profile is similar to prior years_ The number of
students taking the examination in December is
usually lower because most students graduate
in the spring. The December pass rates were
wit h in t h e ran g es exp erien c ed on p rior
offerings.

B8

Average number of years
elapsed since last degree

1981

1982

1982

66%
34 % '0

67%
33%

65%
35%

73%
6%
5%
9%

69%
6%
6%
7%

4%

11%

74%
5%
5%
8%
4%

31

31

31

5

5

5

Success Rates on the CMA Examination

Dec.

June

Dec.

1981

1982

1982

39%

59%

47%

48%

46%

43%

39%

41%

41%

39%6

49%

48%

42%

52%

38%

Weighted average for
entire examination

41%

49%

43%

All five parts passed
in one sitting

16%

22%

19%

Completed examination by
taking and passing
remaining parts

38%

46%

40%

Examination Part
Part 1 Economics and
Business Finance
Part 2 Organization and
Behavior, Including
Ethical Considerations
Part 3 Public Reporting
Standards, Auditing
and Taxes
Part 4 Periodic Reporting
for Internal and
External Purposes
Part 5 Decision Analysis,
Including Modeling and
Information Systems

Candidates who took the December examination are employed by a variety of organizations. Organizations that had many participants
at this examination include American Express,
Caterpillar, Ernst & Whinney, E_ I. duPont, Gulf
Oil, Georgia Power, J.C. Penney, IBM, Johnson
& Johnson, Monsanto, Pillsbury, Price Waterhouse, Sundstrand Data Control, and Travelers' Insurance.
► ►71
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People in the News
Promotions and New Positions
Marti n A. B lade , Alameda County South president, has just been promoted
to vi ce pres i dent , fi nan ce, o f C P
National.
Roger O. Miller, Buffalo, is now controller for K.O.M. Lamb, Inc., a distribution center for industrial controls. . . . S t a n l e y F . Phillips has been
promoted to executive vice president at
Delaware North Companies, Inc.
J. Joseph Howe, Central Pennsylvania,
was named senior vice president of finance and treasurer of C -Cor Electronics Inc. of State College, Pa.
At presentation of charter for Bellevue /Eastside Chapter (Wash)
were, 1. -r., past national Vice President Robert West, chapter PresiThomas M. Wilson, Charlotte Gold, is dent John Fedor, President Louis Vlasho, National Director Charles
now vice president of finance and ad- L. Abel, and NAA Managing Director John E. Vavasour.
ministration with Broadway & Seyhas been promoted to manager of cor- state Bank of Arizona, and Richard P.
mour, Inc.
porate general accounting at Armco.
Cardon e h as been pro mo ted to vi ce
James L. Perkins, East Tennessee, has
president , investment accounting.
Geo rge J. Thei ller, Morristown, has
been named vice president of finance for
been named director of corporate audit Charles D. Bigsby, Toledo, has been
General Shale Products Corp.
at Beneficial Management Corp.
promoted to group vice president in the
Vito A. Cardace, Essex County, was
general products group of Sheller -Globe
Elaine Koga, Oakland -East Bay, has
named chief financial officer at Great
Corp. ... Davi d P. Lapo rte h as been
joined Armstrong, Bastow, and Potter
Atlantic & Pacific Tea Co.
promoted to senior auditor of Libbeyin San Jose as controller.
Owens -Ford Co.
Michael W . Kehoe, Eugene - Springfield,
Gary L. Li ttle, Olean- Bradford Area,
was promoted to vice president of fiRichard D. Carlton, Tucson, has been
has been promoted by Cuba Cheese,
nance and operations at Stretch & Sew.
named controller of the Star Publishing.
Inc., to vice president, finance.
William Harrison , Greater San Gabriel
William C. Schmid, Waterloo -Cedar
n 4 r
Valley, was promoted to treasurer and
Falls, is now the controller at First Fedelected to the board of directors of Royeral Savings and Loan.
al Seal Corp.
Daniel Z. Gutt, Waukesha Area, was
!: �
Carlos L. Stewart, Greater Youngstown
promoted to co rporate contro ller of
Area, is now controller at Friedkin InHein -Werner Corp.
dustries, Inc.
William Smith, Wichita, has been proCARDACE
SIEGERT
James M. Whiteside , Indiana Dunes,
Essex County
Madison
mo t ed to t reas u rer of R ex mo o r
was appointed supervisor of cash manProperties.
Gene Canfield, CMA, Pomona Valley agement for National Steel Corp., PittsInland Empire, has been appointed conburgh . . . . Vikram N. Singh was named
troller of American Videotape Manu- Emeritus Life Associates
manager, cost and methods analysis, at
facturing Co.
Midwest Steel.
Claude L. Anderson, North Penn.
Earl K. Littrell, Salem Area, has been
Tho mas Sykes, Lake Superior, was
Kenneth S. Axelson , New York,
named full profess or at Williamette
made a partner in the firm of Eikell &
Gilbert F. Backes, Milwaukee.
University, effective with the 1983 -84
Schilling, Ltd.
academic year. Earl is the "Creative Ac- Clarence C. Benedict, Detroit.
Wayne H. Carroll, Orange County.
Marvin G. Siegert, Madison, was pro- counting" editor.
Wal ter H. C rane , Member -at- Large,
moted to vice president and controller
Kenneth
J
Gornall
Scottsdale
Area,
.
,
USA,
of Ray O Vac Corp.
has been promoted to vice president, Robert E. Culbreth, Atlanta North.
Barry M. Haller , Miami Valley Ohio, corporate accounting, for First Inter- Doyle D. Douglass, Dayton.

. j WISI
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THE '
1983
PUBLICATIO S CATALOG
ISNOWAVAILABLE
...exclusively from NAA.
Our new catalog will give you access to
over 100 publications, written especially
for management accountants. New
studies have been completed on such
timely issues as managing corporate
energy needs, budgeting for data processing, and graphing financial information. The latest CMA exam question and
answer booklets are included, too.
If you haven't received your new
catalog yet, just mail this coupon or a
written request to: NAA, Special Order
Dept., 919 T hird Avenue, New York,
NY 10022.
Please send the new 1983 publications catalog
to:

name (please print or type)
company (if part of mailing address)
mailing
city

state

zip

country

Ll NAA member
I-1 Nonmember; please send me membership
information
MA 4/83

Provenwaysto
boost your practice!

Based on the author's proven - successful
techniques — which skyro cketed his own
pra c tic e from a part -time operation into

one of the I001argest CPA firms in America!

— this brilliant new guide explains step by
Step how to quickly increase both the size
and the pro f itability of your acco unting
practice.
Coverage includes the practical how -to for:
New profits from specialization in taxes,
estate planning, or litigatio n support services • Fee - setting strategies that pro vide
co mf ortable inco me without lo ng ho urs
What accountants should know about marketing • Gro wing t hro ugh mergers
i wi t ho ut lo s i ng
co ntro l) • Getting

more an d bet ter
work f r o m employees -Muchmore
By NormanS.Rachlin
279 pp., illus.
Examine the book
free for 15 days!

•
;
•

McGraw -Hil BookCompany
P.O. Box 400. Highistown, N.J. 08520
Please send me NormanRachlin's ELEVEN STEPS TO
BUILDING A PROFITABLE ACCOUNTING PRACTICE
(051103 -9) at $29.95 plus postage, handling, and local tax.
I will either pay for the book within 15 days or return it
postpaid.
Name
Apt

State
Order subject to acceptance by McGraw -Hill.

Irwin Dubin, Philadelphia.
Alvin J. Vegter, Grand Rapids past
William Edwards, Harrisburg Area.
president; past national director, 1961Kenneth R. Egger, East Tennessee past 62; SCMS.
president.
Leonard W. Vena, Essex County.
Herbert C. Eichhorn, North Central Andrew Weiss, New York.
Ohio.
William B. Williams, South Jersey past
Leroy W. Fegley, Lehigh Valley.
president.
Clifford E. Fisher, Akron Summit.
J.R. Woodford, Jr., Lynchburg.
Laurence K. Foote, Jr., New Haven.
Robert C. Zwinck, Ann Arbor past
Howard A. Furlong, Hartford.
president.
William A. Glock, Pittsburgh.
S t e van J . Ha b el , Cleveland pas t
president.
Frank Klein, NAA Past President
Louella S. Hartmann, Pittsburgh.
Al b er t L . Ha rwel l , Birmingham - NAA has been informed of the death
Vulcan.
last year of Frank Klein, NAA presiRobert J. House, Saginaw Valley.
dent in 1945 -46. Mr. Klein, 86, was a
Michael Hrmoish, Daytona Beach Area member of the New York Chapter and
past president; past national director, had joined the Association in 1926. He
1977 -79; past national vice president, had served as a member of the national
1979 -80. Stu art Camero n McLeod board of directors and was a national
vice president in 194445. Retired, he
Society.
Lewis R. Jordan, Fort Worth past presi- was living in Clearwater, Florida, at the
time of his death.
❑
dent; SCMS.
E.W. Kelley, Member -at- Large, USA;
past national director, 1957 -59; SCMS.
Raymond F. Kelly, Fox River Valley.
In Memoriam
Russell F. Krause, Pennsylvania NorthA.M. Ansari, 57, executive director of
east past president.
the Institute of Cost and Management
Henry E. Krueger, St. Louis.
Robert Leutner, Racine- Kenosha past Accountants of Pakistan.
president; past national director, 1964- Robert P. Berdinka, 52, Long Island 65.
Suffolk,1976.
Claude D. Brown, 76, Daytona Beach
D.E. Loesch, Peoria past president.
James J. McIntyre, Baltimore,
Area; Des Moines past president, 1947;
St uart Camero n McLeod Society;
John H. Mongoven, St. Louis.
L.J. Madden, Jr., Shreveport.
Emeritus Life Associate.
Willard A. Eastin, 67, New Orleans,
Paul S. Perkins, Louisville.
John T. Reeve, Knoxville past president; 1944; ELA.
Forrest L. Heuser, 66, Greater San GaSCMS.
Jo s ep h R. S cu d d er, Tr en to n past briel Valley past president, 1941; SCMS.
Robert F. Jessup, 60, Greater San Gapresident.
Richard L. Seidelmann, Fox River Val- briel Valley, 1972.
Lee E. Johnson, 21, Minneapolis North ley past president.
G.M. Shomler, Rockford.
star, 1981.
John C. Silbernagel, New Orleans past Willard O. Johnson, 76, Illowa, 1945;
president.
ELA,
F r e d L . Si ms , B a t t l e C r eek, past Charles D. Ohle, 60, Birmingham -Magpresident.
ic City, 1958.
Lewis G. Prichard, 81, Portland WilF.E. Smith, South Jersey.
lamette past president, 1948; SCMS;
Lewis E. Smyser, York.
Kenneth S. Stauffer, North Penn.
ELA.
Vernon V. Rubs, 75, Peninsula -Palo
George W. Stone, Essex County.
Mulford B. Studebaker, Los Angeles.
Alto, 1944; ELA.
Raymond L. Torpy, Elmira Area past Fred E. Pflughaupt, 83, San Antonio
past president, 1947. ELA.
president.
Arth ur W. Sand ers, 80, Cincinnati,
Michael F. Toth, New Haven.
Rudolph Ulmer, Richmond Jackson.
1948. ELA.
Leonard L. Van Zinderen, St. Paul.
Nick S. Sidoti, 60, Phoenix, 1974.
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the property on the date of receipt) as
ordinary income in the year the property is acquired. Any subsequent appreci14-44
ation is then treated as capital gain.
on the date the restriction lapses or ex- Thus, Mr. Alves could have avoided his
pires exceeds the price paid for the entire problem if he would have made
property. This rule generally applies such an election i n the year h e purwhere employees are allowed to pur- chased and received the restricted stock.
chase their corporation's common stock Since he paid the fair market value of
at a bargain price.
the stock on the date of purchase, he
In the case of Alves v. Commissioner would not have recognized any income
(Tax Court, November 18, 1982), the (the difference between the 10 cents per
corporation offered to sell Mr. Alves share fair market value of the stock and
40,000 shares of its common stock at its the amount he paid for the stock was
fair market value of 10 cents per share, zero), and the subsequent appreciation
as an incentive for joining the employ of of the stock would have been treated as
the corporation. However, most of the capital gain.
❑
stock was subject to restrictions which
essentially lapsed within a five -year Errata: In the February tax column apperiod.
peared the phrase, "Congress recently
The IRS assessed a tax deficiency enacted the Subchapter S Revision Act
against Mr. Alves on the amount the of 1983 ..." The Subchapter S Revision
stock appreciated in value from the date Act referred to actually was passed in
the stock was purchased to the date the 1982.
restriction lapsed and treated the appreciation as ordinary income. Mr. Alves,
however, contended that the tax law in Letters
question was intended to apply to bar- 1 6 • - 4
gain purchases only and should not ap- m easu r ed in relat ion t o the inves tm ent
ply where the stock is purchased at the n ecessary to generate it. ( "What is the
outset at its fair market value, as he had Real Bo ttom Line ?" Feb. '83.) Unfortudone.
nately , h is c h o ic e o f r et ur n o n shareThe court, however, disagreed with h o ld er s' eq u ity ". .. wh ich re fle cts pe rMr. Alves and ruled that the tax law re- f o r m a n c e o f a b u s i n e s s f r o m it s
garding restricted property "was intend- op eratio ns as well as its financial levered to apply to stock that was transferred age" combines two different areas of
to the employee in connection with the management responsibility. Effective
performance of services, even though use of the firm's investment in assets
the transfer was at fair market value at should be measured separately from the
the time the stock was issued."
effectiveness of financing the acquisition
Based on the facts and circumstances of those assets.
surrounding the sale and purchase of
Profitability measured by the return
the stock, the court determined that the on assets reflects the effective use of the
right accorded to Mr. Alves to purchase firm's investment in assets. The differthe corporation's stock was an employ- ence between the return on assets and
ee benefit provided in connection with the return on stockholders' equity rethe performance of services, and thus flects the effective acquisition of those
taxable as ordinary income, and that it assets. The two rates of return may be
was not an ind ependent i nvestment reconciled by the simple calculation of
purchase.
gain (or loss) from financial leverage
It is important to note that the tax shown below:
law also provides that when restricted
property is received as compensation in Take
connection with the performance of serAfter tax, before interest rate of revices, as was the case in Alves, the tax- turn on assets
payer can elect to recognize the "bar- mi nu s
gain element" (i.e., the difference, if
After tax average rate of interest on
any, between the fair market value of all debt
the property and the amount paid for equals

Taxes
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Gain (or loss) from financial leverage
related to debt
multiply by
Ratio of debt to stockholders' equity
(to change the percentage base from
debt to equity)
equals
Gain (or loss) from financial leverage
related to stockholders' equity
plus
After tax, before interest rate of return on assets (from above)
equals
R at e o f ret u rn o n s t o ck h o l d ers '
equity
This satisfies Dr. Singhvi's definition
of prof itability as "... an ent ity's profit
or r etu rn gene rating ability in relation
to the n ecessary investm ent required"
while it distinguishes between the t wo
so ur c es of p r of ita bilit y im p or t an t to
shareholders.
Eugene J. Laughli n
Professor of Accounting
Kansas State Uni versity
Manhatt an, Kans.

Institute of
Management
Accounting
68 A
The June 1983 Examination
The June 1983 CMA examination is
scheduled to be given at 57 testing sites
on June 15, 16, and 17. The application
d at e fo r n ew can d i d a t es h a s b een
changed to March 1 for the June examination. However, new candidates who
wish to take the June examination and
have the proper forms should file their
applications immediately. Even though
the application date has passed, the Institute will make every effort to accept
and process new candidate applications.
The date for continuing candidates to
register for th e June examination is
April 1. Continuing candidates who
have not yet registered for the June examination should do so immediately.
For additional information about the
CMA program, write or call the Institute
of Management Accounting, 215 City
Center Buil d ing, Ann A rbor, Mich.
48104, (313) 662 -1986
11
Karl E. Reichardt, CMA
Manager— Examinations, IMA
71

From Sharp Electronics Corp. comes
the new CS -4800 Calculator. Equipped
with standard calculator keys, fluorescent screen display, and paper tape for
printouts, it also has a mini - typewriter
keyboard which slips out from under
the unit. Features include standard calculator functions, sub - totaling, and the
ability to enter two columns at once for
double addition. The typewriter allows
the user to label each column or row,
and type useful comments on the tape
for printouts. Negative numbers appear in red. Write: Sharp Electronics
72

Microcomputer Research Group has developed an inexpensive and easy -tocomplete self - assessment questionnaire
to eliminate the time - consuming research associated with shopping for a
computer. The Computer Needs Questionnaire consists of a business forecast,
an assessment of conceivable computing
tasks, and a vendor evaluation "How to
Shop" guid elines als o are incl uded.
Phone Lee Minotti, (716) 367 -3433.
From Starsoft, Inc. comes three new
software programs. Magic Quill, designed for accountants and tax professionals, can prepare financial statements,
depreciation
and
loan
amortization schedules, and can accomodate up to 400 ledger accounts. Tax exec has been created to speed up tax
return preparations and reduce production costs. It performs all required calculations for Federal and selected state
income tax returns. The Scheduler provides a calendar /docket scheduling program which records client appointments
and tasks, and automatically accommodates multiple occurrence dates to prevent duplicate scheduling. Phone (800)
882-8000.
Computer Comparisons, published by
Easy Data Corp., is a new research re-
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A new software package designed for financial managers, professional portfolio
managers and private investors to use in
monitoring investment portfolios is now
available from Hewlett- Packard Co.
The Portfolio Management pac features
a complete set of investment classes,
standard and custo m subclass files,
automatic update of portfolios from the
Dow Jones News/Retrieval Service, and
bui lt -i n grap hi c comman ds fo r p ie
charts that display portfolio classes. The
pac has been designed to run on the portable HP -85 personal computer, so investors can use it at both the office and
home. Up to 35 portfolios can be stored
on each disc or tape, with as many as
100 investments per portfolio file. Write
to: Inquiries Manager, Hewlett- Packard
Co., 1820 E mbarcadero Road, Palo
Alto, Calif. 94303.

Collier -Jackson, Inc. has introduced
the FLS /3000, an advanced general ledger and report ing sys tem for the HP
3000 series of computers. Developed in
conjuction with Celanese Corp., the system has extensive budgeting capabilites
which allow multiple budget definitions
that compare original forecasts against
revised budgets, last year's projections,
actual results and the like. It provides
flexibility in both the initial budget creation and in the change required by the
needs of corporate management. The
FLS /3000's reporting capabilities can
easily handle reorganizations, consolidations and the in troduction of new
products. On -line inquiry features provide easy access to the financial status
of an entire organization, individual departments, or specific accounts. Phone
(813) 885 -6621.

&

The portfolio Management software plat

CPAids has unveiled the Tax Planner, a
software program compatible with most
microcomp uters includ ing th e IBM
Personal Computer and the Apple II.
For year -round tax planning, the program can handle up to four client data
files at once. An abbreviated system is
used for faster data entry. The program
computes tax schedules and sales tax tables, and checks tax return calculations.
In addition, a utility module can perform supplemental calculations for sale
or exchange of personal residence, excess interest and charitable contributions limits, and then can carry them
over to the Planner. Phone (216) 6789015.

port dedicated to comparing small business computers, features, and prices.
Available by quarterly or semiannual
subscription, or by single issue, it is designed to keep professionals updated
and to help business managers make
purchasing decisions. Each report includes easy -to -u se summary charts
which show the features and operating
specifications of over 300 models of
minicomputers and microcomputers.
Descriptions include the type of software the system will support. Phone
(714) 851 -8148.

.

Corp., 10 Sharp Plaza, Paramus, N.J
07652.

, Madeline Krakowsky, Editor
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1-Pt Professional In tegration Corp.
2701 Saturn Street, Brea, California 92621 (714) 524 -2470

Howtofire
IlKe.
someone you
person can live with. But by all
means be truthful.

The spechdW 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 government and business —since 1950.
In fact, when a Senate Committee needed expert testimony on
recruiting practices in the accounting profession, they called him.
With 80 offices in 3 countries,
the Robert Half organization is the
largest specialized recruiter —
which means we can give you the
h ° C * 1-1-1 Dice of first -rate
dates.
So when you hire
aebody recomended by a Robert
Ialf office,you may
save yourself the
agony of firing.
yo ur b o o klet Ho w To Hire S mart.
ert Half International, Inc . ,
P.O. BOX 4157 New York, IVY 10163.)
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Some people need a drink to
do it.
Others toy with the idea for
months before they get up the
courage.
But you can take a lot of pain
out of the experience.
With the techniques Robert
Half reveals in his new 16 -page
booklet, How To Hire Smart.
It tells you how to interview.
How to hire.
How to fire.
It's condensed from Robert
Half's 34 years of specialized experience in financial, accounting and
edp recruiting.
And it's yours free as soon as
you call any one of the 80
Robert Half independently
owned and operated
offices (look in the white
pages for our number,
or simply fill in the coupon
below).
Meanwhile, here are a few
hints from the booklet.
Don't drag it out.
When you have to let somebody go, don't hem and haw. The
longer you wait to spring the news,
the tougher it gets.
Be super tactful. Do your
best to give an explanation that the

J

