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MEETING THE PRODUCTIVITY CHALLENGE
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When you're up against an outdated,
financial software dinosaur, month -end
is a no -win situation.
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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.
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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
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Free Seminars Coming Soon! Call Barbara Bond at (415) 495-8811.
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WALKER INTERACTIVE PRODUCTS, 100 MISSION STREET, SAN FRANCISCO, CALIFORNIA 94105

(415) 495.8811

"Five years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensive" accountant, and I've
more than tripled my income!"—Joe Donahue, Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSI VE'

I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
practice, but working for
someone else meant I didn't
have that core group of clients
to get me started.
Then I read about
COMPREHENSIVE 'S nationwide

network of independent local
accountants. Local to let me
keep in touch with myself and
my market. and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.

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

What about money?
Before I became a

COMPREHENSI VE ac countant, my

You mi ght say C OMPREHENSI VE

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

largest franchisor of bookkeeping, accounting and tax
services, with more than 22,000
small business clients of all kinds
handled every month with a
system developed through 32
years of successful experience.
Over 300 Independent
accountants utilize
c,OMPRENENSI VE's centralized

computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
W ith C OMPREHENSI VE. I 'm

backed by a team skilled in
accounting systems, practice
management, sales and
marketing, ta xe s and more.
Plus a national advertising
program to attract and pre -sell
new clients.

salary was $20,000. That was
five years ago, when I was 31. So
you know I'm not a remarkable
genius.
I'm not one of those Harvard
B- Schoo l typ es eithe r. My
de g re e is f rom Mankato S tate
Co lle g e in Minne s ota. A nd
be lie ve me , the re were tim e s I
thought I 'd neve r ge t through. I
finally d id , tho ug h, in 1 96 7 , and
we nt to wo rk as an inte rnal
auditor with C ontro l D ata.
Almo s t te n y ea rs a n d tw o
job s late r, I 'd had it. I was tired
of slaving f or a salary and g oing
no where. T he time had co me to

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

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

affiliate and invested in my
future.
COMPREHENSI VE trai ned me to

use complete systems, from
marketing and sales through
production. The system is so
sound, it's almost incredible!
All the tools are there. You
don't have to be an inventor.
And I certainly don't consider
myself a super salesman. I'm
still nervous whenever I make a
new presentation.

Back to money
In my first year. I attained 59
monthly small business clients
and was billing at an annualized
rate of over $5,500' a month.
By June, 1981, my client list

was up to 196 accounts, with

annualized billings of $34,900' a
month.
Tha t means a n a nnualized
gross of over $419,000' after
only five years.
Cash is important, a nd it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.

'These sales, profits or

earnings are of a specific
franchise and should not be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any other franchise. The
franchisor does not represent
that any franchisee can expect
to attain these sales, profits or
earnings. There are currently
274 accountants in the
franchisor's Associate and
Affiliate Programs. Mr.
Donahue is in the Affiliate
Program, which began in 1976.
Of all Affiliates in the program
who had completed at least
one full calendar year in
practice as of January 1, 1981,
9 of 58 individuals (or 16 %)
achieved annualized billings
in excess of $5,500 per month
during their first calendar year
in practice. Of the five
Affiliates in practice for at
least five years as of July,
1981, gross annualized
billings ranged from a low of
$153,092 to a high of Mr.
Donahue's $419,437 with a
median of $178,703.
Now what?
Obviously, you're not going to
rush out and Invest In becoming
a C OMPREHENSI VE ac c ountant

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

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

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

How many clients?
By now, you've probably
found the average COMPRE-

HENSI V E ac c o untan t has about

90 clients. That's right -90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants in the
system have even more. In fact,
my own personal client list now
tops 190!

Joe Donahue, a
COMPREHENSIVE attil ate
in Denver, Colorado
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I'd like to know more about my

Call R. J. Thomas
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois. call collect (312) 898 -6868
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' o p p o r t u n i t i e s a s a C O M P R E HE N S I V E a c c o u n t a n t !
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Address
City
Ph o n e
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State
(Best time to call)

Zip

Mail to: Comprehensive Accounting Corporation
2111 Comprehensive Drive
Aurora,
11111110-1288
=
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CSX's Hays Watkins Knows the Right Way to Run a Railroad

20

By Kathy Williams and Robert L. Shultis
An increasing number of accounting executives are transcending their traditional roles as
"number crunchers" to become chief executive officers of major corporations. An outstanding example of this phenomenon is Hays T. W atkins, chairman and CEO of CSX
Corp. in Richmond, Va., who believes accounting CEOs are a wave of the future.

Productivity

Planning Your Productivity Efforts

28

By Carl G. Thor
The vice president of the American Productivity Center recommends that productivity improvement efforts be planned and that long -range strategic plans include productivity numbers. This kind of effort is needed to ensure that productivity is actually achieved in an
organization.

How We Automated Our Accounting Department

34

By Arnold D. Shiflett
Businesses have learned that bigger is not necessarily better when it comes to new automation technology. They also must realize that machinery will not improve performance
unless it specifically addresses business needs, is carefully selected in terms of long -range
plans, and is usable and accepted by employees and management. This case history of
the computerization of an accounting department examines the steps necessary to automate successfully.

Measuring Production Efficiency

40

By Kyle K. Kraft
By using standards developed in both the industrial engineering and management accounting departments, Waterloo Industries is able to measure its production efficiency and
analyze productivity improvements. Sometimes the information from the two bases was
contradictory, but the company discovered useful information by analyzing the reasons
why.

How Total Factor Productivity Works

44

By Gary D. Poe and Leon E. Mechem
As a measure of productivity, total factor productivity is an attempt to quantify all the factors of production on a weighted basis into a single expression. This hypothetical case
study shows how existing data can be used to compute productivity changes.

Using Labor Information to Measure Productivity
By Larry

L.

47

Smith

By simply analyzing your labor information, you can establish a productivity measurement
technique and improve your manpower requirements planning. You must keep the program simple and keep on top of it.

Management
Accounting
Issue

How to Tell If Standard Costs Are Really Standard

50

By John L. Barnes
It is always tempting to assume that a cost accounting system that has worked in the past
is the only way a company can track costs. Textile manufacturers have used cost accounting as long as any industry, but even they can benefit from a long hard look at a system's
efficiency.
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Taxes

Allocating Tax Liabilities in Consolidated Returns

56

By Herb ert L. Jen sen
How do es a sub sidiary 's earnings and profits affect the tax basis of a parent corporation
when filing a consolidated return? What methods are used to allocate an affiliate's share of
a group's co nsolidated federal tax liability? How do carrybacks of losses and credits affect
that tax liability? Here is a guide to the methods for allocating your consolidated income tax
liability.

Conference

NAA's Pension Conference

63

By Morris Gartenberg
NAA's sp ecial on e -d ay con ference on the FASB's pension proposals drew a big crowd
an d generated som e h eat as well as light on this controversial issue.

Index
Departments

Topical Index to Articles, Vol. LXIV, and NAA Research
Publications
Perspectives

4

open letter to the FASB

Opinion

6

Management Accounting Practices

accounting glossary issued

Management Inform ation Systems

state -of- the -art software

speaking ou t on mem bership requirements

Letters
Research

Data Sheet
Taxes

81

10
12

pro file o f the management accountant

14

16

hire yo uths, take tax credit

66

'trad e or bu siness' redefined

Small Business

8

68

small business survey results

Management Accounting Digest Service

unpublished manuscripts

70

People in the News

76

In the Library

78

Institute of Managem ent Accounting

Beyer Medal Winners

80

New Products /Services

88

Advertisers' Index

88

Cov er: P hoto courtes y of CSX Corp.
Views expres sed he rein a re authors' and do not repres ent As sociation policy unless so stated. Quantity reprints of any articles in MANAGEMLNT Ac c ou Nr I NG or back issues (subject to availability) may be
obtained from Special Order Department, NAA, 919 Third Ave., New York, N.Y. 10022.
Authorization to photocopy items for internal or personal use, or the internal or personal use of specific c lients, is granted by the Nationa l As soc iation of Accounta nts for libraries a nd othe r us ers registered with the Copyright Clea rance Center (CCC) Transactional Re porting Service, provided tha t the
base tee of $1.00 per copy, plus 10c per page, is paid directly to CCC, 21 Congress St., Salem, Mass.
01970. 0025 - 1690/83 $1. 00 + 100

MANAGEMENT ACCOUNTING /JUNE 1983

3

PERSPECTIVES

Summing Up —an Eventful Year
Summing up the year's activities of a dynamic organization like the
National Association of Accountants is no easy task. Even as you
read this, the Association is growing, changing, improving. Let's review some of the 1982 -83 milestones in
connection with the objectives laid out at
the beginning of my term in office.
Management accounting as a recognized career path for accountants was
given greater impetus through a number
of activities and developments this year.
Last November, at a press conference in
New York, we introduc ed a historic
statement developed by the Committee
on Management Accounting Practices.
Statement IA, "Objectives of Management Accounting," will have an impact
on the development of management accounting for many years to come.
Our statements on objectives and terminology— together with the
new one on "Standards of Ethical Conduct for Management Accountants" —have laid the cornerstone for the management accounting profession. The Committee on Management Accounting
Practices continued to enhance its reputation and very effectively
represent the management accountants' viewpoint on key issues.
In line with our objective of becoming the authoritative voice of
management accounting, we were extremely pleased that the Management Accounting Committee of the International Federation of
Accountants (IFAC) accepted and used NAA's Definition of Management Accounting as its own worldwide definition.
Pointing up the growing recognition of NAA as the authoritative
organization in the management accounting field is our increasing
interaction with the Financial Accounting Standards Board, the Securities and Exchange Commission, and other government and private agencies. We are coordinating our activities with such organizations to the maximum extent possible. More importantly, we are
effectively speaking for the management accountant.
I regard the appointment of past National President R. Leslie Ellis
as trustee of the Financial Accounting Foundation as an important
step in this direction. There is no doubt that Les will do an outstanding job on this body which exercises general oversight over the Financial Accounting Standards Board.
The objective to promote the Certificate in Management Accounting as a standard of attainment in the field also received major attention as we launched a national advertising and promotional campaign this year. While it is too early to judge the new program, it is
off to a good start. In addition, many of us when we had the opportunity to talk to groups centered our talks on the CMA program. Almost 3,500 accountants now hold the Certificate in Management
Accounting. At the December 1982 examination, the number of participants continued to increase. In fact, the number rose 13% over
those a year before.
To encourage the continuing education of members we set in mo► ► 74
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Ifyoustickwithtimesharingafter
readingthisad,youhaven't
readthisact.
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
and development. And fine tune operations until
The Financial Plenner"m from Ashton -Tate
you reach the financial objectives you've set.
can stop this cash drain once and for all.
It's one of the most comprehensive business
You pay $700 — one time — for the Planner.
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.
services to do the same things.
Without having to share your time or your
money with anyone.

The incredibly cheap alternative.

For the ardent skeptics.

A forecaster's dream come true.

It may sound too good to be true, but you
can
check
out the Financial Planner with no
The Financial Planner has enough depth to
solve the most complex business problems you can financial risk.
Run through a hands -on demo at your nearest
foresee, yet can be used almost intuitively.
computer
or software store. Then take a package
The Planner automatically performs calculahome
and
use it for 30 days on your IBM PC or
tions on individual items, rows, columns and entire
CP /M microcomputer. If it's not everything we
models. Understands conditional logic. Solves
simultaneous equations. Computes Present Value said it was, just return it and you'll get your
money back.
and Internal Rate of Return. Reads and writes
For the name of your nearest dealer, contact
dBASE IITm files. And much, much more.
But you use abbreviated names, not mysteri- Ashton -Tate at 10150 West Jefferson
Boulevard, Culver City, CA
ous formulas. And you communicate with the
90230.
Or better yet, call (213)
computer in the English -like vocabulary of FPLTm
(Financial Planning Language), so you can easily 204 -5570 today.
Time's a- wasting.
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
Q' /M is a trademark of Digital Rneamh
A hton- Tact

The
Financial
Planner

wa±
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Opinion
Robert L. Shultis

Open Letter to the FASB—
A Call for Leadership

in

Gentlemen:
First, let me offer my apologies for the "open
letter" form of this message. An issue currently
facing the Board also troubles me. It should
also be understood that the "trouble" I am
about to describe is mine alone. That is, this
letter offers my personal thoughts and may not
represent a consensus of what the NAA membership is thinking. Nevertheless, numerous
conversations tell me the issue also troubles
many other individual members of the Association. However, slings and arrows, if any, should
come in my direction; no one else's.
Last week (on April 19), 1 had the privilege of
attending the regular quarterly meeting of the
Financial Accounting Standards Advisory
Council. As always, the discussion was stimulating, the participants were knowledgeable,
and the opinions were diverse. But the results —some of them, at least— troubled me
and here's why.
One of the subjects which Don Kirk, Chairman of the FASB, discussed
his report was
the Recognition and Measurement Phase of
the Conceptual Framework Project. He reported, if I understood him correctly, that the projector at least this phase of it —was being
"de- emphasized" and that future progress in
the area was unlikely, or would be much slower, until a greater degree of consensus among
Board members and the Board's various constituencies could be achieved.
Then, an hour or so later, one of the FASB
staff presented a draft of the Board's new Mission Statement to the Council for its consideration. The draft was a fine document and
should be widely disseminated at the earliest
possible opportunity. I applaud the thought and
quality of work that went into it. But, Board
members, do you remember the comments
raised by Council members on two paragraphs
in the Mission Statement? Those paragraphs
stated that part of the Board's mission was to
develop and promulgate a conceptual frame6

work and concepts statements upon which future accounting standards could be based.
The contradiction between the mission statement and the Chairman's comment about deemphasizing the conceptual framework was
obvious to many Council members. Nor were
the answers to the questions raised wholly satisfactory. It's true, as the answers suggested,
that concepts statements have been issued
and that the public recognizes this. It's also
true, as the chairman mentioned, that concepts
are implicit within many of the statements that
the Board has already issued. However, the
level of expectation of your constituencies has
been raised higher than that. And the mission
statement implies more than that. Largely because of what the Board has done so far, the
"world" expects a cohesive, comprehensive
conceptual framework at a reasonably early
date. Anything less will fail to satisfy the level of
expectations which the Board itself has raised.
One wonders if there isn't something of a historical analogy between this situation and that
which prevailed on the political scene in the
1960s. You will recall that the Great Society
program of the Kennedy and Johnson administrations raised the level of expectation of certain disadvantaged groups within our society.
They expected greater and quicker improvement in their lot from the Great Society programs than the programs were able to supply.
We all remember the result: riots and burning
cities.
I'm not suggesting that, were the conceptual
framework project not brought to completion,
there would be rioting in the streets, but there
might be the professional equivalent of that.
We might find a push once again for greater
government involvement in the standards -setting process. Few people at present would wish
for that. The whipsawing between the SEC and
the IRS that some companies are currently enduring with regard to accounting for computer
software is only the latest in the series of horror
stories about governmental intervention in accounting which all of us could relate.
NAA files show documents concerning the
Conceptual Framework Project going back at
least to 1974. As a member of NAA's MAP
Committee, I recall testifying on this project at a
public hearing before the FASB in early August
1977 ... and again in January 1978. What was
said at that time isn't really as important as the
fact that the project itself was a viable one five
or six years ago. We had great expectations for
the project then — although we urged the Board
to make haste slowly —and we still do.
That was six years ago. The project is still not
► ► 73
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To manage today's manufacturing
companies, sales, purchases,
*
inventory, scheduling,
capacity and cash flow must
all work together. Instant
access to pertinent information
is critical. Yet, computerized
MRP costs far too much for
most companies to have. Until
today! MAST, a totally
integrated manufacturing and
accounting solution, now brings you
MRP at a cost any company can afford

i� ,
_C-

on -line in a hurry. So tell manufacturing
and accounting to take off the gloves
pa
and work smarter together.
Now you can afford
MRP -II with MAST from
Professional Integration.

� C.V.� V

Built on multi -user super microcomputer tec nology, the MAST solution provides you with all
the power, flexibility and features of the

minicomputer MRP system without the burdens
of size, complexity and cost. A total solution,
MAST provides the software, hardware, training,
installation and service needed to get your system

P rofes si onal I nt eg rat i on Corp.
2701 Saturn Street, Brea, CA 92621 / (714) 524 -2470

Management
Accounting
Practices
Louis Bisgay, Editor

Accounting Glossary Issued
NAA has published Statement on Management Accounting No. 2, "Management Accounting Terminology." Resulting from a
prodigious effort by the MAP Committee's
Subcommittee on MAP Statement Promulgation, the glossary is intended to be a practical guide for understanding terms frequently encountered in the practice of
management accounting. Included are a representative number of terms principally used
in data processing. The glossary is designed
for use by management accountants, nonfinancial managers, students, and teachers.
"Management Accounting Terminology"
may be obtained by completing and returning the coupon found on page 43 (or a facsimile thereof ) to NAA's Special Order Department with the appropriate remittance.

Exporting Made Easier
In his April Opinion column, NAA Executive Director, Bob Shultis spoke about the need for
management accountants to be aware of the
worldwide economic facts of life in order to
make greater contributions to their organizations. Kathy Williams, in the March Small Business column, reported on the information kit
about export trading companies that the U.S.
Department of Commerce has available. In
light of the importance to the U.S. economy of
promoting exports, a follow -up to Ms. William's
article seems appropriate.
An enlightening seminar on the Export Trading Company Act of 1982 was held recently at
Mercer County Community College in New Jersey. One in a series of "International Business
Over Breakfast" seminars, this program featured presentations by Department of Commerce trade specialist Dorothy Caramalis, and
8

Win Straube, president of Pegasus International Corp.
Ms. Caramalis focused on the International
Trade Administration's Contact Facilitation Service (CFS) for Export Trading Companies
(ETC). This "matchmaking" service consists of
a clearinghouse that assists U.S. companies to
identify and contact newly- formed ETCs and
also assists ETCs to identify manufacturing and
service firms. Information and forms relative to
registration for the CFS may be obtained from
any district office of the International Trade
Administration.
Mr. Straube discussed provisions and implications of the new act, contrasting them to the
old rules for exporting as reflected in the Webb Pomerene Export Trade Act of 1918. Some of
the keys to success in international trading, in
his view, are emphases on exporting of services, total business development, barter and
counter trade, and a sensitivity to foreign
needs. Mr. Straube's firm, Pegasus International Corp., serves clients in the areas of technology transfer, importing/ exporting, overseas
sales, joint ventures, and foreign exchange
management. Anyone desiring further information may write to Pegasus at Straube Center,
Pennington, N.J. 08534 -1498 or call (609) 7373538.
M AP On R &E Propo sals
The Internal Revenue Service has proposed
amendments to its regulations dealing with the
credit for research and experimental expenditures that exceed base year expenditures; the
credit arises from the Economic Recovery Tax
Act of 1981.
The costs of developing software are among
the kinds of costs addressed by the proposed
amendments. NAA's Management Accounting
Practices Committee took issue with the provision that software development costs would be
considered research or experimental expenditures only if the software is new or significantly
improved and if its operational feasibility is seriously in doubt.
The Committee pointed out that, whereas
other costs of developing or improving a product, plant process, formula, invention, or pilot
model are considered legitimate R &E expenditures, software development costs would qualify only if the software, itself, is experimental in
nature. Software development costs should be
associated with the purpose for its development, the Committee noted. If the objective is
research oriented or experimental in nature, so
should be the related software.
► ► 73
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BRA,ND NEW FO R ': 3! COMPLET ELY UPDAT ED REVISED AND EXPANDED .
,

Two Indispensable Confidence Builders.

Miller's Comprehensive 1983 GAAP GUIDE
and 1983 GRAS GUIDE Give You All the Answers
You Need. Quickly. Accura tely. Understandably.
The mos t wide ly use d references in the
accounting profes sion, Here's why:
Written In plain, simple English to assure
you the highes t level of comprehens ion in
the shortest time possible-Each sentence is
carefully analyzed for clarity and
understandability. In both GUIDES, generous
illustrations and examples demonstrate
specific concepts and principles. Painstaking
care is taken to ensure you will grasp each
idea quickly and effortlessly.
Orga nize d to help you find your answers
quickly, saving you hours of rese arch
time -You get complete information every
time you refer to your 1983 GAAP GUIDE (for
accounting) or your 1983 GAAS GUIDE (for
auditing and other professional engagements).
Both are arranged by topic and thoroughly
cross - referenced. All pronouncements and
related material are compiled and integrated
in the same place- regardless of date or
origin. Apparent conflicts are clearly set off in
special Observation Paragraphs.

PRE HENS_V E
1-0

MILLER'S COMPREHENSIVE 1983 GAAP
GUIDE -The most respected reference in the
accounting profess ion ... now bigger, better,

and more current than ever before.
• Contains a complete restatement of every _
promulgated GAAP in use to date ... plus
essential nonpromulgated accounting

reference you can take with you to every
auditing and other professional engagement
. with complete confidence.
• Written in straightforward English, and filled
with examples. Divided into sections that
correspond to the type of auditing or

princip les, inc lud ing Pend ing Exp o s ure Drafts

accounting servic e you may render a client.
• In one highly organized, portable volume

and FASB Technical
Bulletins -all in plain,
simple English.
• Completely cross referenced so you can
instantly find all related
pronouncements of
different dates including ARBs, APBs,
FASB Statements,
Interpretations and
Technical Bulletins.
• Topical index
immediately guides you
to more than 2,500
separate topics or
principles.
• Disclosure index lets you know quickly and
effortlessly whether all necessary disclosures
have been made. Includes a complete
checklist covering all possible requirements.
• Scrupulously updated. Up until the last
possible moment before press time, all
pending Exposure Drafts and FASB Technical
Bulletins have been covered and incorporated.
• Over 150 pages of brand -new material and
revisions. More than 850 pages. Soft cover.
Only $22.50.
MILLER'S COMPREHENSIVE 1983 GAAS
GUIDE -Newly updated. The one- volume

you get all the
promulgated and many
nonpromulgated
standards, practices,
methods, and
procedures which you
apply in the
performance of any
type of professional
engagement.
• Restates, condenses,
and analyzes ('IAAS,
SAS's and Interpretations,
SSARS and Interpretations, SEC Auditing
Releases, Specialized
Industry Audit Guides,
Statements on Quality Control Standards,
Review of Forecasts. MAS and TAX Services,
Code of Professional Ethics.
• Important! A special section on
accountant's legal liability gives you an
overview of the subject, with its possible
effects on various phases of the accountant's
practice. Extensively revised, expanded, and
updated to include the latest information and
cases.
• Reorganized, revised, and up- to- the - minute
for 1983. Over 1,100 pages. Soft cover. Still at
the low 1982 price of $25.00.

MILLER ACCOUNTING PUBLICATIONS, INC.
a subsidiary of Harcourt Brace Jovanovich, Publishers
1250 Sixth Avenue /San Diego, CA 92101
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Please send me the following:
Cr yl ti AI

— copies of the 1983 GARS GUIDE (,i S25.00 ea
cupirs of Ure 1983 GAAP GUIDE @ $22.50 ea
I -year subscription(s) GAAP GUIDE UPDATE SERVICE @ $110.00 ea

2-year subscription(s) GAAP GUIDE UPDATE SERVICE t.

5200.00 ea

Name
Company
Street
City

State

Zip

Payment enclosed Bill me ($45.00 minimum)
O Bill my company ($45.00 minimum)
Charge my: MasterCard
VISA
American Express
.Account a

— .

— __Exp. D ate __

Signature
Add appropriate state /local sales tax. Add $10) per copy for postage and
handling, $'L.W for lll'S..kuh Z:Pt Inc bulk pun•hucvs of 25 or more copies
of GAAP /GARS GUIDES (plus shipping charges).
For fast service on credit card orders, call TOLL•FREE, 800.543.1918. In California,
(
call collect: 619) 6996335. Orders subject to acmptance by Miller Accounting Publicatxms. Inc.
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Management
Information
Systems
Gerald R. DeMaagd, Editor

Gerald R. DeMaagd is senior systems analyst
for Steelcase, Inc, in Grand Rapids, Mich. He
holds a MBA degree and a Certificate in Data
Processing (CDP). Mr. DeMaagd has more than
15 years' experience in the field of information
systems.

State -of -the -Art Software
Are my company's computerized financial systems up -to -date? What is the current state -ofthe art of financial software? How can I tell
when a system and its programs should be replaced? These are all questions that management accountants should periodically ask
the m se lv e s. I f y o u have been working with the
same system for eight or 10 years, there is a
good chance that it is obsolete in relation to
what is available today.
Financial systems are the oldest and largest
segment of the commercially available software product market. The state -of- the -art of financial systems has evolved to a very sophisticated level, A "state -of- the -art" system would
have the following characteristics:
On -line CRT access. The new systems all
have on -line input and inquiry capabilities.
The most advanced ones also have "real time" update of the files as well, Real -time
updating reflects the most current data immediately after hitting the enter key. This
eliminates the time lapse required when updating is done by a batch process.
Subsystem integration. Integration provides
for direct file interfaces from one subsystem
to another. Accounts payable, for example,
is linked to a purchase order /receiving module on the front end and with an interface to
the general ledger system on the back end.
The design follows the data flow in an integrated system, permitting capture of the
data at its source, eliminating redundant
10

keying operations an d improvin g d ata
accuracy.
3. Expanded database. Whether the application actually uses a database management
system (DBMS) such as IBM's IMS, Cullinet's IDMS or Cincom Systems TOTAL, or
some other access method, is more of a
function of your computer installation's standards than your choice as a user. What is
essential is that the data be kept in a useful
form. A detailed database is needed for account analysis, for example. Cash forecasting and modeling may require building special databases. As the cost per byte of disk
storage decreases, the practical size of the
accessible database increases.
How can you tell when your current system
should be replaced? The first test is always
how well does it meet your current needs?
Some other key factors that may indicate that
the software is becoming obsolete are: Flexibility —How difficult is the system to change? Is it
adaptable to new requirements as needed?
Ease of Use —Is it easy to use? Are you spending a lot of time taking care of it? Reliability/
maintainability —Is your "up- time" a low percentage of the available time? Does it take a
programmer dedicated to keeping the system
functioning? Functional Obsolescence —Does
processing comply with current laws? Payroll
and fixed asset applications in particular are
faced with constantly changing legal requirements. Is the s ystem comparable to your
competitors?
All of these factors may indicate that your financial systems application software should be
replaced with more current programs. Of
course, each decision should be made on the
basis of a cost /benefit study of your company's
current needs and present capabilities.

The Case for Financial Graphics
Much has been written recently about new
capabilities in the field of computer graphics.
Each passing week brings new product announcements of improved hardware or software technologies. Has financial management
begun to make use of this new tool? For the
most part, the answer is no. A graphics capability is just becoming a possibility for the majority
of management accountants.
The case for the use of computer graphics
may be difficult to quantify in dollar- and -cents
terms because it centers on the value of better
information, but there can be no doubt that what
may be an expensive toy today will become an
effective management tool tomorrow.
CI
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Even on line software
can be a s

The boss wants to know why sales expenses
were so high last month, and he wants to know now.
In the days of batch processing, now would have
been impossible. And even though your software
may currently be on -line, its still impossible. Because
you carft cross system boundaries. And that's a son of-a- batch.
ItIs time you looked into the McCormack & Dodge
family of software, the only packages in the world
with HiLite an exclusive borderless query system.
HiLite makes every McCormack & Dodge system
infinitely more valuable. Because it liberates you from
procedural barriers and lets you cross from file to
file instantly. Simply choose your audit trail and track
down your answer, using the screens youve built.
Probe at random and shape the data to your needs.
Move from general ledger to fixed assets to payroll/
personnel to accounts payable. Move up, down,
forward or backward, exploring the vast resources of
your information universe. With HiLite, the borders
cease to exist.

•

But not with

Probe entertainment expenses in the West Coast,
minority hiring in Houston, fixed asset purchases in
Toledo and vehicle depreciation in London. On and
on. All in a matter of moments. Using a command
process as natural as your own thought process.
Other software companies talk about developing
systems like HiLite. But McCormack & Dodge offers
it as a finished product. Not tomorrow. Today.

McCormack&Dodge
General Ledger
Fixed Asset Accounting
Payroll /Personnel
Capital Project Analysis
Accounts Payable
n Purchase Order Management
Mainframe and minicomputer systems.

(800)343-0325*
' Rlex: 710- 325 -0329

Tomorrow's software today.

McCormack & Dodge Corporation, 1225 Worcester Road, Natick, MA 01760. Sales and support offices throughout North and South America, Europe, Asia, Australia and Alnca.

Members Respond to Admission Standards Proposal
Since NAA published "Member Admis- Their meetings are boring, and I have
sion Standards— Exposure Draft" in the onl y been to o ne in eigh t years . At
April issue of MANAGEMENT ACCOUNTING, NAA, the membership is varied: CPAs,
the Association has received numerous CMAs, friends, clerks, bookkeepers,
letters from members expressing their in- headhunters, tax accountants. With our
terest in this important proposal which variety of people, backgrounds, and
NAA's Board of Directors will be consid- educations, our meetings are fun and
ering at its meeting this month. Because worth attending.
of the strong interest shown, we decided
I was further angered by Standard
to share a number of members' com- No. 5 about CPE hours in NAA -apments. Published here is a representative proved programs. How self - serving can
sample of the letters the Association has you get?
received. The regular " Letters to the
I strongly suggest they come to their
Editor" column returns next month.
senses before it is too late.
Martin A. Blade, CPA
Solving the Core Problem
President
Alameda County South Chapter
I believe the admission standards finally
address the core of the NAA problem — Purge the Ranks
professional standards and the image of
NAA. I have no problem with allowing I have served as director of member acindividuals to join who are practicing quisition for the Cincinnati Chapter for
accountants because the admission stan- the past two years. During that time I
dards allow for continuing professional have found it extremely difficult to
education. I am troubled with your view maintain a total positive net growth perof allowing "individuals interested in centage because of the retention probthe accounting profession" to join. Why lem. With the structure of the point sysare they interested? Are they headhunt- tem for chapter competition chapters
ers or office supply salesmen?
emphasize obtaining new members. The
We are at a crucial point in the histo- types and quality of those individuals
ry of NAA. We now have the opportu- recruited does not serve to further the
nity to make the CMA program attain educational goals of the organization.
the recognition level of the CPA pro- Many of those recruited are salesmen of
gram. Only with a professional organi- office supplies or computer products
zation behind this program will we at- and a large number of the so- called
tain the much - deserved professional headhunters. When these individuals
recognition.
change jobs or positions within their
Thomas R. Gunerman firms, they usually drop out of NAA.
Secretary- Treasurer Other individuals who drop out do so
Diemolding Corp. after one year due to a basic lack of
Canastota, N. Y.
interest.
The absence of minimum requireCome to Your Senses
ments for admissions has created a social organization rather than the intendI just read the exposure draft on mem- ed educational organization. The topics
ber admission standards. It is distress- for the after - dinner technical sessions
ing to realize that the Executive Com- tend to be general and somewhat entermit tee and Bo ard of Di rect ors are tain in g du e to t h e nu mb er o f no n attempting to deal a "death blow" to accounting types in the organization.
NAA.
I also am vice president ofthe CincinWhile their goals on the surface ap- nati Chapter of the Institute of Internal
pear lofty, it is obvious none of them Auditors (IIA). We have restrictions on
has been to a chapter meeting lately. membership that exclude nonauditing
The AICPA and State Society of CPAs types. The result is that all our meetings
have very high standards of admission. are extremely educationally oriented.
12

The speakers cover only related auditing topics. Both the professional development programs before the evening
meeting and the after - dinner technical
session are good for CPE hours. As a
result we have very few dropouts and a
higher percentage of meet ing attendance figures than NAA.
As a member of the Ohio Society of
CPAs, I find that the same situation is
true as I described above for IIA. All
meetings are educationally oriented.
Therefore I find myself to be in favor
of the exposure draft for member admission standards with the exception ofthe
grandfathering of members as of June
30, 1984. I believe these rules should apply to both current and future members.
The ranks ofthe organization need to be
purged to end up with a solid supportive membership base. Those current
memb ers who d o n ot q uali fy un der
these proposed rules will complete the
continuing education requirements of
150 hours if they are indeed seriously
interested in NAA.
Rick Henkel
Cincinnati, Ohio
An Artificial Set of Rules
I am opposed to setting admission standards for membership in the NAA. The
qualities dedicated members have come
to exemplify cannot be promulgated by
an artificial set of rules.
The standards are being proposed as
a means to attack poor member attendance and retention. If these are the
problems, chapter competition rules,
and not the need for admission standards, should be examined. A 10% annual growth quota encourages ambitious boards to sign up new members
whether they are interested in NAA or
not. These members oftentimes are the
cause of poor attendance and retention.
A fu rt h er ex amp l e of th e caus e o f
NAA's problems is an ad on the current
membership contest. Many local civic
organizations and garden clubs hold
similar drives. The theme is s imple;
"Tell a friend —win a prize." The ad
makes NAA appear more interested in
► ► 15
MANAGEMENT ACCOUNTING /JUNE 1983

THE
Commercial Finance Company
for

ACCOUNTANTS
We can help correct your
clients' cash flow, business
refinancing, debt
consolidation, and need for
immediate cash.

programs to help with accounts
receivable financing, inventory
and equipment loans, mergers
and acquisitions, and complete
refinancing plans.

We're the cash support
specialists for people with
pressing business needs. Your
clients' specialized requirement
call for our individualized
solutions, with secured lendinc

For help with your clients' cash
flow problems, you've got NAC.
Last year, we provided 4 billion
dollars for business and
industry's cash requirements.

;a

Eslabhshed in 1922

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

'.

60

SERV ICE

(312) 621 -7500
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

NAA
Research
Profile of the Management Accountant

By G. H. Lander, J. R. Holmes, M. A
Tipgos, and M. J. Wallace, Jr.
In a research project commissioned
by NAA, we undertook to document
the activities of management accountants and to discover how their activities fit into the context of today's business organizations. We conducted a
literature review, personal interviews,
and a mail survey. Structured interviews were conducted with 114 accountants and managers. In addition,
six different questionnaires were sent
to 4,640 accountants and replies
were received from 2,348 —a 50% response rate. A seventh questionnaire
designed t o record t op m anagements' perception of accountants
was sent to 200 NAA members who
are presidents of firms and to 200
presidents and executive vice presidents of Fortune 500 firms. Twenty five percent of these managers provided information.
Most of the accountants surveyed
are in the 30 to 40 age group. Their
earnings are spread fairly evenly over
the $20,000 to $40,000 brackets although 4% report salaries in excess
of $75,000. Only one in five holds a
CPA certificate. Less than one -third of
respondents worked in public accounting (4.5 years' average) before
becoming management accountants.
Typical management accountants
work in firms, usually manufacturers,
which are not subsidiaries. They work
about 45 hours per week, supervise
three people, and spend approximately half their time on finance and
accounting duties and divide the remainder between administration and
supervision of subordinates. They be14

gin their careers in industry rather
than in public accounting. At the entry
level, they prepare reports but at
about age 30 they become responsible for reviewing reports prepared by
others. They prepared for their careers with an undergraduate degree
in accounting and consider continuing
professional education useful.
Many management accountants
have transcended the traditional role
as "suppliers of information to managers." Fully one -third consider themselves members of the management
team. They, along with other managers, act as decision makers in the areas of long -range planning, allocation
of company resources, personnel
(compensation) packages, and management information systems. Forty three percent of accountants act as
chief financial officers for their firms.
In addition, 51 % are involved in the
management of cash.
Annual budgets, which accountants
have overall responsibility for preparing, provide the major vehicle for participation in planning for 81 % of accountants. This planning process
takes two to three months in most
firms. Long -range capital budgets
supplement the annual planning process, according to 78% of the respondents.
Because many reports are computerized, accountants place more emphasis on interpretation, rather than
on compilation of reports. Certain reports, particularly inventory, receivables, and performance reports detect, rather than confirm, problem
areas.
Analysis of information provides the
primary setting for contact between

accountants and top management. In
the past few years, accountants have
aggressively expanded their roles to
include identification of the causes of
problems revealed by their analyses.
Less than half of the respondents
deal directly with taxes. Nearly all
agree, however, that they should be
able to spot potential tax problems
and to solve routine tax problems
without outside expertise. They also
feel a need for greater awareness of
governmental regulation and of the
legal environment of business than in
the past.
Internal auditors spend more of
their time on compliance audits than
on operational audits. Nearly 15% of
their time is devoted to systems review and revision. The areas of data
processing and of governmental regulation are expected to receive more of
the auditors' attention in the future.
More than 85% of top managers
rely heavily on accountants for advice
on strategic planning and over half
state that they could not make these
plans without such advice. Accountants have formal votes on certain
line decisions according to 75% of
top managers.
Presidents and executive vice presidents surveyed rank the controllers'
position third in importance relative to
other top positions. Only marketing
and manufacturing positions ranked
higher. Nearly all agree that accounting will become more critical to decision makers in the future.
Emerging Decision Makers
Management accountants have
strong opinions about the roles they
play and the importance of those
roles. They are in general agreement
about the future of management accounting and what is necessary to
prepare them for the future.
Account ant s feel that decis ion
making is concentrated at the higher
management levels and that accountants are more involved in decision
making than they were in the past.
They spend more time planning today
than they did in the past. They believe
that top management strongly supports the planning process and that
line managers find it useful. They do
► ► 75
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ci rcu mst ances are n ot comp arabl e.
Therefore, the following revision of the
Letters
memb er ad mi s s i o n s t a n d a rd s is
12-44-4
recommended:
increasing its membership rolls rather • Individuals holding membership in
than enhancing the professionalism of
the National Association of Accounthe organization.
tants must abide by the standards of
Therefore, please exami ne NAA's
ethical conduct for management acmethods for acquiring new members beco u n t an t s as es t ab l i s h ed b y the
fore citing the need for admission stanAssociation.
dards to combat your problems.
• A person is eligible for membership if
he or she possesses a baccalaureate or
J. R. Davis, CMA
Babcock & Wilcox
graduate degree with a major in acBeaver Falls, Pa.
counting or a major in another business area which includes a minimum
Combining Good Fellowship
of 15 semester hours in accounting.
and Professionalism
• Alternately, a person may become eligible for membership if he or she demI wish to strongly support the exposure
onstrates to the chapter board of didraft on member admission standards.
rectors, through which membership is
The inclusion of five alternative ways to
sought, a concern for the objectives of
qualify for admission does not seem to
NAA by virtue of position and experibe unduly elitist or restrictive, and the
ence in a business organization or by
"grandfather" clause for current memprofession certification. In such case,
bers avoids any "hardship" problems.
formal action by the chapter board of
I do not have data on what categories
directors is necessary to sponsor the
account for the 10 -15% yearly fallout of
membership.
members, but I would hope that memA large majority of new members do
ber retention would be improved by a qualify on the basis of having a college
sharper focus on meeting the needs of a degree with a major in accounting, and
better - defined clientele. Local chapters one would expect the number to grow.
should find it easier to develop pro- However, management accounting is
grams that will attract better attendance too broad to be restricted to only the acif they focus on a more homogeneous counting major. A person, for instance,
audience with similar interests. Good majoring in management, economics, or
fellowship can be preserved in a profes- information systems, with at least 15
sional atmosphere without unduly ca- hours of accounting course work, may
terin g to co mme rci al or so ci al be equally qualified to function in and
considerations.
to contribute to the profession of manL. R. Loschen, CMA agement accounting.
School of Accounting
Every chap t er has members wh o
University of Southern California would not have qualified for memberLos Angeles, Calif.
ship based on the criteria of a baccalaureate or graduate degree. Yet many of
The Appearance of a Laundry List
these members have contributed much
to NAA because of their interest in the
The exposure draft on member admis- objectives of the Association and mansion standards has the appearance of a agement accounting. Their participation
laundry list. In addition, the admission in professional development programs
standards are mistakenly expected to probably has compared favorably with
contribute to the solution of certain that of o ther memb ers. Membership
problems of the Association. There is no should not be denied in the future to
objective basis on which to believe these such ind ivid uals . Th us, the chap ter
admission standards will in the near fu- board of directors should have the reture increase member retention, atten- sponsibility of determining if a person
dance at cont inui ng edu cat ion pro- who does not meet the formal educagrams, or attendance at chapter func- tional standards should be recommendtions. Comparison of NAA to the FEI ed for membership in the Association. If
and AICPA is rather difficult because there is a concern about the proportion
MANAGEMENT ACCOUNTING /JUNE 1983

of new members who do not meet the
formal education requirements, limitations (for example, 5% of the June 1
membership) may be established.
Elliott L. Slocum
Associate Professor
Georgia State U.
Atlanta, Ga.
We Favor the Proposal
The board of directors of the Columbia
Chapter reviewed the exposure draft on
member admission standards. While
there was not a great deal of fervor exhibited in favor of the proposal, it was
the consensus of our board that it represents a very positive and appropriate
step in the direction of improving the
professional stature of NAA. Additionally, it is viewed as a stabilizing influence in the member retention area.
Some concern was expressed as to
how the admissions criteria would be
verified for prospective members and
how the continuing CPE hours of item
5 would be controlled. We believe that
these are administrative matters that
easily can be worked out.
James B. Carraway
President
Columbia Chapter
Some Members Will Feel Unwelcome
I love the NAA and wish to see the organization prosper. I recognize the difficulty of proposing a membership standard which is going to exclude future
NAA members in return for enhancing
the professional status of our organization, which might just lead to an increase of members in the future.
My gut feel, based on association
with NAA members across the South, is
that adoption of this exposure draft is
going to hurt the NAA because it is going to inform a category of people that
th ey are n o l o n ger wel co me in t h e
NAA. You can "grandfather" them in
all you want to, but it is n't going to
make them feel welcome. Therefore, I
expect to see an exodus of these nonaccountants as their membership renewal
dates come up. As they go out, some of
their "accountant friends" will decide to
do the same. I am concerned about this
possible backlash.
110-10- 69
15

Data Sheet
Robert F. Randall, Editor

cludes the program's costs exceed any possible benefits and recommends against additional data collection. Another report by William F.
Long, manager of the LOB program, concludes
the program's benefits outweigh the costs and
recommends that data collection be resumed.
Earlier, NAA's Management Accounting Practices Committee had testified that it believes
the program is not worth its cost and should be
discontinued. The program was designed as a
source of comprehensive financial data broken
down by uniform industry categories.

CFOs, CEOs See Sustained Recovery
Acquisition fever will ease in the 1980s according to P. Michael Kelly, vice president of the
American Appraisal Co., because the perceived
need for it has changed. Companies are no
longer confusing growth with performance, Mr.
Kelly explained at a briefing for financial editors
in New York. Instead of thinking bigger is better, corporations are looking for acquisitions
that focus on strengthening market share or
guaranteeing needed suppliers. "Forty percent
of the acquisitions in 1982 involved divestitures," Mr. Kelly reported, because companies
are shedding fat — people and subsidiaries they
acquired in the '60s and 70s when the thrust
behind expansion was low interest rates. Consequently, companies are taking a long hard
look at the value of their assets, and particularly in light of the fair market value and tax recapture provisions of TEFRA, acquisitions picked
up will be at lower prices and largely aimed at
increasing new technology.

Hire Youths, Take Tax Credit

Business /Accounting Briefs

Under the provisions of the Targeted Jobs Tax
Credit, businesses that hire poor youth may
qualify for a tax credit up to 85 %. This means,
according to White House Special Assistant
James K. Coyne, that the average hourly cost
per youth, after considering the impact of the
tax credit, amounts to approximately 50 cents
per hour during the six to eight weeks of the
summer vacation period. For more information
about the jobs tax credit, call Ms. Esther
Schaeffer, vice president of National Alliance of
Business' Clearinghouse, (202)289 -2910.

The Financial Executives Institute has elected
John F. Ruffle chairman of the board for 198384. Mr. Ruffle is executive vice president, Morgan Guaranty Trust Co. of New York.... To
help give corporate employers and their top executives a better understanding of the business
and income tax consequences of different
compensation packages, Deloitte Haskins &
Sells has just released a new booklet, Tax
Planning for Executive Compensation. To obtain a copy, write the nearest DH &S office,
... J. Peter Grace, who heads a special private
sector group with the mandate to identify waste
and inefficiency in government, says billions of
dollars could be saved by better cash management procedures. For example, because of the
way incoming checks are handled, days can
pass before they are deposited and start earning interest.

FTC Releases Study on Line -of- Business
The Federal Trade Commission still can't make
up its mind on the benefits vs. costs of the controversial line -of- business program, An analysis
by former FTC Bureau of Economics director
Robert D. Tollison and two assistants con16

Urge to Merge Fever Will Abate

A new Louis Harris poll of 602 chief executive
and chief financial officers drawn from the
1,200 largest corporations shows that 61 % believe the U.S. is entering a period of long -term
growth. Some 98% of the executives said the
next 12 months will bring solid or modest recovery. Fully 87% of the executives believe
that productivity for industry as a whole will be
on the rise. A substantial 33% report they will
increase their use of cash flow to reduce shortterm borrowings, and 34% report they will be
reducing their ratio of debt to equity. There are
some caveats, however, in this bullish outlook:
50% of the executives expect there will be
some upward movement in prices, and 63% report they expect the prices of their own products to go up this year. An even higher 74%
feel that the wages of their hourly employees
are going to rise, conceivably setting off another wage -price inflationary spiral. The results of
the survey, conducted for InterNorth, Inc., were
disclosed at a press conference last month.
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WhyAccountemps
specialized personnel
outperform
other temporaries.

work
0
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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 Expert=.
c 1981 Rotwrt I Ialt Intcrnallunal. Inc. All ufliccti indc7x-ndcnth uwncd and o p mAtcd .

OFFICE SOLUTIONS FOR PROFESSIONALS

Whether you're solving problems, making decisions,
or gathering information, Digital makes it easy to do your job
faster and better.
could learn to use in 15 minutes."
Digital makes the kind of office automation
What's more, you get fully integrated hard ware and software services from Digital.
professionals need. The kind that gives you
And more than 25 years' experience helping
real solutions to real problems.
So now, if you're a sales professional,
businesses like yours grow and prosper. Not
you'll spend more of your time selling If you're even the world's largest computer company
a financial planner, you'll have more freedom
gives you so much. But the second largest does.
to think and plan. If you're an executive
Digital Equipment Corporation.
secretary, you'll have the information you need.
Call 1 -800- DIGITAL, Ext. 585, for details. And

Right at your fingertips.
Best of all, Digital gives you everything—
word processing, communications, graphics,
and more — through one terminal on your desk.
And it's all easy to work with. So easy, in fact,
that TRW's Defense Systems Group said,
"... it gave our professionals something they

ask about our exclusive money -back guarantee,
a risk -free way to see how well Digital can solve
office
right M I M 8 0 1 0
in yourproblems
own office.
COMPUTERS FOR PROFESSIONALS

FROM PROFESSIONALS.
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CSX's Hays Watkins
Knows the Right Way
to Run a Railroad
From 'bookkeeper' to 'scorekeeper' to chief executive,
he has traveled a fast -paced financial track
to the boardroom of one of the largest railroad conglomerates in the world.

By Kathy Williams and Robert L. Shultis
Whenever CSX Corp. Chairman Hays T. Watkins
has the luxury of being in his office for an entire
day, he arrives about 7:45 a.m., settles back in a
comfortable leather chair, keys into the morning
work situations of the Chessie and Seaboard railroads via the CRT terminal on his desk, and sifts
through the five piles of mail his secretary has
sorted for him. Later he meets with various staff
members. If they don't seek him out, he takes a
quick walk around the floor to see what's going
on. Time at the office is a precious commodity,
and he wants to make the most of what little is
available. He's usually at meetings outside the
headquarters, on the road checking the rail systems and subsidiaries, or, on occasion, in Washington, D.C., getting to know the congressmen
and senators from the railroads' service areas.
Overseeing the operations of this railroad conglomerate is exciting and challenging, Mr. Watkins says. There's never a dull moment for this
top executive who climbed from the financial and
accounting ranks. He's an oustanding example of
the increasing number of accounting executives
who are transcendi ng t heir ro les as "number
crunchers" to become chief executive officers of
20

mayor corporations.
He has been CSX's chairman for about a year
now, moving into that slot from the presidency
when the company's first chairman, Prime F. Osborn III, retired. The two had been running CSX
as co -chief executives since its formation November 1, 1980. Now Mr. Watkins has the title of
chairman and chief executive officer, although he
shares management duties with A. Paul Funk houser, CSX president.
Mr. Watkins recognizes that it is unusual for a
nonoperating executive to reach the top spot in a
railroad organization, whose main thrust is transportation operations, but his accounting background paved the way, he believes. By studying
the company's figures, he could understand the
story behind the railroad's entire operations and
tell the direction in which it was headed. This
ability gave him a distinct advantage over someone with less financial experience, he feels, and
still helps him make decisions today.
"Accountants have the advantage over people
in any other discipline," he explains, and he predicts that they wil l continu e to reach the top
rungs of the corporate ladder in increasing numbers. "Everybody understands the tools of the accountant —and those are 1 to 10. If you can count
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'Accountants
have the
advantage over
people in any
other
discipline. '
Hays Watkins (upper right) describes his railroad experiences to (1 -r) Robert L. Shu1tis,
executive director; Kathy Williams, MANAGEMENTACCOUNTING feature editor;
and Edward H. Latchford, CSX's v.p., accounting and financial planning.
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from I to 10, you understand accounting. If you
are an engineer, you deal in slide rules. If you are
a marketing person, you deal in marketing concepts. If you are an operating transportation person, you must understand train concepts. The financial person operates on
the most
understandable common denominator, which is
numbers. So the financial person really has an advantage over anyone else, if the conditions are
right."
A 50/50 Marriage Created Success
So far, the conditions have been right. CSX was
created from the successful merger of two well known railroad system holding companies, Chessie System, Inc. and Seaboard Coast Line Industries, In c. C o rp o rat e h ead q u ar t ers are i n
Richmond, Va., halfway between Chessie's main
office in Cleveland and Seaboard's home office in
Jacksonville, Fla. The two railroads maintain
their own operations, working as two separate, independent companies. CSX, then, takes care of
the "three Ps," Mr. Watkins explains, "policy,
planning, and policing. We didn't want to be an
added bureaucracy that would run the organizations. We merely handle policy matters here.
We're all overhead. We don't generate any mileage or freight. And we've been careful to keep our
group small." CSX's complete staff of 39 occupies
only one floor, and this count includes the corporate accounting department of three.
CSX and its subsidiaries —such as the Greenbrier resort, coal mines, oil and gas exploration,
and trucking —are coordinated by a policy board
composed of the president and CEO of Chessie,
the president and CEO of Seaboard, the chairman
of CSX, and the president of CSX. "We meet at
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least once every other week and talk about policy
matters," Mr. Watkins says. "We also have three
CSX staff people meeting with us regularly as
members of the policy board: the senior vice president of finance, the senior vice president of corporate services (supervising the corporate secretary,
public relations, the general counsel and governmental affairs activities), and a recorder who is
also our office administrator."
The financial person is fundamental to this organization— "the key staff associate of CSX, "
Mr. Watkins explains. "He's the one that the president and I work with the most. At the railroad
level the senior vice presidents of finance of Chessie and Seaboard are key members of their presidents' staffs. I guess we've had a culture around
here for many years that the finance man is probably the single most important staff member of the
company." He's the "scorekeeper," as Mr. Watkins likes to call him, but much, much more. "He
takes the numbers and suggests what they do tell
or what they don't tell and also asks questions
about some of the company's activities. He's not
looked upon as merely the fellow on the side
pushing the scoreboard. He's a key player on all
company levels, from the financial vice president
of the parent company to managers of costs within the various departments on the railroads."
With the volume of business and size of the operations, someone has to be able to slice through the
figures at a glance and see what's going on —obviously the financial person, Mr. Watkins believes.
From "Necessary Evil" to Welcome Decision
Maker
In railroading's earlier days, however, and even
when Hays Watkins joined the Chesapeake &
21

Ohio (C & O) railroad in 1949, financial people
were considered a nuisance, he recalls. "The railroad was run by the operating vice president, and
everybody else was a necessary evil." His mentor,
C & O's financial vice presid ent at the time,
helped change this picture, however. With the
support of the company president and by his own
activities and capabilities, he helped the commercial and operating people discover that "the bookkeepers, as they were termed, were really there to

Accountants
must think like
managers, not
like
bookkeepers.

It Was Love at First Whistle

help them. At first there were a lot of questions
about why the bookkeeper should be in the middle
of the decision makers. Gradually, however, the
accounting man —the finance man —got to be a
member of the team and was considered as trustworthy as anyone else," he says.
Hays Watkins perpetuates that image. He firmly believes that the financial person can steer his
organization in the right direction if he treads
carefully and wisely. "Think like a manager, not
like a bookkeeper," Mr. Watkins advises.
Take the Penn Central bankruptcy, for example. At the time the Penn Central was about to go
under, he was vice president — finance for the
Chesapeake & Ohio and Baltimore & Ohio railroads. He recognized all the signs of impending
collapse and wanted to make sure his own company was safe. "All signs were there that Penn Central could not make it and would go bankrupt, but
people either didn't recognize it or refused to ac22

cept it. I can remember as we were going through
it telling the president of C & O, `It's a matter of
time.' He looked at me and laughed. He said `a $6
billion company can't go bankrupt. They are too
big!' Well, we had some bond maturities which
were coming due shortly after that, so on my own,
without prior approval, I lined up some standby
credit. I was so sure it was coming, and a week
later it came. And we were all set. That's why I
keep saying, if you read the figures and you study
them, the story of your company is there." He
also believes his farsightedness and courage to act
contributed to his later becoming president of the
C &O.

Railroads were in his blood —two relatives
worked as a brakeman and a conductor —and they
fascinated him. As a graduate student at Northwestern University, one of his hobbies was to photograph trains passing through Chicago. "Chicago
is probably THE railroad headquarters, and this
was right after World War II when everybody had
new streamline passenger trains. Morning, noon,
and night I would take pictures of all of the trains
coming into the city. I think I have at least one
picture of every named train that was in Chicago
in 1947 and '48," he smiles proudly. This photo
collection remains a prized possession.
While he was indulging his passion for railroads, he was completing work toward his MBA.
He wanted to pursue finance as a career. As he
finished his master's thesis on the separation of
railroad expenses between freight service and passenger service, he decided to combine his two
loves— accounting and trains —so he interviewed
with several companies, joining C & O in 1949 as a
staff analyst.
Advancement came quickly. In 1950 he was
promoted to internal auditor and in 1953 staff assistant to the comptroller. In 1955 he became budget analyst, then two years later was named chief
of budget services. He rounded out his financial
experience, serving as general auditor, general
staff officer, and assistant treasurer, then becoming treasurer of the company in 1961. "I covered
almost every area, " he says. "At that time the
financial area included accounting and operating
costs, treasury, taxes, financial planning, internal
auditing and perhaps one or two more. I would be
in a job about a year, and about the time I knew
what I was doing and where the doors were, why I
was off to another job." In 1964, after they combined, he became vice president — finance for the
C & O and B & O. "In addition to finance and
taxes," he says, "I took over public relations, passenger traffic, purchasing and real estate, all within the nonoperating area." He became president
and CEO of both companies on April 1, 1971, and
MANAGEMENT ACCOUNTING /JUNE 1983

was elected chairman and CEO of the entire Chessie System, Inc., after its creation in 1973. On November 1, 1980, he became president of CSX, then
chairman on May 1, 1982.
He guides the corporation with skill, diplomacy, and complete understanding of the two rail
systems, their operations and their employees. He
explains: "There's something about railroading —
it's sort of a fraternity. People lovethe railroad. A
division manager in Grafton, W. Va., really feels
honored when someone from the general office
will visit and ask him how he runs his business.
We can be pests, but I think, by and large, anyone
who takes pride in his work likes to show it off to
someone else." Whenever possible, he and other
members of the policy- making team review all
opeations firsthand in order to make realistic decisions regarding them. "Every opportunity I go out
and ride the railroad. When something comes up
about the switchyard in Willard, Ohio, I've been
there, and I know where Willard is and where the
yard is. They talk about the turntable at the engine house, and I have been to the turntable. I'll
go out and ride our engineering inspection train
for two or three days and talk to the regional engineer or division manager and spend the night at
the local town or YMCA or on an office car.
There's no substitute for seeing and being seen!"

whi le, he s ays , b ecaus e "I h ave l earned th at
there's very little black and white in Washington,
and it's a case of ending up ahead or behind on
balance. At least when I do go back I'll remind
them I was there last year or the year before last,
and now this time I'm here to ask about something. And they'll laugh, but I will have a hearing,
and for that purpose I feel this time in Washington is very important." He has helped shape railroad legislation in the past few years also, and in

'If you study
the figures, the
story of your
company is
there. '

Helping Government Understand Business
He extends this philosophy into other areas of
CSX operations, especially government relations
on which he spends at least a quarter of his time.
"There are more decisions affecting our company
made in Washington than are made here, and as a
result I think it important that I know what's going on up there. So at least once every other week,
and sometimes more often, I spend at least one
day meeting with the congressmen and senators
from our district. My goal is to know, or at least
to have met, every senator and congressman in
our service area, which is everything east of the
Mississippi River except New England," he says.
In the first year- and -a -half, he has achieved two thirds of his goal.
He has surprised a few officials in this endeavor. "Usually the first thing I say after I introduce
myself is `Senator, I don't want a thing. I just
want to meet you. I just want to see what you look
like. "' Then, after he explains about CSX and its
services, Mr. Watkins continues, "I want to get to
know you and I want you to know who I am. I'd
just like to get acquainted. Next time I come to
see you I may want something, but this time I
don't want a thing except to meet you. And it's
amazing the reaction you get because most congressmen and senators only see people who want
something."
The time he had spent on this project is worthMANAGEMENT ACCOUNTING /JUNE 1983

1982 he received Industry Week's Excellence in
Management Award for outstanding efforts in improving understanding between business and
government.
CSX's Key Is Control and Responsibility
He also monitors CSX's accounting/financial
area closely because that function is critical to the
smooth running of the corporation and its subsidiaries. To operate efficiently, CSX and its holdings
must have accurate, reliable financial input.
CSX railroads follow prescribed Interstate
Commerce Commission functional accounting requirements but work internally on a responsibility
basis. "That's our key control," Mr. Watkins says.
The system is designed so that our accountability
is on authority and responsibility. There are people, for example, in the equipment department
who incur expenses for the maintenance of our
roadway and tracks, but if they are running a par23

'Anything
worth saying
should be put
on one sheet
of paper.'

ticular activity they are held responsible under
our system. This system fills our needs and gives
us the ability to control costs from the bottom level up. But since ICC reports are essentially based
on functions —such as roadway maintenance,
equipment maintenance, or operating trains —we
use a `translation code' to convert our responsibility system back to the ICC - required reporting
format."
The three members of CSX's accounting department are kept busy under this system. They
do the parent company's books and consolidate
the accounting data of all the other subsidiaries by
computer. On the first workday of each month, all
CSX companies feed their financial results into
their computer terminals, and headquarters consolidates them, analyzes them, and organizes
them, then reports to the policy makers. The accountants also handle the reporting to the Securities & Exchange Commission and other regulatory bodies. This set -up allows CSX accurate,
timely reporting (its 1982 year -end figures were
published January 3, the first workday of 1983) so
it can "get on with the regular business." Hays
Watkins helped set up this system and backs it
strongly. "Accounting data are really only of use
as a guide for the future," he reiterates. "What's
happened has happened, and there is nothing one
can do to change it. Therefore, let's report what
we did as soon after the fact as possible, and then
let's analyze it for future guidance and decisions
as quickly as possible. As a result, we get our reports out the first day, and by the second day people read them, and by the third day we are trying
to figure out what we can do for this month that
we forgot last month or last year."
Mr. Watkins also favors long -range planning
and has instituted several planning and forecasting procedures for CSX. The first is an annual
plan, work on which begins in June or July. Next
there's a five -year plan, which is an extension of
the current annual plan plus the next four years.
Then there's a strategic plan, which is a long range projection of where the corporation should
be in five years and what its goals are. This last
plan is new this year, Mr. Watkins says, and is an
interesting experiment. "We are trying to integrate our five -year plan —which is in a sense a financi al project ion, with known or predi cted
changes in the national economy, the automobile
industry, and so on —with our operating strategic
plan and put numbers on the strategic plan so that
when the two come together they form a strong
bridge as to where we are going."
Encouraging His Management Accountants
Hays Watkins is proud of the work of CSX's
accounting group and encourages management
accountants at all levels of corporate operations to
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contribute to the organization's success. "We try
to push our accounting people. It's not enough for
them to say `here are the numbers.' It's important
for them to say `here are the numbers; they indicate thus and so; you should be doing this or that.'
Accountants have a great amount of information
which they can input," he notes.
To maintain the high quality expected from its
financial people, CSX companies have recruited
their accountants from the ranks of CPAs or persons holding masters' degrees. (Holders of the
Certificate in Management Accounting will come
into the forefront more when the corporation resumes its recruiting—on hold temporarily because
of the merger and parent company organization.)
Because railroads are highly unionized —about 90
to 95% of all railroad workers are covered by contract, including first -level supervisors —their management groups are very small and generally start
at higher levels than they would in other types of
businesses. Recruits must be technically qualified
as a result. Managers don't come only from the
outside, however. The company keeps an eye on
its clerical staff to see if they are promotable to the
management level. For example, one young CSX
clerical employee decided she wanted to obtain a
degree, so the company helped her select the right
college for her pursuits. When she completes her
studies at Stanford University she plans to return
to CSX and join the management team. In addition, the corporation tries to move its people out
of accounting or finance into other areas so they
can participate in the actual management of the
railroads. Mr. Watkins elaborates: "I saw last
week where one of our accountants went over to a
key job in the material management area; another
one is over in the operating area as one of our top
regional managers. One of our associates with a
CPA is in charge of a major part of our marketing
area —in piggybacking —and the president of our
trucking subsidiary, which is the fastest growing
part of the business, reports to this marketing individual with an accounting background."
Non -CSX Activities Enrich His Performance
Keeping the corporation on track limits his
time for non -CSX activities, but the ones he does
allow himself to pursue enhance his job performance, he says. He served on the Financial Accounting Standards Advisory Council for four
years and keeps up -to -date on Financial Accounting Standards Board matters. In fact, after attending a recent meeting, he volunteered his staff and
board of directors to be available to the FASB and
its staff so they could get more exposure to the
real world —a necessity, he notes.
He also believes business people must interface.
He serves on three corporate boards of directors
and has begun a term on the national Business
MANAGEMENT ACCOUNTING /JUNE 1983

stand something. In thi s fast world , I have to
learn the meanings of things rather quickly."
Therefore, he maintains, anything worth saying
should be put on one sheet of paper —a habit he
acquired from his mentor years ago. "Ifthe material were important, I'd write a two- or three -page
report. Invariably it would come back with a big
red X and something in the corner —put on one
page. I still feel strongly about this."
And, he rep eats, remember to "th ink like a
manager, not like a bookkeeper."
y

Roundtable, "which I consider a compliment," he
smiles. Serving his community also is important.
He is active in the Junior Achievement program
and is a trustee of the Richmond Symphony. He
also is chairman of the Business Advisory Council
of the Transportation Center, Northwestern University, and chairman ofthe Board of Sponsors of
the School of Business Administration, College of
William and Mary. He was honored, he says, to
be a speaker at the Richmond Community Breakfast when the interracial group honored the late
Martin Luther King as part of Community Learning Week.
He was awarded honorary Doctor of Laws degrees from Baldwin- Wallace College in Berea,
Ohio; Alderson - Broaddus College in Philippi, W.
Va.; and William and Mary in Williamsburg, Va.
NAA Was Valuable
Although no longer active because of company
commitments and frequent traveling, Mr. Watkins maintains his membership in the National
Association of Accountants. He was active in
Cleveland until the time he became financial vice
president of C&O/B &O. His lack of time "was to
my regret," he notes ruefully. "I think NAA is of
most value to people who are really on the job —
when they're a combination of a part of management and a key department head. That's where
they react to the day -to -day activities and it's
most important to understand accounting. They
are learning what's going on, what the new trends
in accounting are —and in NAA they have a cadre
of people who are in similar activities in other
companies in a similar geographical area. I found
NAA to be very valuable, and I still keep up with
a l ot of peopl e t hat I kn ew in th e C leveland
Chapter."
Knowing How to Communicate
Hays Watkins, 57, is at the pinnacle of his career and is employing in his everyday actions
management skills he acquired years ago from his
mentor and others which he would like younger
accountants to learn and use. The first of these is
to be a good communicator, and the second is to
get to know and understand your company and
how it works, not just its accounting system.
"Communications is the most important part of
my job," he says. "It's the most important part of
any job. You can have great ideas, but ifyou don't
have the ability to communicate them, you're in
trouble. My expression all through my career has
been `make it so simple that even the president,
and now the chairman, can understand it.' My
problem is not my mental ability to understand
information; the problem is having the time, circumstances and luxury of taking time to under-
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These and other principles, such as a genuine
spirit of equality and humanity, have guided his
dealings with employees, friends and family alike.
One could understand that, as head of a major
corporation —one of the largest rail systems in the
world —he could feel extremely self - important
and act accord ingly. Not so , Hays Wat kin s.
"When our son was in the first grade," he laughs,
"the teacher asked all the students, including
Tom, what their fathers did, and Tom's answer is
still the best one I've ever heard. Tom's answer
was that 'my father goes to meetings, eats lunch,
and talks on the telephone.' And in all of my 35
years, I've never gotten a better definition of what
I do!"
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Planning Your
Productivity Efforts
Productivity improvement efforts badly need planning but often don't get it;
long -range strategic plans badly need to include
productivity numbers but usually don't.

i

By Carl G. Thor

Carl G. Thor is vice
president of the
American Productivity
Center in Houston.
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Productivity means different things to different
people. To one person it may be substantive analysis of the technology and operating system of a
factory. To another it might mean the subtle motivational aspects of the management of the efforts
of a white collar workforce. Yet another would
emphasize longer range improvement in financial
results through inventory control. Because of the
wide effect productivity has on the entire business,
any discussion ofproductivity has to be as specific
as possible in defining productivity and in separating productivity from other general management
concepts.
Planning is another word used in many ways.
In a generic sense, planning suggests relatively
formal and all- encompassing thought before action on a project. In a corporation, planning is
done in every department and at all levels of the
organization, but it is most often associated with
the long -range strategic plan of the business as
shepherded by a planning department.
Productivity improvement efforts badly need
planning but often don't get it. Long -range strategic plans badly need to include productivity numbers but usually don't. Both omissions need to be

corrected. Productivity needs to be analyzed, understood, and reported.
Plan Your Productivity Improvement Efforts
First, consider the productivity improvement
process. There is a tendency in U.S. business organizations, now that productivity has been "discovered," to insist on rapid implementation of some
visible productivity improvement effort to demonstrate t hat the organi zat ion's crisi s respo nse
mechanism is better than that of the competition.
Whatever productivity improvement results is
likely to be accidental rather than earned. In contrast, the American Productivity Center strongly
recommends the creation and use of a productivity plan to launch and guide an organization's productivity improvement effort.
A productivity plan is a document (or a less formal collection of understandings) that transforms
productivity improvement from an indirect residual of other strategic thrusts into a free standing,
tracked effort in its own right. This productivity
plan specifies interrelationships with other existing plans (financial, capital investment, operating
budget, research and technology, human resource
development, diversification, etc.) and assigns direct line and advisory responsibilities for producMANAGEMENT ACCOUNTING /JUNE 1983
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tivity improvement action. Depending on the organization's orientation, the plan also may include
"quality of work life" elements in a parallel or
completely integrated manner. Questions typically
answered include:
• How does the organization define productivity
and quality of work life?
• What priority should be attached to productivity improvement? Who is responsible?
• Are we ready for yet another program?
• How will top management's commitment be
communicated?
• How much uniformity of application is desired?
• How much employee involvement in planning
and implementation is appropriate?
• How will progress be measured?
Productivity improvement efforts should start
with awareness. This is not necessarily a sophisticated understanding of the subtleties of international productivity effects and public policy requirements, although that is useful also. It is
mainly aimed at an understanding among all levels of management and the work force that productivity and quality of work life improvement is
vital to the competitiveness of the organization
and thus to the job security and standard of living
of everyone. Productivity improvement can be obtained without sacrificing human values or requiring onerous additional work. In fact, it is typical
that improvements in productivity are obtained
along with improvements in job satisfaction and
security.
The second phase of the plan, planning and
analysis, provides for a systematic analysis of the
entire organization's interrelationships, strategies,
and limitations. This involves corporate management style, historical failures and successes, and
financial and manpower limitations. It addresses
the integration of productivity into the other elements of the management process. There is an appropriate time for certain strategic thrusts and an
inappropriate time. Though productivity can always be improved, there are times when the climate and resources available are best for the most
effective productivity improvement effort.
Assessment and preparation is, in a sense, a
more specific and directed version of the earlier
step. Planning has identified the need for and timing of productivity improvements efforts and has
assigned general responsibility. Assessment involves a thorough analysis division by division,
plant by plant, function by function to determine
in which areas a productivity improvement effort
should focus and in what manner. The assessment
step typically will include enough productivity
measurement to indicate where past performances
have been the worst and where the most benefits
MANAGEMENT ACCOUNTING /JUNE 1983

might be obtained. Presumably, no organization
has unlimited resources. Productivity improvement cannot take place everywhere at once. Productivity improvement has a front -end cost in
both money and people's time. An organization
might choose to improve productivity in its "business of the future" even though larger productivity improvement possibilities appear to exist in the
stagnant "business of the past" from which it derives its current cash sustenance.
The training and implementation step involves
th e mo st p eo pl e an d ap parent act ivit y. Any
worthwhile improvement effort needs to be institutionalized. Substantial numbers of people need
to be familiar with what is being done and be
trained to carry on the improvement effort as it
passes to lower levels of the organization. Training in this sense involves not only training of productivity specialists, but mainly training of general man agemen t an d t h e wo rk force i t sel f i n
whatever techniques or approaches are considered
appropriate. Unfortunately there are many organizations that have jumped directly into the implementation step, bypassing the first three. Innumerable "quality circles" have been established
with essentially a random selection of location,
emphasis, and individuals to be involved.
The evaluation and maintenance step refers to
several levels of analysis. Individual implementation projects need to have a measurement system,
or at least some reasonably tangible objectives,
built in that can be evaluated after the fact to give
useful feedback when additional implementation
is required. There is also a further evaluation and
maintenance at the strategic planning level. Divisional performance needs to be analyzed and the
productivit y improvement part of the results
needs to be isolated.

Productivity
improvement
efforts should
start with
awareness

Put Productivity Measures
Into Your Strategic Plans
Long -range strategic planning systems of organizations, at most, consider productivity as only a
word, not a set of numbers. Yet productivity efforts, formalized or not, exist in organizations and
the impact of these efforts needs to be recognized
in projecting the future. One basic difficulty is
that most long -range planning in a corporation is
done in dollar terms, whereas much productivity
analysis is done in physical terms. Productivity
measures, at least in the operating groups, tend to
be in physical terms (cases /manhour, ton - miles/
truck, etc.) that are not directly related to the income statement. Long range - planning tends to be
an extrapolation of income statements, with assumptions made about profit margins, unit prices,
unit costs, and volumes. These have productivity
implications but do not link directly with physical
productivity statistics.
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A slightly more formal look at productivity
measurement princi ples wil l demonst rate the
close relationship between productivity and financial planning. Productivity is output divided
by input, but the input does not have to be only
labor which is the traditional input used in productivity analysis. In some organizations, labor is
the dominant input factor. In other organizations, a combination of capital, energy, and materials play a role that may, in terms of cost impact,
be more important than labor. Individual output
over input relationships for one input factor do
not address the problem of factor trade -offs. In
fact, many of the productivity improvement efforts of a typical organization involve trade -offs
between the factors of production rather than
manipulation of a single factor. For example,
automation of a human process involves a labor to- capital trade -off.
Thus for analysis at higher levels of an organization, where the control over factor trade -offs exists, it is necessary to use total productivity, which
is output divided by the sum of labor, capital, energy, and materials inputs. This takes us away
from the concept of physical productivity, in a
sense, because you cannot add together labor
hours, square feet of floor space, btu's of energy,
and tons of materials. But they can be combined
in constant dollar terms to allow the analysis to
continue. By converting the productivity data into
a dollar context, we are able to provide the necessary link to profitabilityanalysis that is the heart
of long -range strategic planning.
Achieving an adequate profit level is the main
reason for being in business. Thus profitability is
the most important measure of corporate performance. Productivity improvement is an important
means of improving profitability but far from the
only means. The profitability measures include
the effects of inflation in both output and input,
changes in marketing and promotion expenditures, shifting accounting methods and regulations, and other extraneous effects. Though all
these have a direct bearing on this quarter's earnings reports, they are not indicative of the basic
manner with which the physical resources (labor,
capital, energy, and materials) in the productive
process are being managed. Measures of "pure"
productivity provide an inflation -free look at the
basic health of the business. Thus, productivity
forecasts and goals should be a key part of a long range planning process.
The American Productivity Center (APC) has
adapted and publicized an approach to total productivity analysis that allows bridging between
the income statement and physical productivity.
The key elements of the APC Performance Measurement System are profitability, productivity,
and price recovery. For any output and for any

input, the dollar value expressed on an income
statement can be said to be made up of a physical
quantity (or its equivalent) multiplied by a unit
price or unit cost. The relative change or output
value compared to the relative change of one or
more of the input values can be defined as change
in profitability. This profitability can be expressed
as a rate of contribution to "economic" earnings
per share improvement that is the apparent target
of all financial analysis.
The relationship between quantity of output
and quantity of input at a point in time and over
time is called productivity. This is the physical
productivity approach discussed previously. These
quantities are expressed in physical terms, or alternatively in constant dollare terms, which is the
best available surrogate. Price recovery, is defined
as the relationship between change in unit price
and change in unit cost over time. It is an index of
relative inflation or in other words, an index of the
ability (or desire) of an organization to pass on its
unit cost changes by unit price change.
The APC performance measurement system
provides a matrix that links change in profitability, productivity, and price recovery with each of
the input factors. The change is expressed as both
an improvement ratio and a dollar effect. Both are
necessary, because an organization is typically interested in knowing which factors show the largest percentage changes, but it is also interested in
identifying those factors that provide the biggest
net impact in dollar.
Most businesses have a tracking mechanism for
profitability, but they are usually unable to conveniently and routinely analyze whether their profitability changes are the result of productivity or
price -cost movements. In a period where unstable
pri ce an d co st rel at i on s h ip s mas k q u ant i t y
changes, this sort of tool is vital for an understanding of likely future direction of the operational entity.
Developing a Comprehensive Productivity
Measurement System
Having made the connection between profitability and productivity, we have greatly strengthened the analytical power of the planning process.
But we have not created the entire necessary productivity measurement system. A complete productivity measurement system has five elements.
One of them is a system, such as that discussed
above, where productivity enters into the long range planning process. Secondly, individual measures, usually partial productivity measures and
performance against engineered standards, need
to be a part of the operational control of manufacturing or other production processes. Most operating managers need daily and weekly results.
These are usually given in physical terms, and
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need to be sufficiently simple so that supervisors
and the workforce are able to readily understand
what makes those measures move up and down.
Thirdly, managers need screening measures.
These are often similar in appearance to control
measures, but represent either key control measures or an aggregation of individual control measures. They point to possible operating problems,
but do not give the final answer. It is this 25
words or less" measure of the overall operation
that a plant or department manager might use in
his or her monthly or quarterly report to higher
management.
The distinction between control and screening
measures applies in staff areas also. A white collar
department manager also must be aware of productivity performance. These measures may be
similar to those simple operational control measures in the factory in that they will typically involve only one factor of production and usually
will need to be readily understood. They also will
differ in that the productive process in a professional staff area is not nearly as tangible, and
therefore, the outputs of the processes undertaken
in the professional staff areas may involve a subjective element. The individual managers in professional staff departments must have productivity
measures where the output is what that group is
truly doing and not simply the output of the factories or the whole corporation.
The remaining elements of a complete productivity measurement system, industry and national
measures, are not within the control of the organization, but give important information to the strategic planning process. It is very desirable to have
measures of the productivity performance of the
industries in which the organization competes.
This will provide benchmarks against which the
performance of the corporation can be measured.
Unfortunately, the United States has very little
timely and reliable statistical information on the
productivity performance of individual industries.
There are labor productivity measures available
for some industries. Except for the Multiple Input
Productivity Index series of the American Productivity Center, there are no measures of total
factor productivity that provide useful guidelines.
Federal government work on total factor productivity is confined to the whole economy and multi industry segments. Individual industries need to
develop their own productivity measurement information to serve as guideposts for their individual members. The APC has worked with industry
trade associations and publications to establish
such industry productivity data.
The existence of a complete productivity measurement system does not, of course, guarantee
productivity improvement. But the absence of a
measurement system almost guarantees the im11

MANAGEMENT ACCOUNTING /JUNE 1983

provement effort will be piecemeal, occasionally
misdirected, and subject to second guessing by top
management. Measurement, used properly, greatly strengthens the awareness, diagnosis, and planning phases of an improvement effort.
Putting Productivity Results in Your Financial
Reports
Because productivity has become a major thrust
for many companies this year, it is reasonable to
assume that such efforts will begin receiving increased attention in annual reports. The most
primitive form of productivity reporting is the
"cost savings" scorecard. This is usually represented as a bar graph, ever improving, reaching
magnitudes which represent a significant part of
the total earnings of the company. There is certainly nothing wrong with the concept of cost savings. Many productivity improvement efforts will,
among other things, bring cost savings. However,
cost savings numbers can be manipulated.
First, it is not always clear whether the savings
reported are new savings applicable to this 12
months or a mostly theoretical carryover from
earlier projects. Are they before or after tax? Are
they net savings, after taking into account capital
or other factor costs? It becomes pretty easy to
improve labor productivity if the "tool" (capital
investment) that permits labor productivity is
treated as if it is free of cost.
Finally, comparing this year's cost savings to a
previous year's cost savings is almost always done
without considering the effects of inflation. Saving
$100,000 of fuel cost now, compared to saving
$100,00 worth of fuel cost 10 years ago, is still a
worthwhile result, but the physical units of saving
are substantially less now due to the effects of
rampant energy cost inflation. Since productivity
is best thought of as physical resource utilization,
inflationary effects must be removed.
Even properly calculated cost savings can be
misleading. Cost savings are desirable as long as
they do not proportionately reduce the output of
the organization. A 10% cost saving that reduces
needed output capacity 15% because of new bottlenecks can hardly be considered a productivity
improvement.
A better way to report productivity improvement is to calculate an index for the corporation,
such as sales or value per employee or per payroll
dollar. Of course, these statistics can be misleading also. Any dollar number, when compared to
the equilvalent number of a previous time period,
carries with it a specific rate of inflation. Sales per
employee will tend to increase in inflationary
times, solely because the price of the products being sold has increased. A deflated sales- per -employee ratio solves this problem, provided that the
deflator used is as close as possible to being a true
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reflection of the actual sales price increases.
The same caution is advised in regard to a sales per- payroll ratio. Even though both numerator
and denominator are expressed in dollar terms,
the rate of inflation of the prices of the company's
products will in general be different, often significantly so, from the rate of inflation of labor costs.
Therefore, separate adjustment is required for numerator and denominator.
Calculation of labor productivity, in these deflated forms, is a fine first step. But a sales- to -assets ratio expressed in constant dollars also should
be calculated. This will begin to capture the tradeoff effect between capital and labor. If labor productivity increases no faster than capital productivity decreases, there is a question whether the
net effect is positive. Most industries have recently
incurred a decline in capital productivity. This is
not a serious problem if the capital input increase
represents sound long -term investments. However, if the capital increases reflect swollen inventories or unnecessary expansions of capacity, capital productivity declines serve as an important
warning in their own right.
Many companies have gone beyond sales- related productivity ratios to value -added ratios. Value -added (sales less purchased goods and services
such as materials and energy) is for many purposes a better indicator of the scope of operations
that is a pure sales number. Value -added to labor
could be a more useful productivity ratio than
sales -to-labor. However, it is also subject to inflationary distortion as sales. It is not usually sufficient to adjust value -added by the CPI or GNP
deflator. Each element of the value -added calculation needs to be separately adjusted for its own
basic rate of inflation. It still does not reflect capital changes, so it would be appropriate, to calculate a deflated value -added compared to constant
dollar capital also.
Some diversified companies may well choose to
report productivity as a weighted average of the
productivity improvement rates of their major divisions. Divisional productivity then may be measured in various ways, but the rates of improve-

ment from each division can be combined on a
basis where the respective value added, assets employed, or sales levels might be taken as the
weighting factor.
An issue in aggregating divisional results is how
to handle what may be an extensive corporate
staff. There is a careless tradition of calculating
productivity of staff and indirect workers in largely meaningless terms of direct operating output
(tons of steel per accountant). Fortunately, it also
is possible to calculate the productivity improvement ofeach staff area by identifying the true outputs of those particular departments.
The total productivity approach provides the
clearest picture ofactual improvement. An output
such as sales or value -added is compared to a
combination ofall inputs with both factors adjusted to a base period's dollars to remove the effects
ofinflation. In accounting terms, this is a comparison of the real gross margin from one period to
another. Real gross margin change, where the inflation adjustments are made specifically rather
than through a general deflator, is the same thing
as total productivity change. This is the best single
measure of producit.ivity to report. Many of the
elements needed for this kind of calculation have
already been calculated for the inflation accounting section (current costs of the annual report).
Management Accountants Are the Link
The top accounting people in an organization
are often the ones who must explain the link between strategic plans and productivity analysis to
top management. They must see that the "productivity improvers" (usually line managers, engineers, and human resources specialists) start with
a broad enough view ofthe possibilities and interrelations and proceed with adequate discipline.
Management accountants must take the lead in
integrating the distinct types of productivity measures into the existing information system, retaining user - friendliness. Finally, they must lead the
investigator into appropriate mechanisms for
rounding out formal financial reporting with productivity performance data.
❑
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How We Automated
Our Accounting Department
W e were determined to find more effective ways
of monitoring the economic pulse of the company.

By Arnold D. Shiflett
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Prior to the late 1970s, most data preparation at
the Smithers Company was performed manually
with some accounting functions being processed
on an outdated, slow, noisy bookkeeping machine.
Sales analysis and payroll reports were prepared
off - premises by a service bureau which was not always responsive to the needs of the company. Our
office equipment, such as typewriters and calculators, were the latest electronic models, but were
not productive enough when voluminous typing
or exacting, number - crunching chores of great
length were required. Frequently, reports had 'to
be redone or retyped for numerous reasons, which
often led to job frustration and anxiety.
As critical raw material management, inventory
levels, cash flow, and accounting analysis became
increasingly important to our management, it became clearer that some newer and more effective
ways must be found to monitor the economic
pulse of the company. We sought out new technologies to enable us to be more in control of our
database and increase productivity.
We chose to begin automation with the accounting function because ofthe interrelationship
of the accounting department with other departments and the related need for information to sup-

ply answers to questions from many sources. Our
goal was to make sure a computer system satisfied
our present and future accounting needs. Some
considerations we found appropriate in system selection included:
1. Is it cost effective? What will be the long -term
costs, and what is the anticipated return on invested capital?
2. Does the computer add value to the business?
It should aid the executive in concentrating his
resources on the more critical aspects of the
company such as strategic planning, problem
solving, and conceptualizing.
3. Do we hire new people to perform the tasks, or
do we retrain the present ones? What happens
if a person is displaced? What are the moral
and ethical obligations when you contemplate
office automation that potentially could displace people?
Storyboarding Computer Acquisition
We employed a technique called storyboarding
as a means of keeping everyone informed on the
status of the automation project (See Figure 1).
The storyboard, however, is not really a new tool.
It is believed Leonardo Da Vinci put up drawings
of ideas and inventions on the wall of his studio in
MANAGEMENT ACCOUNTING /JUNE 1983

Figure 1
Storyboarding a Computer Purchase

P

I

C 0
Idea
Install

computer
system
N�
Identify
present
situation

Sy stem
require-

Blthng
is
slow

Financing
considerate
Mons

Lease
or
buy

Vendors

Installation
R
Ies ;ing

Any
local
users

Alterna
rives

ACRS

In house
naming?

Conversion
files

them

Visit

Service
bureaus

Har dware
selec tion

Sof tware
selec tion

Physical
resources

Convert
present
files

Main
CPU

Big
concern!

Space

Closer
Inventory
controls

Speed!'

Printer

Turnkey

Noise
free

ROTC

Disc
cash
flow

How long
will they
assist?

offsile
file
storage

Review
trade
groups

Status
quo

Timely
into
lacking

Goals
&
objectives

CRT?
how
many?

Do we
rewrite?

Desks
designed

Cost
etteclwe

Buy
out
price

Documentation

Debugging

Demos

Time
sharing

Who are
key
people

Grows
with
company

Technical
specs

Cassette
disk
tape

Reduce
stress!
fatigue

Produo
itvity

Maim
tenance
costs

Periodic
updates

Wring

In- person
discus
sions

Flow
than

Can
addwe

SafeSafe-

Securny

Incur

Future

merits

memory

S

ante

needs

Pros?

or

Skills

Identify
who
does

Target
dates

Does he
offer
suggestions

Backupps

Benefits
desired

,epa'r?

Graphics

Research

further

novices?
Do they
understand?

Question _
naires

Modems
to
another
CPU

Compan,
billly

Call NAA

Employ
ee
uing
contin
education

Terms

research

&

dept

conditions
What do
theyy
push"

the 16th century. It was further used by Walt Disney for 45 years on projects ranging from cartoons
to Disney World in Florida . Subsequently it was
introduced to our company by a former associate
of Disney and has become an integral part of our
strategy sessions, planning sessions, policy meetings, building projects, product introductions, and
so on . It has been said that people are often in the
preliminary planning stages while they are executing projects. This causes inefficiency, waste, frustration , and misunderstanding, and consequently,
can cost money. Storyboards can be used in planning to save time and money , as well as to improve productivity . Storyboards are powerful
planning tools , they are visual , they encourage
participation and contribution , and they remind
people and aid in recall. In addition , they develop
a group memory and help reinforce the purposes
and categories of a project. They also can save
time by minimizing meetings and help promote
the delegation of tasks for a project.
The storyboard is a highly visible planning tool
MANAGEMENT ACCOUNTING /JUNE 1983

that generally is made of a 4 X 8 foot sheet of corkboard (almost any pinning surface will do that can
accept tacks or pins). Colored index cards and
other aids such as memos and photographs are attached to show the flow of events regarding a current project . We have many s uch corkbo ards
throughout the company, including some portable
ones that can be moved from office to office.
The PICO letters appearing in the upper left hand part of the storyboard stand for the four
types of boards:
Planning —shows the topic, team members,
purpose, and major categories of the project.
Idea — explores various major categories or subdivisions on the planning storyboard.
Communication —shows who needs to know
about the project and how they are going to be
informed.
Organize —shows who is going to do the various tasks related to the project and when they are
going to do them.
35
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This is only a sample of the type ofthought that
went into the installation of the minicomputer.
For example, hardware selection could be further
divided to show the different vendors and terms of
payment for the CPU, the vendors ofperipherals,
such as CRTs and modems, the technical make up
of each CPU, delivery time required for each, and
selection of other add -ons. The idea here is to
stimulate and encourage employees to achieve better resu lt s th ro ugh a s omewhat in ex pens ive
technique.
We have successfully used this as a tool for
such diverse projects as the refurbishing of a 100 year -old octagon barn that serves as the company's corporate headquaters, to show the growing
seasons of different plants, to plan a budget, and
to successfully plan a menu for guests. Further,
video tapes or photographs can be made of the
storyboard for easy -to- carry - around reference.
Micros, Micros Everywhere
The specialized information needs of some de-

partmetits led to the supplementing of our central
minicomputer with microcomputers or personal
computers. Because we were unsure what was
available to satisfy our needs, we visited retail
shops, reviewed many catalogs and brochures, attended business shows, and talked with people
who had purchased microcomputers. We selected
a local retail shop for our initial purchase partly
because the personnel seemed to know all the correct buzzwords and we were still somewhat inexperienced in determining what was needed.
We bought basically a turnkey computer system, with selected software and a printer. Our instructions consisted of books and a brief demonstration. Unfortunately, we had many problems
that could not be answered by the accompanying
operational manuals. Telephone calls with questions to the supplier were answered, but sometimes with incorrect or incomplete answers. We
dialed a national hotline number that the vendor
gave us and they, too, had problems with telling
us how to make it work. Because the whole indus-
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try was new, we were often given bad or unsatisfactory information.
Eventually we became more adept at its use and
began to understand the limitations of the product. The vendor also offered two or more "free
sessions" at our offices to enable us to ask questions about existing products in use. Improved
models were becoming available, and a great surge
of companies began offering some very useful BASIC software for this particular micro. With the
advent of the better hardware, better printers, and
the increased availability of useful software, we
were able to begin to see the microcomputer as a
productivity tool that would greatly enhance some
of the things we were doing not only in accounting, but also in other areas.
• We can now convert financial statements denominated in a foreign currency to U.S. dollars
by simply using an electronic spreadsheet.
• Graphs, charts, and trends can be printed from
the data created with the micro.
• Formulas and product yield can be effectively
stored and subsequently displayed with the
micro.
• Marketing can effectively track a particular
trade show's results that could be tracked only
manually before.
• Inventory status of certain products, which
serve as a supplement to the main frame inventory printouts, was put on a micro - program.
• Word processing applications are fairly effective on the micro within certain limitations.
• Time an d calendar arrangement als o can be
prepared on the personal computer.
• The storyboards and briefing boards can be presented graphically on the computer as a supplement, not a rep lacement, to the corkboard
walls.
With the surge of interest in the functions microcomputers can handle, other departments began to see applications which they could use. Consequ en tl y, at las t cou n t we h ave in s t al l ed
approximately 20 of these units throughout our
company, each getting very heavy use. The expanded applications areas are shown in Figure 2.
Other Costs to Anticipate
In retrospect, we can offer thes e words of
advice:
When you buy a system, there are additional
costs to consider such as for storage cabinets,
cables, diskettes, paper, maintenance, office rewiring (maybe), specifically designed chairs
and furniture to decrease fatigue and stress, accoustical hoods to reduce the printer's noise,
and so on. The payback on these items should
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be increased productivity, less fatigue by users,
and less employee absenteeism and turnover.
But there are more costs than just the hardware and software alone.
2. Will maintenance and repair be done at your
workplace or must the unit be taken in for servicing? We frequently had to take our micros
or printers to the nearest shop some ten miles
away for servicing.
3. Of what type and length is the warranty? Does
the warranty cover parts and labor or only
some of each?
4. Who else in the local area has similar equipment? Most vendors will share their satisfied
customer list with you.
5. What things are essential for the tasks you
want to perform and what are the options that
can be done without?
6. A printer is necessary in almost all cases. But
do you want a dot matrix or a letter quality
printer? How important is the printer speed to
your needs? Slow printers with poor quality
pri nt d o n ot enh ance pro fes s io n al i s m o r
productivity.
7. Quite frequently a small microcomputer will
permit only one user at a time while a larger
unit can accommodate more. If you have idle
pers o n n el , it do es no t hi n g to i mp ro ve
productivity.
8. Because micros generally function by use of
floppy disks, it may take extra time to "boot
up" the system and load and change floppys to
perform different functions.

No technology
will succeed
without
adequate
implementation
project
management.

Word Processing Applications
Before acq ui ri ng an y wo rd process or you
should consider what you want the word processor to do and the frequency of the function. Consulting some of the many books on the market will
enable you to become more informed on hardware
and software as well as terminology. Also, local
user groups can inform you of the pros and cons
of a system. Try to visit someone who has already
installed a word processor to get his imput on the
individual problems encountered.
We presently have two word processors and
software for the micros that enables us to perform
word processing. The micros are the least favorite
of those who use it, but as new software becomes
available and the machine becomes more user friendly, we believe it will complement our two
word processors. Because we insist on excellence,
we frequently will ask for retyping. There are few
complaints because it is fairly easy to handle such
requests.
Looking to the Future
Unfortunately, all the available technologies
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a

Corporate headquarters for the Smithers Company,
a refurbished 100 - year -old octagon barn in Hudson, Ohio.

will not help if there isn't sufficient planning for a
project. Long range planning will become even
more essential as companies begin to actually realize the "office of the future" new technology has
so long promised.
Already, the "electronic cottage" allows many
individuals to work at home and save valuable
commuting time. In addition, hardware and software are becoming more user - friendly and are
supplemented with voice recognition, teleconferencing, the electronic "mail box," CAD -CAM,
and so on.
Nonetheless, while increased personal productivity is often the primary goal of computer users,
other, more subtle benefits accrue as well. Individ-
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uals may become more self - assured and possess a
new attitude about work. For example, you can
acquire data in other areas that normally wouldn't
have been available before by becoming more experimental and creative with the programs available and by structuring data so as to be useful.
The Smithers Company has availed itself of the
latest minicomputer, microcomputer, word processing, and video equipment to enable us to continue to be more productive and maintain our status as a leader in the floral foam business. With
the implementation of appropriate technologies as
they become available, other companies also can
improve their productivity and maintain profitable growth.
El
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Where are we going?
Find the answers with
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Choosing the right general ledger software is critical.
Because every business needs to know — quickly and
accurately — how it's performing and where it's headed.
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support.
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UCC FCS gives you complete control.
And UCC FCS is backed by one of the largest, most
experienced support groups in the software industry.

We have been,
we are, and we will be
the right place to turn
for software solutions.

UCC
UNI V E RS I T Y COM P UT I NG COMP ANY
A full range of applications and systems software products.
For further information and an on -site visit, call 1- 800 -UCC -1234.
UCC Tower, Exchange Park, Dallas, Texas 75235
Dallas • Chicago • Toronto • London • Zurich • Paris • Dusseldorf
UCC is a subsidiary of Wyly Corporation (NYSE).

Measuring Productivity
Efficiency
Any repeated large variances, whether positive or negative,
indicate products with a problem.

By Kyle K. Kraft

s. .
Kyle K. Kraft is the
cost supervisor at
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Waterloo, Iowa. He
has a MBA degree
from the University of
Northern Iowa. He is a
member of the
Waterloo -Cedar Falls
Chapter, through which
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When an organization wishes to measure its production efficiency it needs to decide what to use
for a standard. Some firms have their industrial
engineering (IE) department determine the production efficiency while others use their accounting standards. In either case you compare actual
hours to the standard hours for the period based
on production.
At Waterloo Industries we have been measuring a plant's efficiency using both IE and accounting standard hours. The advantage of accounting
standard hours is that they are frozen at the beginning of the fiscal year and provide a constant
to be measured against. On the other hand, the IE
standards are the most up -to -date standards and
are flexible, with standards available for any alternate methods of production.
At times the efficiency calculated from these
two different bases was contradictory and it became necessary to explain the reason for the discrepancy. We discovered that by analyzing the
completed orders to find why the two methods
differed brought forth useful information in analyzing production and in measuring the plant's
productivity improvement.
The IE View of Labor Standards
The IE standards file will have the most up -todate labor information. If a production depart-
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ment installed some new machines that process
100 widgets per hour compared to 40 per hour
with the old machinery, the hours - per -piece standard run will drop from .025 to .010. Actually,
labor standards are reduced throughout the year
as better ways or improved tooling reduce the
time necessary to produce each widget. This is
termed methods improvement and is important to
management as it endeavors to increase productivity and reduce costs.
The IE standards recognize a primary method
but will have alternate standards for anytime it
becomes necessary to alter that "normal" production method. For example, a product's sequence
of production activity is illustrated in Figure 1.
Because of scheduling problems, breakdown, etc.,
it may be necessary to run an order on Weld Line
6 rather than the usual Line 1. Different machines
and different line speeds will cause the direct labor time to vary but the IE file will have a standard for that alternate method.
The Accounting View of Labor Standards
Of primary concern to accounting is the IE labor standards at the beginning of the fiscal year.
At this time the old standards are dropped and
new standard costs are developed for all products.
The current IE labor standards at that time become the new accounting labor standards. The accounting files for labor, material, and product
costs are all frozen for the entire fiscal year. The
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Figure 1
Sequence of Production Activity
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frozen accounting labor standards can be used as
benchmarks to measure the methods improvement because the IE and accounting labor standards start the fiscal year equal.
The IE and accounting methods of determining
efficiency do not differ in purpose, only in their
approach. As mentioned before, the IE file has
different standards for any alternate production
lines used, while the accounting standards do not.
To develop a standard cost it is necessary to
have a lot size so the set -up time and costs can be
allocated over the units produced. The higher the
lot size, the more units there are to spread the setup costs over, and the lower the total cost. The IE
approach does not use a lot size; it uses a standard
set -up time whether a production department
runs 50 widgets or 50,000.
As noted before, any changes in standard time
will not be made in the accounting standards because they are frozen. The IE file will accept
changes and will reflect the most current standard
time for a particular model of widget.

Accounting variance equals accounting standard hours minus actual hours
Efficiency variance equals IE standard hours
minus actual hours.
While their principal purpose is to explain the
difference in the primary variances, the seconday
variances become useful when indicating areas for
improvement or reveal methods or factors needing
correction.
Lot Size Variance

Table 1 illustrates the difference in the IE and
accounting methods of computing efficiency. The
accounting cost sheet and IE labor file are presented for widget #IA (the popular "one size fits
all" widget). All of the detail was left out and only
totals shown for illustration purposes.
Primary and Secondary Variances

Lot size variance =

The accounting and efficiency variances are
termed primary variances. They are called primary not because they are of greater importance but
because they are the beginning point. The primary
variances measure actual hours to standard, while
the secondary variances explain the difference beMANAGEMENT ACCOUNTING /JUNE 1983

measure a
plant's
efficiency.

tween the two primary variances. In Table 1 we
find the accounting variance to be —�2.5�hours
while the IE or efficien cy variance is + 18.5
hours. The formulas for deriving the variance are:

As pointed out before, the accounting standards
must amortize the standard set -up time over the
normal production run, while IE will have the
standard set -up time for any size run. This means
that if the quantity produced is over the standard
lot size it will bring a positive or favorable variance. However, any order under the standard lot
size will have a negative or unfavorable variance.
The standard lot size could be thought of as a
break -even point. When the order reaches that
point it has absorbed the standard set -up time,
and any unit over that point starts building a favorable variance.

How to Compute Efficiency

At Waterloo,
we use both
engineering
and accounting
standards to

Accounting set up hours
x [Actual�quantity�—std.�lot�size]
Std. lot size
Computing the lot size for Table l:
Lot size variance = L I � J

x�(1150�— 1000) = 3.0 hours
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Large negative variances indicate serious production or scheduling problems. Repeated negative variances warrant consideration of changing
an al tern at e met h od t o th e p rimary met h o d
(which will probably increase the standard cost
next fiscal year).

Table 1
Computing Efficiency with IE and Accounting Methods
Accounting standard cost sheet
Labor
20.0011000= .0200
.2300

Methods Variance

.2500

At the beginning of the fiscal year, the accounting and IE standards start out equal. During the
rest of the year the IE standards are continually
changing as work simplification and cost reduction projects increase productivity, but the accounting standards remain frozen.
If the IE set -up time per unit run standard are
less than the accounting set -up and run standards
there is a positive or favorable variance. A negative or unfavorable variance means that the IE
standard time is more than it was at the beginning
of the fiscal year. This higher time allowed means
a higher cost and less profit.
Positive variances are expected and should
grow larger throughout the year. Any negative
variances should be investigated. To calculate
methods variance:

$2.500
3.171
$5.671

labor standards
Run Hours

Set -Up Hours

.2200
.2500

18.00
21.00

.3333

10.00

Accounting standard hours
,250 x

1,150

+

290.0
18.5

-

2.5

308.5

hours

287.5

hours

standard
hours

Accounting
standard
hours

308.5

287.5

IE

Actual
hours

21.0

Efficiency variance

A large negative variance could indicate management is scheduling production runs too small
or that the standard lot size is too high. Any repeated large variances, whether positive or negative, come from products with a problem. We examine lot sizes with production scheduling for all
products that have had large variances for possible change in the next fiscal year.
Because of scheduling problems, machine
breakdown, and other reasons, it is sometimes
necessary to alter the production plan. In the example given in Table 1, we noticed the order being
produced by an alternate process. Thus we derive
the alternate methods variance:

run

To continue our example:
= [20.0 - 18.0] + [(.2300 - .2200) X 1150]
= [ + 2.0 ] +[ +1 1. 5]
= + 13.5
Remember, it is important to use the regular IE
standards and not any alternate standards.
If you summarize the results of any completed
order, two purposes are served. First, this serves
as a check of your calculations. The efficiency
variance plus all secondary variances balance to
the accounting standard.
Efficiency variance
Lot size variance
Alternate methods variance
Methods variance
Accounting variance

X

Quantity
produced

Computing this from from our example:
Alternate methods variance =
[ 18.0 - 21.01 + [(.2200 - .2500) X 11501 _
[ -3.0 + -34.5] = -37.5 hours
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quantity
X

t

Accounting variance

Set up per IE
Run time per IE
standard minus
standard minus
alternate IE
+ alternate IE run
standard hours
time standard

Accounting set -up
Accounting run
hours minus IE
+ time minus IE
set -up hours
run time

+

287.5

+

.2500 x 1,150

Actual hours used 290.0
units on Process B

=

standard hours
Process B

1,150

=

IE

Widget# 1A

[

Order 12345
Units completed

=

Total Process A
Total Process 6
alternate
Total Process C
alternate

+

IE

+

Total set up hours
Total run hours
Total hours per piece
Labor cost
Material cost

Widget #1A
Lot size 1,000

18.5 hours
3.0 hours
-37.5 hours
13.5 hours
-2.5 hours

Second, this serves as a report card for management on the plant's performance. It highlights the
probl ems and gi ves d irect ion t o the poss ible
causes.
What do the above numbers mean? Any accountant who knows cost accounting could explain that the -2.5 means the actual hours for this
order were 2.5 hours greater than the accounting
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Table 2
What the Variances Mean
Variance

Result

Efficlency

Positive

The order was completed in less time than allowed by IE standards.

Negative

For some reason the order was not completed within the time allowed. A problem existed,
and the larger the negative variance the larger the problem.

Positive

The number of units completed on the order was larger than the standard lot size.

Negative

The order produced less than the standard lot size. A large variance indicates a problem
worth investigating.

Positive

The order was run on a line different from the standard or normal line and this different line
is more efficient.

Negative

The different line is not as efficient as the normal line so the hours allowed is increased. This
negative variance reflects the inefficiency.

Positive

The standard hours have been reduced because the actual hours have been reduced.
These method improvements mean better production efficiency and lower costs.

Negative

The standard hours now are higher than at the beginning of the year. This must be investigated. It indicates things are going the wrong way for this product.

Lot size

Alternate
methods

Methods

Meaning

standar d. A f te r so me experie nce wit h this pro cess
yo u c a n i nt e r p r et wha t ha p p e ne d wi t h a ny o r d e r
by using the varian ces m entioned, and
logic

some

(T ab le

2).

One drawba ck to this pro cess is that it do es no t
hi g hlig ht the p r o b le m unt i l aft er the o rder is co mple t e . A lt ho ug h t hi s i s a li m i t a t i o n, ke ep ing t hi s
inf o r m at a ti o n c urr e nt dur ing t he m o nt h a llo ws us

S t a r t i ng wi th t he b a s i c f o r m ula s , we ha v e e x-

to s e e ho w we ll t he m o nth i s g o i ng a nd why t he

panded and develo ped the sy stem to extract mo re

pr o b lem s o cc ur. I n t he f utur e, t he p ro c es s will b e

inf o rm at io n f r o m t he v ar ia nc es , such a s se pa ra t-

ha nd l e d o n co m p ut e r , so t he v a r i anc e s m a y b e

ing and sho wing t he a lt er na te m e tho d s va ri ance s

co mp ute d b y d e pa r tm e nt , t i me pe r io d , i nd i vi d ua l

by caus e

o r d er , a nd p r o d uct num be r .

o r dep artm ent.
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How Total Factor
Productivity Works
The solvent department manager thought his department had
made progress during 1981 but conventional figures do not support this hunch
... so he called for an analysis.

By Gary D. Poe and Leon E. Mechem

Gary D. Poe is a
supervising analyst
with Tennessee
Eastman Co.,
Kingsport, Tenn. He
has a B.S. degree in
accounting from East
Tennessee State
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For several years there has been much talk about
the declining productivity in America. Some reports cite the erosion of industrial productivity,
while others mention more specifically the decreasing rate of output of the American worker.
Whatever the reference, the most frequently published statistics deal with labor productivity.
Of course, there are many measures of productivity other than labor. Any expression of output
per unit of input represents a productivity measure. Examples include output units per M Btu of
process heat, output units per machine hours, return on investment, etc.
"Total factor productivity" is not a new concept; yet it is infrequently used. This concept attempts to quantify all the factors of production
(materials, labor, maintenance, utilities, etc.) on a
weighted basis into a single expression.
Dr. John W. Kendrick of George Washington
University is one of the pioneers in the development of the concept of total factor productivity
measurement. (See, for example, Productivity
Trends in the United States, John W. Kendrick,
Princeton University Press, 1961). As originally
conceived, it was intended to measure the total

productivity of the entire economy of industries
within the economy, rather than of individual
compan ies or fi rms . M uch l ater, and largely
through the efforts of the American Productivity Center of Houston, individual companies began to take an interest in total factor productivity measurement at the company level.
Theoretically, total factor productivity would
seem to represent a workable measure of efficiency that would summarize in a nutshell just
what the manager of the production unit wants
to know. From a practical point of view, however, there are numerous difficulties in computing to tal fact or pro du cti vit y. Th e i mmediate
question is whether the cost of a system for productivity measurement can be justified as an addition to existing financial reporting systems.
Beyond this obvious question are the more difficult conceptual problems of how to weight the
factors of prod uction reliably and how to remove the effects of inflation adequately from
year to year.
Assuming that a stand ard cost system is in
place and that the system is based on accurate,
volume- sensitive cost standards, a mean s is
available for computing total factor productivity. It is necessary that the standard cost system
MANAGEMENT ACCOUNTING /JUNE 1983

surface usage variances and that the effect of
any changes made in the cost standards during
the measurement intervals be valued.
Ignoring any changes in cost standards during the measurement intervals, the concept involved is simply:
Standard cost

a

Base year

Actual costB
Standard cost

Current year

Actual cost

Productivity change

=

Factor B

=

Factor C

Factor C — I
Factor B

The answer to the question of how to reliably
weigh the factors of production now becomes
apparent. They can be weighted based on their
costs as shown on factory cost reports.
Assume, for example, the following data for
XYZ Company:

1980
1981

Actual mfg.
cost

Std. mfg.
coat

Usage
variance

$ 950,000
1,080,000

$1,000,000
1,100,000

$50,000
20,000

Although it would appear that a productivity
decline has resulted, the formula shown below
can be used to quantify the degree of change:
Base year

$1,000,000
$950,000

=

1.0526

Current year

$1.100,000
$1,080,000

=

1.0185

Productivity change

1.0185 — 1
1.0526

=

—3.24%

As indicated, total factor productivity has declined by 3.24 %. Since the standard cost for
XYZ C ompany is the sum of s tandard u sage
quantities times actual prices, there are no price
variances t o deal with . Further, computing a
factor for each of the two years eliminates the
effect of inflation from 1980 to 1981 because, by
definition, the standard and actual costs in each
of t h e t wo years are i n terms o f t hat year's
prices.
The XYZ Company example is an oversimplification cited just to illustrate the concept.
To see in more detail how the proposed productivity measurement system will work let us look
at the solvent department of Smith Specialty
Chemicals Co.
Case Study —Smith Specialty Chemicals Co.
The solvent department manufactures solvent
which is sold for use in paints and lacquers. It does
not matter whether more than one kind of solvent
is produced in the department, provided that sensitive cost standards exist for each product.
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First, the accountant must prepare statements
of controllable manufacturing costs for 1980 and
1981. The department manager, when comparing
the two statements, notes that his unit costs have
gone up significantly in 1981 over 1980 and that
the department experienced a favorable overall usage variance in 1980 and unfavorable variance in
1981. The manager realizes that the variances are
not comp arabl e becau se of cert ain s tan dard
changes that were made during the two years. In
view of one significan t process improvement
which reduced materials usage, he is certain that
the overall performance of his department was
better in 1981 than in 1980. Accounting reports
furnished him do not clearly support his opinion,
however. The manager contacts the plant accountant and asks him to prepare an analysis to show
whether any real change occurred in 1981.
The plant accountant begins his analysis by
summarizing the standard changes which were
made during the two years. The accountant then
uses the standard change data to complete the effect the standard changes had on the cost variances for each of the two years. He also recognizes
that the standard changes made in 1980 had an
effect on the variances in 1981 as well as those in
1980. Therefore, he computes the carryover effect
of the 1980 changes on 1981 variances.
Finally, the plant accountant prepares the Productivity Change Report (See table). The report
shows that, even though the cost variances were
unfavorable in 1981 and the unit cost was up
16.5% (.346 — .297 = .49 _ .297 = .1649831), a
productivity gain of about 2% was accomplished
during 1981. The plant accountant explains the
report to the solvent manager who is satisfied that
his operation did make progress during 1981.

Leon E. Mechem is
chief accountant with
Tennessee Eastman
Co. He has a B.B.A.
degree in accounting
from the University of
Texas. He currently is
president of East
Tennessee Chapter.

Apply to Multiple Cost Centers
The case study demonstrates a practical means
by which many manufacturing companies using
process costing can use primarily existing data to
compute productivity changes.
It should be noted that the case study did not
attempt to measure the productivity of capital.
Allocations of capital cost (depreciation) through
traditional accounting techniques normally will
not yield a properly weighted basis for this type of
productivity calculation. Since other methods exist for computing capital productivity (cash flow
rate of return, return on investment, etc.), this
p ro d u ct i vi t y fact o r h as b een o mi t t ed for
simplicity.
The same productivity system can be used for
successive years. For example, 1982 can be compared with 1981 as well as with the base year
1980. It will be necessary, of course, to continue
to revalue the standard changes each year in order
to remove the price change effect.
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Smith Specialty Chemicals Co
Solvent Department Productivity Change Report
1981 Versus 1980
($ thousands)
Controllable manufacturing costs
Packing
Maintenance materials
Misc.
Mfg. supplies

Materials

Labor

$27,716
(104)
(174)

$1,495

$27,438

$1,562

$ 826

$1,345

.241
.9900

.013
1.0448

.008
.8978

.011
1.0632

Utilities

Total

12

$2,300
188
446

$34,129
84
325

357

$2,934

$34,538

.003
1.0348

.020
1.2757

.297
1.0120

-

-

(12)
76
.001
.8636

$

$

$

$

80

$

345

$

$

$

88

-

-

-

$1,265

$

$

Actual unit costs
Total/actual: by element

920
(94)

67

$

Total base year

$

Actual cost
Standard changes
Usage variances

$

1980

1981

5

(43)

$1,853

96

602

$3,949

$
$

.001
1.0549
+22.15%

.005
.9333
-9.81%

.023
1.3269
+4.01%

$

645
-

$

$
$

.014
1.0255
-3.55%

$

.008
.9545
+6.32%

$

-

$

.016
1.0499
.49%

985

91

$44,606
39
1,537
(160)
$46,022
$

46

$2,976
760
35
178

(47)

$

.279
1.0105
+2.07%

$1,807

-

$2,168

-

$36,369

$1,032

102
1

$

Actual unit costs
Total/actual: by element
Productivity change: by element

$2,065

+

Total current year

$35,990
(721)
1,400
(300)

$

Actual cost
Standard change carry-over effect
Standard changes
Usage variances

.346
1.0317
+1.95%

Notes:
Detail schedules to support some of the calculations in this table are available
by writing to the editors
115,000,000 pounds and 1981

129,000,000
—

Production quantity: 1980
pounds

—

7

The same approach can be applied to multiple
cost centers. For example, all the departments included in the standard cost system of Smith Specialty Chemicals Co. can be analyzed in the same
mariner as the solvent department. The data for
the departments can then be summarized into a
report for the entire company operation.
There are several points worthy of mention relative to applying the productivity calculation to
more than one cost center. Costs within different
cost centers are not equally controllable; hence,
the productivity change percentages cannot and
should not be compared with one another. It is
proper to compare the direction and magnitude of
change for a particular cost center with the direction and magnitude of change for the same cost
center for different periods of time. This type of
comparison will disclose trends which should be
of keen interest to management. Because of inher-
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ent differences in the nature of the costs in different cost centers, however, one simply cannot conclude that a cost center having a higher absolute
percentage productivity increase performed better
than a different cost center with a lower percentage increase. The application of the productivity
measurement system to a company or plan which
is made up of several interrelated cost centers requires adjustment for any duplicated or "snowballed cost." The snowballed cost must be eliminated in order to reflect the total cost accurately
for the entire organizational unit.
Total productivity computed by the method described here is not the solution to productivity improvement. Nor is it an e x a c t science for measuring what it proposes to measure. It is, however, a
good indicator which, when used in its proper
context, will give management an idea of the direction of the unit's overall performance.
C
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Using Labor Information
to Measure Productivity
If the standard is properly established, 80% efficiency is
considered good performance for indirect labor areas.

By Larry L. Smith
One can rarely enter into a business discussion today without someone mentioning the term productivity. While management can obtain the best
possible price on raw material from vendors, there
are many items such as taxes or depreciation over
which it has very little control. Labor costs is one
of the areas management can control.
One of the best ways ofcontrolling labor costs
is to monitor productivity of employees. Even in
businesses where labor costs are a small percentage of the total cost, they have an immediate impact on profitability. Labor costs also can have a
dramatic effect on cash How and interest expense.
In any endeavor one should always seek out the
best method possible to accomplish the desired results, provide the proper tools and equipment, and
staff with the proper number of qualified, motivated people. Once this basic groundwork has been
accomplished, you cannot sit back and watch like
a spectator. You must take an active part in the
operation to control both the input and output or
the desired results will not be achieved.
Productivity is defined as the quality or state of
being productive; productive is defined as having
the quality or power of producing in abundance.
Normally productivity equals output divided by
input.
In all human endeavors we tend to judge perMANAGEMENT ACCOUNTING/JUNE
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formance by how productive we feel the participants are. The problem with doing this is that it is
normally a subjective evaluation, rather than being based on objective criteria. Therefore, one
needs to establish standards of performance and
measure productivity against those standards.
Measuring Productivity
All endeavors can be measured by volume indicators or standards. The more routine the endeavor the easier it is to establish a standard for the
function. The more complex and varied a function
the more difficult it is to establish a method of
measurement.
Prior to establishing any method of measurement you need to ask the following questions:
1. What is the object of this function?
2. Is th is fu ncti on necessary for th e des ired
output?
3. Is there a less expensive way to achieve the desired results?
4. Is there an easier way to obtain the desired
results?

Larry L. Smith is a
project manager for
International
Harvester's truck
consolidation program.
He is also a senior
partner in L.J.P.
Associates,
management
consultants, and is a
productivity adviser for
Suelzer Van Lines. Mr.
Smith holds a
bachelor's degree from
Whittenberg University
in Springfield, Ohio.
This article was
submitted through the
Ft. Wayne Chapter.

Once it has been determined what function is
necessary, man - machine interface should be taken
into consideration. Such factors as general working conditions, heating, lighting, humidity, and
noise can be optimized to yield more efficient and
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less stressful working conditions.
After determining the function and establishing
the proper methods and workplace layout, you are
ready to determine how you are going to measure
your productivity. One very important factor to
keep in mind is that the volume of work to be performed may not be related to the volume of the
end product or service to be produced. For example, you may have the same number or even more
invoices to process at lower levels of production.
Plant security has the same amount of area to cover, and, with fewer people working, plant management may have to provide more security at lower
levels of production.

Table 1
Manpower Requirements Planning
Skilled
trade

Forecasted
backlog

Desired
backlog

Millw right
Plumbers
Electricians

19,800 hours

11,325 ho urs
14,570 ho urs

11,000 hours
5,000 hours
6,000 hours

Hourslman
160
160

160

Man
required

55.0
39.5
53.6

Table 2
Manpower Performance Schedule
Skilled
trade

Estimated
hours

001
001

Millw right

418

Plumber

251

Paid Performance
hours
%

Job
number

570
340

70
80

Earned
hours

Difference

399
272

19 ho urs
(21) ho urs

The more routine the operation the easier it is
to apply measurement techniques to it. For example, routine typing is easily measured in the number of words typed per minute. Once a per- minute
rate or goal has been established, it is simple to
extrapolate this rate into words per hour or words
per day. Because it would not be productive to
have someone count words all day, it would be
more logical to count the number of words on
whatever documents are being typed and establish
a number of documents per day as the goal or
standard.
After determining what the proper volume indicator should be, you are ready to start measuring
the productivity of the various functions. In application, normally a typist will be doing other work:
answering telephones, taking dictation, and so on.
Therefore, provisions will have to be made to take
the other duties into consideration. These can be
easily accomplished by using work sampling techniques to determine what percentage of the day is
spent performing functions other than typing.
One wo rd of caut ion: do no t exp ect t o get
100% efficiency regardless of the function being
performed. Normally, if the standard is properly
established, 80% efficiency is considered good
performance for indirect labor areas.
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The following example illustrates one of the
simplest systems to install and maintain. The
more complex and nonrepetitious the functions
being performed, the more difficult it is to develop
a measuring system. For example, a maintenance
area's workload will be affected by the age of the
facility, type of equipment, and product changes
as well as production volumes. A suitable technique to measure and control productivity in a
maintenance area is called master scheduling.
The system works as follows. Whenever someone has a request for work to be performed, he
must write an order requesting the work be done.
This work order is assigned a priority with safety
items receiving the top priority followed by items
that would cause production stoppages. The "like
to have done" items receive very low or no priority. The amount of time required to perform the
requested work is estimated by each respective
skilled trade. The estimates are made by trained
estimators or maintenance management. Assuming it is not an emergency and the requested work
is going to be performed, the required material is
ordered and the work order is placed in the backlog queue to be scheduled. The proper amount of
work to have in the backlog queue is determined
by type of trade and is closely monitored. This
backlog queue is used to determine the amount of
manpower required by trade over a specific period
of time. For an example see Table 1.
Using the technique shown in Table 1, you are
able to ascertain your manpower requirements
and adjust your manpower by trade. Once you
start performing the work, the paid amount of
time spent on each work order is tracked by trade
and compared to the estimate on the work order.
Work samples are taken to determine the performance of the tradesmen on their jobs. This performance percentage is then used to determine the
earned hours for the job. This information would
be used in the format shown in Table 2.
Table 2 readily shows the effect of poor performance and the associated excess manpower costs.
The millwright trade was paid 570 hours to perform a job which was estimated at 418 hours and
should have been completed in 399.
In the receiving, shipping, and warehousing areas, times can be established for receiving a container, placing it into storage, and filling out the
proper paperwork. Times can also be established
for pulling the container from storage, moving it
to a d es ti n ati o n , an d fi ll i n g o u t t h e p rop er
paperwork.
The manning requirements of a warehousing
area can be determined in the following way:

Information to be developed:
100 units of production require 1,500 containers of material.
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2. 8.5 minutes required to receive, store and record a container of material.
3. 7.0 minutes required to retrieve, ship and record a container of material.
4. 450 minutes in a work day.
Computations to be made:
5. 8.5 min. X 1,500 = 12,750 minutes
7.0 min X 1,500 = 10,500 minutes
6. 12,750 min. + 10,500 min. = 23,250 minutes
of work required
7. 23,250 = 450 = 51.7 variable people required
in the warehousing area.
Using the same logic in a distribution warehouse not tied to a production operation, you can
determine the volume that can be handled over a
given period of time, and schedule drivers and
work efficiently. This also will allow management
to ascertain the amount of equipment and shifts
required to maximize asset utilization.
All areas of the work environment can be measured by some means. The standards or volume
indicators you establish may not be 100% accurate the first time you do them and will require
revi ew an d u pd ati ng fo r accuracy, methods
changes, missed items, and fixed functions that
are required regardless of volume.
Once your systems have been installed, it is not
difficult to program your standards into a computer and use them for estimating costs for bidding on new work, short- and long -range planning, moving your manpower as required, better
utilizing your assets, and reducing your costs.
Guidelines for Improving Productivity
The following eight items should be given careful consideration when embarking on your productivity program:
1. Consider the use of a wage incentive program
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2.

3.

4.

5.

6.
7.

8.

It has been estimated that no company can
achieve higher than 60% efficiency without
one.
Determine what is an acceptable level of productivity i n your company; you will never
achieve 100% productivity.
Plan what you are going to do and how to do
it. Poor or inadequate planning causes serious
p ro d u ct i vi t y p ro b l ems i n 8 5 % o f U. S .
companies.
Be fair in the productivity standards you establish; if possible, get employee input into the
standards and methods.
Be extremely methods conscious —you can
have the best standard possible, but if the
method is no good, neither is your standard.
Be positive in your approach —do not use productivity improvement in a punitive manner.
Make sure you have not only top management
support, but all management support for any
productivity improvement program. Your program can be rendered ineffective by a few derogatory remarks from a supervisor.
According to the U.S. Bureau of Labor Statistics in 1979, U.S. output is improving at a rate
less than 2% per year, with only 10% of the
Gross National Product being invested in modernizing our factories and equipment, while Japan is improving at a 10% rate with 20% of its
G.N.P. being invested. So while productivity
improvement programs will make a real contribution to your company, you should plan, if
possible, to spend some capital for labor- saving
devices which will make you more efficient.

No company
can achieve
higher than
60% efficiency
without a wage
incentive
program

In the final analysis, a viable productivity improvement program is a valuable tool for good
management. It will require hard work to install
and maintain properly, but when one is installed,
properly administered and maintained, it will reduce costs, improve profitability, and help insure
the long -term viability of your company.
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How to Tell If Standard Costs
Are Really Standard
Evaluating a standard cost accounting system requires more than just trimming
the raveled edges from worn -out methods and procedures.

By John L. Barnes

John L. Barnes is chief
accounting officer and
controller for
Graniteville Co. He is a
member of the
Augusta Chapter,
through which this
article was submitted.
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Although textile manufacturing companies in the
U.S. and England were among the earliest users of
cost accounting, the need for ongoing evaluation
and refinement of cost systems is a growing necessity, especially in times of economic instability.
Soon after I joined Graniteville Company, a
large integrated textile manufacturer, as chief accounting officer and controller, we undertook an
internal strategic review and planning exercise.
This exercise was structured around groups studying each of our major strategic business units. The
recommendations subsequently made by each
group consistently included the development of a
more efficient, credible cost accounting system.
Thus, a mandate was given to appropriate staff
departments to review the existing cost accounting system and to develop recommendations for
modifications to the system.
The initial step was to create a cost accounting
system task force, under the direction of the vice
president— finance, with representation from major affected line and staff departments. Members
of the task force visited several textile manufacturing companies to review progress in the cost
accounting area. The task force also conducted a
review of personnel resources available to devote
significant time to this systems development pro-

ject. As a result of this informal review, some expertise deficiencies were discovered within our
available staff. An attempt was made to upgrade
the technical skills of accountants and clerks
through cost accounting seminars.
Overall weaknesses in supervisory experience
and depth of personnel improved as managers in
charge of both general and cost accounting gained
additional on-the-job training and experience and
as their staffs were developed through additions
and additional training, and job reassignment, enlargement, and enrichment.
A task force coordinator was employed to give
day -to -day direction to the diverse staff department interests represented in the task force efforts . The coordinat or s ought and devel oped
many ideas and supervised an intense period of
discussion and problem definition, after which the
coordinator position was phased out. This initial
period of organization, industry assessment, personnel resource appraisal, and general problem
definition required about nine months. In October, 1980, management of the company approved
formation of a smaller cost accounting system
management stu dy team. This team was composed of representatives from line and staff areas
of the company: manager, general accounting;
manager, data processing; manager, cost accounting; assistant manager, industrial engineering; vice
MANAGEMENT ACCOUNTING /JUNE 1983

president, sales division; group manager, manufactu rin g; and vi ce pres i den t , d yei n g an d
finishing.
We held meetings several times over a period of
months to bring into better focus possible responses to the basic questions the team faced:
What are o ur pro blems i n relatio n t o cost
accounting?
What should our goals and objectives be in relation to cost accounting?
How best to solve our problems and attain our
goals and objectives?

management's prerogative. Cost standards should
be developed by process within an operating unit,
by operating unit, by strategic business unit, and
for the overall company. The use of engineered
standards should facilitate standardizing production methods, production reporting, and variance
analysis. Variance analysis should be developed
-x- .

Some of the
worst system
deficiencies are
people
deficiencies.

Setting Goals and Objectives
The primary concern of the study team was the
development of goals and objectives for a superior
cost accounting system. Representatives of each
functional area were requested to develop such
objectives from their particular perspective. Some
objectives overlapped among areas, however,
some were peculiar to just one area.
First and foremost, we concluded the system
must have the capability of providing accurate
and timely information to all levels of management. The cost accounting system must be sufficiently accurate to be perceived as reliable by the
management of all operating functions throughout the company. The objectives we established
included:
Develop an information reporting hierarchy
oriented to the specific needs of given management levels.
Develop automated mechanisms for data collection and inquiry that simplify the basic information flow and eliminate associated clerical
procedures.
Develop automated mechanisms for providing
accurate and timely cost estimates, cost outlines, variance calculations, and cost revisions
neces si tat ed b y ch an ges i n t h e b u s i n es s
environment.
• Fully integrate the cost system throughout the
various functions of the company.
Second, the cost accounting systems should exclude intracompany profit centers. All activities
within the company should be considered cost
centers. While the cost standards established for
each plant should equitably reflect its optimum
practical operation, they also should represent
both a challenging and attainable goal for operating management. They should provide management with a prospective rather than a retrospective tool to isolate the correct problems. Also,
accurate costs should be developed for all strategic business units based on engineered standards.
The dissemination of this information should be
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for controllable variances, for noncontrollable
variances, for spending variances, and for activity
variances.
Third, standard cost information should be
combined with sales price estimates to allow the
projection of gross margins and the corresponding
analysis of operations using actual versus projected costs by style, by strategic business unit, and
for the overall company.
Fourth, a standard cost system was needed to
permit the development of a standard inventory
carrying value by style.
Adjustments to LIFO inventory carrying values
should be made on a consolidated basis. The system should provide timely responses to information requests made of the cost department within
carefully predefined parameters and encompass
the flexibilities necessary to simulate changes in
product mix by plant or company. It also should
aid development of a more meaningful manage51

Providing
management
accurate and
timely
information is
the primary
requirement for
any accounting
system.

ment reporting mechanism through the inclusion
of standard cost information with present statements of income and operating expense reports.
In addition, the system should be based on the
development of an improved corporate budgeting
and forecasting process and the development of
the system should proceed in a modular fashion to
handle future integrated additions or enhancements. Finally, a standard cost system must comply with company operating and control procedures. Each operating line and staff department's
responsibilities and accountabilities must be defined on an ongoing basis.
Possible Problem Areas
Several major problem areas affect a creditable
cost accounting system. Some affect the management information system generally as well as the
cost accounting system. The major areas identified by the study team were:
1. Cost accounting system documentation and
automation. The present system is inadequately documented and inadequately automated. The system is an amalgamation of a
system developed by consultants some years
ago with modifications developed over a number of years to respond to changing perceptions of cost information needs over that period of time.

2. General accounting system interface. The cost
and general accounting systems are not totally integrated at present. Financial data required by a standard cost accounting system
is not captured by the present general accounting system. Report formats as well as
terminology and definitions differ between the
two systems.
3. Payroll data collection and reporting system.
At present, collecting payroll data, calculating gross pay, and preparing the payroll analysis are manual operations. This system does
not provide sufficiently accurate or timely information necessary for an automated standard cost system.
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4. Production reporting system. The present
production reporting system is partially automated but is inadequate to supply the data
need ed fo r an au t o mat ed st an d ard co s t
system.
5. Dyes and chemicals control system. Dyes and
chemical control is a manual operation at the
present time. Most of the data supplied by
this system is in summary form and not available on a sufficiently timely basis. A dyes and

chemicals control system which would provide detailed data on a timely basis is needed
for an automated standard cost system.
6. Supplies system. Supply system reporting was
designed for various uses thereby generating
different reports throughout the company.
These reports include analyses of general and
administrative expense accounts, outside repairs and services, and equipment rental, as
well as the supply accounts that appear on the
financial statements. These reports are summaries of other reports indicating usage by
stock codes but which do not agree with the
financial statements. Several supplies system
reports are currently being produced which
do agree with the financial statements. These
reports are being used for cost department
budgeting. Insufficient detail in these reports
results in difficulty in analyzing variances
from budget.
7. Finishing division automated process control
system interface. An interface has to be established between the finishing division automated process control system and the automated
standard cost system. The process control system has not been designed to capture and distribute cost related data.
8. Budgeting system. The present budgeting system is rudimentary and generally limited to
certain expense items, such as supplies and
depreciation. An automated standard cost accounting system is founded upon a well -conceived and supported budgeting system. Such
a system is an absolute necessity for the propMANAGEMENT ACCOUNTING /JUNE 1983

er analysis of variances reported by the standard cost system.
9 Maintenance and capital expenditures control
system. At present, weekly maintenance
charges are being prepared by the maintenance department. The charges are fairly general in nature because of time and personnel
limitations. The cost department currently
uses the total historical maintenance charges
for a period of time for budgeting purposes.
The onl y anal yti cal work don e on these
charges is made during the preparation of a
"cost outline" to determine charges to particular departments for purposes of proration.
Actual charges vary considerably. Therefore,
a maintenance system should be developed to
provide adequate and timely information to
allow budgeting and variance analysis, within
the parameters of an automated standard cost
accounting system.
10. Raw material control system. Waste produced and subsequently sold, in units, must
be budgeted to minimize cost misstatements.
Presently significant differences are reported.

existing cost accounting system management
study team.
5. That the project team for the standard cost
accounting system be commissioned to develop and implement a cost ledger in conjunction
with the general ledger and develop cost accounting reports for a test greige mill; to develop documentation for the proposed standard co s t sys tem to p ro vi d e a basi s for
interdepartmental review and discussion; and
to develop production data, engineered standards, and a budgeting and variance reporting
system for a test greige mill.
6. That physical office space be found and designated as the work location for this project
team. Segregation of these employees is considered necessary for proper advancement toward goals and objectives.

Coals,
objectives,
money, and
people can
solve nothing
without
management
commitment.

Study Recommendations
The cost accounting system management study
team recommended the following:
1. That a standard cost accounting system developmental project team be formalized.
2. That this project team be directed by a full-

4

a.
b.
c_
d.
e.
f.

time coordinator with a background in systems analysis.
3. That this team be staffed by four full -time
representatives of affected staff departments,
specifically, one each from cost accounting,
general accounting, data processing, and industrial engineering. Replacements would be
required for the positions vacated by the assigned personnel.
4. That the team report to and be directed by the
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7. That the cost accounting department be commissioned to develop revised budgets, cost
outlines, and systems for the company, with
the addition of three accountants directed by
and reporting to the cost accounting manager.
8. That a priority schedule be established for development, implementation, or modification
of the following control systems:
Payroll data collection and reporting,
Production reporting,
Dyes and chemicals,
Maintenance and capital expenditures,
Supplies, and
Raw material.

9. That project teams be assigned sequentially to
develop, implement, or modify these systems.
10. That the existing committee initiated by the
vice president— dyeing and finishing, to study
the finishing division automated process control system interface, be continued with proper communication and coordination with the
standard cost accounting system project team.
Our analysis of the incremental costs of implementing the initial recommendations is
outlined in Table 1. We recommended the
course ofaction in Table 2.
53

Appraising the System

Table 1
Implementation Costs
Personnel
Coordinator
Project development team
Cost accounting department
Supplemental project team

On staff
Four hirings (professional)
One hiring (secretarial)
Three hirings
Two hirings

$

Occupancy costs
Total

Table 2
Project Action Plan
•
•
•
•
•
•
•
•
•
•
•

Hire and orient additional staff.
Implement cost ledger.
Develop reporting formats.
Develop cost outline and budget for test greige mill.
Test cost ledger and reporting f ormats with budgeted standards f or test
greige mill.
Develop cost outlines and budget for all but indigo greige mills.
Test cost ledger and reporting fo rmats with budgeted standards for five
greige mills.
Review progress on other systems projects.
Update greige mill standard cost accounting system for modifications in
other systems.
Review project status and planning.
Report to management.

We considered the evolutionary development of
an automated standard cost accounting system as
the most important "intangible" asset investment
that our company could make. For too long, industry, and particularly the textile industry, has
ignored the productivity of "knowledge" workers.
Staff departments may neither manufacture nor
sell a yard of fabric, but, properly staffed and
managed, these departments can help minimize
manufacturing and selling inefficiencies through
development and analysis of relevant information.
Cost control, as well as cost identification, would
be enhanced through t he proposed system. A
credible, automated standard cost accounting system is a natural stablemate of an effective production control system, yielding contribution margin
data 'for use by the prdduction model. Every decision confronting us as managers will be more easily resolved if made in an environment of readily
accessible, understandable, and relevant financial
and operational data.
Consequently, we recommended a significant
expend iture autho rizati on for the next year's
funding of this evolutionary process. Ultimate
progress will depend on the caliber of personnel
assigned and the excellence of management directed to the attainment of the specified goals and
objectives.
❑

SEC Seeks Assistance from NAA Members
The Securities & Exchange Commission has asked
the NAA to help explore the capital formation
problems of small business. NAA participated last
September in the first small business forum on
capital formation, which resulted in numerous
legislative recommendations now being considered by Congress.
As a part of this process, the SEC is holding a
series of public forums in June and July, and
NAA members are invited to participate. The
SEC has particularly requested that NAA members join in because of the broad background we
bring to the subject. The SEC is looking for recommendations on any of these topics:
1. Tax policies or procedures
2. Credit policies
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3. Securities
4. Access to financial institutions
5. Other areas related to capital formation
The schedule of hearings is as follows:
Washington, D.C., week of June 6th
Houston, week of June 13th
St. Louis, week of June 20th
San Francisco, week of June 27th
Boston, week of July 11 th
Anyone interested in participating should cont act P au l B el vi n o r S t eve Ho l t zma n at t h e
SEC,(202) 272 -2644 or write them, c/o 1983
Small Business Forum, Office of Small Business
Policy, SEC, Stop 3 -11, 450 Fifth St., N.W.,
Washington, D.C. 20549.
❑
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Allocating Tax Liabilities
in Consolidated Returns
One of the most difficult areas in calculating earnings and profits
when filing a consolidated return is the allocation
of an affiliated group's income tax liability.

By Herbert L. Jensen

Herbert L. Jensen,
CMA, is senior lecturer
at the National
University of Singapore
and holds a Ph.D.
degree from Texas
A &M University. He is
a member of the
Connecticut Gateway
Chapter, through which
this article was
submitted.

56

Earnings and profits determine whether or not
distributions to shareholders are dividends. However, one of the most common problems in this
determination is whether or not a distribution is a
taxable dividend or a nontaxable return of capital.
Earnings and profits also can affect the taxability
of a gain in a one -month liquidation under Section
333 of the Internal Revenue Code. Also, increases
and decreases in a subsidiary's earnings and profits will affect the parent corporation's tax basis for
its investment in the subsidiary, provided the affiliated group is filing a consolidated return.
U.S. shareholders in foreign subsidiaries have
similar needs to determine earnings and profits
because of the foreign tax credit on dividends received; it is needed for computation of Subpart F
income taxable to the U.S. shareholder of a controlled foreign corporation; and post -1962 earnings and profits are necessary for the computation
of the ordinary income portion of gain on a sale of
stock of certain foreign corporations.
Another reason for calculating earnings and
profits is that they may trigger the penalty tax under Section 531 for unreasonable accumulations of
earnings and profits. There have been court cases
where corporations have assumed that they were
not subject to the excess accumulated earnings tax

because their retained earnings were negative.
Nonetheless, their earnings and profit s were
positive.
One of the most difficult areas in calculating
earnings and profits for firms filing consolidated
returns is the allocation of the affiliated group's
federal income tax liability to its constituent member corporations. This must be done not only to
determine the parent corporation's earnings and
profits but also those of the parent's subsidiaries.
The type of distributions made to minority shareholders of those subsidiaries may rest critically on
the allocation method chosen.
The tax liability of an affiliated group is its federal income tax liability determined in accordance
with consolidated return regulations. Allocation
of tax liability to a member of an affiliated group
reduces that member's earnings and profits by the
amount so allocated.
The effect of carrybacks of losses and credits is
to be taken into account in the year when they
arise. The amount of reduction in tax liability
from the carrybacks is determined by recomputing the tax liability for the group and for each
member in the prior tax years when the loss or
credit is absorbed. The effect of a loss or credit
emanating from a newly organized affiliate and
carried back to a tax year, when the affiliate was
not in existence, is allocated among appropriate
MANAGEMENT ACCOUNTING /JUNE 1983

members of the affiliated group for the taxable
year when the carryback arose. The method of allocation used when the prior year's consolidated
ret urn was fi l ed als o mu s t b e us ed fo r t h e
recomputation.
The amount of consolidated tax liability allocated to a member of an affiliated group is treated
as the liability of that particular member. If the
member itself does not pay this liability, the
amount unpaid will be treated as a distribution
with respect to stock or as a contribution to capital as the case may be.
For exampl e, assume Corporatio n X is the
common parent owning all of the stocks of Corporations Y and Z and they are all members of an affiliated group which files a consolidated return for
the 1981 tax year. If their consolidated federal income tax liability for 1981 is $220 and under the
method of allocation elected by the group, all of
the $220 is allocated to Corporation Y, then three
results can follow. First, if Corporation Y pays the
$220 tax liability, there will be no further effect on
the income, earnings and profits, or basis for stock
of any member. Second, if the parent Corporation
X pays the $220 tax liability, without the payment
being characterized as a loan from Corporation X
to Corporation Y, then Corporation X will have
made a $220 contribution to the capital of Corporation Y. Third, if Corporation Z pays the $220
tax liability, without the payment being characterized as a loan from Corporation Z to Corporation
Y, then Corporation Z will be treated as having
distributed $220, with respect to its stock, to Corporation X. Corporation X will further be treated
as having made a $220 contribution to the capital
of Corporation Y.
Allocation Methods
The Code provides for three primary methods
to allocate consolidated federal income tax liability: the separate taxable income method, the separate- return tax liability methods, and the hybrid
method. Any other method approved by the IRS
also is acceptable, provided the method will not
allocate more than the group's actual tax liability
for each taxable year. Failure to elect a specific
allocation method makes the separate taxable income method binding on the group.
The consolidated return regulations further
provide for three supplementary methods of allocation. The primary methods essentially do not allow any allocation to be made to an affiliated
group member with a zero or negative contribution to the consolidated federal income tax liability. The use of a supplementary method along
with a primary method avoids that result. The
supplementary methods are: the detriment -suffered method, the benefit - availed -of method, and
any other method approved by the IRS.
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The election to use a primary method along
with the election to use a supplementary method
mu st n ow b e made o n t he t ax ret urn fo r th e
group's first consolidated year. If no election is
made to use a supplementary method, the primary
method must be used alone. Once either election
is made, it is irrevocable and binding for all further consolidated return years of the group. Of
course, a change of accounting methods may be
requested from the IRS.
The amount of tax liability will not affect the
amount of gain or loss on the sale of stock in an
affiliated subsidiary. The spread between the parent's adjusted basis for the stock and the fair
market value of the subsidiary's stock will be
unaffected by whatever allocation method the
Corporation chooses to use.
THE SEPARATE TAXABLE INCOME METHOD

An affili at ed gro up member's sh are o f t he
group's consolidated federal tax liability is computed by multiplying that liability times the following fraction:

The Code
provides for
three primary
methods to
allocate
consolidated
income tax
liability.

The member's taxable income
All members' taxable incomes
If a member's taxable income is zero or negative, then that member's taxable income is eliminated from the calculation. For example, assume
Corporation X is the common parent owning all
the stock of Corporation Y and Z and they are all
members of an affiliated group filing consolidated
returns for their 1980 and 1981 tax years. If their
consolidated federal income tax liability is $170 in
1980 and $680 in 1981 and the members' taxable
incomes for these two tax years are as follows:

Corporation
X
Y
Z

Taxable incomes
1980
1981
-02,000
(1,000)

-01,000
3,000

Then in 1980, all of the $170 in tax liability is
allocated to Corporation Y because Corporation
X and Corporation Z are both eliminated from
the calculation. The $680 tax liability for 1981 is
allocated $170 to Corporation Y ($1,001/$4,000
X $680) and $510 to Corporation Z ($3,000/
$4,000 X $680). Corporation X is again eliminated from the calculation.
Taxable income in the calculations under the
separate taxable income method of allocation is
equal to a member's separate taxable income computed under Section 1.1502 -12 plus the member's
net capital gain computed by ignoring any net
capital loss carryover and subtracting mainly the
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following items (the less common deductions are
omitted):
1. Consolidated net operating losses attributable
to the member,
2. Consolidated charitable contribution deductions attributable to the member,
3. Consolidated dividend received deductions attributable to the member,
4. Consolidated net capital loss carryovers attributable to the member which are absorbed in
the current tax year, and,
5. The member's net capital losses and Section
1231 net losses attributable to the member.
For example, assume that Corporations X,Y
and Z form an affiliated group filing consolidated
returns, but failed to file an election as to an allocation method for their consolidated federal income tax liabilities, so that they must use the separate taxable method. Assume further that the
member's separate taxable incomes from 1980
shown in Table 1 were computed in accordance
with the consolidated return regulations and,
therefore, do not reflect items required to be accounted for on a consolidation basis. The member's taxable incomes as used in their allocation of
their consolidated federal income tax liability are
Table 1
Corporations
X

v

Z

Separate taxable income
Member's net capital loss
Reduction for consolidated net
capital loss
Members' net capital gains
Consolidated charitable contribution
deduction

$16,000

$22.000
(15,000)

$17,000

Member's taxable incomes

$20,000

4,000
6,000

5,000
(1,000)
$11,000

$23,000

shown at the bottom of Table 1.
Note that the group's consolidated taxable income is $54,000 with a net capital loss carryover
of $4,000. Presuming that the capital loss must be
carried forward, the group's consolidated federal
income tax liability for 1980 would be $10,450
(17% of $25,000; 20% of $25,000; and 30% of
$4,000). Corporation X would be allocated $3,870
($20,000/$54,000 X $10,450); Corporation Y
would be allocated $2,129 ($11,000/$54,000 X
$10,450); and Corporation Z would be allocated
$4,451 ($23,000/$54,000 X $10,450).
SEPARATE - RETURN TAX LIABILITY METHOD
An affili at ed gro up member's sh are o f t he
group's consolidated federal income tax liability is
computed by multiplying that liability times the
58

following fraction:
The member's separate -return tax liability
All members' separate -return tax liabilities
If a member's separate- return tax liability is
zero or negative, then that member's separate -ret u rn tax li abi l it y is el i mi n at ed fro m th e
calculation.
A member's separate -return tax liability equals
its tax liability on a hypothetical separate tax return prepared su bject to three peculiar rules.
First, property characterized as new will not lose
that status for depreciation purposes because of
transfers among members of the affiliated group.
Second, the deductions allowed in the Code for
dividends paid and dividends received will not be
taken into account for dividends distributed between affiliated group members. Third, the consolidated return regulation rules apply for the following items:
1. Gai n s an d los ses on i n t er co mp a n y
transactions,
2. Gains and losses on inventory adjustments,
3. Transfers with respect to the securities and obligations of other group members,
4. Excess loss accounts when there have been dispositions of stock in an affiliated subsidiary,
5. Basis and earnings and profits adjustments resulting from the ownership of stock in an affiliated subsidiary, and
6. Transfers of investment tax credit property
among members.
An equal apportionment of the group's available surtax exemptions is required whenever separate -return tax liabilities are calculated unless a
special apportionment plan is filed with the consolidated return for each taxable year.
For example, assume that Corporation X, Y,
and Z form an affiliated group filing consolidated
returns. With their first consolidated return, they
filed an election to use the separate -return tax liability method of allocating their federal consolidated income tax liability among themselves. The
items of income for 1980 for each corporation are
shown in Table 2.
The group's consolidated taxable income for
1980 would be $54,000 ($55,000 less $1,000)) with
a net capital loss carryover of $4,000($15,000less
$11,000). Assuming that this capital loss must be
carried forward, the group's consolidated federal
income tax liability would be $10,450 (17% of
$25,000; 20 % of $25,000and 30% of $4,000).
The available surtax exemptions would be allocated equally among Corporations X, Y, and Z in
the absence of a special allocation ($8,333 each).
Corporation X's hypothetical separate tax reMANAGEMENT ACCOUNTING /JUNE 1983

For example, assume that Corporations X, Y,
and Z form an affiliated group filing consolidated
returns. With their first consolidated return, they
filed an election to use the hybrid method of allocating their consolidated federal income tax liabilities among themselves. Their separate taxable incomes and separate -return tax liabilities for 1980
as well as their allocations under these methods
for their $10,450 consolidated federal income tax
liability were as previously calculated.
The calculations that are required under the
three steps of the hybrid method outlined above
are shown in Table 3.
In s ummary, u nd er t he h yb rid met ho d fo r
1980, Corporation X would be allocated $3,872
($3,130 + $740 + $2); Corporation Y would be
Table 2

X
Separate taxable incomes
Member's net capital loss
Member's net capital gains
Consolidated charitable contribution
deduction

$16,000
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$22,000
(15.000)

Z
$17,000

5,000

6.000

(1,000)

Step 1: Least primary method
X
Y
Z
Totals
Unallocated tax liability
Balance

le a s t amount_
$

Corporation

Method

3,130
2,129
3,729

Separate- return
Separate taxable income
Separate- return

8,988
10,450
1,462

Step 2: tax savings
Tax savings

X
Y
Z

$ 740
-0 722

61%
-0 49

$ 740
-0 716

$1,462

100%

$1,456
1.462

—

Totals
Unallocated tax liability

%

Corporation

Allocation

6

$

Balance
Step 3: separate taxable income method
37%
20
43
100%
—

X
Y
Z
Totals
Unallocated tax liability
Balance

%

Corporation

1. Allocate as much of the group's consolidated
federal income tax liability as possible using
the least amount assigned by either of the other
two primary allocation methods.
2. Allocate as much of the remaining balance as
possible in proportion to, but limited to, the tax

Corporations
Y

Table 3

$

THE HYBRID METHOD
The hybrid method requires that the allocations
of the group's consolidated federal income tax liability be figured under both the separate taxable
income method and the separate -return tax liability methods. Each member of the affiliated group
is initially assigned the least amount allocated to
them under the separate taxable income method
or the separate -return tax liability method.
Any unallocated balance ofthe group's consolidated federal income tax liability is apportioned to
those group members assigned an initial amount
computed under the separate -return tax liability
method. This apportionment is based on the differences between the amounts initially calculated
for these members under the separate taxable income method and under the separate -return tax
liability method. In no case may any member be
apportioned more than the difference in the initial
allocation under the two primary methods.
Ifthere is still some of the group's consolidated
federal income tax liability unallocated at this
point, the remainder gets allocated according to
the percentages of tax liability that would be allocated under the separate taxable income method.
The three steps in the hybrid method may be summarized as follows:

savi ngs real ized b y th os e grou p memb ers
whose initial allocation was the least under the
separate -return tax liability method.
3. Any still unallocated balance is allocated under
the separate taxable income method.

$

turn would show $20,000 of taxable income which
would produce a federal income tax liability of
$4,083 (17% of $8,333; 20% of $8,333; and 30%
of $3,334). Corporation Y's hypothetical separate
tax return would show $22,000 of taxable income
and $15,000 net capital loss carryforward. Corporation Y's federal income tax liability on this hypothetical 1980 tax return would then be $4,683
(17% of $8, 333; 20% o f $8,334; and 30% of
$5,333). Corporation Z's hypothetical separate tax
return would show $17,000 of ordinary income
and $6,000 of net capital gains to be taxed at the
alternative capital gains rate of 28 %. Corporation
Z's Federal income tax liability on this hypothetical 1980 tax return would therefore be $4,863
(17% of $8,334; 20% of $8,333; 30% of $333; and
28% of $6,000).
A rounded allocation of the group's $10,450
consolidated federal income tax liability using the
separate- return tax liability method would therefore be $3,130 ($4,083/$13,629 X $10,450) to
Corporati on X; $3,591 ($4,68 3 /$1 3,629 X
$10,450) to Corporation Y; and $3,729 ($4,863/
$13,629 X $10,450) to Corporation Z.

Allocation
$2
1

3
$6
6
$0
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allocated $2,130 ($2,129 + $1); and Corporation
Z would be allocated $4,448 ($3,729 + $716
+$3) of the group's consolidated federal income
tax liability of $10,450.

An affiliated
group
member's
separate- return
tax liabilty also
is subject to
three peculiar
rules.

DETRIMENT-SUFFERED METHOD
The detriment - suffered method may be used in
conjunction with any of the primary methods for
allocating an affiliated group's consolidated federal income tax liability. This supplementary allocation method recognizes that net operating losses,
capital losses, or excess tax credits of one member
of an affiliated group are used to reduce the taxes
of the other members when consolidated returns
are filed. As a result, a supplemental, negative tax
allocation is provided for members with tax characteristics producing tax savings for the others.
Group members with tax savings will pick up this
negative tax allocation as an addition to their allocated share of the group's tax liability. They will
pick it up in proportion to their aggregate tax savings during all consolidated tax years.
An affiliated group with a number of minority
shareholders in one or more subsidiaries generally
will prefer the detriment - suffered method over the
benefit - availed -of method.
Under the detriment - suffered method, the
amount of tax liability allocated to any member of
an affiliated group is limited to the excess of1. The member's aggregate separate -return tax liability for all consolidated tax years including
the current one, OVER
2. The member's aggregate allocated tax liability
for all previous years covered by the method of
allocation elected for the current year.
The group's consolidated federal income tax liability left unallocated because of this limitation is
apportioned directly to the other members of the

affiliated group according to their tax savings.
This tax savings is defined as the excess of.
1. The member's aggregate separate- return tax liability for all consolidated tax years covered by
the method of allocation elected for the current
year, OVER BOTH
2. The member's aggregate allocated tax liabilities
for all previous years covered by the method of
allocation elected for the current years, AND
3. The member's tax liability hypothetically allocated for the current year under the primary
method of allocation being used.
Should there be any consolidated federal income tax liability left unallocated after application
of the detriment- suffered method, it is allocated
by the primary method of allocation being used.
For example, assume that Corporations X,Y,
and Z form an affiliated group on January 1,
1980, and file consolidated returns for their 1980
and 1981 calendar years. With their 1980 consolidated return, they filed an election to use the separate taxable income method along with the detriment- suffered method for allocating the group's
consolidated federal tax liability. The group was
slightly profitable in 1980 and again in 1981, being taxed at the 17% marginal federal tax rate for
corporations.
Table 4 shows the taxable incomes to be used in
making allocations under the separate taxable income method, the actual allocation of tax liabilities made in 1981, a hypothetical allocation under
only the separate taxable income method for 1981,
and the separate - return liabilities for the affiliated
group members in 1980 and 1981.
For 1981, Corporation Z's allocation of the
group's consolidated federal income liability is
limited to $340. This is a reduction of $106 ($446
under the hypothetical primary method allocation

Table 4
Separate taxable incomes
Amounts

Actual

Separate- return
tax-lfebI1Ity

Hypothetical

Corporation

1980

1981

1980

1981

1980

1961

X
Y
Z

$3,000
2,000
(1,000)

$4,000
1,000
3,000

$408
272
-0 -

$510
340
-0-

$ 680
170
340

Group

$4,000

$8,000

$680

$ 595
149
446
$1,190

$850

$1,190

Allocation limitation

60

510

$

$1,190

$

Aggregate separate - return tax liability for 1980 and 1981
Prior years' aggregate actual
allocations

$

Using the above data, any allocation limitations under the detriment suffered method may be calculated. This is
done for 1981 as follows;
Corporations
Y
Z
X
340

(408)

(272)

( - 0 -)

782

238

340

MANAGEMENT ACCOUNTING /JUNE 1983

less the $340 allocation limitation). The tax savings realized by Corporations X and Y in 1981 as
a result of Corporation Z's net operating loss car ryforward may now be calculated as is illustrated
in Table 5.
The last step is to make an allocation of Corporation Z's $106 reduction to Corporation X and
Y. This is done in proportion to the tax savings
just calculated for Corporations X and Y. The resul t of th is s upp lementary allo cati on of t he
group's consolidated federal income tax liability is
shown in Table 6. The total tax liability allocated
to each of the group's members is the sum of the
allocation under the primary method (the separate
taxable income method) and the allocation under
the detriment - suffered method. This total allocation is also shown in Table 6.
BENEFIT- AVAILED -OF METHOD
Like the detriment - suffered method, the benefit- availed -of method may supplement any of the
primary methods for allocating a group's consolidated federal income tax liability. This supplementary method also recognizes the role of the
group member in reducing the group's consolidated federal income tax liability by reducing the
amount allocated to that member under the primary method of allocation albeit in an indirect
fashion. The tax liability allocated to members realizing tax savings is then correspondingly increased. The election of both the separate taxable
income method and the benefit - availed -of method
is the simplest approach when there is a need to
compensate members with losses or credits by actual payments of funds.
Under the benefit - availed -of method, the
group's consolidated federal income tax liability is
first allocated according to the primary method
elected. Next, each member is allocated a fixed
percentage, but not over 100% of the excess of:
1. The member's separate - return tax liability for
the current tax year, OVER
2 The tax liability allocated to the member under
the primary method for the current year.
Finally, the earnings and profits of those members whose income, deductions, or credits caused
the tax savings are increased. The aggregate increase in members' earnings and profits must
equal the additional amounts allocated using the
fixed percentage described above.
For example, assume that Corporations X, Y,
and Z form an affiliated group on January 1,
1980, and file consolidated returns for their 1980
and 1981 calendar years. With their 1980 consolidated return they filed an election to use the separate taxable income method along with the benefit- availed -of method for allocating the group's
MANAGEMENTACCOUNTING/JUNE 1983

Table 5
Corporation
Aggregate separate- return tax - liability for
1980 and 1981
Prior years' aggregate actual allocations
1981's hypothetical primary method allocation
Tax savings

X

Y

$1,190
(408)
(595)
$ 187

$ 510
(272)
(149)
$ 89

Table 6

Corporation
X
Y
Z

Totals

Primary
method

Detriment
suffered
method

Total
allocation

$ 595
149
446
$1,190

$ 72
34
006 )
$-0-

$ 667
183
340
$1,190

Table 7
Corporation
X
Y
Z

Totals

Separate- return
tax-liability

Primary
allocation

Excess

$ 680
170
340
$1,190

$ 595
149
446
$1,190

$ 85
21
-0$106

70% of excess
$60
15
-0$75

The last step under the benefit - availed -of method is to increase the 1981
allocations forCorporations X and Y by the 70% of the Excess just calculated
and to credit Corporation Z's earnings and profits with the $75 total of the increase to other member's tax allocations. This is done as follows:
Allocations
Earnings and profits
Corporation
Primary Supplementary
Debit
Credit
$ 595
$60
655
X
Y
Z

Totals

149
446
$1,190

15
-U$75

164
446
1,265

75
75

consolidated federal income tax liability. A fixed
percentage of 70% was chosen for use in the benefit- availed -of method.
The group's consolidated federal income tax liability for 1981 was $1,190. Allocations of this tax
liability to the group's members under their primary method (the separate taxable income method) and the group's hypothetical separate -return
tax liabilities for 1981 are calculated in Table 7.
The Problem of Defining Earnings and Profits
Corporate law has no concept equivalent to
earnings and profits. The terminology used in the
tax law is not the same terminology used under
the corporate provisions of state laws. It is quite
possible to have legal dividends paid, even though
no earnings and profits exist. The fact that a corporation had a dividend during the year, which
was legally declared by the board of directors and
paid by management to the shareholders of record
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as of the record date, is not an indication that
earnings and profits, as the term is used in tax
law, existed as of the dividend payment date.
To some extent, the courts have defined earnings and profits in a negative sense. They have
told us what earnings and profits are not. They
are not equivalent to accounting surplus or to retained earnings as presented on financial statements. Neither are earnings and profits equivalent
to accumulated taxable income.
The concept of earnings and profits in the tax

New York has many different banks,
large banks and small banks, commercial banks, savings banks, and blood
banks. One of the most useful and little
known is NAA's Answer Bank.
The first part of the Answer Bank is
the NAA library, operating under the
direction of a professional librarian,
Miriam Redrick. It contains more than
8,000 volumes on management accounting and related subjects and is constantly growing as new books in the field are
added. Approximately 170 periodicals
are received on a continuing basis. In
addition, almost every NAA publication since the founding of the Association in 1919 is on file and available for
study, consultation, and borrowing.
For those who wish to undertake intensive research in a particular aspect of
management accounting, bibliographies
are available covering many specialized
topics within the field as well as routine
subjects. Most material listed is avaliable from NAA library. A member borrowing publications from the library
does not have to be in New York or
even visit the library. Publications can
be sent and returned via UPS.
When you need more material on financial management, rememb er you
can make a wit hd rawal from NAA's
Answer Bank without having to make a
deposit. Every member is free to withdraw what is needed when it is needed.
And members have been doing just
that. In the last year, inquiries to the li-
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law has evolved from a series of rulings, regulations, and court decisions as well as from the policies and practices of the IRS. Generally speaking,
earnings and profits are a no- ruling area for the
IRS. You cannot ask for a calculation of earnings
and profits or request a ruling on whether earnings and profits were properly calculated. Nonetheless, t he IR S wil l rul e on the q uesti on of
whether a particular distribution is a distribution
out of capital rather than out of accumulated
earnings and profits.
❑

ments, Budgeting for Legal Costs, Lease
vs. Buy, Reduction of Business Travel
Expense, Invoicing Process for Funeral
Homes, Models for Forecasting and
Budgeting, Budgeting for a Trucking
Company, Forms Management , and
many others.
Experience Plus

NAA
Answer
Bank
brary have come from Boston and Oakland, plus many cities in between, and
from Rome, Italy, too. The subjects
of the requests range across a broad
spectrum, also. They have included Operating Ratios for Retail Stores and
Restaurants, Church Accounting, Interpretation of Various FASB Pronounce-

The second part of the Answer Bank
is the Technical Inquiry Service. This is
where exp erience is added to "book
learning" to help members find answers
to questions or problems on accounting
matters or financial management. The
questions might come up on the job, in
educational activities, or elsewhere.
The manager of this department, Stan
Stec, has many years' experience as an
acco u n t an t an d co n t ro l l er, an d h e
knows how to tap NAA's most valuable
resources❑—the❑wisdom❑and❑experience
of our broad -based membership and
professional staff.
If you have a question or problem
that stumps you, write Stan or Librarian Miriam Redrick or, better still, call
and explain it to them. Just telephone
(212) 754 -9736 (library) or (212) 7549766 (Stec) to make a withdrawal from
NAA's Answer Bank. Whenever possible, answers will be supported by "hard
copy" in the form of articles or publications.
It will cost you nothing and the right
answer at the right time is worth many
times your annual dues in NAA.
❑
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explained why E&W disagrees with the
FASB's tentative views:

NAA's
Pension
Conference
By Morris Gartenberg

O

ne of the most controversial documents that the FASB has released is its
preliminary views on major issues related to "Employers' Accounting for Pensions and Other Postemployment Benefits." At stake is how billions of dollars
in pension assets and liabilities are reported to users of financial information.
The conclusions in this document apply to noncontributory defined benefit
plans sponsored by a single employer.
Acco rd i n g t o a Lab o r Dep art men t
study of IRS data, more than 34 million
people are covered by 130,000 defined
benefit plans in the U.S.
What are the ramifications of the new
proposals to controllers, actuaries, and
pension administrators and others who
do business with companies that report
pension expenses and liabilities? This
question was the theme of the NAA's
conference on employers' accounting
for pensions held on March 16, 1983, at
the Hotel Pierre in New York. More
than 200 financial executives, CPAs,
bankers, analysts, pension administrators and actuaries attended.
Professional views were presented by
leading financial and pension experts.
The consensus of the speakers concerning the FASB's call for pension reporting changes was clear —few extolled the
virtues of the document. Presenting a
public accounting viewpoint, Richard
Schwartz, a partner at Ernst & Whin ney, stated that "E&W believes that the
Board's proposal is not a reasonable or
workable solution to the so called pension problem." Mr. Schwartz pointed to
the differences between current practice
and the FASB's views to potentially serious long -run implications based on the
FASB's proposal.
One major difference between the
FASB's proposal and current practice,
Mr. Schwartz said, is that pension liMANAGEMENT ACCOUNTING /JUNE 1983

abilities and plan assets will be reported
in the balance sheet instead of disclosed
in the footnotes. Another significant difference is that balance sheets will show
intangible assets for pensions. These differences will alternatively impact balance sheet analyses of tangible net assets
and financial ratios, specifically the
debt -to- equity ratio.
Mr. Schwartz also remarked that no
one really knows the impact of the proposed accounting on pension expense —
not even the FASB. He questioned the
wisdom of the Board's publishing tentative conclusions before it has field tested

1. E&W believes that liability recognition is neither reasonable nor workable. The key issues in expense managemen t an d t h e s o l ut i o n t o t h e
pension issue lies in i mp ro ved
disclosures.
2. Pensions are in many respects like
executory contracts, such as purchase commitments and employment
contracts, which generally are not
reported as liabilities. Recording executory contracts starting with pensions is inappropriate in our view.
The pension obligation is too subjective for recogn it io n i n a bal an ce
sheet.
3. Balance sheet recognition would necessitate valuation of both the benefit
obligation and fund assets as of the
balance sheet date. We doubt this is
realistic. We see the disruption and

FASB's `Preliminary Views' Are
Generating Heated Controversy
the proposal.

T

he Board's conclusions also would
h ave long -run i mp l i cat i o n s . Mr.
Schwartz felt that it could influence reassessment of a company by security
and credit analysts and by bond - rating
agencies, thereby impairing the availability of capital or loan funds for some
companies and escalating borrowing
costs for others. Labor unions might be
influenced to demand accelerated funding. All these financial pressures could
impact a company's dividend policy. In
concluding his remarks, Mr. Schwartz

economic cause of all this as clearly
unreasonable.
4. E&W also does not agree with the
Board's conclusions to require companies to use a single measurement
method. Although the current practice of using alternative methods to
measure pension expense could be
narrowed somewhat, it should not be
prohibited. The Board contends that
a single method also is in accordance
with the objectives of comparability
and understanding. The increase in
comparability in many cases is illusory. We think improved disclosures,
such as the estimated pension ex63

lhlenfeldt

Hennessey

pense for each of the next five years,
better serve the users' understanding
of the impact of the pension commitment on cash flows.
5. Lastly, we do not believe that recording an intangible asset will improve
financial reporting or users' ability to
measure or predict liquidity, financial flexibility or future cash flows.
We feel this balance sheet treatment
would be very confusing to readers.

discussed the impact of the pension proposals on corporate operating and financial statements. "Th e i mp act o f
FASB's preliminary views on pension
costs would be quite dramatic for GE,"
Mr. Doyle noted. He cited the example
that GE's pension costs increased 40%
in th e p ast fo u r years ; h owever, if
FASB's proposals were adopted, pension costs would decline by 30% during
the same period.
Mr. Doyle also reviewed the major
implications of the proposals and the
impact of these issues on a company's
financial reporting structure. He said
the Board needs to re- examine the effect
ofthe proposals on amortization procedures, balance sheet presentation, the
use of only one actuarial method, and
the effect of inflation on interest and
salary assumptions.
While strongly supporting the Board
in general, Mr. Ihlanfeldt criticized the
FASB because its views are "conceptually ill- founded" and it issued them with
no knowledge of impact and risks. He
also mentioned other industry concerns
with the preliminary views, noting that
they appear contrary to long established
principles and procedures, significantly
change the balance sheet and income
statement for most companies, and rewide fluctuations in annual exsult
pense with no relationship to funding.

Where have the Board's proposals
gone wrong? Responding to his own
question, Mr. Ihlanfeldt stated that the
Board's proposals: should not require
"bookkeeping" everything that needs to
be communicated to shareholders, do
not comply with the Board's conceptual
framework projects, are o verly concerned with value- oriented accounting,
and assume that funding and accounting can go their separate ways.

Mr. Schwartz summed up by saying
that the FASB could help the standards
overload problem by focusing on realistic improvements to pension disclosures
and not tinkering with measurement or
balance sheet presentation. He urged
the Board to address the pension problems that are emerging or that have not
been adequately resolved before, such as
plan terminations, plant closings and
curtailments, early retirement inducements, participation in multi- employer
plans, plans in severance pay laws in
foreign countries, and recording of pension accruals in business combinations.

I

ndustry viewpoints were presented
by Bernard R. Doyle, manager, corporat e acco unt ing servi ces at General
Electric and William J. Ihlanfeldt, assistant controller at Shell Oil. Both men
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Schwartz

A

lthough the tabulation by FASB
of the companies participating in the
field tests are not completed, Mr. Ihlanfeldt stated that to date he believes the
results are startling —more companies
saw decreases in pension costs.
One of the highlights of the day was
Timothy F. Lucas, the FASB's project
manager on accounting for pensions.
Like a gladiator walking into the lion's
den, Mr. Lucas explained the reasons
leading to the preliminary views. He remarked that one of the significant problems with pension accounting is the variety of accep t ab l e met h o d s of
measuring or computing the amount of
pension cost and pension liability —
making the information difficult to understand and compare among companies. In defending the FASB's proposals, he pointed out that investors and
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Hamilton

Lindquist

creditors have a right to know what a ductability of employer contributions,
compan y's p ens ion ob li gat ion s and termination liability, minimal funding
costs are. These kinds of useful informa- requirements, and reversion of residual
tion help tell what is the optimum or assets to th e empl oyer. She felt the
minimal funding for a company.
Board's proposals may result in an "unOne comment directed at Mr. Lucas int en ded s hift by Co ngres s and t he
was that a company would probably FASB from designed benefit plans to
never realize all of its liabilities, so why defined contribution plans."
consider pensions. Tim Lucas counTom T. Hamilton, vice president, intered, "Would you do away with ac- vestment research at Morgan Guaranty
counts payable ?" In regard to another Trust Co., covered the impact of penquestion about the results of the FASB's sion disclosures on investment analysis.
field tests with 40 companies, Mr. Lu- Pension liabilities and credit managecas stated that the Board would most men t were hi ghl ighted by Barry S.
likely make available the aggregate re- Lindquist, vice president at Citibank.
sults of the field tests.
Actuarial and legal implications also
were discussed at the pension conferohn F. C hiro nna, directo r of acence. John H. Flittie, partner, national counting-U.S. operations at IBM and
director, actuarial services at Touche, chairman of the NAA's MAP CommitRoss & Co., discussed the potential im- tee, concluded by presenting what he
pact of the proposals on pension plan perceived to be the MAP Committee's
design, plan funding and plan invest- view on the Board's proposals. He prements. Nell Henn essy, attorney for sented four specific concerns:
Stroock & Stroock & Lavan, provided
the legal views on the FASB's propos- 1. In selecting the benefits /years of serals. She reviewed the employers' obligavice actuarial methods, the FASB
tion for defined benefit plans, the dehas chosen the projected unit credit

J
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Lucas
meth od . However, a maj o ri t y o f
companies used the cost /compensation method and only 2% used the
FASB's proposed method.
2. Is it worthwhile to recognize a liability which gives rise to an asset? Will
users of financial statements accept
the asset liability? Will it become
misleading or misunderstood?
3. In evaluating the fund assets at current market, there's little value to
impact the earnings statements with
portions of significant market fluctuations when addressing a long -term
commitment that will tak e a long
time to satisfy.
4. In regard to the proposed method to
amortize the intangible asset account
over the average remaining service
lives of current employees divided
into 100, it is more reasonable just to
approximate the remaining service
lives.
The conference came to a close with
Mr. Chironna urging all to review the
proposals and provide the Board with
their views.
❑
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Taxes
Israel Blumenfrucht and
Jerold M. Weiss, Editors

Trade or Business Redefined
The phrase "trade or business" appears in approximately 60 different sections of the Internal
Revenue Code; yet the phrase is not defined in
either the Code or the Regulations. Instead, the
courts have been required to establish the criteria to be applied in determining what constitutes a trade or business. A 1940 landmark decision defined carrying on a trade or business
as "that which involves holding one's self out
to others as engaged in the selling of goods or
services," and subsequent decisions have attempted to refine this definition. In Anthony J.
Ditunno [80 TC No. 12 (Feb. 7, 1983)], the Tax
Court recently overruled prior precedent in providing a new definition and set of criteria for determining whether a taxpayer is engaged in a
trade or business for tax purposes.
In this case, the taxpayer was a full -time
gambler and had no other profession or type of
employment. He went to the race track six days
a week, year round. He never placed bets on
behalf of any other persons; did not sell tips to
other gamblers; did not collect commissions for
placing bets; and did not engage in bookmaking. Virtually all his income during the years in
question was derived from gambling winnings.
Contending that he was engaged in the business of gambling, the taxpayer deducted all his
gambling losses and related expenses as business deductions in determining his adjusted
gross income.
The IRS, however, asserted that the taxpayer
was not engaged in a trade or business and,
therefore, could only deduct gambling losses to
the extent of his gambling winnings, and only
as itemized deductions from adjusted gross income. The IRS contended that Ditunno's deductions were tax preference items for purposes of computing the minimum tax and
accordingly asserted a tax deficiency against
him. (Had his deductions been considered business deductions, they would not be tax preference items and he would not have been liable
for any additional tax.)
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The critical issue in this case was whether
the taxpayer could be considered to be engaged in the business of gambling since he did
not make his services available to an outsider.
Although prior decisions generally held that only those individuals providing goods or services
to others could be considered to be engaged in
a trade or business, this court stated that:
"Upon consideration, we find [this] test, which
focuses on the provision of goods and services, is overly restrictive. The proper test of
whether an individual is carrying on a trade or
business requires an examination of all the
facts involved in each case."
Thus, the court broadened the meaning of
the phrase trade or business by replacing the
previous "goods or services" test with a "facts
and circumstances" test which requires a subjective determination to be made in each instance. Accordingly, the court concluded that
"after considering all the facts in the record, we
are convinced that [the taxpayer] was in the
trade or business of gambling ..." even though
he did not make his s ervices available to
others.
If followed, this ruling could have far - reaching
implications for other court decisions already
decided which relied on the earlier courts' definition and criteria of a trade or business. For
example, the Tax Court has previously held that
a retired executive who received fees for performing consulting services for his corporation
was not subject to the self - employment tax
since he was not engaged in a trade or business. If the new facts and circumstances test is
applicable, this ruling may no longer be reliable.
In fact, Chief Judge Tannenwald warned in his
dissenting opinion in Ditunno that this new test
"will wreak havoc on the concept of trade or
business which, although not defined in either
the Internal Revenue Code or the regulations,
of necessity, has developed over time through
the judicial process."

"Lessees" Entitled to
Investment Tax Credit
The U.S. Court of Appeals in Swift Dodge (51
AFTR 2d 83 -333 (CA-9, 1982)) recently ruled
that lessees, and not lessors, of open -ended
lease agreements are entitled to claim any applicable investment tax credit.
In an open -ended lease agreement the lessee can be required to pay an addit ional
amount if the value of the property at the end of
the term of the lease is less than the predetermined amount stated in the agreement. In contrast, in a closed -end lease agreement all pay11-10, 75
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Who is
this person ?
The Riddle:

This person is 35, earns $30,000, works for a manufacturer, is involved w ith ac c ounting, finance, administration and m anagement, supervises three employees, puts in 45 hours a week, has
an un dergr aduat e de gree in ac count ing, atte nds c ontin uing
education courses ... and is not a CPA.
Who is this person ? ??

The Solution: A MANAGEMENT ACCOUNTANT,

Profile of the Managem en t Accountant, a new research report from the
National Association of Accountants, sets out to explore the role of management acc ountants and the directions they are taking.
A far cry from their predecessors of 20 years ago, management accountants
today have transcended their role as "suppliers of information" and are now
full - fledged m embers of the management team. Their sphere of influence
covers a w ide range of areas, including long -range planning, allocation of
company resources, personnel, and m anagem ent information systems.
Find out w ho today's m anagement accountants are and w hat they do:
• How much do they earn?
• W hat k ind of companies do they
work for?
• W hat are their job responsibilities?
• Do their job functions differ in
large and small firms?
• W ho are they? W hat job titles do
they hold?
• W hat sort of career paths do they
follow?

$
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Company (if part of mailing address)

— inclu des po stage and ha ndling
12 7 p a g e s 10% discount to NAA members
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A. Tipgos, and Marc J. Wallace, Jr
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Catalog #82139 ISBN 0- 86641 -088.0

Profile of the Management Accountant (#82139)
$12.95 each (N.Y. State residents please add sales tax.)
Orders from outside the U.S. must total over S20
NAA Members: $11.65 each.
Member #.
Nonmember; please send membership Information.
Payment must accompany order'
Please send me
books.
Enclosed is a check for S

Address
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Discover the opportunities of m anagement accounting. Order your copy today.

1
1
1
1

National Association of Accountants
Special Order Dept.
919 Third Avenue, New York, NY 10022

-

Discover w here you s tand in relation to your peers
and w hat you s hould be doing to get ahead in your
field. A great career guide for students, a n d for
educators involved in developing c urric ula, Profile
of the Managem ent Ac c ountant s heds new light on
the dynam ic role of m anagement ac countants .

1
1

'

Profile of th e M an age m en t A c c o un tant pres ents a
portrait of the managem ent ac c ountant of the '80s.
Today's m anagem ent ac c ountants are ac tively involved in m anagem ent, c ontinually expanding their
roles, and on their way up the management hierarchy.

• How have they prepared for their
careers?
• Do they find the CPA certific ate
useful?
• How do MBA degrees affect their
careers?
• W hat skills are necessary for
success?
• W hat lies in the future for managem ent accounting?
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Small
Business

Owned Companies: Summary of Responses to
FASB Invitation to Comment. To obtain the
complete report, contact the FASB Order Department, High Ridge Park, P.O. Box 3821,
Stamford, Conn. 06905 -0821. Copies are $5
each.

Kathy Williams, Editor

Are You Succumbing
To the Microcomputer Craze?

Small Business Survey Results

You're tired of playing home video games and
you've watched various friends purchase microcomputers for their home or office. Now you
want your own microcomputer, but you're unsure about which brand to buy, how much you
want to spend or really just what your needs
are. Before you even think about buying a microcomputer, however, be sure you know what
you want it to do for you —what applications
you want —or you can end up with a disaster.
To help potential buyers determine what the
microcomputer can do for them, to help someone evaluate a potential application proposed
by an employee, or to evaluate the effectiveness of a microcomputer already in use, Price
Waterhouse & Co. has published a basic booklet called Microcomputers. Their Use and Misuse in Your Business.
The booklet offers a brief overview of the
technology, including history, hardware and
software; misuses of the microcomputer if your
comp an y is n ot p repared or if it has not
planned well for its arrival; the right way to implement a microcomputer; and a glossary of
terms. The most valuable section covers implementation strategy, a vital part of the entire operation. The booklet is written in easy-to- understand terms for the lay person and can be used
as a basic or supplemental planning source. To
obtain a copy of the booklet, write Distribution
Department, Price Waterhouse & Co., 1251
Ave. of the Americas, New York, N.Y. 10020 or
your local Price Waterhouse office.

Do users of smaller companies' financial statements find the information valuable? Who, in
fact, does use this information and for what
purpose? Should smaller companies have a different set of accounting principles from larger
companies? Seeking to answer these and other questions, in November 1981 the Financial
Accounting Standards Board issued an Invitation to Comment on Financial Reporting by Private and Small Public Companies. The invitation included questionaires for three groups to
answer: managers of private and small public
companies, users of these companies' financial
statements, and public accountants who serve
those companies. Survey results have been
tabulated and analyzed, and the FASB has issued a special report on reporting by private
companies. Information on small public companies will be issued later.
The invitation was mailed to more than
15,000 users. The FASB received responses
from 283 managers, 193 users, and 343 public
accountants. It also received 32 in -depth comment letters.
Survey highlights: Bank lenders are the primary external users and financial statements
play a large part in a bank's decision to lend
money to private companies. Bank lenders also Federal Government at Your Fingertips
are the primary determinant in whether GAAPbased financial statements are needed. Man- Do you sometimes need federal government inagers were more satisfied than public accoun- formation but you aren't sure where to find it?
tants were with the usefulness and cost of Washington Researchers has published a Fedaccounting requirements. Also, over 80% of eral Fast Finder to help you. Arranged by key
the users are satisfied with the information in word, the telephone directory gives you access
private companies' financial statements that to government departments, agencies, boards,
are reviewed or audited by public accountants, and commissions. Contained in the booklet are
but only 50% were satisfied with, and many more than 1,500 telephone numbers and adwere dissatisfied with, financial statements dresses of 86 federal offices in all branches of
government. It also lists the numbers of 66 recompiled by public accountants.
Many more interesting and informative sur- corded messages and 40 toll free "hotlines."
vey results can be found in the in -depth special Copies are $10 and may be obtained from
report titled Financial Reporting by Privately
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Protect Lifelong Learners
I am in favo r of all the poi nts mentioned. I hope careful attention will be
given to the wording of item 3 so as not
to exclude membership in the future to
those in my set of circumstances.
I have 32 semester hours in accounting and have earned a "certificate" but
not an associate degree. I have completed o t h er b us i n es s an d liberal arts
courses normally required for a B.S. but
have not been able to be at one location
long enough to satisfy "residence" requi rements . I might add th at I have
completed advanced taxes and several
law courses by correspondence that are
not acceptable for B.S. degree anywhere
but which increased my employability
in accounting considerably.
Should "lifelong learners" be excluded because of a lack of credentials?
Charles L. Dougherty
Cordele, Ga.
Anyone With Adequate Funds
Can Obtain a Degree
A positive attribute of the member admissio ns standards is th e volu ntary
agreement, in advance, to abide by a
co d e of et h i cs for man ag eme n t
accountants.
However, I take strong exception to
any attempts to link college degrees or
completion of NAA CPE hours (items
1 -5) as a req u i remen t for NAA
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could be just what you need to solve
the problems you run Into on the job.
If you're Involved in any area of accounting, from the day-to -day operations to long -range planning, Management Accounting could help you
out.
With Management Accounting,
you'll gain the perspectives of work Ing professionals —in Industry, commerce, government and education.
Our writers are out there with you, running Into the some problems you're
up against. Feature articles describe
practical, workable solutions which
you can apply to your business.
Management Accounting lets you
now what other professionals In your
field are doing —and how they do it.
And Management Accounting covers problems encountered in every
realm of business. From multinational
corporate concerns to small business
problems, from the role of the field
auditor to the function of the corporate controller, from Improving your
An Important Issue
manual cost system to the state- of -theart in data processing, Management
I support the Planning Committee pro- Accounting covers it all.
Discover what Management Acposal to increase admission requirecounting can do for you. Order your
ments to NAA. The major benefits of subscription today.
this change will be to enhance the professional status of the organization and Mail this coupon with your preferred method of
payment to:
increase member retention. In addition,
Management Accounting
MA4V83
Circulation Dept.
it will eliminate those persons who join
919 Third Avenue, New York. N.Y. 10022
NAA solely for solicitation purposes.
For faster service, send in your payment with your
As a management accountant, CMA, order.
Yesl I want to see what Management Account•
and active Louisville Chapter member, Ing can do for me. Enter -msyu b s -Fppflc
o n no wT
That's a 12.% savatngs
$42
of the single
Issues)
year.
this is an important issue to me.
S
price.
Linda K. Warren
payment
bill
bill my
enclosed
me
company
Louisville, Ky.
py

15.1
The NAA is a "social organization."
Go to any chapter meeting and observe
it in process. Ninet y percen t of the
members don't care whether their NAA
friends are "full- blown" professionals or
not. If they did, they wouldn't come to
the meetings. They would just go to the
AICPA or FEI meetings and forget the
NAA. It just appears to me this proposed change in membership admission
standards is unnecessary, especially
when nearly 100% of our new chapter
members meet the proposed criteria
anyway.
Randall A. Edwards
Blue Cross -Blue Shield
Columbus, Ga.

membership.
Almost anyone with adequate funds
can obtain a college degree. In accounting, as with other disciplines, the presence or absence of a college degree has
become a scapegoat for more fundamental and frequ ent l y mo re d i ffi cu l t
decisions.
Probably the true issue is, does a prospective NAA member have a commitment to, an interest in, and /or a vital
position in the field of management accounting. If the answer to the above is
in t he affirmative, then th at person
should be entitled to NAA membership.
If a pecking order or status ranking is
desired within the total NAA membership body, then let that criterion occur
through the voluntary CMA or alternative professional credential (P.A., CIA,
CPA, or equivalent).
I also noted the absence of a student
membership category.
I urge the NAA leadership to reconsider the admission standards.
E. Lee Wilson, MBA /CMA
Assistant Professor in Accounting
The University of Akron
Akron, Ohio
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A Chapter Agrees
Recently the Savannah Chapter surveyed its members concerning the proposed standards for new members. The
results of the survey were presented at
the directors' meeting. A motion was
passed, after much discussion, that the
Savannah Chapter go on record as being
in favor of the proposal.
Kirby R. Willis
President
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Don't delay. Be sure to get the next issue of 1
MVanagement Accounting — guaranteed to be Iii led
withh valua le in ormatlon you can use.
Out Guarantee: Should you be dissatlsfled
for any reason, we'll send you a refund for
the balance of your subscription period.
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Digest Service
The Management Accounting Digest
Service makes available copies of'manuscripts originally submitted to Management Accounting but not published. This
month all summaries appearing in the
November -May issues are indexed by
category for easy reference and ordering.

Accounting Education
and Professionalism
Schools of Accounting and
Specialization
By David T. Hansen

No. 302 -383, March, 16 pp.
Specialized Accounting Education: The
Impact on Corporations as Employers
of Accounting Graduates and Consumers of Accounting Services
By Al Hartgraves and Charles Caldwell

No. 772 -1182, November, 22 pp.
Oil and Gas Accounting

By Rose Jenkins

No. 409 -483, April, 21 pp.

No. 552 -582, May, 16 pp.

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

No. 962 -483, April, 11 pp.

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

No. 282 -183, January, 13 pp.
Inventory Planning

Tax Accounting Versus Financial
Accounting: Conformity or
Reconciliation?

By Judith Hjerpe

By Richard E. Hinman

Operating Leverage and Operating
Risk

No. 339 -583, May, 24 pp.

No. 749 -1182, November, 20 pp.

By William R. McDaniel

The Foreign Corrupt Practices Act of
1977—A Behavioral Approach to
Compliance
By David Walsh

No. 156 -1282, December, 16 pp.

The CMA Examination, MultipleChoice Questions and Grading Bias

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

No. 946 -483, April, 14 pp.

No. 293 -183, January, 14 pp.

The Image And Role of the Management Accountant — Nonmonetary Issues

VF,BAs—A Tax Sheltered Means of
Funding Employee Benefits

By Steven H. Raybourne

Hedging Against Currency Fluctuations

By Victoria Saunders

No. 472 -183, January, 19 pp.

By Lynn W. Marples and Robert J. Hehpe

No. 747 -1182, November, 28 pp.

By Henry A. Holland

No. 533 -583, May, 11 pp.
The Rush to Business Combination —
Skilled Accounting Help Is Required
By Sidney R. Mettz

No. 403 -483, April, 15 pp.

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

No. 154 -483, April, 13 pp.
Contracting Methods and the
Department of Defense

No. 855 -483, April, 9 pp.

No. 498 -383, March, 9 pp.

Compliance Reporting
and Taxation

Corporate Finance

No. 397 -483, April, 18 pp.

ACRS Means Rethinking Depreciation
Policies and Sell vs. Trade Strategies

Goal Programming and Public Sector
Management

By Karen Georgatos

By William P. Stevens

No. 375 -483, April, 15 pp.

No 151 -1182, November, 18 pp.

Determining EOQ in a Production
Environment

Make -or-Buy in the Federal
Government

By James A.G. Krupp

By T. Arthur Smith

No. 177 -1282, December, 9 pp.

No. 875 -383, March, 12 pp.

Discounted Coefficient: A New Capital
Investment Decision Model

The Nuclear Power Option to Energy
Independence: A Cost Benefit Analysis

By L.A. Klein

A Selected Survey and Analysis of the
Impact of General Price Level Changes
on Traditional Financial Reporting
By Thomas G. England

No. 867 -1182, November, 25 pp.
A Value Added Tax for a Foundering
Social Security System
By Andrew Arbiter

No. 440 -383, March, 52 pp.
Inflation Disclosure in 1980:
Variations, Trends, and Usefulness
By Kristine Rae Evans

No. 356 -183, January, 26 pp.
Objectives of Financial Statements—
Their Development and Analysis
By Calvin Engler and Alexander Sannella
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By James R. Davis

By Kamal Abouzeid

No. 329 -283, February, 18 pp.

No. 407 -183, January, 11 pp.

Estate Valuation of Closely Held Stock

Management Information
Systems

By Janet Barillari

No. 445 -583, May, 26 pp.
Audit and Control of Data Processing
Goodbye Historical Costs!
By April Newman

By Frederick B. Michel

No. 244 -1182, November, 14 pp.
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Computer Implementation of the Simultaneous Overhead Allocation Model

Achieving Equitable Accounting
Allocations

By Carolyn Glubok, Phyllis Joseph, and
Brian Parsons

By Thomas Hall and Larry M. Walther

Multinationals and Transfer Prices:
An Overview of External Factors with
Emphasis on Taxes

No. 780 -1182, November, 13 pp.

By Robert C. Rice, Jr.

No. 451 -583, May, 44 pp.

No. 270 -1282, December, 25 pp.

Evaluation Criteria for Fixed Assets
Software Systems

Considerations for a Responsibility
Reporting System of an Investment
Center with Worldwide Operations

Performance Measures for Incentive
Compensation Plans

By Paul R. O'Brien

By Sid Baxendale and Roy D. Stern

By Peter Sundquist and Bruce Samuelson

No. 166 -1282, December, 16 pp.

No. 187 -1282, December, 18 pp.

No. 297 -183, January, 18 pp.

Information Systems Control: A Mandate for Accountants

Controlling Human Resources

By Gregory C. Yost

No. 213 -283, February, 15 pp.

Post - Termination Status of
Participants of Terminated Defined
Benefit Pension Plans

No_ 435 -183, January, 16 pp_
Research on Computer Crimes and
Their Prevention
By John W. Postell

By Brian D. Stewart

Corporate Social Performance —
A Major Priority of the 1980s
By Patricia Ditzler

No. 284 -283, February, 12 pp.

No. 819 -383, March, 10 pp.
The Challenge of Systems Management

Cost Reduction Through Efficiency
Improvement

By John D. Keane

By Ronald M. Pereira

No. 330 -1282, December, 19 pp.

No. 139 -183, January, 26 pp.

The Risk of Losing Your Machine
Room: Is a Backup Computer Site Your
Best Alternative?

Designing a Management Accounting
System for Financial Control

By Margaret A. Pheiffer

No. 1042 -483, April, 30 pp.
The Statistical Sampling Knowledge
Requirements to Audit Computerized
Accounting Systems
By Vincent Skudrna

No. 518 -583, May, 13 pp.
Llnderstanding the Information Needs
of a Management Information System
By Wendy A. Duffy, Timothy J. Duffy, and
Robert T. Tussing

No. 991 -383, March, 18 pp.

By Earnest A. Huband

No. 374 -483, April, 12 pp.
Development and Implementation of a
Foundry Quality Cost Program
By Wayne A. Johnson and J. Mark Schmink

No. 362 -383, March, 17 pp.
Management Views the Standard Cost
Concept
By Frank X. Matunis

By Alice Markwalder

No, 510 -583, May, 14 pp.
Revision Techniques for Accountants:
Means for More Effective and Efficient
Written Communication
By J. Douglas Andrews and Betty P. Pytlik

No. 487 -583, May, 20 pp.
Should Accountants Emphasize ROI
Instead of EPS?
By Dr. L. Gayle Rayburn

No. 195 -383, March, 20 pp.
Standard Cost System for an
Electronics Manufacturer
By Stephen A. Chwaliszewski

No. 262 -383, March, 33 pp.
Statistical Safety Stock: Reducing
Exposure to Imbalance
By James A.G. Krupp

No. 207 -1282, December, 13 pp.

No. 736 -1182, November, 17 pp.
Material Requirements Planning
(MRP): A System in Adolescence
By Louise Annette Conley

No. 463 -583, May, 26 pp.

The Compatibility of Audit
Independence and MAS
By Jon Harding Flair

No. 208 -283, February, 12 pp.
► ► 77

Miscellaneous
Questionnaires: A Tool for Accounting
Research
By N.S. Arunkumar

No. 899 -583, May, 13 pp.
Labor Costs in Japan
By Walter A. Hazelton

MANAGEMENT ACCOUNTING DIGEST SERVICE
Please send manuscript No.s listed on the right:
I enclose payment @ $5.00 each, or five for $20.00.
Payment must be drawn on a U.S. bank.

Member Account No:
SHIP TO:

No. 741 -583, May, 13 pp.

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

No. 450 -483, April, 24 pp.
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Irn dehvery

MAIL TO: Carl Andrew s, Accounting Department
National Association of Accountants
919 Third Ave, New York, N.Y. 10022
MA-683
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Your invitation to 3 days of professional
enrichment in management accounting
Thirty -five speakers are ready to share their experience and knowledge. They're from industry, public
accounting, education and specialized organizations
There are two speakers from overseas — Australia

and Saudi Arabia.
Topics are wide ranging, well - balanced and eminently practical. It will be a valuable learning experience that will help you when you're back on the job.

PROFESSIONAL PROGRAM HI -LITES
Some of the topics
• Accounting for Pensions
• Financial Modeling
• The Chrysler Experience
• Productivity
• Controllership
• Humanizing the Corporate Culture
• Quality: Costs & Benefits
• Energy
• AICPA and the Member in Industry
• Management Accounting: Its Future Potential
• Executive Recruiting
• Making a Presentation to the Board
• Small Business Borrowing
• FASB Constituents: Supporters or Adversaries
• Managing People
• Corporate Cash Management
• Accounting Information Processing

Some of the speakers
• R. S. Miller, Executive Vice President —
Finance, Chrysler
• Mary Cunningham, Vice President, Seagrams & Sons
• Ron J. Cotton, President, Australian Society of
Accountants
• C. Jack Grayson, Jr., Chairman, American
Productivity Center
• John E. James, Chairman, Dresser Industries
• Dr. Ghaith Pharaon, Head of Saudi R. & D. Corp.
• Allen J. Krowe, Vice President — Finance &
Planning, IBM
• James Leisenring, Director of Research, FASB
• Wayne Morse, Professor, University of Tennessee
• Susan Freeman, Director — Positive Perspectives
• John Sullivan, Partner, Arthur Andersen & Company
• William E. Buxbaum, Vice President Finance, duPont
• James Cook, Sr., Vice President, Valuation Research
Corporation
• Vijay Sathe, Professor, Harvard Business School
• Leslie N. Masonson, Vice President, Citibank

PLUS: Special Programs for spouses and the young people.
Family event (rodeo and barbeque) . Award presentations. National Officers' Reception. Annual Dinner.
Attendance at the morning plenary sessions, two
luncheons f eaturing speakers and the three concurrent
sessions in the afternoo n for the three days of the program will enable participants to accumulate 19 continuing education hours. These may be applied fo r the
maintenance of the CMA, CPA and other certificates.

Set aside the dates now!
June
1983
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Management
Accounting
Practices
84.4
Furthermore, the Committee said
that, because software development has
become increasingly important to many
companies, especially those in high
technology industries, the proposed section on software costs does not seem
consistent with the intention of the Congress when it enacted the Economic Recovery Tax Act of 1981.

SEC Revises Bank
Holding Company Rules
The Securities & Exchange Commission
adopted final rules that amend Article 9
of Regulation S -X regarding financial
statements of bank holding companies. In
addition, the proxy rules were amended
to require that bank holding companies
include in their annual reports to shareholders financial statements prepared in
accordance with the requirements of Regulation S -X. The final rules generally reflect current financial reporting practices,
except for special provisions related to
gains or losses on investment securities,
disclosure requirements for loans to related parties, and parent company financial
information. The new rules apply to financial statements for fiscal years ending
on or after December 31, 1983.

Opinion
6-4-4
complete, and what is worse, is not now
moving ahead. The reasons offered —
and admittedly they are my interpretation of the FASAC discussions —are
that the problems are too knotty, the issues are too complex or the solutions are
too remote. These are not valid reasons
for "de- emphasizing" what has long
been considered the bellwether project
for the FASB. You, the Board, have
stated on occasion that the reason consideration of certain narrower, more specific projects have been tabled was that
it was better to wait until the Conceptual Framework Project was further along.
We, your constituents, accept this and,
in general, agree with that approach.
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That is, we did, until we heard about
the de- emphasis. The whole conceptual
framework project hinges on Recognition and Measurement. With it, the project becomes an entity unto itself —subject to refin ement, yes, but at least
something resembling a cohesive whole.
Without it —there is nothing really
useful.
No question about it, the issues you
face are complex, indeed. I —as one
member of your constituency —may,
and probably will, disagree with some of
the conclusions you may reach. So will
thousands of others —but we'll also support them and comply with them once
they have been reached.
This, to me, calls not for a consensus
of your constituencies, desirable though
that might be. Rather, it is a situation
which cries out for dynamic —yes, courageous— leadership from the Board.
Due process i s important. Everyone
should be heard, but once that has happened, gentlemen, please consider, decide, and LEAD.
Indecision and uncertainty remain the
roads fraught with greatest peril. Your
track record has been good. Your support is there. What is needed is Leadership. Will we see it?
Very truly yours,
Robert L. Shultis

Small
Business
6844
Was hin gto n R esearchers, 918 16th
Street, N.W., Washington, D.C. 20006,
(202) 833 -2230.

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 SALESTAX8 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 PROPERTY TAX DIRECTORY provides complete filing and payment requirements, tax rates, and
assessors' names and addresses. Send
today for the complete story on these
services.

NAA's Panel to Meet

VERTEX iyjTEMf inc.
This year NAA's Small Business Advisory Panel will meet in conjunction with
the Annual Conference in Houston. The
meeting is scheduled from 2 p.m. to 4
p.m. on Sunday, June 19, at the Hyatt
Regency. For details and reservations,
contact Alfred M. King, managing director of professional services, (212)
754 -9788, or Roula Matthews, (212)
754 -9789. Any member currently serving on the advisory panel or any other
NAA member interested in the small
business area is encouraged to attend
the meeting.
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Eagle School Road
Wayne, PA 19087 (215) 687 -9060
Please send me information on:
❑ ❑SALESTAX❑Tape Service
Sales Tax Directory
Property Tax Directory
❑ ❑S ales Tax Directory for Retailers
Name
Company

Address

City

State
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Perspectives
4AA
tion a new program called Acknowledgement of Continuing Education (ACE)
through which members can earn educational credits at the chapter level.
Meanwhile, we are in the process of redirecting our national education program toward working with councils and
chapters to localize the educational delivery system of the Association.
We continue to reevaluate our research efforts, building on the record of
the past. The research arm will concentrate more of its attention on emerging
and timely issues in an effort to strike a
balance between practical research and
the equally important long -range conceptual type of work.
Our position in international management accounting is continuing to grow.
We participated in the International
Accounting Congress which was held in
Mexico City last year. As a result of
that meeting, and several other meetings wi th man agemen t acco un t i n g
groups, and extensive discussions with
the Executive Committee, we joined the
International Federation of Accountants. Our participation in IFAC will
give us an opportunity to increase our
contributions to the profession throughout the entire world.
I am happy to report that a NAA European council has been formed in Europe and I can envisage this council as a
forerunner to a permanent NAA staff
presence in Europe. I look forward to
the formation of new affiliates in Europe, as well as in the rest of the world.
As you know I came up through the
chapter and council organizations and I
can't overestimate their importance in
the operations of this Association. For
the first time we invited council principals to attend our mid -year Executive
Committee and Board meetings as a
first step in getting them more involved
in the formal organization of the Association. An Ad Hoc Committee currently is looking at our competition with the
aim of making the point structure mirror our current goals and objectives.
Keeping our lines of communication
open among the Executive Committee,
National Board, standing committees,
councils, and chapters is a prerequisite
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to the strong, efficient continuing operation of our Association.
Of course, as you know, the major
milestone this year —and probably in
this decade —was the purchase of land
in Northern New Jersey for the construction of NAA's new headquarters.
We anticipate breaking ground shortly
and anticipate that the current offices in
New York and the IMA offices in Ann
Arbor will move into the new facility in
Montvale in 1984 or in early 1985. Let
me remind you that the primary reason
for acquiring our own building was to
stabilize our occupancy cost. That does
not mean that we will not see a significant increase in occupancy cost. However, had we stayed in New York costs
wou ld h ave in creas ed even mo re
dramatically.
A few words about the staff ... I believe Executive Director Bob Shultis
and the managing directors, as well as
the rest of the staff, are doing an outstanding job. As directed, Bob Shultis
has taken a leading role in speaking out
on management accounting issues. As a
member of the Financial Accounting
Standards Advisory Council (FASAC),
he has vigorously put forth the views of
management accounting and has written about current issues in his monthly
colu mn. Other members o f th e st aff
have sp o ken t o grou ps al l o ver th e
country about management accounting,
th e Certi fi cat e in M anagemen t Accounting, and the Association.
The proposed admission standards
that were published in the April issue of
MANAGEMENT ACCOUNTING have created a lot of vigorous discussion and I
am personally glad that members, officers, and directors have been discussing
these proposals so enthusiastically. The
pri mary reas o n for th es e p ro p os ed
membership criteria really deals with
the future course of the Association,
concentrating on what we want to be
and building on what we have been in
the past. Some people, I know, would
allow our direction to be determined as
the years go by. I do not subscribe to
that kind of laissez faire policy. The key
to the proposal is our desire to improve
the reten tion of members an d at the
same time raise the professional stature
of each and every one of our members.
We have acted on our commitment to
increase involvement with college facul-

ties and student groups by appointing
an ad hoc committee to evaluate our relationship with the academic community. Th is commi tt ee reco mmen ded a
standing committee to focus on contacts
with the academic community supported by appropriate staff. The number of
student affiliates alone this year has
grown from just a few to about 48.
We had to make some tough decisions this year involving the budget. A
stagnant economy has had a substantial
impact on our finances. Fortunately, the
economy is gradually turning around
and we are optimistic about the future.
Uppermost in our minds was the need
for fiscal responsibility as we addressed
the budget. The deficit spending which
has been going on for the last several
years is not acceptable. While continuing to concentrate on effective expense
control, we also realistically evaluated
revenue inflows of the Association. The
primary reason for the proposed dues
increas e was to b alance th e bu dget
based on the need to continue to support the many existing programs and, at
the same time, expand our services to
memb ers an d o u r i n fl u en ce i n t h e
profession.
One of my most pleasant tasks during
the year was to charter the Kankakee;
Belleview, Washington; Boca Raton,
and Platte Valley Chapters, and to attend the 50th Anniversaries of Brooklyn- Queens, Washington, D.C., and
Houston Chapters. To me, it says something about the continued vitality of our
organization, when, after 64 years of existence, we not only celebrate the Golden Anniversaries of some chapters while
chartering new ones.
I feel very fortunate for having served
during this year. Many things started in
the past have come to fruition. Most importantly, we have laid the groundwork
for programs of the future.
Last but not least, a public thank you
to the people who made my participation possible, especially my wife, Jan,
and also my employer, Hobart Corporation. Durin g ou r vi sits one mes sage
came t hrough lou d and clear: NAA
members are enthusiastic, dedicated
people who always went out of their
way to make us welcome everywhere.
Thank you for your support.
LOUIS VLASHO
President, 1982 -83
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NAA Research
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not think that a CPA certificate is important to a management accountant.
Accountants think that they realistically can expect to become members of
top management. They feel that their
successors will need a broader educational base, one with added emphasis on
finance and human behavior.
In general, management accountants
are a homogenous group; however, several interesting differences exist. Although three - fourths of all management
accountants have accounting degrees,
many bring other backgrounds to their
positions. For example, accountants
with MBA degrees tend to specialize in
planning and analysis. Those in large
firms have higher incomes but those in
smaller firms become part of management sooner.
In three of the four major areas investigated— report preparation, analysis
and decision making —the duties and responsibilities of accountants differ primarily as a result of the size of company
in which they work. Accountants with
small firms are more directly involved

PERSEIZT
CERTIFIED

with report preparation than are accountants with large companies. They
also perform a wider variety of analyses
and participate in more decisions. Of
necessity, those who work in small companies are generalists; large firm accou nt an ts , on t he o th er h an d, have
more opportunities to specialize.
Those accountants who rise in the
management hierarchy seem to seek situations aggressively in which their expertise can help solve problems. As they
demonstrate their problem - solving abilities they work their way into the management structure. They develop a style
of b ehavior whi ch fits in wit h th eir
management roles. They realize that
traditional line and staff distinctions between management and accounting no
longer exist for them.
To obtain a copy of The Profile of
The Management Accountant, see advertisement on page 67.

Taxes
66 A -4
ments are determined before the agreement is made, without any contingent
payments requi red at t he en d of the

GoCART

PUBLIC

ACCOUNTANT

"When are you going to marry me, Aileen? We've been
going together for six fiscal years. "
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term of the agreement.
In Swift Dodge, the taxpayer was a
car dealershi p who used a st and ard
open -ended lease agreement form from
Chrysler Corporation when leasing its
automobiles. The term of the agreement
was 36 months and it required the lessee
to carry a specified amount of insurance, to pay all taxes and to perform all
necessary maintenance and repairs. At
the end of the term of the agreement,
th e l es see was requ i red t o pay the
amount, if any, by which the estimated
"depreciated value" stated in the agreement exceeded the actual wholesale value of the automobile at that date; if the
actual wholesale value exceeded the estimated "depreciated value," the lessee
was to receive any gain resulting from
the sale of the automobile. While there
was no specific purchase option, approximately 50% of all lessees took advantage of the dealer's practice to allow
the lessee to purchase the automobile by
paying the stated "depreciated value,"
regardless of its actual value.
The court agreed with the IRS that
since the dealer failed to retain "significant and genuine attributes of a lessor"
the agreement was more akin to a conditional sales contract and not a lease.
Other than having the obligation for
selling those automobiles returned at
the end of the lease, the dealer had no
other duties under the agreement —the
lessee bore all other risks and burdens,
as would be the case in a conditional
sales contract where the seller reserves
ti t le u nt i l t h e b u y er p ays fo r t h e
merchandise.
Thus, the court concluded that despite the parties' stated intention to engage in a lease transaction, the transaction was more properly characterized as
a conditional sale, and, therefore, only
the so called "lessee" was entitled to
claim any applicab le investment tax
credit.
Th e co u rt 's an al ys is i n t hi s cas e
should be equally applicable to similar
open -ended lease agreements for any
ot h er typ e o f b u s in ess pro p ert y o r
equipment. Only the so- called "lessee"
(actually the purchaser) should have the
right to,claim both the investment tax
credit and, when applicable, any depreciation deduction attributable to the
property that may be involved in the
transaction.
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People in the News
Richard E. Galloway, Akron Cascade,
was elected assistant treasurer at Goodyear Tire & Rubber Co.
Neill R. Schmeichel, Ann Arbor past
president, was named executive vice
president of finance and chief financial
officer at National Tel Data Corp.
Lorne D. Walker, Boston, was named
vice president, finance and administration, for an international division of Milipore Corp.

Wilma J. Davis, Southern West Virginia, has been elected president of the
State Planning Association.

Michael P. Dow, Milwaukee, has joined
Allen- Bradley Co. as supervisor of financial planning — electronics division.
. . . Patrick M. Miller has accepted the
position of treasurer /controller for the
E.F. Brewer Co.

David M. Wendt, Washington, was promoted to personnel partner in Alexander Grant & Co.

William K. Lavin, New York, was elected senior vice president, finance, of
F.W. Woolworth Co.
Gregory P. McGraw, Northern Virginia, has been named manager, revenue/
cost accounting and contract administration, at ROLM Mid - Atlantic Corp.,
and Karen Volk has been promoted to
cost accounting supervisor.
mil

Richard D. Dushok, Bridgeport, has
been promoted to assistant controller of
LFE Traffic and Fluids Control Divisions in Hamden .... Paul J. Gangemi
has become a partner in First Capital
Strategists in New York City.

Cal Stanisch, Madison, is now controller of Tracor Northern, Inc., a manufacturer of electronics analysis equipment.

Ed Arnold, Des Moines, has been appointed vice president of finance and
controller of Midwest Cheyenne Sales.

Richard Olson, Evansville, was named
comptroller for the Ball Management
Group.

Allen D. Boyle, Racine - Kenosha, has
been appointed vice president of the Racine -based Dumore Corp.

Judith A. Kearley, Fall River -New Bedford, was promoted to con tro ller at
Luzo Corp.

R. Ray Wood, Rockford, has been promoted to president of Ingersoll Milling
Machine.

Charles A. Kuehn, Jr., Florence Area,
was p ro mo t ed by St an ley To o l s ,
Cheraw, to inventory control manager.

Michael E. Murphy, San Antonio, is
now controller at Severance Reference
Laboratories.

At Virginia National Bank, Edward L.
Palmer, Hampton Roads, was promoted
to vice president, accounting, and Byrd
S. Heaton, CMA, was promoted to accounting officer, level II.

Gerald F. Morris, San Diego, has joined
Golden State Sanwa Bank as assistant
vice president of commercial lending.
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Thomas D. Beard, Wichita, has been
promoted to administrative vice president of Petroleum, Inc.
Joseph K. Ehren, Wisconsin Lakeshore,
has been named an associate of Donohue, Engineers & Architects.

Nancy E. Shelmon, Bloomington Indiana, has been selected for inclusion in
the 1982 edition of Outstanding Young
Women of America.

David D. Downing, Pittsburgh, has been
named controller of the pipe fabrication
division at Dravo Corp.

Steven L. Patterson, Lansing- Jackson is
controller with Alsons Corp.

John Karabec, Westchester, was promoted to controller, IBM Credit Corp.

Kudos

Martin Stern, East Bergen- Rockland,
was named vice president, finance and
special projects for Tishman Realty
Corp., the New York -based developmen t s ub s i d i ary. . . . Chester S. Wysocki was promoted to director of financial accounting for Wells Fargo Guard
Services Headquarters.

Lester H. Kimura, Hawaii, has been
promoted to assistant vice president of
Bishop Trust Co.

Gerald R. Schauer, Waukesha Area, has
been pro mo ted t o co s t acco un ti ng
supervisor at Waukesha Engine, a division of Dresser Industries.

l

Promotions and New Positions

LAVIN
New York

MARAFINO
San Fernando Valley

Vincent N. Marafino, San Fernando
Valley, was named executive vice president and chief financial and administrative officer at Lockheed Corp.
Michael J. Kirchner, Springfield, is now
accounting manager with First National
Stores, Inc.

Emeritus Life Associates
Ray J. Andes, Pennsylvania Northeast
past president.
John W. Bole, Wheeling,
Ralph C. Croteau, Worcester Area.
Charles J. Doughty, South Jersey.
Fred Everett, Pinellas Suncoast.
Kenneth R. Faulstich, Phoenix.
Angelo V. Fracasso, Sr., Buffalo.
John E. Graf, Erie post president.
James T. Halom, Minneapolis Viking
Eugene W. Jackels, Chicago.
Richard H. Keppeler, Hawaii.
Paul C. Kruse, Fort Wayne.
John H. Lafferty, Dayton.
Robert G. Lang, Memphis.
Thomas W. McGowan, Springfield.
Donald W. Miller, Toledo.
Thomas R. Moore, Pittsburgh.
John G. Myers, Washington.
Donald C. Place, Kansas City; Fox River Valley past president; Stuart Cameron McLeod Society.
Robert D. Rhoads, Greater Youngstown
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Area past president.
A.L. Roberts, Columbus.
Jenifer O. Smith, Mohawk Valley.
Harvey W. Stuit, Grand Rapids.
Jack E. Thomas, Milwaukee.
Juan Toscano, Jr., Essex County past
president.
George C. Weigele, Evansville past president; past national director, 1969 -71.
Fred C. Westrom, Jamestown - Warren.
Eddie C. Wilburn, Member -at- Large,
Canada.
Charles M. Williams, Northern Wisconsin past president.
Henry R. Wurst, Northwest Suburban
Chicago.
Henry Yankow, Fox River Valley past
president.
Elmer R. Young, Salt Lake Area past
president.
Franklin W. Zarfoss, York.

Clayton T. Piercy, 70, Detroit, 1950.
ELA.
John A. Schwartz, 59, Lancaster, 1951.
Fred J. Vogler, 63, Michiana, 1956.
William L. Wassel, 66, Massachusetts
North Shore, 1966.
Roy A. Wilhelmsen, 63, Kansas City,
1960.

NAA
Digest
Service
71-44

The Current Case for Output Inventory
Valuation
By Orville R. Keister

No. 304 -283, December, 13 pp.
The Need for Management Audits
By Steven C. Whitlow

No. 868 -583, May, 13 pp.

In Memoriam
Barry F. Baron, 55, Chicago, 1966.
Gerald E. Bloomquist, 59, Des Moines,
1957.
Stewart C. Brown, 88, Milwaukee past
presi d en t , 1929. S t u art C amero n
McLeo d So ci et y. E meri t u s Life
Associate.
Don R. Coughenour, 50, Des Moines,
1962.
Jacques R. Deltenre, 62, New York,
1963.
Dale V. Dinsmore, 54, York, 1956.
Allan R. Flaum, 42, Morristown, 1978.
Linda K. Gledhill, 43, Rochester, 1981.
Karl V. Kaylos, 66, Cape Canaveral,
Miami past president, 1956. SCMS.
ELA.
Elmer R. King, 74, Valley Forge, 1947,
ELA.
Walter L. Larkin , Jr. , 61, Brooklyn Queens, 1955.
Henry B. Lawyer, 85, South Jersey,
1936. SCMS. ELA.
Thomas K. McCord, 47, Marion Area
past president, 1968. SCMS.
R. Dudley Meredith, Jr., 67, Richmond
Lee, North Alabama past president,
1953. ELA.
Robert W. Merrell, 36, Member -atLarge, USA, 1981.
Doit W. McClellan, 68, Jackson, 1960,
Robert F. Morgan, 48, Phoenix, 1976.
Charles B. Murphy, 74, New Orleans.
1942.
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Planning, Budgeting,
and Forecasting
A Practical Approach to the
Uncertainty Decision Making by
Management Accountants
By John Y. Lee

No. 240 -1282, December, 10 pp.
Adapting QC Circles to the Accounting
Profession
By William J. Marko

No. 314 -183, January, 10 pp.
Auditing Applications of PERT and
PERT /Cost
by David W. Jordan

No. 263 -183, January, 17 pp.
Capital Asset Pricing Model: Capital
Budgeting Applications
By Teri Hansen

No. 345 -383, March, 12 pp.
Current Outlook Budgeting
By Kenneth W. Kessler

No. 779 -1182, November, 12 pp.
Decision Trees: A Structured Approach
to Cost Benefit Analysis
By Charles R. Wright

Game Theory - Application and Its Use
in Making Management Decisions
By Gerard T. Mazurkiewicz

No. 831 -483, April, 16 pp.
Materials Requirement Planning
By Raymond B. Jordan

No. 283 -1282, December, 13 pp.
Participative Budgeting: A Critical
Analysis
By Robert F. Mason

No. 305 -383, March, 19 pp.
Strategic Planning Concepts for the
1980s
by J.L. Woods

No. 131 -1182, November, 4 pp.
Techniques in Improving Cash Flow
by Raymond B. Jordon

No. 343 -383, March, 14 pp.

Service Industries
Accounting Systems for Nonprofit
Organizations
By Peter M. Reding and Mary H. Beamer

No. 186 -1282, December, 30 pp.
Cash Management in the Sierra Club
By Rochelle Klein

No. 526 -383, March, 48 pp.
Human Resource Accounting: Its
Implications for Banking
By Randolph O. Day

No. 717 -1282, December, 12 pp.
Residential Class Sample Selection for
Electricity Use Pattern Analysis
By Sharon Densmore and Justine Gavrilla

No. 218 -183, January, 30 pp.

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

No. 512 -183, January, 15 pp.
Tax Allocation No Longer Avoidable
by Smaller Businesses
By William P. Cress

No. 817 -1182, November, 7 pp.

No. 160 -1282, December, 14 pp.
Financial Planning Models
By Katherine Mattey

No. 222 -583, May, 19 pp.

Copies of the full articles may be obtained by completing the order coupon
and submitting payment in advance for
duplication and mailing.
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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. Add ress Ms. Miriam R ed rick,
Manager, Library Services, NAA, 919
Third Ave., New York, N. Y. 10022—
(212) 754 -9736 or 37.

In Search of Excellence
Thomas J. Peters and Robert H. Waterman, Jr., Harper & Row, 10 East 53rd
Street, New York, N. Y. 10022, 1982, 360
pp. —How do large companies maintain
the innovativeness and flexibility that
made them successful? The need for responsiveness creates some of the major
challenges big businesses face, but companies often fail to overcome these issues, according to the authors. Peters
and Waterman say that the ability of
major enterprises to stay close to their
customers and employees and to react
to a changing environment is an important part of rebuilding American world
competitiveness.
By no means a recitation of doom
and gloom, this book draws on the authors' experience as management consultants, featuring the winners or the
consistently successful organizations —
how they stay competitive, profitable,
and innovative. All the points in the
book are supported by numerous examples so the reader is left with specific,
workable ideas, not a set of textbook
theories.
Several suggestions and observations
are not earthshaking. Staying close to
the customer and paying attention to
employees are not new ideas. What is
different is the focus on the intense
practice of these activities in the examples that show how the best companies
carry them out. Other concepts are less
self- evident. The authors find that a
common feature among most of the top
performers is a clear set of corporate
values, of knowing what the company
stands for. They say that this is a concept less successful companies are almost embarrassed to consider, but it is
nearly universal and a point of pride
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among the best.
In Search of Excellence contains a
special message for management accountants. The conventional tools of internal control and fiscal management
are impediments to the innovative process, and the authors propose that some
"leaks in the system" are essential if the
corporate entrepreneurs, the "product
champions," are to create. In their discussion of "simultaneous loose -tight
policies," they say that a willingness of
the company to tolerate failure and an
atmosphere of intense communication,
peer pressure, and focus on realism are
better ways of keeping a project under
control than tight accounting and reporti ng po licies. Th ey probabl y are
right. If American business adopts the
auth ors ' "s tru ctu re o f t he '80s " as a
model, management accountants will be
challenged to maintain the integrity of
accounting and reporting systems while
facilitating and participating in revitalization —the goal of this structure.
An inspirational book, it motivates
the reader to make improvements and
provides specific examples of the kind of
intense, long -range effort that is required to make these ideas more than
"motherhoods." There is an important
message here: in the face of international co mpeti tio n, there are excel lent
American companies doing things right.
The challenge to the rest of us is to analyze our own business lives and find
ways we can adopt the powerful attributes of excellence.
Operations Manager's Desk Book: A
Guide with Forms, Tables, Checklists
and Other Aids
Murray J. Shainis, Prentice -Hall, Inc.,
Englewood Cliffs, N.J. 07632, 1982,
380pp. —A smooth - running, cost -effici en t o p erat i o n i s every man ager's
dream. Whether manager of a blue -collar, private- sector, public- sector, Fortune 500, or small business operation,
this person needs practical, profitable
solutions to management problems so
that organizational goals can be met.
Thi s in dus trial man ual provi des an
abundan ce of worthwhi le ideas that
practicing consultants and operations

Miriam Redrick and Stan Stec, Editors

managers have used successfully. A
wide range of topics is covered in depth.
The author has included case studies,
check lists, forms, graphs, procedures,
and charts to develop and stress the important points of each chapter. Cost
savings and better management are the
book's main points.
In Business for Yourself
Jerome Goldstein, Charles Scribner's &
Sons, 597 Fifth Ave., New York, N. Y.
10017, 1982, 176pp. —Here is an informal and personal account of the growth
of a small business. The author is the
founder of In Business magazine, which
was started in the spring of 1979. Using
his personal experiences as well as his
own research, the author discusses the
qualities he thinks a person needs to be
a successful entrepreneur. Part "how
to" and part "pep talk," In Business For
Yourself shoul d be consi dered must
reading for persons considering starting
their own businesses.
Guide to Professional Accounting
Standards
E. James Med d augh, Prentice -Hall,
Inc., Englewood Cliffs, N.J. 07632,
1982, 195 pp.—This slim volume is a
quick reference guide to professional accounting standards. It gives a synopsis
of the official accounting principles that
are published by the FASB in Accounting Standards — Current Text. Although
this book is of limited use to the seasoned accountant, recent entrants to the
field may find this volume handy to carry around.
Making Accounting Decisions
George J. Staubus, Scholars Book Co.,
4431 Mt. Vernon, Houston, Tex. 77006,
1977, 676pp. —The premise of this book
is that external financial reporting by
business enterprises is not making its
maximum potential contribution to society. The author argues forcefully that
financial accounting can be improved
by some changes that would add more
to the value of accounting reports than
to their cost. For example, is it reasonable for a balance sheet to include an inventory of lead at a value of three cents
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a pound at a time when the quoted market p rice of lead i s 18 .5 cen ts p er
pound? Or tin at 21 cents when it is selling for $2.77? Market values of many
assets can be disclosed with little or no
additional cost, which will add significantly to the relevance of the financial
statements.
Other topics discussed include accounting decision making as it relates to
objectives, users of financial data, measurement, and relevance. Alternative
flows, l iqui dity, ri sk and econo mic
events also are discussed, as is the accounting decision - making process as it
relates to financial assets, plant assets
and liabilities.
This easy -to -read book is highly practical and practitioner oriented. The topics discussed and issues addressed are as
relevant today as they were the day the
book was written.
Handbook of Health Care: Accounting
and Finance
William 0. Cleverley, Ph.D., Editor, Aspen Systems Corp., 1600 Research Boulevard, Rockville, Md. 20850, 1982,
1385pp.—The reader will find in these
two comprehensive volumes a wealth of
information that is relevant, timely, and
au th orit ati ve. Th e b oo k pro vi des a
readily available source ofreference materials on financial management topics
of sp eci al in teres t t o h ea l t h ca re
executives.
Th e catego ri zati on o f to pi cs was
adopted from the Financial Executives
Institute. In the FEI scheme, financial
management is split into controller or
treasurer functions. Activities covered
under controllership include planning
for control, reporting, interpreting,
evaluating and consulting, tax administration, government reporting and protection of assets. Under treasurership
are provision of capital, investor relations, short -term financing, banking and
cu s t o d y, cred i t , co l l ecti o n s , an d
insurance.
More than 90 eminent contributing
authors have helped make this book a
worthy addition to the library of any
health care financial manager.
Accounting and Auditing Disclosure
Manual
Allan B. Afterman, Warren, Gorham &
Lamont, Inc.: 210 South Street, Boston,
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Mass. 02111, 1983, 462 pp. —This is the
first edition ofa handbook on disclosure
requirements under generally accepted
accounting principles (GAAP) and general l y accept ed aud it i ng st and ard s
(GAAS ) . Th e man u al is cu r re n t
t h ro u gh F AS B S t at eme n t No . 65,
FASB Interpretation No. 36, AICPA
Statement on Auditing Standards No.
43, an d AICP A ASD Int erp ret ati on
No. 10.
More than 800 required or recommended disclosures are covered under
80 subjects and include financial statement illustrations, footnotes, and auditors' reports. Each subject is divided
into two parts —a discussion of disclosure requirements and disclosure examples (reporting requirements and reporting examples in the auditing areas). The
disclosure requirements are referenced
to sections of the AICPA Professional
Standards Service and to the Accounting Standards Current Text of the Financial Accounting Standards Board.
The manual offers a comprehensive
review of what GAAP requires relative
to balance sheet and income statement
co mp o n en t s ; to th e s t at e men t of
changes in financial position; to general
accounting topics such as accounting
changes, business combinations, foreign
operations, leases, and pension plans;
and to auditors' reports. Anyone with
the responsibility for issuance or audit
of external financial statements should
find this manual a useful reference.
The Emerging Business: Managing for
Growth
Seymour Jones and M. Bruce Cohen,
John Wiley & Sons, 605 Third Ave., New
York, N. Y. 10016, 1983, 425 pp.—There
are a number of good books published
in the area of starting and managing
small businesses. The authors call their
entry "emerging business," which appears to imply a business that is reasonably well established and is now looking
to grow. Unlike the simplistic treatment
often given in many o ther su ch volumes, the authors here treat the reader
as an intelligent and even knowledgeable participant.
Consider the material on preparing a
detailed financing plan as an example of
this quite sophisticated approach. Here
are some specific recommendations:
"Most entrepreneurs approach negotia-

tion s in volving mon ey with intense
anxiety. Too often they are either defensive to the point of belligerence, or they
are too meek and get les s th an t hey
should have gotten in respect both to
amounts and to terms. Ifyou adhere to
a few basic principles, you should be
able to keep to the path of moderation
between the two extremes."
In the ap pendix t o the ch apter on
"Sources of Finance" there is a detailed
corporate financing plan prepared for a
client. The 25 pages show the actual financial results, pro forma cash flows,
overhead and expense budgets, and revenue forecasts. It is a model of what
lenders and venture capitalists are looking for. This material alone would make
the book worthwhile.
The material on cash management,
bud getin g, and acco unt in g sys tems
would be valuable for nonfinancial managers, but it may be somewhat elementary for most readers of MANAGEMENT
ACCOUNTING.
The authors provide, in a number of
topic areas, a good series of checklists
which an adviser to an emerging growth
business would definitely want to keep
in mind. The material on tax strategies
and estate tax planning, covering some
50 pages, for example, is an extremely
readable, current, and succinct description of the tax requirements of a small
busi nes s an d t he related own ers hip
interests.
The chapter on buying a microcomputer is somewhat weaker than the rest
of the book. It does not appear to give
as mu ch emp h asi s as t h i s revi ewer
would like t o the import ance o f the
availability of software programs for use
in any specific applications contemplated. NAA's own recent research study
on The Minicomputer Decision: To Buy
or Not to Buy would be a useful supplement to the material in this volume.
The final chapter, on going public,
while undoubtedly technically correct,
perhaps reflects the authors' professional interest in dealing with registration
statements. How large is the market for
information to help an owner decide on
the real pros and cons of going public?
Any NAA member thinking of starting his own business, or who makes a
living as a professional adviser to small
businesses, would find this volume far
preferable to most of its competitors.
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Tennessee State University, Murfreesboro.
Lewis B. Hunter, Jr., managing partner, Nied,
Hunter & West, CPAs, Jacksonville, Fla.
Lisa A. Modaff, accounting manager, Mid state Airlines, Stevens Point, Wis.
H. Dennis Odle, manager, financial administration, IBM, Woodstock, N.Y.
Mr. Marples, Gold Medal winner, has an MBA
degree from Stanford University. He also is in
the doctoral program at that university. He
earned a B.S. degree in chemistry at the University of Delaware and was named to the Phi
Kappa Phi Honor Society. Other honors include
Haskins & Sells Accounting Student Awards in
1971 and 1976, and an Ernst & Ernst Doctoral
Dissertation Fellowship, 1977 -78.

Beyer Medal Winners: Dec. 1982

i

The Institute of Management Accounting has
honored nine people for their outstanding
grades on the December 1982 examination for
the Certificate in Management Accounting.
Those achieving the top three grades on the
exam will be awarded the Beyer Gold, Silver,
and Bronze Medals. The highest scoring student receives the Student Performance Award.
Lynn W. Marples, assistant professor, Northeastern University, Boston, Mass., won the
Robert Beyer Gold Medal for achieving the
highest scores on the examination.
Jane K. Ward, assistant professor, Loras College, Dubuque, Iowa, won the Beyer Silver
Medal for the second highest scores.

MARPLES

WARD

Vernon W. Gollihugh, senior research accountant, Owens - Corning Fiberglas Corp., Toledo, Ohio, won the Beyer Bronze Medal for his
scores on the exam.
Philip J. Eynon, graduate student at Northwestern University, Evanston, III., won the Student Performance Award. This award was established by the Monsanto Company to recognize the student achieving the highest
scores on the CMA examination.
Five other candidates will be presented Certificates of Distinguished Performance:
Timothy R. Christoffersen, treasurer, U.S.
Fleet Leasing, Inc., San Mateo, Calif.
Larry E. Farmer, associate professor, Middle
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EYNON

The Silver Medal Winner, Jane K. Ward, is a
past president of the Dubuque Tri -State Chapter of NAA. She has a MBA degree from Drake
University, Des Moines, Iowa, and is a CPA.
Mr. Gollihugh, who received the third highest
total scores of those completing the five -part
examination, has a MBA degree from the University of Cincinnati, with a major in finance. He
also passed the November 1979 CPA examination and received the Elijah Watt Sells Award.
He is a member of the Dayton NAA Chapter.
The student award winner, Philip J. Eynon,
was born and educated in England. In 1977 he
was selected to be one of two U.K. participants
in Ernst & Whinney's annual personnel exchange program with the United States. "Originally a one -year assignment," he says, "I met
my wife on my first day in the U.S., fell in love
with both her and the United States, and have
remained here ever since." He is a CPA, a
Chartered Accountant with the Institute of
Chartered Accountants in England and Wales,
and a candidate for a master of management
degree at Northwestern.
The Gold, Silver, and Bronze Medals are
sponsored by Touche Ross & Co. in honor of
the late Robert Beyer, former managing partner
of the firm and a past president of the NAA.
Anyone desiring additional information regarding the CMA program should write or call
IMA, 215 City Center Bldg., Ann Arbor, Mich.
48104. (313) 662 -1986.
C
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Making Money Control a Management Issue.
Patricia J. Paden -Post, November 1982, 48
Management Accounting Is Research.
Peter A. Silhan, September 1982, 38

Multinational Accounting
Dupont Evaluates FAS 52.
Stanley R. Wojciechowski, July 1982, 31
Why ITT Likes FAS 52.
Raymond H. Alleman, July 1982, 23

Management Accounting
Accounting Interns to the Rescue.
Norman R. Meonske, November 1982, 42

Municipalities
Defining The Municipal Entity,
Robert W. Parry, Jr., September 1982, 50
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Money
Making Money Control a Management Issue.
Patricia J. Paden -Post, November 1982, 48
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The Fairfax Embezzlement.
John W. Coughlan, May 1983, 32

Making Industrial Engineers Management Accountants.
Robert Defee, February 1983, 52

Nonprofit
A Volunteer Treasurer's Survival Guide.
John H. Salter and Marilyn P. Salter, February 1983, 46
A Not - For - Profit Nightmare,
John F. Wetjen, August 1982, 21
Closing the GAAP in Church Accounting.
Terry L. Arndt and Richard W. Jones, August 1982, 26

Reports
Streamlining Small Business Performance Reporting.
Woody M. Liao, April 1983, 25

Opportunity Costs
Allocating Opportunity Costs.
J.T. Mackey, March 1983 33

Return on Equity
What is the Real Bottom Line?
Surendra Singhvi, February 1983, 25

Performance Evaluation
Streamlining Small Business Performance Reporting.
Woody M. Liao, April 1983, 25

Return on Investment
Acquisition Valuation: DCF Can Be Misleading.
James S. Richey, January 1983, 24
Role of Abandonment Value in Investment Decision.
Robert Kee and Oliver Feltus, August 1982, 34

Present Value
Role of Abandonment Value in Investment Decision.
Robert Kee and Oliver Feltus, August 1982, 34
Price Level Accounting
How South Central Bell Handles Inflation Acctg.
Murat N. Tanju and Kenneth J. Mory, July 1982, 54
Pricing
Alllocating Opportunity Costs.
J.T. Mackey, March 1983, 33
Production Control
Measuring Production Efficiency.
Kyle K. Kraft, June 1983
Productivity Measurement
How Total Factor Productivity Works.
Gary D. Poe and Leon E. Mechem, June 1983
Measuring Production Efficiency.
Kyle K. Kraft, June 1983
Using Labor Information to Measure Productivity
Larry L. Smith, June 1983
Profit
What is the Real Bottom Line?
Surendra Singhvi, February 1983, 25
Public Accounting
Do Accountants Need More Education?
James F. Brown, Jr. and Tho mes E. Blake, November
1982,26
Ethics and the CPA in Industry.
C. Mike Merz and David F. Groebner, September
1982,44
Public Utilties
How Houston Lighting & Power Applied DDP.
Thomas W. Hasz and J.L. Boockholdt, March 1983, 56
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Research and Developement
Management Accounting Is Research.
Peter A. Silhan, September 1982, 38

Schools and Universities
We Need more Ph.D.s in Accounting.
Kent Shipley and Robert Engle, November 1982, 36
Why Don't Colleges Depreciate Fixed Assets?
Carl F. Ebey, August 1982, 13
Securities & Exchange Commission.
Control System Priorities for the '80s.
Joseph E. Connor, March 1983, 48
Do Annual Reports Really Communicate?
Thomas L. Anderson, Jr., September 1982, 15
NAA Profiles SEC's Shad.
Robert L. Shultis and Kathy Williams, September
1982,26
Segment Accounting
Marketing Costs: A New Look.
Donald K. Macintyre, March 1983, 21
Small Business
A CPA Puts on the Controller's Hat.
A.T. Van Etten, II, April 1983, 40
Cable TV: Clearing Up the Financial Picture.
Orville R. Keister, April 1983, 43
Decision Support Systems for Small Businesses.
John Chandler, Thomes Trone, Michael Welland, April
1983,34
Don't Ignore Manufacturer's Duty Drawback.
James R. Eggert, April 1983, 53
How I Started My Own Accounting Business.
Jack V. Fox, April 1983, 48
How to Cure Small Business Automation Headaches.
Jack O. Wilson, May 1983, 46
How We Lowered Our Audit Fees.
Larry R. Martin, April 1983, 30
Streamlining Small Business Performance Reporting.
Woody M. Liao, April 1983, 25
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What Small Business Owner Should Know About Acctg..
John Pryor, May 1983 42
Standard Costs
How Dutch Pantry Accounts for Standard Costs.
Dennis M. Boll, December 1982, 32
How to Tell If Standard Costs Are Really Standard.
John L. Barnes, June 1983
Making Industrial Engineers Management Accountants.
Robert Defee, February 1983, 52
Subsidiaries— Foreign and Domestic
Allocating Tax Liabilities in Consolidated Returns.
Herbert L. Jensen, June 1983
Efficient Foreign Subsidiary•Tax Reporting System
Richard L. Burg, May 1983, 28
Taxation
Allocating Tax Liabilities in Consolidated Returns.
Herbert L. Jensen, June 1983
Efficient Foreign Subsidiary Tax Reporting System.
Richard L. Burg, May 1983, 28
How ERTA and TEFRA Affect Captial Budget Decisions.
John W. Hardy, May 1983, 20
Who's Minding the Tax Department?
R. Jeffrey Preston and Alida M. Adanek, May 1983, 24
Tax Equity & Financial Responsibility Act of 1982
How ERTA and TEFRA Affect Capital Budget Decisions.
John W. Hardy, May 1983, 20
Textile Industry
How to Tell If Standard Costs Are Really Standard
John L. Barnes, June 1983
Transfer Pricing
Selecting the Right Transfer Pricing Model.
Lawrence J. Lococo, March 1983, 42
Transportation
CSX's Watkins Knows Right Way to Run a Railroad.
Robert Shultis and Kathy Williams, June 1983
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Treasurers
A Volunteer Treasurer's Survival Guide,
John H. Salter and Marilyn P. Salter, February 1983, 46
Value Analysis
Acquisition Valuation: DCF Can Be Misleading.
James S. Richey, January 1983, 24
How to Determine the Value of a Firm.
Dev Strischek, January 1983, 42
Pre - Acquisition Audit: Verifying the Bottom Line.
John J. Welsh, January 1983, 32
Variance Analysis
Cost Analyses of Commercial Bank Portfolios.
Herbert L. Jensen, October 1982, 47
Developing a Cost System for Decision Making.
Warren G. Wolf, December 1982, 19
The Labor Mystique.
John Clark, December 1982, 36
NAA Research Publications
Budgeting for Data Processing.
Anker V. Andersen. March 1983
Capital Expenditure Decision, The.
Arthur V. Corr. June 1983
Graphing Financial Information: How Accountants Can
Use Graphs to Communicate.
Anker V. Andersen. February 1983
Management Accounting Terminology,
MAP National Association of Accountants. June 1983
Managing Corporate Energy Needs: The Role of
Management Accounting.
Harold E. Wyman and J. Edward Ketz. September 1982
Profile of the Management Accountant.
Gerald H. Lander, James R. Holmes, Manuel A. Tipgos,
and Marc J. Wallace, Jr. May 1983
S t a n d a r d s o f E t h i c al C o n d u c t fo r M a n a g emen t
Accountants.
MAP Committee. June 1983
Transportation Accounting and Control: Guidelines for
Distribution and Financial Management.
Ernst & Whinney and Cleveland Consulting Associates.
May 1983
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New Products/ Services

Madeline Krakowsky, Editor

ing and practices for professionals involved in this area. Materials covered
include: stock and debt approaches to
value; investment tax credit segregation;
and assessor depreciation table inequities. In addition, case studies are examined and there is a problem - solving
open forum. Write to John Heath, Marshall and Stevens Inc., 600 S. Commonwealth Ave., Suite 915, Los Angeles,
Calif. 90005.

Following closely on the heels of last
88

Marshall and Stevens Inc. is running a
series of seminars throughout the country on Ad Valorem Taxes. Directed toward aggressive property tax surveillance, the program has been designed to
afford a free exchange of current think-
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Computer Associates International, Inc.
has unveiled a fully integrated, on -line
Financial Management Software Series
to fulfill virtually all the financial applications software needs of any company.
It runs on Data General and IBM computers, and is currently being transported to run on other mini -and microcomput ers. Th e s eries i ncl ud es general
ledger, accounts payable and receivable,
budgeting, forecasting, modeling, and
customized financi al report ing. The
products use accounting terminology,
not data processing vocabulary, so that
users will need a minimum of training.
Phone Mike Fisher, (516) 333 -6700.

More than 1,100 accounting software
packages, designed to run on hardware
from mainframes to minicomputers, are
listed in the Spring 1983 edition of Data
Sources, republished by Ziff -Davis Publishing Co. Applications include basic
and integrat ed accountin g, accounts
payable and receivable, and general ledger. Industry specific packages are described for 40 groups. Phone Donna
Zweben, (212) 725 -4733.

.

IFPS/Personal, the new Decision Support Software (DSS) package from Execucom Systems Corp., brings powerful
mainframe decision - making capabilities
to the desktop microcomputer. Using
simple English language commands,
IFPS /Personal gives users of IBM Personal Computers more problem - solving
assistance than was previously available
to th em. An d becau s e t h ey are n o t
bound by the conventions of typical
programming languages, users can create models that more accurately reflect
their own perspective on business problems. Phone Gary Greenfield, (512)
346 -4980.

month's introduction of the TRS -80
PC -4 Pocket Computer, Radio Shack, a
division of Tandy Corp., has now introduced the TRS -80 Model 100 Portable
Co mp u t er. Th i s "M i cro E x ecu t i ve
Works tatio n" comes co mp let e wi th
built -in software, built -in modem, and a
full -size typewriter keyboard. It can be
used as a desk organizer, with an appointment calendar, phone directory
and auto dialer operations; as a personal
word processor; as a general purpose
ASCII terminal; and as a microcomputer p rogrammabl e i n B AS IC . Phone
Tana C. Grubb, (817) 390 -3300.

.

REACT (Review, Evaluation and Analysis of Cash Management Techniques)
is a new cash management operations
review program designed by Deloitte
Haskins do Sells to help improve organizations' cash management systems in
an effort to improve profitability. The
program updates cash management systems to insure that they keep up with
changes i n th e mo ney and finan cial
markets, banking regulations, and available technology. Areas analyzed include: basic accounting systems for collections and disbursements; banking
relationships; investment policies and
strategies; cash flow forecasting; financing and borrowing techniques; purchasing and procurement practices; and capital expenditure planning. Phone Fred
A. Gysi, (213) 253 -4600.

.

IFPS /Personal from Execucom.

For management accountants that are
invol ved wi th pu bl icat ion s, cap it al
equipment or EDP, Associated Technology has developed a "do it yourself'
set of software standards that can be tailored to establish a company's programming practices. The 62 -page guide covers documentation and coding practices
for Cobol, Fortran, and Basic. Examples given show how early versions of
these languages can be made to meet
modern programming rules. Phone M.
Neighbors, (205) 837 -4718, ext. 138.

.. . . . . . . . . . . . . . .
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IT'S REWARDING TO BE ONE OF THE TOP 50*
COMMUNITY SHOPPING CENTER DEVELOPERS.
IT'S ANHoNORTo BE NUMBER ONE.

We couldn't be prouder. It's an achievement we plan on repeating year after year. For more information,
please send your inquiry to: Al Lipkin V. P. /Leasing,
National Property Analysts, Inc., 1804 Rittenhouse Square, PA 19103. Or call 1- 800 -223 -3821.

NATIONAL PROPERTY ANALYSTS, INC.
THE MOST IMPORTANT THING OUR REAL ESTATE EARNS IS YOUR TRUST.
PHILADELPHIA, NEW YORK, LOS ANGELES, SAN FRANCISCO, ST LOUIS, OKLAHOMA CITY
'As named by National Mail Monitor, the leading trade publication for Shopping Center Developers.

-Why successful retent ion
programs st art long
before the biring process

Wby employment
contracts are now more
advantageous to
employers

How to reduce long range payroll cost s by
spendi ng a lit t le more at

the right time

Which "customized '—'
techniques tailor strong
appeals to different
individuals

Wby one of the most
obvious and economical
methods of keeping good
employees is often

How to use incentive
other than money to
encourage loyalty

Wbat to do when one
your best employees
quits

Too much turnover can be costly and disruptive.
Too little turnover and your best people
can get frustrated by slow advancement.
This valuable booklet will help you hold on
to your best employees. It's written by Robert
Hal> the author of How to Hire Smart; The
Robert Half Way to Get Hired in Today'sJob
Market ( Rawson- Wade/Bantam ); and the soon
to be released, Robert Halfs Success Guide for
Accountants (McGraw -Hill).
Robert Half founded the organization that
bears his name —35 years ago. Today, it's the
worl d's largest specialized placement service for
competent financial, accounting and data processing professionals —with 80 independently
owned and operated offices throughout the
United States, Canada and Great Britain.

This booklet could help protect your most
valuable resource. Get your free copy by contacting any Robert Half office —or mail the coupon below.

I

P leas e s end me yo u r b o o k let " Ho w T o Keep Yo ur B es t P e o p le"
(Mail this c o up on to Ro be rt Half I nte rnational, I nc.,
P.O, Box 4157, New York, NY 10163.)
Na me

I

T itle
c o mp a ny
Address
c it y

I Zip

S tate
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LURCMERT &MLF

accounting, financial and edp personnel specialists

�� :-�19141�Nubrrt�Half�Intcrnatinnal�Itn•.
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