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If you stick with timesh gyringafter
re adm this ad,you haven't
read this ad.
Typically, financial planning
on a timesharing service runs $2,000
a month and more. Month after
month after month.

And it doesn't take a spreadsheet to figure that as a $24,000a- year -after -year expense.

The incredibly cheap alternative.
The Financial Plannerlm from Ashton -Tate
can stop this cash drain once and for all.
You pay $700 — one time — for the Planner.
And handle your financial planning quickly, easily
and completely on your microcomputer.
Without having to share your time or your
money with anyone.

"what if" alternatives. Analyze new business
ventures and mergers. Plan real estate acquisition
and development. And fine tune operations until
you reach the financial objectives you've set.
It's one of the most comprehensive business
tools available on any computer. All for a fraction of what you've been spending on timesharing
services to do the same things.

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
financial
risk.
solve the most complex business problems you can
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 IIlm files. And much, much more.
-Tate at 10150 West Jefferson
But you use abbreviated names, not mysteri- Ashton
Boulevard, Culver City, CA
T h e
ous formulas. And you communicate with the
computer in the English -like vocabulary of FPL"" 90230. Or better yet, call (213)
204 -5570 today
(Financial Planning Language), so you can easily
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
CP /M is a trademark of Digital Research
C Ashton -Tate 1983
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Financial
planner

PSHTON •TATS■
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The Nation's Best Accounting Minds Come To
You Each Month
The most highly regarded accounting educators from
the top u niversiti es and p racticing accountants from
across the country are at your disposal on videotape.

At Your Convenience
Videotape allows you to co nduct group training sessions at times you choose, and gives you the flexibility for individual use.

As Timely As A News Magazine
Each t ape is p rod uced o nl y a sh ort ti me before you
receive it . Th e t op ics are ho t. Th e in fo rmat io n an d
educational content are always current. And the segmented program fo rmat max imizes viewer at tent ion,
participation, and retention.

We Take You To Where It's Happening
Skilled professionals are always ready to travel
an ywh ere t o get t h e vi ews , int erpretati on s and responses from influential people in the public sector, in
corporations, in universities, in government — wherever news that concern s accou ntants is developing.

You Can Benefit Immediately
You have the confidence that 40 hours of continuing
education from NAA i s co mi n g t o yo u each year.
Each mo nt h you receive a n ew th ree- to fo ur -h ou r
video program featuri ng instruction and i nformation
that yo u can p roducti vely u se in your practice.

irk

Professional TV Production
Th e NAA Video Network has been developed in
association with F IS I Communi cations Services,
veteran prod ucers of trainin g an d in formatio n vi deo
networks for the financial services ind ust ry. Professional TV moderators, writers, and production
crews are involved in bringing to you engagi ng,
dynami c educational and informational programs .
FISI Communications Services is a division of Financial Institution Services Inc., the nati on's largest
financial instit ution marketing company.

The NAA C ommi t me nt
We are dedicated to the immediate implementation of
the NAA Video Network fo r t he accoun tin g p rofession. We believe t hat the Network i s the mos t effective, conven ient, and economi cal way to fulfill your
CPE and information needs. Because of the resources
needed to launch the Network, a minimum number of
charter sub scriptions is required to proceed with initial productions. In subscribing to the Network, you
have th e assu rance t hat hu ndreds of you r coll eagues
across America will also be Network subscribers.
For immed iate information call the NAA Video
Network toll -free:

1-800-251-2148
1- 800 - 342 -2109 (in Tennessee)
r - - - - - - - - - - - - - - - - - - - - - I
I J Y e s , we a re i nte re s te d i n p a r ti c ip a t i ng i n t he NA AVi de o I

I

Ne twork. Plea s e have a Ne twork re pre se nta tive c a ll me .

I

Na me

Red uc e Your CP E Expendit ures
The NAA Vi deo Network mon thl y sub scrib er fee is
only $283. This includes t he monthly videotape program o n VHS fo rmat and s up po rt ive writ ten materials . Optio nal ly, for an add itio nal $50 per mo nth , a
new VHS video player /recorder machine is furnished
wit h ful l main tenan ce. At t he en d o f the 12 -mon th
subscripti on p eriod , th e vid eo machin e becomes the
property of th e subscriber.
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By Robert S. Miller, Jr.
In what m ay the greatest tu rnaround in the history of American business, Chrysler Corporatio n is back on th e road to profit, powered by a leaner, fine -tuned organization. R.S.
Miller, executive vice presid ent— finance, speaking at NAA's Annual Conference in Houston in June, told h ow he jumped at the chance to help put together a lifesaving package for
the ailin g au to co mp an y. He also offers the hope that what has worked for Chrysler can
work for th e economy.

Credit

How an Oil Company Analyzes Credit

&

By David F. Fetkyo and Michael Patterson

30

Collections

The sho cks th at have ro cked the petroleum industry in the last decade have caused m any
comp anies to reevaluate their credit policies. Total Petroleum has developed a com puterized finan cial analy sis sy stem designed to evaluate the creditability of customers.

Managing Accounts Receivable Effectively

35

By Jerry T. Howe
Even with th e eco nom y showing signs of recovery, few companies have money to throw
away. That is just what bu sinesses are doing, however, where accounts receivable procedures and credit policy are not in harm ony. This accounts receivable system, developed by
a hospital business systems m anager, shows how to im plement policy through procedure.
Certificate of Merit, 1982 -83

How South Central Bell Confirms Accounts Receivable

40

By Kenneth J. Mory
Acco un ts receivable can no t m anage itself. Managem ent accountants must develop systems that provide confirmation this function is operating at maximum efficiency and reliability. South Central Bell Telephone Co. has developed a m echanized scientific sam pling
meth od which takes th e gu esswork out of accounts receivable and can reduce surprises
when outside auditors follow this trail.

Management
Accounting
Issues

Surviving a Pink Slip

44

By Richard L. Ross
Th e recessio n, th e tech no logy revolution, and ram pant m ergers and acquisitions have
taugh t m an y acco un tin g m anagers and executives who thought "it can't happen to me"
that almo st n o on e is imm une to job loss. As always, the best defense is a strong offense.
Certificate of Merit, 1982 -83

Let's Help Measure and Report Quality Costs

50

By Haro ld P. Roth an d Wayne J. Morse
It is estimated th at the cost of quality defects now runs from 10% to 20% for U.S. companies. In order to improve productivity in their companies, management accountants should
focus on this neglected area. After all, they are m ore experienced in the task of setting up
company -wide qu ality co ntrol reporting systems than are the quality control personnel.

Accounting Weaknesses That Could Harm Your Company

55

By Jeffrey J. Davis
A m an agemen t accou n tan t who also checked a lot of journals as an auditor points to
seven com m on acco u nting "sins" and asks some pointed questions.
Certificate of Merit, 1982 -83
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Church Accounting: the Other Side of Stewardship

58

By Gary M. Cunningham and David E. Reemsnyder, II
Accountants asked to "keep the books" for churches or other not- for - profit organizations
must be sensitive to the particular goals and direction of the organization while developing
accounting procedures. Here's how one church stabilized its bottom line.
Certificate of Merit, 1982 -83

The Managem ent Accountant's Role in Deleting a Product Line

63

By Bart P. Hartman
A case study of how one small company considered whether or not it should delete a low profit product line demonstrates how management accountants can provide data that is
crucial for decision making.

Cost of Sales: a Budgeting Priority

67

By Dwight Worrell
Effectively projecting the cost of sales is becoming increasingly important in today's competitive, lean market. This means companies, expecially those with multiproduct lines,
would do well to follow Chesebrough - Pond's example and take advantage of automation
technology to make sure management knows the exact impact of cost changes.
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PERSPECTIVES

The Certainty of Change in Our Association
And the Benefits We Will Derive
At the NAA Executive Committee and Board of Directors meetings
in Houston before the June Annual Conference, the Association's
leadership had the foresight and courage to approve two changes
in order to further strengthen our NAA
programs, membership, image, and professional standing in the years ahead.
They set the new dues level for regular
members at $100 and adopted new
membership criteria as published in the
April 1983 issue of MANAGEMENT ACCOUNTING. The new dues level and
membership criteria were approved by
the Executive Committee unanimously
and by the Board members with about a
three -to -one margin.
These two major issues had been discussed for several years, and it was
agreed that the time is right for us to institute these course corrections in order to assure quality services for our members and to
maintain NAA's role as the foremost management accounting organization. Because the economy is steadily improving, it was decided
that we must prepare and position ourselves and our Association
for the changes, opportunities, and challenges that lie ahead.
An old proverb says that "Most of us will do anything to improve
ourselves except what's really necessary." If we are to succeed, we
must demonstrate that this is not true — individually, and collectively
as an Association.
I will address the new dues level first. Before increasing regular
member dues to $100 per year, effective September 1, 1983, we
made a thorough study and evaluation to determine that all of our
operations are efficient, cost effective, relevant, and necessary. We
have been successful in reducing staff by over 10 %. Quite candidly,
previous dues increases have not kept pace with the high rate of inflation, and, because of the depressed economy, we have been unable to maintain the membership growth we had anticipated. The
combination of these two factors are principally responsible for the
large operating deficits experienced in recent years.
Moreover, it should be pointed out that in the last decade we
have invested in the cost of several programs designed to expand
the influence of the Association and provide for increased professional development of our members. They include our financial support of the Financial Accounting Standards Board, the establishment of the Certificate in Management Accounting Program, and
the formation of the Management Accounting Practices Committee,
which continues to accelerate its influence and projects. In addition,
we have determined that we should become an active member of
the International Federation of Accountants (IFAC) and establish an
academic relations committee. The cost of these worthwhile programs represents the type of investments that we must continue to
make if we want our profession, our Association, and ourselves to
be successful in the future.
10, 00-74
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"Five years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensives accountant, and I've
more than tripled my income!"—Joe Donahue, Denver, Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with

How do I do it? With our
exclusive system, it's really not
too difficult. And here's what I
give each and every client
every month:
• Operating statement for both
the current month and
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

COMPREHENSIVE '

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

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

What about money?
Before I became a

COMPREHENSI VE ac 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 IS the nation' s

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

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

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

salary was $20,000. That was
five years ago, when I was 31. So
you know I'm not a remarkable
genius.
I'm not one of those Harvard
B- School types either. My
degree is from Mankato State
College in Minnesota. And
be lie ve me , the re were tim e s I
thought I 'd ne ve r g et thro ugh. I
finally d id, though, in 1 96 7, and
we nt to work as an internal
aud ito r with Co ntro l D ata.
Alm os t te n ye ars and two
jo bs later, I' d had it. I was tire d
of slaving for a s alary and g oing
no where. T he time had co me to

make a majo r d e cis ion — bo th

about my career and my life.

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 mea ns an annua lized
gross of over $419.000' after
only five years.
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.
Le ga le se
Can you do as well as I did?
There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

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

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

Call R. J. Thomas

1-9Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868

HENSI VE ac c oun tant has a bout

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!

r Imd like to=know more
= about=myM

=M

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

Name
' Addr ess

1

Cary

State

Phone

(Best time Io call)

Zip

1

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

Joe Donahue, a
COMPREHENSIVE affiliate
in Denver, Colorado

MA H

=

COMPREHEPAW '.."
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The right arm of Americas small businesses.
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ment accounting" didn't appear once in the
whole document.
The titles of those papers ranged from "Advertising and Soliciting in Public Accounting" to
"Accountant's Negligence" to "The Auditors
and Fraud" ... all subjects worthy of investigation and study —but hardly a balanced view of
Robert L. Shultis
the problems facing the accounting profession
as a whole. This is certainly no indictment of
the students who prepared the papers. It is, instead, indicative of where their interests lie. It is
also indicative of the work which NAA, as the
leading management accounting organization,
Beta Alpha Psi Revisited
has cut out for it.
Several recent developments give promise
Some months ago I enjoyed a second opportunity to visit the Annual Southeast Regional that our organization is moving to overcome the
Meeting of Beta Alpha Psi, this time held at the "awareness gap" that seems to exist. Not that
J. M. Tull School of Accounting of the Universi- dramatic progress will happen overnight, but
ty of Georgia in Athens and sponsored by the progress there will surely be.
Most important of these developments has
Beta Upsilon Chapter. As I recall, it was a day
or two after Herschel Walker had left the uni- been the NAA Board and Executive Committee
versity to sign with the New Jersey Generals of actions to establish a permanent Committee on
the United States Football League. As a some- Academic Relations. I hope this committee
time resident of New Jersey, I wasn't sure how views its charter broadly enough to include
contact with the students as well. Nothing that I
my reception would be.
As it turned out, everything was fine —at least can think of will bring a greater degree of balamong the accountants and future accountants ance to the accounting profession than an efthat I was with. (Many of them were from other fective committee of this type fully supported
schools in the Southeastern Conference within by the NAA membership and NAA's financial
which Georgia competes, so they probably and professional resources.
Another development, which may or may not
weren't too unhappy to see Herschel running
for a different organization.) The hospitality was be significant, is my recent appointment to the
great, as I have come to expect both from National Advisory Forum of the Beta Alpha Psi.
southerners and from members of Beta Alpha When it was offered, I accepted with alacrity,
Psi. The meeting was also well organized and because I view it as another chance to voice
confirmed once again that the accounting pro- the views of the management accountant and
fession, as a whole, continues to attract fine the opportunities for a career in management
young men and women. One hopes that my accounting.
That there are such opportunities is evident
talk on "Management Accounting vs. Public
Accounting" might have convinced some of from the biographies of some of the CEOs
them to at least investigate a career in manage- that we have been interviewing for the series
in MANAGEMENT ACCOUNTING. Two of these
ment accounting as an alternative.
However, I'm not sure it will. Shortly after the have been published; three more are "in the
meeting, the local Beta Upsilon Chapter sent bank" soon to be published; while the career
me a copy of the Proceedings of the meeting. pat hs d iffer, all of th em c arry a comm on
The papers included in this report were uni- theme that management accounting is one of
formly excellent— thoughtful, well- organized, the best —if not the best —path to senior genand perceptive. However, of the 16 papers in- eral management. A professor of accounting
cluded in the Proceedings, only two could even suggested to me at the Houston Annual Conremotely be considered as pertaining to man- ference that we reprint several of these interagement accounting —and these concerned in- views for distribution to students who might
ternal audit and internal control. There was be undecided as to career paths. It sounds
nothing, for example, on the controller's role in like a good idea, which I'll toss on the plate of
accountability for assets, nothing on a standard the Academic Relations Committee for its
of ethics for management accountants, nothing consideration.
So it goes. I'd like to thank the members of
on planning, budgets or forecasts or on any of
the myriad other issues facing the management Beta Alpha Psi for inviting me again. I enjoyed
accountant. In fact, unless I missed them when the visit and the hospitality. I hope my observaCI
reading the papers over, the words "manage- tions have been of some value.

Opinion
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In these fast-changing times,
it pays to know wh&e you stand.
You understand better than anyone
the i mportance of knowi ng where
your company stands at the end of the
month. The start of the week. Even the
middle of a Thursday afternoon.
Because you want to have time to
act. Not react.
And we have just the solution: the
HP 3000 business computer with financial accounting. It's a sophisticated,
on -line, interactive system that gives
you and your company the capabilities
you need to make more informed decisions. To manage cash resources. To
be more successful.

everything from reports to the way you
use the computer.
Which means you can format both
the screen and reports to give you the
information you need — any way you
want it. Including on -line reviews.
Do you operate internationally? HP
Financial Accounting has sophisticated multi - national features. There
are screens and documentation in a
variety of foreign languages. Dual
ledger and currency capabilities. Multiple tax formulas.

A comprehensive
financial package.

HP Financial Accounting software
runs on the HP 3000: a computer that
understands the special demands of

HP Financial Accounting integrates
general ledger functions with accounts
receivable and accounts payable capabilities, automated allocation of expenses and tools that let you customize

of models, all with complete software
compatibility. You can buy what you
need now, then add more as you grow.
They work together with the soft-

The right computer, too.

th e in te ractive user. There is a range

ware to keep things simple. There's
always a menu of choices so your staff
never has to memorize complicated
commands. And a single keystroke allows instant access to help screens.
Best of all, you get the benefit of
Hewlett - Packard's long history of
data processing experience. Support
through application centers across the
country. As well as worldwide service
and training.
Exactly the kind of company you
need behind you. Everyday of the week.
For more information, call or write
Tim Haney at Hewlett- Packard, Dept.
87182, 370 West Trimble Road, San
Jose, CA 95131. (408) 263 -7500.

11 41:01
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The next millennium begins in the year 2000.

Nearly two decades ago, our industry took on
the formidable task of writing faster, more powerful, more user - oriented software than users themselves could create. Vendors did this by isolating
each specific business application —such as general ledger, accounts payable and fixed assets —
and developing the best specific programs and
commands for each one.
McCormack & Dodge was in the forefront
of this movement, leading the way with its Plus
series: G/L Plus, A/P Plus, F/A Plus— systems so
advanced they became the choice of the world's
most advanced companies. In a market competing to produce separate products for separate
applications, they became known as the most

competitive products of all. Benchmarks of
sophistication.
The reason was research. Since its founding,
McCormack & Dodge has been a research - driven
company. To enhance our packages, we have always urged researchers not to simply look ahead
—but to look ahead regardless of the outcome.
Four years ago, a team of top McCormack
& Dodge researchers began to question the fundamental assumption under which all major
software vendors were competing, including
ourselves. Why, they asked, must borders exist
between business systems? Why not common
programs and commands for all applications?
Why not a real -time integrated environment for all
McCormack & Dodge Corporation, 1225 Worcester Avenue, Natick MA 01760.

For McCormack & Dodge users, it begins mday.

of a user's software systems? So that a person
asking a question in one system might instantly
enter a correction in another, seek an answer in a
third, update a fourth — moving freely through the
entire vast information universe, a universe unencumbered by boundaries, walls, separations.
Where time would be real -time. Where delays
would be a thing of the past. Of the previous
millennium.
We are proud to announce a new millennium.
And we are eager to introduce you to our new
Millennium business software. The software of
tomorrow. Today.

Introducing Millennium.
Tomorrow's software today.
- - - - - -
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-
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I- General Ledger
Payroll /Personnel
1 Accounts Payable
Purchase Order Management
Fixed Asset Accounting Capital Project Analysis
For IBM mainframe systems.

(800)343-0325*

i

telex: 710-325-0329

McCormack & Dodge
BB

Salesand support offices throughout North and South America, Europe, Asia, Australia and Africa

a company of
The i)un& Bradstreet corporation

Management
Accounting
Practices
Louis Bisgay, Editor

NAA Establishes Ethics Code
The NAA has issued Standards of Ethical Conduct for Management Accountants, a document that promises to be of major significance
to management accountants and to the organizations they serve. By unanimous vote, the
Management Accounting Practices Committee
approved promulgation of the standards, the final step in the process leading to Statement on
Management Accounting No. 1 C.
A NAA - sponsored research study in 1981 led
to the conclusions that the NAA should adopt a
code of ethics and that the Institute of Management Accounting should adopt a similar code
for holders of the CMA. The standards now being issued are an adaptation of draft standards
developed by the ad hoc Committee on Professional Ethics and approved in principle by the
Executive Committee. Members of the Board of
Regents of the IMA have endorsed the standards and are expected to take official action
vis -a -vis CMAs.
The standards codify appropriate and inappropriate behavior classified under competence, confidentiality, integrity, and objectivity.
The statement also includes a section titled
"Guidelines for Resolution of Ethical Conflict,"
which provides guidance to the user of the
standards on possible courses of action when
problems are encountered.
The text of Standards of Ethical Conduct for
Management Accountants will appear in next
month's issue. SMA No. 1C may be obtained
from the NAA Special Order Department for
$1.50 each.

proposed moratorium regarding the capitalizing
of internal costs of developing computer software (MAP, July '83). Although supporting the
concept of a moratorium to halt the apparent
divergence in accounting for such costs, the
MAP Committee asked that the proposal be
modified in two significant respects.
One change requested is to restate the moratorium so that, after April 14, 1983, companies
would not be able to change to either a policy
of capitalization or expensing. The Committee
feels the proposal is inappropriate in that, by
prohibiting a change to capitalization, the Commission appears to exhibit an implicit preference for charging software development costs
to expense and thereby is prejudging the issues without waiting for the private sector to
examine the issues fully. Also criticized is the
proposal's focus on disclosure by companies of
capitalized software development costs, in contrast with whether a company had, in fact, capitalized such costs.
The other principal suggestion that the MAP
Committee made is that the final rules should
provide a one -time choice by companies entering the software business after April 14 as to
whether they follow a capitalization or expensing policy. The Committee believes that, without such an option, firms attempting to compete in the market would be at a disadvantage
in regard to raising capital.
The MAP Committee also commented on:
The FASB proposed Statement, Reporting a
Change in Accounting for Railroad Track
Structures — endorsed the proposal to amend
APB Opinion 20 to provide for retroactive restatement of prior period operations by companies changing from retirement-replacement- betterment accounting to depreciation
accounting, but suggested that amending
APB Opinion 20 to provide guidelines for taking exception to the general rule would be
preferable.
The Institute of Internal Auditors' first proposed Statement on Internal Auditing Standards, Communicating Results—suggested
various modifications of specific sections.
Copies of MAP Committee comment letters
may be obtained from Mrs. Lorie Klein at the
national office (Tel: 212/754 - 9741)_

SEC on Pension Plan Termination
MAP on Software Costs
The Management Accounting Practices Committee replied to the Securities & Exchange
Commission's solicitation of comments on its
10

The SEC issued Staff Accounting Bulletin No.
52, which expresses the staff's views on accounting for terminations of overfunded defined
► ► 34
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Cyborg Systems offers
free education in payro
personnel and asset so
Yo u can n ow take ad van tage of tu itio n free sem inars given by the leader in payroll/personnel and a s s e T

management software.
Cy b o rg h as created th e m o st co m plete an d flexible on -line payroll/personnel system a nd asset
m an agem en t sy ste m o n th e m arket.
The seminars will give you th e op portun ity to learn about the software that serves over 4,000 companies
an d o ver 4,000,000 em ploy ees.
Sign up now for the morning payroll!personnet session. the afternoon asset managem ent session, or44
b o th ... and receive a free ed ucation fro m Cyborg System s.
(203)222.0870
EASTERN REGION

(312) 454 -1865
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Management
Information
Systems
Grover L. Porter, Editor

The Changing Role of EDP Auditors
This column was written in collaboration with
Professor L. Murphy Smith, School of Accountancy, University of Mississippi, University,
Miss.
The proliferation of automation via computers has led to dramatic changes in the accounting process. Individuals in all areas of management interact in varying degrees with computerized systems. According to an EDP expert
with one Big 8 CPA firm (Coopers and Lybrand
Software Newsletter, Summer 1982), "Understanding the control function within EDP systems is essential for today's management
accountant."
Potential guidelines for computer security
and control for federal computer systems were
outlined in a 1978 workshop sponsored by the
U.S. Department of Commerce's National Bureau of Standards. The overriding control objectives, which are also relevant to commercial
firms, were stated as follows:
Ultimate responsibility for systems control
resides with management, thus management must understand controls.
Users have responsibility for controls of their
system. This is essential to overall systems
control.
Planning and budgeting is itself a major internal control.
Essential to managing the structure of control and its auditability is appropriate systems methodology that requires active management and user participation and that results in a documented structure of systems
control.
In the past, systems were manual, easily understood, and connected together through a
chain of related systems and corresponding
12

documentation that supplied clear audit trails.
Controls that were needed were more obvious
than in many modern systems. In the last two
decades, systems have slowly but steadily
grown in scope and complexity and are often
connected only electronically. More than 80%
of today's business applications involve data
processing to one degree or another. The
growing complexity of systems may lead to
EDP auditors becoming "information systems
auditors" who will need more computer skills
than today.
The increased complexity in business organizations has led to a systematic approach to
problem solving by management. Management's information requirements can often be
best met by a unified computer -based information system. Management is turning, therefore,
toward a systems approach which uses modern developments and techniques in mathematics and science, The most pervasive information system in a business organization has
been the accounting system.
The EDP Auditor
Auditors working in a computerized business
environment must have a fundamental knowledge of computers; flowcharts; systems development; the role and function of management,
users, and data processing; data processing
controls; as well as the tools available for computerized "through the computer" testing such
as audit software. A prerequisite f o r we ll -controlled systems of tomorrow is properly trained
data processing personnel who have a knowledge of controls, and users and managers who
have an understanding of systems development and controls. The EDP auditors can accomplish their job only in a setting where users
and managers take primary responsibility for
control in their own systems and implement
those controls.
Because of the rapid acceptance of mini and
microcomputers by business firms, auditors today are encountering more and more small
computer systems in their work. When auditing
data processed by a small computer system
(with one input for each output), the auditor
must satisfy himself that optimum capacity is
used. To do this, the auditor must have EDP
systems knowledge. To accomplish this goal,
as a partner with one Big 8 firm recently stated
at a meeting with students at the University of
Mississippi, "We have launched a training program to assure that all our professional personnel will have microcomputer proficiency by the
end of the year."
Today, there is a range of technical compe► ► 27
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n the dark ages of
I
financial modeling and
decision support software,
only mainframe programs
gave you real power,
but they were
EXPENSIVE.

Tith microcomputers
you saved money,
but you ran out of
capabilities.

5,000 1 erox customers
have seen the light.
,, ),Mainframe power
on a microcomputer.
Decision Support Software users never had any
choice between costly and cumbersome mainframes, and limited unsupported micros. Now
there is Encore! Fully supported, easy to use
microcomputer decision support software with
more than mainframe power.
YES
NO
Is your mainframe DSS software
too expensive? Is it difficult to
use?
'

YES.
Now there is
ENCORE!

Is your microcomputer DSS
software limited in powerful
features and capabilities?

Fully supported, easy
to use microcomputer
DSS software with more
than mainframe power

Do you wish that professional
training, support and consuiting were provided along
with your software?

Call us today!
Ferox Microsystems, Inc.
6th Floor • 1701 N, Fort Myer Dr. • Arlington, Va. 22209
FEROX
(800) 336 -5496 • (703) 841 -0800

Amendments to the Association's Bylaws Adopted
at the Board of Directors' Meeting
At the meeting of the Board of Directors held on consecutive years from the date of admission. A
June 18, 1983, in Houston, Texas, two amend- member not fulfilling the commitment will automents to th e Bylaws of the Associ ation were matically be dropped from membership, and
(f) Agree to abide by the Standards of Ethical
adopted. One amendment affected Article I, Section 1, and established admission criteria for Conduct for Management Accountants (when
membership. The criteria were those published in adopted by NAM (g) Individuals who were members of the Asthe April issue Of MANAGEMENT ACCOUNTING.
Numerous replies were received from members to sociation prior to July 1, 1984, and continue their
the exposure draft with most favoring admission membership, are deemed to have met the membercri teria alt hou gh oft en wi th some s uggest ed ship standards because of their history of particichange in those proposed. Samples of the letters pation in the Association.
have been published in the June issue of MAN- Section 2. Classes of Membership:
(a) Except as otherwise provided in this Section
AGEMENT ACCOUNTING.
The second change established a new Standing of the Bylaws, all members of the Association reCommittee on Academic Relations. The establish- siding in the United States, its possessions, or
ment of such a committee was recommended by a Canada shall be considered Regular Members.
special committee organized to explore the subject Regular Members are entitled to all services and
of NAA Relations with the Academic Communi- benefits of the Association.
(b) Direct Service Membership is available to
ty and approved by the Executive Committee at
individuals
residing within the United States, its
its meeting of March 19, 1983.
possessions,
or Canada who elect not to affiliate
Article VII, Section 1, of the Constitution of
the Association provides that amendments to the with a chapter. They shall receive all general pubBylaws, upon approval by the Board of Directors, lications of the Association published during their
be published in the official publication. The fol- cycle year and are entitled to all member benefits
lowing are the two amendments adopted by the except chapter affiliation. Direct Service Members
Board at th e J une 18 meeting. Additions are shall pay a yearly dues equal to 125 percent of
Regular Member dues rounded to the nearest
shown in bold type.
multiple of $5.00.
Article I— Membership
(c) College students carrying a minimum of 12
Section 1. Admission Criteria for Membership:
After June 30, 1984, all persons residing within equivalent hours per semester within a school,
the United States, its possessions, or Canada and college or university in the United States are eligiwho are otherwise qualified for membership under ble for election as Student Members and are entithis Constitution and Bylaws are eligible for tled to all member benefits, including affiliation
membership as Regular Members, Direct Service with a chapter.
(d) Associate Membership is available to indiMembers, or Associate Members as defined in
Article 1, Section 2 of these Bylaws provided they viduals residing within the United States, its possessions, and Canada who have completed their
meet the following minimum admission criteria:
(a) Have a full four -year college degree, with formal full -time education. Applicants for Assoa major in accounting or a minimum of 21 semes- ciate membership status must apply for memberter hours in accounting, or an advanced degree ship within one year of completion of the applicant's formal education as a full -time student.
with 15 semester hours in accounting, or
(b) Have a full four -year college degree and Student Members who meet the membership adhold either a management accounting position or mission criteria set forth in Section 1 of this artimanagement accounting teaching position at the cle and are otherwise qualified for membership
under this Constitution and Bylaws are eligible
time of admission, or
(c) Have a two -year degree with a minimum of for transfer to Associate Membership on the same
15 semester hours in accounting plus four -years basis. Associate Membership at a yearly dues
experience in a management accounting position equal to one -half the regular domestic dues is limand hold a management accounting position at the ited to two years. Transfer to Regular Membership at the end of two years is automatic. The regtime of admission, or,
(d) Hold a CMA, a CPA certificate or their istration fee i s wai ved when an ind ividu al is
accepted as an Associate Member and is also
international equivalents, or
(e) Agree to complete 30 Continuing Profes- waived upon transfer to Regular Membership
sional Education (CPE) hours in NAA- approved status.
► ► 57
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Why Accountemps
specialized personnel
outperform
other temporaries,

A
a

ccountemps employees are specialists. This
means they require little or no orientation. They get right to
work and finish the job right the first time.
Ask for a bookkeeper and we'll send you a highly qualified one. Ask for several accountants, and you'll get the best for
your purpose. Ask for six auditors, and you'll have thoroughly
trained professionals. Ask for enough data processors to do a
crash program, and you'll have them too.
For a day, week, a month or longer.
Call any one of 80 offices in the United States, Canada
and Great Britain. We'll have one or more slightly over - qualified
specialists at your place of business— immediately

accounWmips.
Rent an Exped,m
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Taxes
Morris Gartenberg, Editor

Supreme Court OKs Calif. Law
On Taxing Multinationals
In a recent ruling, the high court upheld the California method for taxing U.S. -based multinational companies. The tax law was challenged
by a unit of Mobil Corp. —the Container Corp. of
America. The decision doesn't apply to state
taxes on domestic subsidiaries that have parent companies based in other countries.
The Supreme Court upheld a formula that a
state can use to calculate how much income is
attributable to that state. The formula is based
on how much a company's sales, payroll and
property fall within the state; it doesn't mean
that states will be taxing 100% of a company's
worldwide income.
What are the implications for businesses?
Some states already ta x the income of multinational companies. Now this recent decision
may prompt other states to begin taxing the income of companies based on earnings all over
the world, Also, some companies may contemplate leaving states that adopt the tax. Another
issue is whether other countries will be tempted
to follow the example of states like California.
Now the issue is likely to shift to Congress
where strong sentiments for and against the
tax has already begun.

New Corporate Short Form
Possible for 1985
Based on remarks to a Senate Finance Subcommittee, IRS Commissioner Egger indicated
a new corporate short -form return is being developed for possible use in 1985 for filing 1984
returns. Basically, the form would simplify reporting for small corporations. The new form
would drop Schedule A (Cost of Goods Sold),
Schedule C (Dividends and Special Deductions), Schedule E (Officers Compensation),
and Schedule F (Bad Debts — Reserve Method); it would also simplify the balance sheet
and raise the threshold requirements for the
submission of more detailed information.
16

Treasury Department Seeks
Views on Tax Regulations
According to John Chapoton, assistant treasury
secretary for Tax Policy, the Treasury Department plans to initiate a formal program of requesting private sector views on IRS regulations before the regulations are issued in
proposed or temporary form. The new program
would not involve broad policy questions.
The Treasury will ask members of professional organizations, law firms and accounting
firms to develop sets of draft regulations to assist in the formative stages of the regulatory
process, Some of the projects the new system
will be used for include the treatment of foreign
corporations under the merger and acquisition
provisions of the 1982 tax act, the tax straddle
provisions of the 1981 tax act, the Subchapter
S changes made in 1982, the 15% reduction in
certain corporation tax preference items contained in the 1982 tax act, and certain provisions relating to industrial development bonds
included in the 1982 act.

Small Business Alert:
Cash Method Under Scrutiny
If you are a small business that uses the accrual method of accounting, then you report income when you bill your customer and in some
cases wind up reporting earnings before actually collecting it. This method boils down to paying taxes on profits that haven't been turned
into cash. You may even wind up borrowing to
pay income taxes.
The remedy is to change to the cash method
where income is reported when money is collected. But not all businesses can do this. The
tax law does not allow this if inventory is a primary factor in a business, such as for manufacturers, retailers, and wholesalers. However,
many service businesses may be eligible as for
example physicians and lawyers.
And taxpayers can't change accounting
methods without IRS approval. Until last summer, the IRS approved changes almost routinely. Because requests for changes skyrocketed,
the agency stopped this practice. Some feel
the IRS did this too abruptly and without sufficient dialogue — particularly the AICPA's task
force on federal taxation.
Now, not only is the IRS holding its ground
concerning the change in this policy, but it may
also challenge those businesses already on the
cash method to ensure that the method clearly
reflects income. A taxpayer has the burden of
demonstrating that the cash method clearly reflects income. Small businesses beware!
MANAGEMENT ACCOUNTING /AUGUST 1983

Strengthen your grip
on accounts payable with UCC
Accounts Payable software.
Competitive financial executives require close control
over payables as well as receivables. Because how
carefully cash is paid out can be as important as how
carefully it is brought in.
Nothing strengthens your grip on payables faster or
more effectively than the UCC Accounts Payable System
with Purchase Order Control. UCC APS provides full
online automation of the entire commitment cycle, from
issuance of purchase orders to final clearance of
checks. System features include
• Funds management
• Three -way matching of invoices to purchase orders
and receipts
• Micro - computer decision support facilities
• Information and document tracking
• General accounting
• Employee expense reporting
• Use tax processing 1099 (T4A)
In addition to the Accounts Payable System, UCC
provides a full line of accounting and financial management software.
And UCC APS 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

UNIVE RSITY COMP UTING COMPANY
A full range of applications and syslems softwarr products_
For further information and on -site visit, call 1.81104JCC -1234.
UCC Tower, Exchange Park. Dallas, Texas 752 :15
Dallas - Chicago • Toronto • London • Zurich • Paris • Dusseldorf
UCC is a subsidiary of Wyly Corlwralion (NYSE).

Small Business
Kathy Williams, Editor

Save Steps in Starting Your Business

Staying in Business

The steps you need to take to get your own
business started can be some of the most frustrating and time - consuming obstacles you'll
face, For example, do you know what forms
you need to furnish your local government just
to get a permit to begin your business? To help
in this area, Simon and Schuster is publishing
Starting Business Kits for each of the 50 states
so entrepreneurs can put together the right
package for their particular business. Each kit
includes actual and sample required federal,
state, and local forms for starting or maintaining a business, plus helpful advice. The kits are
$14.95 each and are available locally. At present, nine state kits are available: California,
Florida, Georgia, Illinois, Massachusetts, New
York, Pennsylvania, Texas and Washington.
Others that will be available soon are Alabama,
Arizona, Indiana, Nevada, New Mexico, North
Carolina, Tennessee, and Virginia. By the end
of 1984, all states' kits should be available.
Lawless J. Barrientos, a Florida CPA, is developing the series. He originated the Florida
kit, which was so successful that he decided to
try additional states. According to information in
the newsletter from the Center for Entrepreneurial Management, if the state kits aren't
available in your area, you can write or call Simon and Schuster, 1230 Ave. of the Americas,
New York, N.Y. 10020, (212) 245 -6400.

Small businesses are fighting for survival in this
time of rising costs, tight money, and high unemployment. The Information Report, published by
the Washington Researchers, recently talked with
George S. Arneson, president of Arneson & Co.,
management consultants, who has published a
pamphlet offering advice to managers faced with
the prospects of cutbacks. Mr. Arneson tells how
to delegate tasks and become more efficient, how
to adjust accounting procedures, and how to reevaluate receivables and inventories. The booklet,
Managing and Surviving Negative Growth, is
available free from Arneson & Co., 12715 High
Drive, Leawood, Kans. 66209. Mention Information Report when ordering the material.

Finding Venture Capital and
Federal R &I) Funding
The National Association of Small Business Investment Companies has published a directory
of more than 400 venture capital sources. The
booklet, which includes names, addresses, and
telephone numbers, is available for $1 from
SBIC, 618 Washington Bldg., Washington, D.C.
20005. It's called Venture Capital, Where to
Find It. Two other publications describing
SBICs are available free from the Small Busi18

ness Administration, Office of Public Communi441 L St., N.W., Room 100, Washing s
ton, D.C. 20416, (800)- 433 -7212. They are
SBIC Financing for Small Business and Directory of Small Business Investment Companies.
Opportunities also are available to obtain government research and development money. The
Small Business Guide to Federal R &D Funding
Opportunities describes which projects are available and includes names and telephone numbers; it is available for $9.50 from National Technical Information Service, Springfield, Va. 22616.
Include the identification number PB83- 192491.

Understanding an IRA
Some people can't decide whether to open an
Individual Retirement Account, and others have
had a difficult time finding enough information on
the subject to even reach that point. Now the
Center for the Study of Services, a nonprofit organization in Washington, D.C., has published
The IRA Book by Robert Krughoff. Subtitled The
Complete Guide to IRAs and Retirement Planning, this paperbound book is comprehensive
yet basic and readable. The material is written in
easy -to- understand language and is replete with
tables, charts and illustrations on every topic.
The contents include sound suggestions on
where to invest funds, planning for retirement,
how much money will be accumulated over the
years, and how much individuals should contribute to various retirement options and when. Also
included are the most -asked questions about
IRAs as well as questions people haven't been
knowledgeable enough to ask.
Copies of the book are available for $5.95,
including postage, from The IRA Book, Suite
406, 1518 K St., N.W ., W ashington, D.C.
20005. Checks are payable to Center for the
-I
Study of Services.
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To manage today's manufacturing
companies, sales, purchases,
inventory, scheduling,
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on -line in a hurry. So tell manufacturing
and accounting to take off the gloves
and work smarter together.
Now you can afford
MRP -II with MAST from
Professional Integration.
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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
endMm.nr
today! MAST, a totally
integrated manufacturing and
accounting solution, now brings you
MRP at a cost any company can afford.
Built on multi -user super microcomputer technology, 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
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2701 Saturn Street, Brea, CA 92621 / (714) 524 -2470

was both fair and objective. The number one objective was safety; therefore, the companies that responded
were not trying to beat the published
averages, but instead were satisfied if

NAA
Research
Performance Measurement of Short -Term Investments

By Suzanne Connors
At the beginning of this year NAA
conducted a research study on "Corporate Policies Governing the Investment of Short -Term Surplus Cash."
The study focused on whether or not
companies have written guidelines for
investing short -term surplus cash,
and if so, how strictly were these
guidelines adhered to. In April, NAA
conducted another study in this area,
focusing on "Performance Measurement of Short -Term Investments."
One hundred people were selectively
chosen from those that completed
the first questionnaire. The individuals
were chosen because they had stated in the first questionnaire that they
were satisfied with their return on
short -term investments. The second
questionnaire explored, "Why individuals were satisfied with their return on
short -term investments," and "How
they measured their satisfaction."
We received a 46% response rate
to the survey. Eighty percent felt their
cash management program was generating the optimum return possible
on its temporary short -term investments_ The respondents seem to be
conservative investors; stating that
their m ain in vestmen t objectives
were: safety, liquidity, and yield (in
that order). Investment instruments
were also selected based on maturity
limitations presented by the company's cash flow position.
Based on the survey results, it appears that the performance of individual instruments is reviewed on a daily
basis (30 %), while extensive analysis
of investment instruments is done on
a monthly basis (39 %). In other
20

words, the treasurer, cash manager,
investment analyst, or other persons
responsible for the investment function are working with their banks and
brokers on a constant basis to explore the best rates available on any
given day. Monthly, investments are
reviewed by the chief financial officer
and board of directors, to explore the
various investment opp ortunities
available to them.
Some specific methods of measuring the performance of investments

they matched the averages. The respondents seemed more concerned
with providing senior management
with adequate detailed investment information, rather than receiving high
rates of return on their investments.
As for suggestions for improvement, a
number of people said they were not
planning any changes, because they
did not know what could be done to
improve their present situation.
It is apparent that most of the companies surveyed have formal written
guidelines that specify the short-term
investment instruments a cash manager or other persons responsible for
the investment function are required
to invest in. Those surveyed are more
concerned with the safety of their investment rather than the yield; therefore measuring the performance of
their investments is not a high priority
F_
item.

were:
Compare your company's rates
with those rates published in the
Wall Street Journal, or stated by
outside money managers, banks,
and brokers.
2. Purchase a computer software
program that measures your actual performance against the standard on a daily basis.
3. Compare your company's yield to
90 -day CD's, 91 -day treasury bills,
commercial paper, and selected
money market yields.
Number One Objective: Safety
Respondents were asked to indicate how often their performance criteria is reviewed and /or revised. The
answers were split evenly into three
categories; monthly (15 %), annually
(15 %), and on an "as needed basis"
(15 %), and 13% have never reviewed
or revised their criteria.
Over three - fourths of those surveyed were satisfied with their method of performance measurement and
had no plans of making any changes
or improvements in the near future.
Most felt their basis for measurement
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LetterS

TO THE EDITOR
McClendon, and Ballard. Their topic —
what's wrong with usual performance
Dr. Sin ghvi 's argu men ts i n favor of evaluations —and their purpose —to improfitability instead of profits have cer- prove an organization's profit by enertain validity (Feb. '83). However, he gizing the performance of its people —
errs when he writes (on page 26) that "if are eminently worthy of our attention.
a company's performance is measured But I was disappointed. I felt that manby using percent change in net income agers deserve more specific and less
(Table 2), Republic did the best out of equivocal advice than their recommensix steel companies in 1981, while in dation for a "balanced approach."
terms of its profitability measured by
By questioning our performance evalpercent return on net worth it was third uations, the authors target a procedure
after U.S. Steel and Armco." The com- holding as much leverage for perforparision should be made, not between mance improvement as any other per% change in net income and % return sonnel practice I know. Further, a well on net worth, but between % change in written questionnaire can be an efficient
net income and % change in % return means to distill the experiences of many
on net worth. Such a comparison would individ uals in man y organi zati on s.
yield the following results.
Moreover, I found their data resembled
patterns in my own direct experience.
Change in
Change in
But clear and incisive advice was prenet income
ret. on net worth
cluded
by inapp ropri ate method s of
Company
1980 vs. 1981
1980 vs. 1981
data
reduction.
Armco
11.0%
0%
Carruth et, al. applied factor analysis
Bethlehem
74.3
72.3
to
questionnaire responses. Responses
Inland
92.9
100.0
were
circles or marks around the letters
National
2.7
1.7
A, B, C, D, an d E, wh ich st oo d for
Republic +292.7
270.6
more or less agreement or disagreement
U.S. Steel +113.5
98.1
with questionnaire statements according
There is an excellent correlation be- to instructions. Two mistaken liberties
tween % change in net income and % with those responses cancelled validity
change in return on net worth. Republic of the analysis. The fundamental error
Steel tops the list both in increasein net was to convert circles into numbers, to
income and increasein profitability. An treat th em as i f t hey h ad nu merical
increase in investment should result in properties. There is nothing objectively
higher earnings except in cases of poor numerical about circles or the letters
management of the assets, a general they surround —no more "three -ness"
downward t rend in t he economy, or "five- ness," nor "forty- five -ness" about
where long gestation periods are in- "C" than about "E ". The second, comvolved. It is reasonable to assume that pounding error took numbers ordinally
the assets are better managed if the % related at best —and that only by asincrease in % return on net worth is sumption —and added and multiplied
them; addition and multiplication relarger than % change in net income.
quire interval and ratio measurement
N. V. Sridharan
scales, respectively.
Los Angeles, Calif.
Rogue psychologists have respondents mark numbers to begin with, but
that onl y co nceals t he s ubjectivity;
Assigning Proper Responsibility
problems remain. We may find it amusing when a female asserts, "I'd give him
As a psychologist and new NAA mem- an 8.5 as a hunk of a man on a scale
ber who has been content to listen and from 1 to 10," but there's nothing to
learn, I perked up when I saw "What calculate. With either error, we forfeit
Supervisors Don't Like about Budget objective verification.
Evaluations" (Feb. '83) by Carruth,
10-101- 74
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+

+
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The Chrysler Story
breathtaking series of dramatic financial transactions gave the dying company
enough breathing room to come up running strong and lean.

By R. S. Miller
The Chrysler story is quite a story. Many of you
are aware that we reported a profit. of $170 million
in 1982. That marks our first profitable year in
five years. And the really impressive thing is that
we made it despite the weakest automotive market
Robert S. Miller, Jr. is

executive vice
president- finance for
Chrysler Corporation,
Mr. Miller holds a MBA
degree in finance from
Stanford Graduate
School of Business.
This article is based
on Mr. Miller's address
at the Annual
Conference in
Houston.
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in 20 y ears, d esp ite reco rd -high interest rates, desp it e r eco r d p en et rat io n b y th e im p ort s, a nd desp ite a strike b y Ch ry sler wo r kers in Canada.
If yo u d isregard the effects o f the strike in Canad a, Ch ry sler Co rp o r atio n w as the only a utom ob ile co m p an y in Am erica to m ake m oney in 1982
o n its b asic b u s in ess o f m ak in g a nd se lling ca rs
an d tru c ks. Fo rd lo s t it s sh irt. And GM m ade its
profit in fin ance! Th ey actu ally lost m one y on
th eir ca rs an d tru c ks. In th e first q uar ter of th is
year, Ch r y s ler C o rp o r at io n h ad a pr ofit of $172
millio n , wh ich rep re sen ts th e highest quarterly
pro fit in th e Co m p an y 's h isto ry .
To d ay , ou r sales are u p, ou r market share is up,
we've p assed Fo rd to becom e n um ber two in all of
Canada, resale value of our cars has never been
b ett er, an d w e'v e h ad n o r eca lls wo rth m e ntionin g. Also , o u r p lants are wo rkin g overtime, all our
'83 m o d els h av e b een so ld o u t for t he rest of the
m o d el y ear sin ce m id -M ay , an d we've signed up
m o re n ew d e aler s in re ce n t m o nt hs t h an a t an y
o th er tim e in o u r h isto ry .
In ad d ition , we've ju st co m p leted a m assive recap italizatio n p lan . We so ld 26 m illion new shares

of co m m on st oc k, for $432 m illio n. It w a s the
third la rgest s tock of fering in U.S. history and it
was so ld out in t wo hou rs! On Wedn esday, June
15th, we paid off $400 m illion, or one- third, of the
total guarantees outstanding, seven years ahead of
schedule. This is only the latest chapter in what, I
think, m ay be the gre atest t urnarou nd in t he history of Am erican business. It holds important lessons for everyone in business today.
Accepting the Challenge
My own involvem ent wit h Chrysler dates back
to October 1979, when I was working for the Ford
Motor Com pan y in Caracas , Venezuela. I got an
unexpected offer to join the team that Lee Iacocca
was putt ing toge ther to save Ch rysler. Fo r th re e
da ys m y fa m ily a n d I m u lled o ve r a lon g list o f
m inuse s. Bu t the re wa s one big p lus t hat p roved
irresistible: the chance to be a part of the biggest
challenge in Am erican business history.
I then flew to Detroit to m eet with Lee Iacocca
and talk about m y prospects with Chrysler. At the
end of a half hour, I was so wound up that I told
him I was going back to Caracas to pack m y bags
and th a t I 'd b e a t w o r k th e f o llo w in g M o n d a y
morning. Only after I walked out of his office did
I re alize tha t n o on e h ad yet to ld m e w hat I was
going to be paid!
I worked t ill m idnight the first day on the job,
and b egan puttin g in long hours and seven -day
weeks as our application for loan guarantees took
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shape in Congress. Bankers, dealers, union leaders, and parts makers all descended on Washington in a thrilling three -month political circus that
didn't conclude until Christmas of 1979. The
Loan Act was signed by President Carter on January 7, 1980, and there were many who thought
our troubles were over. But although the Act did
allow Chrysler to qualify for up to $1.5 billion in
Federal loan guarantees, it required that we first
arrange for $2 billion in new financial assistance
on our own. There was no provision for interim
financing to tide us over until the package could
be negotiated, and so began the most exciting race
against the clock in business history.
To raise the $2 billion, we got our union to
agree to review its contract for a savings of $600
million over a three -year period. We also got financing commitments from several states where
we have factories, the government of Canada, suppliers and dealers, and the sale of excess real estate. But the toughest part of the total package
was a requirement that we raise $650 million of
new financial assistance from our lenders. Without any previous banking experience, I got the assignment to negotiate a deal„
Getting the Lenders on Board
To begin with, we had a situation of staggering
complexity. There were 400 lenders from all parts
of the globe with more than $4 billion of outstanding debt with Chrysler. It seemed obvious that a
restructuring of Chrysler's debt under the Loan
Act was better than bankruptcy for the lenders.
But there is nothing like a shaky borrower to
bring out all the passionate disputes that fester
among the world's bankers. Nobody wanted the
beast to die but they didn't want to lose a fair
share of the carcass either.
We had big -money banks and small -town
banks, domestic banks and foreign banks, loans to
Chrysler itself, loans to Chrysler Canada, loans to
Chrysler Financial Corporation, and loans to various foreign subsidiaries. We had letter -of- credit
obligations, as well as conventional loans, low -interest fixed -rate loans, and floating -rate loans,
loans that weren't due until 1995, and some that
were already six months past due. And there were
banks whose lines of credit were fully extended,
while others were only partly drawn down.
For six long months I was essentially a referee
of one of the biggest donnybrooks ever to hit the
financial community. The prime rate soared from
12% to 20% during this period, then fell back just
as rapidly. Each week when we thought we had
gotten somewhere, the facts had changed so much
we would have to start from scratch. And no matter how we sliced it, some bank or other would
claim we were cutting too much out of its hide
and not enough out of someone else's.
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In desperation I convened a meeting of 40 representatives of the different bank groups in Chrysler's offices in the Pan Am Building in New York
City. It was the first time that the various groups
had met face to face. I was the only Chrysler perso n i n th e roo m, bu t I cl ai med t o s peak fo r
100,000 people who would be out of work soon if
these 40 people couldn't come to an agreement.
The little banks said they weren't going to be
pushed around by the New York banks. The Canadian banks said they didn't march to any tune
called by Washington. The European banks said
they were going to get even for similar cases of
sick companies in France and Germany where the
American banks hadn't done their fair share. For
two days we got nowhere. When word got out
that this was a Chrysler meeting, even the local
delicatessen wouldn't deliver sandwiches without
cash up front. Various senators and congressmen
called in frequently to ask how we were doing.
The newspapers pointed out that Chrysler was
about out of time.
It was at this time that the silver market burst.
The Hunt brothers were in trouble and threatening to take several brokerage houses down with
them. As the bankers raced in pani c for telephones, I thought that this must be what 1929
was like. My task was to change what seemed like
a Saturd ay nigh t saloo n brawl into a Sunday
morning church choir with everyone singing from
the same songsheet. And if I failed, then the collapse of Chrysler just might trigger an economic
catastrophe for America. I was no longer worried
about my job. I was worried about my country.
Finally, I stopped the arguments and laid out a
plan that was a compromise of all the various interests. I admitted that it was not fair to anybody;
I only hoped that it was equally unfair 'to everybody. I told them all to consider it over the weekend and come back the next Tuesday with a yes or
no. And if anyone said no, we would just give up
and let them fight it out in court.

/Nobody
wanted the
beast to die,
but they didn't
want to lose a
fair share of
the carcass
either.

April Fool's Day
The next Tuesday, when the group solemnly reassembled, I told them that we had had an extraordinary meeting of the Chrysler Board the
night before, and that in view of the sagging economy, skyrocketing interest rates, declining fortunes of the company, and lack of support from
lenders, we had made a decision, and that at 9:30
that morning Chrysler had filed bankruptcy.
This announcement hit like a bombshell. The
stunned silence was broken a minute later when I
pointed out that it was April Fool's Day. It was
all a joke. The Americans laughed in relief, but
some of the Europeans kept staring at the wall;
they had never heard of April Fool's Day. With
that the tension was broken, and everyone real23

l admitted my
plan was not
fair to
anybody; I
hoped it was
equally unfair
to everybody.
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ized how important it was that we succeed. In less
than two hours we were writing a press release to
proclaim that an agreement in principle had been
reached.
To wrap up the deal I was involved in all -night
negotiations on several occasions with the Canadian govern ment in Toronto and Ottawa. I also
took a whirlwind tour of Europe, 12 cities in 10
days, to explain our story to European banks. In
all, during 1980 I was on 200 commercial airline
flights. I ate more meals with American Airlines
than with my own family.
By the end of May of 1980, we had a deal with
the 40 or so key banks with whom we had negotiated. What we needed then were final documents
signed by all 400 of our lenders. Lawyers representing more than 50 law firms busily finished
draftin g what Treas ury Secretary Bill Miller
called "the most complex financial transaction in
American history." Total professional fees for
lawyers, accountants, and investment bankers to
put the deal together topped $20 million. The nation's two biggest financial printing firms had to
share what they call their biggest job ever. It cost
us over $2 million just to get the agreements
printed.
On June 6, 1980, I earned my way into the
Guinness Book of World Records. I spent all day
at the printers, and on behalf of Chrysler I signed
more than 4,000 documents, working at a rate of
about 500 an hour. In total they would stack more
than 70 feet high, the height of a seven -story
building. As we finished each box, it was carted
off to the airport for shipment to one of our 400
banks around the world.
The bank with the longest overdue loan was the
first bank to telex approval of the deal. It was
from my home state, the First Interstate Bank of
Oregon. I called one of their directors to express
appreciation for their support, and said, "Thanks,
Dad." Ninety percent of the banks soon followed.
But we had to move 100 %.
Within days, we ran out of cash. My banking
manager sai d we were more than $50 million
short of paying our bills. We decided to keep on
meeti ng th e company payroll, but we cut off
checks to every one of our 20,000 suppliers in the
U.S. and Canada. There was no other way to be
fair. Any one of those suppliers could have shut
down our assembly plants by refusing to ship a
key part, thus collapsing the very fragile framework of our existence. But none did. For two excruciating weeks they waited for us to get the
banks in line, and kept shipping parts.
I went t o Wash in gt on again and met wit h
groups of friendly senators and representatives. I
had a list of 20 banks that were refusing to sign.
None of the agreements we had with any bank
was any good unless we got unanimous consent.

More than that, I had given my word to countless
banks that no one was going to get a special deal,
and I was determined to make good on my word.
What happened next was a bonanza for the telephone company. We circulated lists of the officers
and directors of the 20 holdouts, and they were
deluged with calls from New York, Washington,
Detroit, and wherever else there was a concern for
Chrysler. I took to the air once again to plead our
cas e t o s mal l -t o wn ban k s t h at were bein g
stubborn.
"Save My Daddy's Job"
By far t he mos t dramat ic ex amp le was t he
American National Bank and Trust Company of
Rockford, Ill., the site of our assembly plant for
Omnis and Horizons, where we employ 5,000
workers. American National was owed half a millio n d oll ars b y C hrysl er Fi nan cial, an d h ad
brought suit. I went to see their president in a
meeting that was set up at the mayor's office in
Rockford City Hall. After a fruitless two -hour
meeting, I held a press conference where I said,
truthfully, that Chrysler was going to be bankrupt
in a matter of days if this bank didn't sign. Walter
Cronkite and David Brinkley played the videotapes of my remarks over national network newscasts that night, and the good people of Rockford
began picketing the bank and withdrawing their
savings. Little kids carried signs saying, "Save my
Daddy's job." The next afternoon the bank president announced his capitulation, claiming that
bomb threats had been made against his family
and employees. I deeply regret that in this one instance our victory was tainted by forces we could
not have foreseen and certainly didn't condone.
As the pressure mounted, more banks at home
and abroad decided to get out of the spotlight and
into the deal. We even had a bank in Iran that
quietly decided to sign. A day later I visited the
last remaining holdout domestic bank in Little
Rock, Ark. I gave my story one last time while
the chairman of the bank nervously watched out
the window as the television news trucks circled
his building. Then he took a call from the Secretary of the Treasury who simply said that no one
was bluffing. Sign, or Chrysler was out of business. He signed.
We were now ready for the biggest closing ever
held. We had about 10,000 executed documents to
account for in New York, Washington, Japan,
Canada, the Middle East, and Europe. The great
bulk of these documents was gathered in two law
firms located in New York City in the Westvaco
Building, just across the street from the Waldorf Astoria. At 7:30 p.m. on a Monday night, I was
going through the various conference rooms as 50
lawyers put the finishing touches on the closing
arrangements for the following morning. The inMANAGEMENT ACCOUNTING /AUGUST 1983

vestment bankers had $500 million worth of notes
ready to market if everything went well.
The Deal Heats Up
I looked out the window of the 33rd floor just
then and saw clouds of black smoke going up.
There was a fire on the 20th floor that was about
to become Manhattan's worst towering inferno in
20 years. Along with the lawyers, I walked down
33 flights of stairs through the heat and smoke to
the street. Some joked that this was "Rockford's
Revenge," or that "The banks are really holding
our feet to the fire this time." Outside there was
pandemonium, with Park Avenue full of fire engines. Huge sheets of plate glass came hurtling
down from the 20th floor and smashed into the
street. Flames were leaping 20 feet from the windows. My heart sank. I kn ew that i f the fi re
reached those documents, Chrysler would perish
with them.
The fire became so hot that it melted the aluminum railing on the staircase we had descended, a
temperature of over 1,000 degrees. One hundred
and twenty -five firemen went to the hospital as we
waited to see whether the year -long struggle to
save Chrysler would go up in smoke. I feared that
this was a message from God, casting His vote
against the Loan Guarantee Act and telling us not
to mess with the free enterprise system.
At two o'clock in the morning, 20 of us fought
our way back through the police barricades and
the fire lines. We stepped over scores of hoses and
ducked under dripping ceilings. We went back to
the 33rd and other floors, despite smoke that was
still so thick you couldn't see the length of the
halls. Willy- nilly, we stuffed the documents into a
dozen supermarket -type mail carts and into 50
cardboard boxes. Then we made a caravan up
Park Avenue at 2:30 a.m., not up the sidewalk but
right up the middle of the street, six blocks away
to law offices in the Citicorp Center. There the
lawyers, bless their $100 -an-hour hearts, spent the
rest of the night reassembling all the papers.
By noon the next day, I was in a huge conference room with 100 other bankers, lawyers, accountants, and government officials, standing
around a massive table piled high with signed documents. Around the wall were speaker phones
hooked up to other locations in New York, Washington, Paris, Toronto, and all the places involved
in this simultaneous closing. Our principal lawyer
called the roll. When he finished, the biggest
transaction in history was declared to be closed
amid a truly global cheer. I got a check for half a
billion dollars, and the New Chrysler Corporation
was back in business.
Just the Beginning
That wasn't the end of the story, of course. In
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fact, it wasn't even the end of our financial troubles. Within six months, interest rates were going
through the roof and the auto market was in the
soup again. That meant another round of negotiations, loans, and concessions. But once more, we
pulled through in a thrilling, down -to -the -wire
finish. And all the while, our people back in Detroit were taking the company through the painful
internal surgery that was necessary if Chrysler
was going to make it. We've come a long way
since then and some of our major accomplishments include:
• We've cut fixed costs in constant dollars from
$4.5 billion in 1979 to $3.1 billion in only three
years.
• We took a billion dollars out of inventories
since 1979, from $2.1 billion down to $1.2 billion. We now build vehicles only to specific
dealer orders , and we ru n our p lant s wi th
leaner parts stocks.
• We've reduced th e number of people on the
payroll by half. In 1978, we had over 40,000
fixed personnel. Today, that number is under
21,000, but we're getting more done: while
these cuts were taking place, we launched the
largest number of new products in our history,
on time, with quality.
• Here's the profit payoff. We have cut our break even in half. In 1979, we had to sell 2.4 million
vehicles to reach breakeven. Only three years
later, we had to sell only 1.1 million units to
reach breakeven. So when the market turns up,
we're ready. Already we're seeing definite signs
of that recovery.

Here's the
bottom line.,
We are now
solidly in the
black.

The New Chrysler Corp.
We believe product quality is good business: it
has helped us cut our warranty costs by 38% in
only four years. This makes it possible for us to offer our unique five -year, 50,000 -mile warranty —
the best in the business. In 1982, our costs for specific recall programs to fix defective parts dropped
more than 80% below historic levels and well below GM and Ford.
This hard work is paying off where it counts: in
our dealers' showrooms. Our U.S. share has been
up the last two years, and our Canadian market
share rebounded sharply in 1982. That momentum continues. So far this year our share has been
10.6 %, and in Canada we're at 17.3 %, well ahead
of Ford. Our truck share ofthe market is also on
the rebound.
Our dealer body is growing larger and stronger.
We had a net increase of 62 dealers in the first five
months of this year, better than at any time in our
history. Also, dealer return on investment made a
spectacular comeback in 1982, equal to the 18.4
percent return ofthe boom year of 1978. In terms
25

Planning for Success

For six months
l was a referee
for one of the
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ever to hit the
financial
community.
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Now let's turn to the future. We've built a solid
foundation. And we're going to build on it by:
Consistent profitability.
Recapitalization of the company.
Continuous new product development.
Th e ca p i t al i z at i o n o f t h e co mp a n y was
strengthened by the recapitalization plan, which
was approved at our annual shareholders meeting
in May. The plan eliminated almost $1.1 billion of
lender preferred stock, a "debt- like" security. We
replaced it with permanent common equity, saving us $200 million a year of preferred dividends
and sinking fund payments.
Wh il e we ad d ed 3 5 mi ll i on n ew co mmo n
shares, we actually increased the net book value of
Chrysler's common stock by $11 a share. The recapitalization makes good business sense: it's one
of the reasons why all the major rating agencies
upgraded our senior deb t recently. But what
about those who say we've diluted our common
stock with all these new shares? Well, just before
we announced our recapitalization on January
13th, our stock traded at $16 3/ 4 a share. On June
21 it closed at $31- 7/ 8 . If that's the effect of dilution, I'm all for it.
What about our new products? We're about
halfway through a 10 -year, 12- 1/ 2 - billion dollar
program to modernize our plants and build new
products. We spend $5.9 billion from 1977 -81,
which has brought us to today's good news. The
second phase, the $6.6 billion, tells why we have
so much to look forward to.
Our basic capacity for engines and transmissions is now in place, and that means we can invest a larger share of our money in the new cars
and trucks we need to compete in more segments
of the market, and for modernization. Between
now and 1986, Chrysler will have a new product
entry in every segment in which we now compete,
and we'll introduce products in segments where
we don't compete at all today.
In summary, I think that for the next two years,
Chrysler has the product strength we will need to
maintain, even accelerate, our momentum. And
because product quality and reliability are number
one concerns of the customer, we are committed

to building every car to be the "best in class."
Third, we will make use of the most advanced
manufacturing techniques.
A Lesson for America
These are the reasons the New Chrysler Corporation is on a roll. So far as it's humanly possible,
we've set the company on course for a prosperous
future. Of course, to some extent, our future, and
the country's, is hostage to forces over which we,
as businessmen, have little or no control. I'm talking about conditions in the marketplace that are
the result of government policies. I'm talking
about the on- again, off -again energy crisis. I'm
talking about interest rates and unemployment,
about trade policy and unfair foreign competition.
The whole country today is in the same kind of
shape that Chrysler Corporation was in just a few
years ago.
Specifically, there are three major areas that
need attention if we're going to have a strong and
lasting recovery from this recession. First, we
have to get interest rates down and keep them
down. High interest rates are the biggest barrier to
real recovery. High interest rates don't even make
any sense today, not with the inflation rate so low.
The long -term problem, of course, is the federal
deficit. And that seems to be out of control. Last
fiscal year, the national deficit broke $100 billion
for the first time in history. This year the debt will
hit over $200 billion. That means government is
spending $17 billion a month more than it takes in.
How can consumer credit needs compete? They
can't, and they won 't, not un til the deficit is
brought under control. And the only way to do
that is to get an equal sacrifice from everybody.
Making Free Trade Fair
trade with fair
Second, we've got to replace
trade, which means stopping our unfair trading
partners from exporting unemployment and economic stagnation to our country. That's precisely
what happens when their subsidized cars instead
of our cars are sold here.
Consider Japan. Right now we face an imbalance of trade, in favor of the Japanese, of approximately $13 billion a year in cars and trucks alone.
That translates into a loss of at least a half- million
jobs in this country. What's worse, those jobs are
lost to a country that doesn't play fair when it
comes to world trade.
The short-term solution to this problem again is
this: Replace free trade with fair trade. If they
protect their markets, we should protect ours. If
they encourage their local industries, we should
do the same. If they play games with their currency, we should take steps to offset the effect. That's
just common sense.
And third, learning from the Chrysler example,
free

of absolute dollar profits, 1982 was the best year
in history for the average Chrysler dealer.
Here's the bottom line: we've shipped our red
ink to Washington —we don't need it any more.
Even though we sold about the same number of
cars and trucks the last three years, we're now solidly profitable. This tells the story: from a deficit
of $1.7 billion two years ago, we are now solidly in
the black.
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the government should create a critical industries
policy to encourage the growth and competitiveness of our vital industries. One part of it could be
National Development Bank modeled on the Reconstruction Finance Corporation of the Great Depression.
The RFC helped do some important things. It
built the mass transit system in Cleveland, the
Pennsylvania Turnpike, and the San Francisco
Bay Bridge. It disbursed $33 billion and earned a
profit of $500 million for the taxpayers. Just like
the Chrysler Loan Guarantees are earning millions for the taxpayers.
A new RFC could help troubled industries
without tying up the Congress for months on end.
And it could bring order and consistency to the
more than $500 billion of loan guarantees now
outstanding under a crazy -quilt pattern of Congressional acts.
It could provide capital to help rebuild outmoded plants.
It could help with conversions to meet new government regulations.
It could help restructure debts so some good
guys could get through the lean years.

Saving the Economy
If t h i s s o u n d s l i k e a Mars h al l Pl an fo r
Ameri ca, i t i s . If we co u ld reb ui l d Europe
after World War II, if we could create an IMF
and a dozen international development banks to
help rebuild the world, we can rebuild America
today. If a few th ou sand d et ermi ned peop le
co u l d s ave a great in d u s t rial co n cern l i k e
C h rys l er, t h e Ame ri c an peop le wo rk i n g
together can save the American economy, and
wi th it no t o n ly th eir jo b s, bu t t h ei r wh ol e
way of life.
And really, that's why the Chrysler story is so
important. When only a few years ago Chrysler
embodied all that was wrong with American industry, today it represents everything that's right
about the American way of doing business. It
should be a model and an inspiration to every
American business executive who faces similar
problems, and to every man or woman who is
concerned about jobs, about the economy, and
about the future.
The lesson Chrysler brought to all Americans
was captured in a bit of wisdom proclaimed on
bumper stickers during the company's darkest
days. It said simply, "We can do it."
❑

The Chrysler
story proves
'We can do it.'

Management Information Systems
12-4-4
tency that is often beyond the abilities
of one individual; consequently, the audit requires cooperative efforts of several professionals. Different approaches to
the organizational make -up of the audit
team have been used by various CPA
firms. The approaches include: computer audit specialists, trained in both auditing and EDP and EDP specialists,
with little auditing knowledge, as a resource for the audit team. Also, business and CPA firms must decide whether t o d evel o p t h e E DP k n o wl ed ge

MANAGEMENT ACCOUNTING /AUGUST 1983

in -house or acquire it from outside.
The EDP department within an organization is probably one of the most important departments because its activities extend into every other department
and op eratio n. As bu sines s organizations become more complex, management must have assurances that controls are operating within its automated
accounting systems. The complexity of
modern business systems is another factor that contributes to the potential loss
of controls.

New technology in computer hardware, software, and firmware necessitates an ongoing learning process for the
auditor who works with EDP systems.
Controls are frequently built into computer programs and, thus, the auditor
must be able to understand, evaluate,
and apply these controls. Newly hired
staff accountants in all areas of accounting—❑government,❑management,❑public❑—are❑expected❑to❑have❑more❑and
more knowledge of EDP and its role in
MIS.
❑
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How an Oil Company
Analyzes Credit
Total Petroleum boasts the lowest write -off
to bad debt ratio in the industry, and it hopes this record
will continue with the help of its new system.

i
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By David F. Fetyko and Michael Patterson
In the petroleum industry the decision to extend
credit or to continue to extend credit became even
more critical as the value of the product increased
rap id ly a few y ears ago . Th e am ou nt s du e fr om
cu sto m ers d ou b led an d trip led within a very short
perio d o f tim e as o il prices ro se. Sound credit admin istration requ ired th at o il com panies carefully
reevaluate their p ractices an d p rocedures for credit analysis.
Th e e co n o m ic situ a tio n in the U.S. in recent
y e ar s h as le d t o a n o t h e r r ee v alua t io n of cr ed it
p ractices an d p ro ced u res in th e petroleum industry . In sprin g 1982 tigh t oil su pp lies appeared to be
a ray o f h o p e fo r th e im p ro vem ent of refiner and
jo b b er pro fit margin s. Su p p lies, however, did not
rem ain tigh t en o u gh to h elp th e severe cash flow
pro blem s of m an y jo bb ers. Failures among jobbers
began to sky ro cke t. Th e t y p e of j obber filing for
ban kru p tcy ran ged fro m sm all to fa irly lar ge .'
Th u s, sup p liers were fo rced to tighten and closely
mo n ito r th eir cred it p olicies.
On e Co m p an y's Respo n se
A comp uter- assisted analysis of customer financial statem e n ts an d n o n f in an cial inf orm ation has
been develop ed by To tal Petro leum, Inc., to establish cred it ratin gs an d cred it lim its which m ay be
used b y cred it m an agers in d eterm ining the credit
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worthiness of present and prospective custom ers.
The use of a computer - assisted financial statem ent
analysis system was designed to:
1. Help speed the processing of credit evaluations
for existing and prospective custom ers, thus allow ing c red it m ana gers to m a ke a th o r o u gh
eva lu at io n in le ss t im e an d to allo c at e m or e
tim e to the management of his /her accounts receivable portfolio.
2. Help m ake analyses m ore uniform and thereby
allow co m pariso ns of st atem ent s for different
periods and com panies.
3. Provide a p erm a nent re cord for th e co nfid ential file for custom er accounts which can be reviewed by other credit personnel in the absence
of the cred it m anager.
4. Establish a un if or m m e th od of s et ting c re dit
lim its a nd pr ovid e a d oc um en t wh ich c an b e
used to counsel the account if the need should
arise.
Developed by Total in the early 1970s, the system was tested and refined for over five years. It is
now co nside red to b e very re liable c om par ed to
other methods. During fall 1982 Total im plem ented a new credit lim it policy based on this com puterized analysis procedure.
Total has expe rienced the lowe st write -off to
bad debt ratio in the industry in the past. For exMANAGEMENT ACCOUNTING /AUGUST 1983
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ample, in 1981 write -offs were under $100,000 for
$1 billion in refined product sales. Company officials are hopeful that the computer- assisted credit
analysis program will help maintain this record
and still allow the sales department to sell product
in the volume necessary. Several inquiries have
been received requesting information about this
program and the company's experience so far.
The following description of the computer-assisted credit financial analysis program developed by
Total may assist other companies in their administration of credit.
The first step in developing the computer- assisted credit financial analysis is the identification of
several criteria. These criteria are:
1. Be simple enough to input information for both
the credit manager and data processing.
2. Print out on one sheet with all information visible at once.
3. Reduce all financial statements to a common
size.
4. Compare financial information from different
periods.
5. C o mp ar e i n t eri m as well as year -end
statements.
6. Provide credit ratings for both present and prospective customers.
7. Compute ratios, indicate trends, and compare
ratios with those of the industry.
8. Figure cash flow and Total's percent of purchases by the customer.
9. Estimate the credit limits needed and the interest earnings ratio.
10. Compute a suggested credit limit and adjust
MANAGEMENT ACCOUNTING/AUGUST 1983

this limit up or down for the credit manager's
judgment.
With these criteria in mind, Total proceeded to
develop a system which yields both a credit rating
and a credit limit for each customer.
How the System Works
To maximize sales while generating an acceptable return on its accounts receivable investment,
Total Petroleum establishes a credit score and a
credit limit for each account using a computer -assisted financial analysis program. The credit score
is an important factor in classifying customers
into risk categories. The credit line is considered
the maximum dollar amount the firm will invest
on open account in a prospective or existing customer's business. The credit worthiness of a customer is determined by analyzing with the computer program the information gathered from one
or more basic credit information sources. The
amount of credit to be extended to a customer by
Total depends upon the quality of the customer,
Total Petroleum's credit exposure (% of sales), financial ratios, outside reports such as those of
Dun & Bradstreet, the needs of the sales department, and security available to guarantee collection of account balances.
Customers must be able to furnish adequate financial information for the computer- assisted
analysis and a representative list of trade references. Other sources of information needed by the
credit manager include Dun & Bradstreet reports,
financial statement in formation from outside
sources, bank reports, credit experience from
members of trade associations to which Total be31

Five financial ratios are calculated and scaled to
determine the credit score. These five ratios are:
current ratio, quick ratio, liquidity (or cash) ratio,
asset ratio, and return on investment. The first
three ratios measure a company's current position
Berrill, Inc.
Drille Corp.
or debt paying ability on a going concern basis.
6
1. Cash and short -term investments
613
They indicate the ability to pay short -term obliga4,094
2. Accounts receivable (net)
911
tions as they come due. The asset ratio is an indi416
169
3. Inventory
cation of the unsecured creditor's margin of safety
84
4. Prepaid expenses
4,384
1,940
in the event of liquidation; it tells the number of
5. Total current assets
32
6. Goodwill and other intangibles
times that asset book value covers the liabilities. A
7. Minority interest
major caution in using this ratio is the recognition
790
491
8. Fixed assets (net)
that asset liquidating values usually are much less
9. Depreciation and depletion (for period)
76
than their book values. Return on investment is a
2,432
4,566
10. Total assets
4,323
513
measure of operating efficiency: The combined ef20. Accounts payable
4,702
651
21, Total current liabilities
fect of management ability, competition, product
545
112
22. Long -term debt
acceptance, and other business factors is expressed
1,668
318
23. Net worth
by this one figure.
1,433
24. Retained earnings
A number ranging from 0 to 4 points is as26,472
14,113
30. Net sales
26,020
signed for specified levels of each of these five ra12,927
31. Cost of sales
274
356
32. Pre -tax profit
tios with 0 indicating a very poor ratio level and 4
130
33. Income tax
indicating a very satisfactory ratio level. We use
274
226
34. Net profit
financial statement information for each customer
40. Years in business (check one):
X
to calculate the five ratios, assign the appropriate
X
over 10
point values according to the level of each ratio,
3 to 10
Under 3
and to add the assigned point values.
41. Pay habits: (circle one)
The sum of the assigned point values for the
1
Discounts
five
ratios for each customer is the customer's
2
2
Discounts to prompt
credit
score. Scores range from 0 to 20 points, and
3
As agreed
Total
has
found that its customers are spread fair4
4
Occasionally late
5
5
Consistently late
ly equally along the range. The upper quartile of
42. Total petro sales in dollars rounded
scores is at 16, the median at 11, and the lower
to nearest thousand (estimated if
quartile at 8. Because of the spread and the reli4.003
1.320
new account)
ability experienced over several years, this pro43. Interest expense (for period)
8
gram gives a fair indication of credit risk to help
90
44. 30 (Days) times the number of months
360
in the P &L statement
Total's credit managers in their judgment of the
45. Treasury stock
credit worthiness of each prospective customer
46. Number of profitable years out of last
and present customers.
five (RO1 over .0)— indicate number
Table 1 illustrates the typical data obtained by
2
5
from 0 to 5
Total for two customers, one a low -risk customer
47. Audited or unaudited (check one)
Audited
and the other a high -risk customer. The data are
X
X
Unaudited
obtained from customers using a special data input sheet designed by Total to collect the financial
and nonfinancial informaton needed for its comlongs, and comments and information received puter- assisted credit financial analysis.
We use a special scale to classify customers into
from sales people and other product line people.
For each prospective customer the sales depart- four credit rating groups based upon credit rating
ment provides: a completed credit application, scores: 12 and above, good; 7 to 11, limited; 3 to 6,
projected sales volume, an estimate of manage- poor; less than 3, very poor.
Table 2 shows the results of calculating the
ment ability, and all other information outlined in
credit
scores for the two illustrative companies,
Total's credit policy.
The computer- assisted credit financial analysis Berrill, Inc., and Drille Corp. The matrix used to
program first produces a credit score for each pro- assign points for each of five levels for the five raspective and existing customer. This score is one tios is also included. It can be seen that Berrill's
factor used in the classification of customers into score of 20 yields a "good" credit rating while
risk categories. Credit scores range from 0 to 20 Drille's score of 7 yields a "limited" credit rating.
with 0 the worst possible score and 20 the highest These credit scores also are used by Total in deterpossible. This credit rating score system was de- mining the risk that it is willing to accept in extending credit to customers.
veloped by James E. Kristy. 2

Table 1
Data for Illustration of Computer- Assisted Credit Financial
Analysis (in thousands)
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Determining Risk
In setting a credit limit one of the first items to
consider is risk -in cases of adversity will the customer still be able to pay within the credit terms
granted? Risk, when determined, acts as a guide
to the overall appraisal of a customer and aids the
credit manager in the daily handling of the assigned credit control. The risk classification also is
used for development of management reports and
for the establishment of certain control assignments within the credit department.
Four risk classifications have been established
by Total:
1. First class or low risk.These customers have a
proven financial ability and willingness to pay
obligations on time. Their financial standing is
well balanced with assets unencumbered. Generally they have a D &B rating of "high" (if listed), have been in business over 10 years, and
have a credit score of 16 to 20.
2. Second class risk These customers pay bills according to terms and within credit limits. Their
financial makeup is sound and reasonably balanced and the D &B rating should be "good" or
higher. The credit score will be 11 to 16.
3. Marginal accounts The definition of a marginal
account can involve a good deal of subjective
judgment, but the majority of marginal account characteristics include the following:
• Poor payment record with others, in and
out of discount with Total, probably not
yet on COD.
• Credit line exceeding normal credit limit.
• Unstable finances, i.e., nominal net worth
or net working capital.
• Overtrading.
• Erratic earnings record.
• Poor financial information, unaudited or
incomplete.
• D &B rating of fair.
• Credit score of 7 -10 or lower
4. Doubtful accounts. Customers classified in this
group normally have D &B ratings of "limited"
or "poor," and a credit score of 0 -7, hardly
ever higher because trading on credit would be
don e wit h a hi gh ex pectatio n o f bad debt
losses. Total generally deals with these customers only on a secured or COD basis.
Classification into risk categories assists credit
managers in determining whether or not to extend
credit to customers, but does not indicate the
amount of credit to be granted. Thus, Total has
developed its computer- assisted credit financial
analysis program to set a credit limit for each
customer.
A credit limit computation was adapted from a
MANAGEMENT ACCOUNTING /AUGUST 1983

design by the Credit Research Foundation, Inc.,
and refined and completed recently by the authors.' It relies on both financial and nonfinancial
information. The base for the 14 calculations used
to compute the credit limit is the customer's net
worth as reported in the financial statements submitted to Total. The calculated credit limit is the
sum of these 14 calculations. The highest possible
credit limit is 160% of tangible net worth. Most
accounts have calculated credit limits between
25% and 75% of tangible net worth (TNW).
The 14 calculations consist of 10 financial ratios
and four nonfinancial items including a base credit limit equal to 10% of TNW. Poor levels of a
ratio or nonfinancial factor result in a decrease in
Table 2
Credit Rating Scores and Credit Ratings for Illustrative
Companies
Financial
ratio
1, Current
2, Quick
3. Liquidity
4, Asset
5.ROI

Berrill, Inc.
Result
Score
2.980
4
2:341
4
.942
4
3.183
4
.135
4

Total score

Drille Corp.
Result
Score
.932
0
.372
3
.001
0
1.054
0
3.832
4

20

7

Credit Rating Score Matrix
Points

CR

OR

LR

AR

Rol

4
3
2
1
0

2.00
1.67
1.33
1.00
less

1.00
.75
.50
.25
less

.40
.30
.20
.10
less

2.75
2.00
1.67
1.33
less

.12
.09
.06
.03
less

Symbol key: CR- Current ratio; QR -Quick ratio; LR: Liquidity (cash) ratio:
AR -Asset ratio; ROI- Return on Investment.

the credit limit while good or better levels of each
ratio or nonfinancial factor increase the credit
limit.' Using this procedure and the information
in Table 2, the calculated credit limits for Berrill,
Inc. and Drille Corp. are $1,344,000 and $3,000,
respectively.
This calculated credit limit is not final, however. The credit manager may need to adjust the calculated amount for any of the following factors,
which may either increase or decrease the calculated credit limit:
1.
2.
3.
4.
5.

Audited or unaudited financial statements,
Notes to the statements,
LIFO or FIFO inventory valuation,
Sales department judgment of management,
Security held by Total to guarantee payment,
and
6. Any other pertinent facts.
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terms will be enforced within the limits possible,
given today's technology. The computer - assisted
credit financial analysis program is an important
part of the goal to reduce bad debt losses and to
better control the company's risk of extending
credit. In addition, it is hoped that the information resulting from this analysis system may be
provided in the future to individual customers,
without charge, to assist in their management
decisions.
❑
"'Cash Flow Horrors and Bankruptcies Mount in Distributor Margin and Supply
Squeeze :' National Petroleum .News. July 1982.
"James E. Kristy, Books on Business, Buena Park, Calif, t980.
1
1 S. Albon. R. A. Hulseman, S. C. Mervan, Computer Assigned Credit Line Pro.
gram; Frank W. Wey, Computer-Assisted Credit Analysis. Credit Limits Fstablished
by Formula and Computer, Robert J. Fulmer, John 1. Morrison, Robert F. Raisbeck, Financial Modeling by Computer, Credit Research Foundation, Inc., Lake
Success, N.Y.
4
A copy the credit limit calculations may be obtained from the authors.
or

Neither of the two illustrative companies were
given judgment adjustments to their calculated
credit limits. Customers who need credit in excess
of the credit limit may be extended additional
credit if security is given to guarantee payment.
The petroleum industry has long encountered
difficulties in enforcing credit limits. The computer age, however, is quickly eliminating these difficulties. Credit limits can now be enforced with
some degree of accuracy and further improvements can be expected.
As part of its newly implemented credit limit
policy, Total will continually monitor its risk and
reassign credit limits on a timely basis one or
more times per year. Credit limits and credit

Management Accounting Practices

employee

10.4-4
benefit pension plans. It is the staffs position that recognition of a gain on ter mination of a company's pension plan is
appropriate if all obligations under the
terminated plan are fully funded and if
the substituted employee benefit arrangements are not linked to the prior
plan. Gain should not be recognized on
termination, however, when benefit provisions under the new plan are based on
service or
such factors as past
guaranteed minimum benefits, because
the substituted plan would be, in substance, a continuation of the terminated
plan.
The staffs view is that gains arising
from the termination of a pension plan
meet the criteria for classification as an
extraordinary item under APB Opinion
No. 30. Gains or losses from pension
plan terminations that arise in connection with decisions to dispose of a segment of the business or to close a plant
should be reported in the same manner
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as the costs related to the discontinued
operations or plant closing.

IFAC Issues Statement
The International Auditing Practices
Committee of the International Federation of Accountants (IFAC) has issued
the following documents:
International Auditing Guideline 12,
Analytical Review, which provides an
understanding of analytical review
procedures and guidance on the objectives, timing, and extent of reliance
to be placed on such procedures.
Exposure Draft 18, Related Party
Transactions, dealing with determining the existence and identification of
transactions with related parties.
Exposure Draft 19, Using the Work of
an Expert, which discusses when expert opinions are needed and how to
substantiate the expert's qualifications and work as audit evidence.

Comments on the two EDs are due
by November 30. The above referenced
papers may be obtained from the American Institute of CPAs at 1211 Avenue
of t h e Ameri cas , New Yo rk , N. Y.
10036.

IIA Publishes New Series
The Institute of Internal Auditors, Inc.,
has issued the first two proposed statements in a new series of Statements on
Internal Auditing Standards. ED 1 Communicating Results, and ED2 Control:
Concepts and Responsibilities.
The new statements, if adopted, "will
provide definitions and delineations of
responsibilities that are essential prerequisites for internal auditing to be properly performed in accordance with the
Standards for the Professional Practice
of Internal Auditing. " The Institute is
located at 249 Maitland Avenue, Post
Office Box 1119, Altamonte Springs,
Fla. 32701.
❑
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Managing Accounts
Receivable Effectively

By Jerry T. Howe
High interest rates, declining sales, and the lack of
investment capital have forced many firms to reduce inventories, cut labor costs, and tighten credit policies. If you are involved with your firm's acco un ts recei vab le you are wel l aware o f th e
existing pressures. Unlike the decisions to reduce
labor cost, accounts receivable pressures have always existed to one degree or another. The basic
problems of effective collection such as slow pay ors, bad debts, and legal actions also continue to
persist and are now magnified due to the troubled
economy.
One major oil company recently discontinued
credit card sales. This is one way to solve a receivables problem. Unfortunately, not all of us can afford such a solution, nor would some of us even
consider it. Therefore, at Childrens Hospital Medical Center, we have realized that if we are going
to carry an accounts receivable, we must view it
realistically, plan its existence, and assure ours el ve s i t can a d ap t t o ch an gi n g eco n o mi c
environments.
In my role as business systems manager I have
found that the success of an effective accounts receivable function starts with credit policies. These
policies must reflect the company's cash management and collection attitude. They also should be
representative of the firm's image. Credit policies
establish the expectations of payment in terms of
time frames, means of payment, such as check,
MANAGEMENTACCOUNTING/AUGUST 1983

credit card, and cash, and discounts offered. This
can be accomplished in many ways —from a sign
on a cafe cash register ( "In God We Trust, All
Others Pay Cash ") to a lengthy engagement letter.
The importance of these policies is that they clarify the firm's expectations in writing. The formalizing of these expectations into credit policy is a
management responsibility, while implementation
of the policy lies with the credit or the receivables
manager. Although the credit manager should be
consulted about the credit policy, it should not be
left up to this manager to create the policy.
Step One: Gather Information
The first step in establishing credit policy is information gathering or confirmation. This process
can be as direct as obtaining the buyer's name, address, and purchase order. It also may involve
identifying responsible third parties, such as insurance or health care programs, obtaining financial
statements for credit approval, confirming exist -.
ing information, checking credit holds, or inquiring about special requirements of the buyer's policies th at expedite payment. Many times t his
information can be readily acquired by the use of
different forms designed to capture specific criteria unique to various credit sales. As this information is received by collection personnel it is filed
with the divisions or groups that are responsible
for collections.
As our accounts receivable grew and developed,
we realized the organizational structure of the de-

s

The credit policies that proceed and follow the sale
of goods or services can make or break a business.
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Setting credit
policy is a
management
responsibility.

partment plays a major role in its effectiveness. By
segregating the accounts into various classes or
categories, some basic divisions were made for developing possible structures. Depending upon the
size, type, and volume of the receivables, three basic departmental structures are normally used.
They are the individual concept, the group objective, and the process approach.
We began with the individual concept and assigned one person to a portion of the accounts receivable and held that person responsible for all
phases of the billing and collection process. This
structure works well for our smaller accounts receivable both in volume and staffing requirements.
It requires that each person be thoroughly knowledgeable in all phases of the firm's policies and
procedures, as well as each payor's requirements.
As we grew, the group objective approach was
used. It divides the accounts receivable staff into
various subdepartments. Each group is responsible for a portion of the accounts receivable. Within the group are billing, collections, filing, maintenance, an d mo s t i mp o rt an t l y, su pervis io n
functions. The internal operation of the group is
generalized so that each person does basically the
same job, or it can be specialized giving each
member a unique task. The supervisor is responsible for maintaining and clarifying the status of the
accounts receivable vested in the group.
Final ly, we reorgan ized into a process approach. It evolved from the billing process and is
similar to a production line. This approach uses
either individuals or groups, or a combination of
both. The billing process is segmented and each
part of the process is completed by a different person or group. Customer credit is separated from
account maintenance or billing. Billing is segre36

gated from collections, and so on. Although this
form works well in many situations, it does depend on a great deal of cooperation between divisions and often responsibility is difficult to affix to
a specific problem account.
In choosing a structure for the receivable department, we considered a number of factors. Internal control of the accounts maintenance was
scrutinized, distinct lines of authority and responsibility were mandated, written policies and procedure manuals were made available to all personnel , t rai ni n g p ro grams were d evel o p ed an d
periodically updated to be used as a vehicle to implement changes, and last, but not least, the repo rt i n g mech an i s ms were mad e t i mel y an d
reliable.
The internal activity reports on the accounts receivable are of the utmost importance. These reports highlight increases or decreases in credit
sales, cash receipts, collections, and personnel
productivity. Many titles and formats are in use
for this process, including the controller's report,
activity summary, productivity analysis, and aging summary. They are all designed to provide
management with information to evaluate the status of accounts receivable. Too often, however,
these reports do not offer enough detail to expose
potential problems.
For example, in many of our large accounts receivable reports, the information is based on percentages of the total receivable and percentages of
change. A typical report illustrates the aged categories as percentages of the net accounts receivable and perhaps the percentage of change in the
categories from the last accounting period.. Accompanying this report is information on allowances and adjustments and their percentages. AlMANAGEMENT ACCOUNTING /AUGUST 1983

Table 1
Accounts Receivable by Responsibility Group

$1,106,500

23%
17%
36%
24%
100%

$525,500

though these are all pertinent to the management
overview, they do not address themselves to the
proverbial 10% of accounts that cause 90% of the
trouble. Nor will they indicate early enough that
an internal problem exists.
To avoid this problem, using the same data
base, we generate specific reports to help identify
problem areas. A detailed list of accounts that extend over the acceptable payment period triggers
prompt collection action. This report also lists the
number of days the collection department has had
an account, so a quick review of the days gives
some indication of the unit's success. For early detection of problem accounts a nonactivity report is
generated. This exception report lists those accounts which are within the acceptable payment
period but have not been paid after the first or second billings.
Step Two: Analyze Accounts
As we divided the accounts receivable between
different individuals or groups, as described earlier, comparative analysis reports became possible.
These reports analyze each subdivision of the accounts receivable and comparatively report on
each. In reviewing such a report, uneven distribution, billing efficiency, and potential problem areas are noted. Table 1 compares four groups responsible for accounts receivables which are
divided alphabetically.
Groups A and D are similar in number and size
of accounts, amounts of total accounts receivable
responsibility, and the aging categories. Groups B
and C, however, have a different construction.
Group B has a smaller portion of the number of
accounts than do the other groups. A review of
the aging seems to show that this group works
more efficiently in the first 60 days. It also appears that the emphasis of collecting accounts
over 60 days may have diminished or that some
larger past due accounts are in the category.
Group C, on the other hand, has a disproportionate share of the total dollar value of the accounts receivable, but not of the number of accounts. This group's aged percentages are similar
to groups A and D and are within the acceptable
MANAGEMENT ACCOUNTING /AUGUST 1983

52%
31%
49%
53%

60
days
$90,000
37,000
155,000
85,000

47 0/a

$367,000

h
36%
19%
38%
33%

Over
60
days
$30,000
96,000
52,000
36,000

12%
50%
13%
14%

33%

$214,000

19%

%

Division
A -F
G -M
N -R
S -Z

30
days
$130,000
60,500
195,000
140,000

%

Group
A
B
C
D

Total
A/R
$250,000
193,500
402,000
261,000

%

#

of
accounts
500
390
496
522

range. If additional efforts were made to reduce
this accounts receivable, I would want to examine
group C's over -60 day category (due to dollar volume) before reviewing group D's.
One of the other means by which we analyze
accounts receivable is by formula. The number of
sales days in receivables is the most commonly
used formula. Although the days in receivables is
a good rule of thumb, it can be a misleading measurement if major factors are not taken into account. Price increases will automatically decrease
the number of days if they are not weighed with
pre - increase sales. Conversely, decreasing sales
volume will increase days in the same manner.
Reserves or allowances for bad debt have an effect
if they are netted against the receivable and if the
days are calculated with gross sales figures. We
also consider these same factors when accounts
receivable are being compared between firms. Often the difference between two firms' days in accounts receivable is a matter of calculation and financial policy rather than the effectiveness of
collection efforts.
In order to reduce the accounts receivable in
terms of dollars or number of days, the costs involved are compared to the value gained. If the
dollar volume is substantially higher than either
the industry average or the firm's historical average, the decision to add billing representatives or
collection agents is relatively simple. The justification of spending relatively small amounts to collect significantly large amounts is an easy one to
make.
If, on the other hand, our objective is to reduce
a minimal number of days with a smaller percentage dollar volume, the elements of the decision
process are much different. To evaluate the advantage of such a reduction, we balance the dollar
value achieved with the direct cost involved and
the potential loss of future sales. The mathematical calcul ation to d etermine t he reducti on is
straightforward: total accounts receivable divided
by the number of days in receivables multiplied by
the number of days of the reduction. The real value is in the use of funds collected, not the funds
themselves. We determine this value by calculat-

formal credit
policies let
everyone know
what is
expected of
them,
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Unpaid
accounts create
a new set of
problems.

ing the interest earned on the funds during the reduction period or by determining the current value of the funds by using the inflation rate for the
period.
The other side of the equation takes into account the cost involved in a reduction. Overtime,
new employees, space, equipment, and perhaps legal fees all play a part in the actual costs. An undefined cost may be the reaction of customers to
the tighter credit policy and the loss of sales. This
second cost, or actually loss, is not easy to predetermine and can be a major element in the reduction decision.
We try not to spend too much time, effort, or
money in chasing elusive days or short -term collectible dollars. Once the acccounts receivable is
at our preferred or desirable level, it is managed to
maintain that level at minimal costs. The days and
dollars might even be allowed to fluctuate to a
minimum nonacceptable level before any action is
taken. Rather than focusing on the receivable
days, the effort and money expended are used to
stimulate and perfect collection efforts.
The Billing Process
As the billing process commences, the awareness of the accounts receivable personnel increases
regarding each large customer or buyer. Permanent files are kept and updated with vital information about such major accounts. This information
is extremely important. Many times the knowledge of a payor's seasonal business triggers early
collection efforts in more favorable periods. The
maintenance of a tentative or established schedule
for payments combined with knowledge of turnaround times facilitates the submission of bills. It
is important to have the names of contact personnel or to be able to contact the sales staff directly
when problems arise. Adhering to the payor's requirements for bi ll submission and receiving
change notices are particularly crucial when dealing with federal, state, or county agencies. This
knowledge is not coincidental. It is anticipated
and planned for in our collection process.
Our collection department exercises extreme
persistence. Initial bills and follow -up statements
are scheduled in advance, the schedule is adhered
to, reminder notices are sent religiously, and inquiries or d ispu tes from payors are reso lved
quickly and professionally. Telephone contacts
are made to slow payors with the firm's image in
mind, the credit policy is enforced with both pay ors and internal personnel, and the sales force is
informed of slow payors and bad debt accounts.
These efforts all contribute to our expectation of
payments and keep the payors aware of their responsibilities. There are, however, those accounts
which will go unpaid, and they create a new set of
problems.
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Handling Unpaid Accounts
After an account passes through the normal
billing process and remains unpaid, we initiate additional efforts. First by letter and then by telephone, the payor is notified that his past due balan ce i s n ot accep t abl e an d t h at p aymen t is
required. Personal contact over the telephone
tends to work better in these communiques. The
sales force is then informed that a credit hold is
pending on the customer, and a sales representative is delegated to make a personal call on the
customer in an attempt to collect. This procedure
works particularly well when sales commissions
are adjusted for bad debts. At this point the firm
considers accepting a negotiable note and /or collateral if possible. If these attempts fail, the credit
hold is enacted.
Credit holds can be useful tools. If the hold is
placed on delivery, t he cu sto mer may n ot be
aware that the order is not fo rthcoming. This
practice turns the tables somewhat in that the customer becomes the aggressor, while we have substantially strengthened our position. In the negotiations for the new delivery, we seek to resolve the
entire open balance of the account (including the
new delivery) rather than just the past due portion. From this position, the likelihood of having
more than the past due amount paid is very good.
After this, the customer is placed on a C.O.D. basis to prevent future delays.
Dependent upon the size of the accounts and
the cost involved, some accounts are referred to
small claims court. To save expenses, the filing requirements and appearance responsibilities of the
jurist court are reviewed. Many times multiple
claims can be filed and will be heard on the same
court date. More often than not, the claims go uncontested and a judgment is received. One word of
caution: if the payor has grounds for a counterclaim, other steps of action may be considered.
As a last resort we turn some accounts over to a
collection agency. Because collection agencies
generally work on a percentage basis, we make every effort to work large accounts internally and
only assign small balances to such organizations.
Also, we carefully negotiate the percentages paid
to these agencies and closely monitor their performance. Just because an account is assigned to an
agency doesn't mean it is forgotten. If we determine that an agency is not performing, it is replaced.
As is evident, the management of accounts receivable has several facets. In order for it to be
effective it must be guided by policy, nourished by
information, facilitated by structure, monitored
with precision, and supported by all concerned. In
this function, as in all business operations, productivity lies in improving the bottom line.
❑
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How South Central Bell
Confirms Accounts Receivable
Modernized sampling techniques and sound audit procedures
can help assure that accounts receivable become assets.
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By Kenneth J. Mory

error, rather than positive or expanded field confirmation forms.

The confirmation ofaccounts receivable is an un
portant part of any audit of a business. The confirmation of customer accounts assists in:

Types of Confirmations

Establishing the authenticity of the accounts receivable asset;
Serves as a deterrent to lapping of customer
payments or other misappropriation of customer payments; and
Provides an effective means of identifying cases
where payments are misapplied or not applied
at all.
South Central Bell Telephone Co. (SCB) has
developed a mechanized scientific statistical sampling approach to the confirmation ofaccounts receivable. Our system provides timely and reliable
data and increases the efficiency of the confirmation process. Appropriate internal controls, including an extensive verification effort by internal
auditing, confirm the existence of the recorded accounts receivable asset and minimize the number
of confirmations mailed by the company's independent auditors. Because we verify a large number of accounts with small balances, internal auditing uses the negative form of confirmation
request, where customers are asked to reply only
if the company's records are considered to be in

We classify confirmations into three categories:
outstanding balances, payments, and deposits or
advance payments. Outstanding balance confirmations verify the outstanding balance at a specific date for in- service customer accounts, final
bills, special bills, and written -off accounts. These
confirmations are designed to detect cases where
payments are misapplied or are not applied to the
customer's account. Payment confirmations verify
the amount and collection date with the customer.
They are designed to disclose cases where payments are not reported or processed promptly.
Deposit or advance payment confirmations verify
initial cus tomer payments and dis close cases
where deposit or advance payments are not properly reported or processed. In cases where our
company records show that a new customer has
made no initial payment, the new accounts are
verified to detect possible cases where payments
are obtained but not reported. We use four confirmation request forms to verify account balances,
payments, new accounts, and written -off accounts.
In addition to written confirmations, we manually confirm certain customer accounts. Among
these are new accounts not yet included in the
MANAGEMENT ACCOUNTING /AUGUST 1983

mechanized system, written -off accounts no longer included in the mechanized system, and certain
other miscellaneous bill /accounts usually handled
on a manual basis.
Sampling Plan and Selection Technique
The confirmation process satisfies the audit objective of determining the existence of accounts receivable but does not satisfy the audit objective of
determining the valuation of receivables. Therefore, we use other audit procedures, including reviewing related cash receipts and aging of accounts receivable balances, to satisfy fully the
valuation objective. To achieve the objectives of
the confirmation process, however, we decided to
use discovery sampling as its sampling plan.
This form of sampling is used when the audit
objective is to seek out defalcations, manipulations, circumvention of internal controls, and other improprieties. Discovery sampling indicates the
probability of finding at least one occurrence given a certain sample size selected from a given population having a specified occurrence rate. After
determining the maximum error rate that would
be acceptable, we calculated the total annual sample size for customer accounts to be confirmed as
shown in Table 1.
Because of our large number of eligible accounts, the universe sampled approximates the
characteristics of an infinite universe. Therefore,
given that the annual sample size is 10,000 and no
errors are found, then the maximum number of
errors is no greater than .03% of the population at
a 95 % confidence level. For our purposes, an error is defined as a manipul ation of customer
receipts.
The techn ique used to select the s ample is
mechanized interval sampling. This technique
provides for the selection of the sample, beginning
with a random start, so that there is a uniform
interval between each sample item selected. Table
2 shows a hypothetical example of the calculation
of sample interval factors to be used in the mechanized program. All customer accounts do not always carry a balance or indicate a payment. Also,
some accounts are automatically excluded from
selection for confirmation.
Therefore, to calculate the total estimated annual eligible items available for confirmation, we
make a study of the total number of confirmation
requests mailed over a three -month period and annualize the results. The annualized number of notices is multiplied by the sample inierval used during the stu dy period t o determine the sample
universe.
The predetermined sample size, as calculated in
Table 2, is divided by two to allow an opportunity
to verify both payments and balances. Cash is
more vulnerable to employee manipulation when
MANAGEMENT ACCOUNTING /AUGUST 1983

received over the counter in our business ofices or
by our payment agencies than when it is mailed to
our Centralized Mail Remittance (CMR) units.
Therefore, payments sampled are further divided
between CMR, 25% of the payments sampled,
and non -CMR, 75% of payments sampled, reflecting the higher vulnerability of non -CMR payf

Table 1
Determining the Sample Size
Given:
a =Confidence Level =.95
r =Maximum error rate =.0003
n = sample size (Number of customer account balances /payments to be
verified)
N = sample universe (approximates infinity)
Then:
1n (1 —a)
n=
—
1n(1 —r)
(1
n — 1 n —.95) — 1 n (.05) __ 10,000
1 n (1 —,0003) 1 n (.9997)
n = 10,000

Table 2
Calculating the Sample Interval Factors
Payments
CMR'

Balance

Total

Non -CMR'

1. Estimated annual notices
mailed based on a 3 -month
study period

3.600

4,800

2. Sample interval factors
used during study period

1,800

900

2,000

—

3 Estimated sample universe 6,480.000
(A X B)

4,320,000

7,200,000

—

4. Predetermined annual
sample size (annual
sample projected
10,000)
5. Sample interval factors
(C =D)

3,600 12,000

1.250(25%)

3,750 (75 %)

5,000 10,000

5,184

1,152

1.440

—

CMR — Centralized Mail Remittance

ments to manipulation. The sample universe is
then divided by the predetermined annual sample
size to calculate the sample interval factors for input in the mechanized sampling program.
Customer Account Selection Process
Under our Customer Record Information System, cash processing to customer accounts is a
daily routine. The confirmation of customer account balances and payments are subroutines to
the cash posting operations. By use of these sampling subroutines, a sample of confirmation notices is selected on a daily basis. The verification
request program is designed to retain its counts of
41

customer accounts and payments beyond a single
day's run and to begin with the next sample item
on the following day's run.
Payments to be verified are selected from those
being posted to the account records throughout
the billing month. Usually, a confirmation request
on payments reaches the customer within five
days from the day that the customer's payment is
received by the company. The short time lag between the receipt of payment and the request for
confirmation improves the probability that the details of the payment are still fresh in the customer's mind and should increase the reliability of any

Figure 1
Selecting Payments and Balances to Be Confirmed
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response.
Account balances can be selected for verification at any time between a date approximately
two weeks after the payment due date and the
closing date of the monthly billing period. This
procedure prevents a customer from receiving a
bill and balance confirmation request in the same
mail or from receiving the confirmation request
prior to the receipt of the bill.
Certain types of accounts are excluded from
verification as shown in Figure 1. To reduce customer inquiry regarding the verification of insignificant balances and payments, the sampling programs generate a confirmation request on only
those payments and balances exceeding $10, an
amount less than our lowest telephone base rate
currently in effect. Once verified, each account is
identified and automatically omitted from consideration for an additional request for the following
12 months to preclude the possibility of annoying
customers.
Exclusion also is automatic for public coin telephones and semipublic coin telephone accounts,
100% telephone concession accounts (company
telephones), government accounts, and bill payments by bank draft where the possibility of manipulation of company funds is minimal or where
experience has indicated that it is the policy of the
customer type not to reply to verification requests.
Although not automatic, exclusion also is considered for accounts that are known to be involved in
bankruptcy, receivership, death, or when other
sensitive situations exist.
The confirmation sampling programs are designed to permit the frequency of selection of accounts to be varied for each central office. This
flexibility allows us to verify a larger number of
account balances and payments for those central
offices served by a business office where accounts
appear more vulnerable to manipulation or where
it otherwise seems appropriate. If we discover or
suspect that a manipulation or embezzlement exists, specific control offices can be saturated with
requests by lowering the sample interval for one
or more days and re- establishing the normal interval after saturation is completed.
MANAGEMENT ACCOUNTING /AUGUST 1983

Investigation of Discrepancies
All discrepancies and irregularities reported by
customers on returned confirmation notices are
investigated and followed to conclusion. A majority of the reported discrepancies arise from misunderstandings as to the date or amount customers
are asked to confirm. However, because replies
may be the only clue given of dubious items that
might lead to disclosure ofdefalcations, care is exercised to ensure that the review of replies does
not become a routine, mechanical procedure.
Investigations of reported discrepancies include
inquiry into the related circumstances as well as
the accounting records. In the case of a skillful
fraud, the company's records may appear to be in
proper order as a result ofthe omission ofrecords
or fictitious entries, so initiative and imagination
are an absolute necessity.
Although the investigation of discrepancies is
normally conducted by internal auditing personnel, investigative procedures also include cooperation with other departments. When serious improprieties are suspected or the investigation discloses
manipulation of customer payments, internal au-

diting will closely coordinate or, if warranted,
turn over the investigation to company security
personnel and legal counsel.
Assessing the System
Our mechanized system has resulted in the orderly selection of customer accounts to be confirmed. Also, the time required to confirm acco u n t s u n d er t h i s co n fi rmat i o n p ro c es s i s
significantly less than that required in a manual
selection process. Therefore, audit personnel only
need to review periodically the sampling process
and to investigate reported discrepancies. In addition, the mechanization ofthe selection process allows payments and balances to be selected on a
daily basis resulting in timely selection, processing, and mailing of requests.
Although the mechanized process increases efficiency, the effectiveness of the confirmation program depends on how we interpret and use the resu l ts . As i n al l asp ect s o f i n ternal cont rol,
improved techniques are oflimited use unless applied to the specific needs of a business through
the
auditor's
analytical
insight
and
interpretation.
11
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receipts.

September West Coast Pension Conference:
NAA Update on Employers' Accounting for Pensions
NAA's west coast conference on employers' accounting for pensions, to be held at the Fairmont
Hotel in San Francisco on September 30, 1983,
will update current developments surrounding the
FASB preliminary views on this important issue.
Over 200 financial executives participated in
the first conference held on March 16, 1983, at
the Hotel Pierre in New York: At that meeting
the overwhelming reaction to the FASB views was
negative. These proposals would alter the method
for reporting noncontributory defined benefit
plans sponsored by a single employer.
In order to provide a wide forum for discussion
before the Board issues its final statement, NAA
will again feature speakers from industry and public accounting, FASB, actuarial and legal professi o ns , an d th e ban k i n g an d i n ves t men t
communities.
The co nferen ce pro gram will o pen wi th an
overview of the issues by Emil Scharff, NAA past
president and past chairman, and senior partner,
Arthur Young & Co.
Other morning presentations will include "Illustrating the Accounting for Pensions Under
F AS B 's P rel i mi n ary Vi ews " by R i ch ard
Schwartz, partner, Ernst & Whinney, and Melvin
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Penner, partner and national director, Arthur
Young & Co. Also, John H. Flittie, partner and
national director, Touche Ross & Co., and Larry
B. Wiltse, consulting actuary, George B. Buck
Consulting Actuaries, Inc., will discuss "An
Analysis from the Actuary's Viewpoint."
In the afternoon session, field test results ofthe
preliminary views will be, reported by Roy D. Thy lin, partner, and Eric C. Ruliffson, Principal and
actuary, ofCoopers & Lybrand. "Industry Viewpoints— Impact on Corporate Operating and Financial Position Statements" will be discussed by
Bernard R. Doyle, manager, corporate accounting
services, General Electric Co., and William J. Ihlanfeldt, assistant controller, Shell Oil Co.
In addition, James E. Landau, senior vice president, Bank of America Investment Management
Corp., will explore the major implications for investment analysis, and Timothy F. Lucas, FASB
project manager — pensions will describe the issues
and reasons leading to the preliminary views.
The conference includes lunch and refreshment
breaks, technical materials, and a cocktail reception for the $215 fee. For registration and information, call the NAA Registrar at (212) 7549758.
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Surviving a Pink Slip
A financial executive whose career was derailed
learned the hard way that the quickest return
to the fast track is to be prepared
with a job search plan ready to roll

By Richard L. Ross

Richard L. Ross is the
former vice president
and treasurer of
Bekaert Steel Wire
Corp. At the time this
article was written, he
was unemployed. Mr.
Ross is a member of
the Pittsburgh Chapter,
through which this
article was submitted.
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Would you be prepared if, as happened to me, the
president of the company walked into your office,
closed the door, sat down, and said, "I'm afraid I
have some bad news for you." If you are not prepared for this possibility, now is the time to begin.
The first step is to be honest with yourself, and
admit that it could happen and therefore it is in
your own best interest to be prepared. For example, have you considered updating your resume if
you ever had one, or drafting one if you haven't?
It is not being disloyal to your employer if, on
your own time, you sit down and list your goals,
duties, responsibilities, extent of authority, and
your accomplishments. At least, set up a career
file at home for purposes of eventually preparing a
formal resume.
Even if you don't draft an actual resume now,
at least you are prepared if it becomes necessary
to do so, and it will be considerably easier than
trying to pull everything together under the pressure and stress of having just lost your job. Remember that this resume of your business experience, qualifications, and accomplishments may
become the most important document in your life.
One or two sheets of paper summarizing your credentials will be used to convince a prospective employer that you are, at minimum, someone he
wants to interview personally. To assist you in the

actual preparation, you will want to refer to some
of the many books and articles written about good
resume preparation. It's also a good idea to include in your file copies of resumes and cover letters of others that have particularly impressed
you.
The next step is to familiarize yourself with
company policy regarding layoffs and terminations. If there is no formal policy, you should be
alert to how the unwritten policy is being carried
out. Some of the more important matters to consider are severance pay, vacation pay, employee
benefits, outplacement, use of the company car,
job- search expenses, and secretarial assistance.
Recognize and take into account that written and
unwritten policy normally deals with employees
relative to their position with the company, their
senio rity, an d t h e reas o n fo r t h e l ayo ff o r
termination.
In the context of planning ahead, you should be
alert to what is happening in the company that
may affect the future of the organization, the way
you do your job, or perhaps even your position in
the co mpany. This inclu des s uch t hings as a
change in top management, a change in the strategic direction of the company, whether the company is a potential or actual takeover target, how the
company is performing operationally or financially, competitive moves in your markets, and any
change in attitude toward you or your work. ObMANAGEMENT ACCOUNTING /AUGUST 1983

viously, the best strategy is for you to make an
adjustment to the situation and continue to function effectively. This response is not always possible, however, so you must plan for alternative
possibilities.
Finally, take long -term personal budgeting seriously. Review your finances carefully and continually, and put something aside in savings on a regular basis for emergencies. We all recognize this
as go o d p o l i cy, b u t i t b ears rep eat in g an d
emphasizing.
What to Do When It Happens
Firs t of all , n o matter how mu ch you h ave
thought about it, you cannot be completely prepared for a permanent layoff or termination. It
will be a shock! If you have ever been through
this, you know it can be devastating. The closest
analogy I can think of is the loss of a loved one.
Even if you know it is inevitable, the shock and
sadness that you immediately experience is overwhelming. But you have planned ahead and you
must be resilient; the next few hours may be the
most important period of time in your career with
that company. You have to remain calm and keep
your wits about you in order to discuss the terms
of your leaving the organization. Remember, the
management has carefully planned and thought
this all out ahead of time, so the advantage is on
its side.
First and foremost, you have to get a clear understanding as to why you are being let go, for
two very important reasons:
1. You need to know what to tell others, including your family, business associates, friends,
and prospective employers. Conversely, you
want to know what reason the company will
give when, and if, it is asked.
2. If performance related, you should analyze the
company's evaluation in order to take corrective action or consider it in view of your future.
Please note that you may or may not agree
with the company, but this is not the best tine
to pursue that type of discussion. It is not reasonable to assume that the company would reconsider at this point.
Next you must review all the terms of your separation. Be firm and don't be afraid to ask for
something. Remember, the company wants to
maintain a good image. Use guilt, fear, and other
human emotions to your advantage. Do not make
threats or be obnoxious. This is not the time for
retributions; you are trying to get concessions.
When all points have been covered, review them
with company officials and get everything in writing. Then take one final stab at winning any items
that may not have been resolved to your satisfacMANAGEMENT ACCOUNTING /AUGUST 1983

tion. It is possible that this process might not all
take place during the initial discussion, or even
the same day, so be patient and take advantage of
the time to further prepare yourself.
When you go home, inform your family immediately of what has happened and what terms and
conditions have been agreed on with the company.
You must then assess your financial situation. If
you have followed sound personal planning, this
evaluation should not be difficult. This review
should be accomplished before proceeding with
your job- search campaign because your financial
situation will determine what considerations you
should concern yourself with when seeking a new
position.
Write a Resume That Will Sell

It is not being
disloyal to your
employer to
keep your
resume current.

Now it is time to get back to the resume that
you have kept in a semi - completed form. Two
questions stand out as important at this point:
• What kind of business do you want to work for?
• Are you willing to relocate?
Both are important in the focus of your resume
and of your job search. As to relocation, it is vitally important to decide whether a move is desirable
or possible, and if so, are there any geographic restrictions. You don't have to indicate this in your
resume, and probably shouldn't, but you must resolve this issue in your family circle.
Review your reference material and complete a
draft of the resume. You may want to have it professionally printed, so check into the location of a
quick printing service. Continue to review and improve the draft, and if possible, ask someone else
to look it over before you go to print. You will
need an original copy (free of typographical errors) typed on white bond paper to take to the
print shop. I would suggest ordering in larger
quantities to save money, and have the printing
done on ivory or off -white paper. Be sure to order
matching cover letter sheets and envelopes. Also,
if you don't have personal stationery, you should
order some printed with your name and address
for the important follow -up and thank -you notes
you will be sending. And, finally, business cards
come in handy to include in your correspondence
and for interviews. The professional image projected is well worth the expense and the cost is tax
deductible.
You should now begin planning and getting organized for the actual job search. There is much
competition for available positions, and you must
have a healthy sense of urgency about this undertaking. Start by making a list of every possible
contact. I would suggest that before you leave
your office you obtain a photocopy of your secretary's phone list and business card file. Include on
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A well - planned
and conducted
job search
will get you a
new position,
in time.

your list relatives, friends, business associates,
neighbors, bankers, public accountants, and people you met at seminars. It would help to note on
your list how well you know these people and how
you expect they can help you (i.e., possible employer, references, referrals). When this exercise is
completed, you will have to draft several different
types of cover letters to fit the needs of your mailing list and to transmit your resume.
We should say a word here about secretarial
service. If your company is providing assistance,
you are fortunate. If not (and sometimes even if it
is) you will want to locate a private secretarial service with word processing capabilities. This is important as you will be sending out quantities of
standard letters to different addresses. Even if you
or your spouse are excellent typists, trying to do
this at home could be a limiting factor in your
campaign. Use these various resources wisely.
After completing this mailing, you should use a
library where you can find various financial references to research specific companies to which you
might apply for employment. Keep in mind your
preferences as to type of business and geographic
area. The cover letter you prepare for this effort
should be addressed to the person you feel would
actually make the decision to hire you, but unless
you are going for a top -level management slot, I
would apply to the personnel or human resources
departments. Generally, a list of officers of the
company is provided in the reference source. Be
sure to use the most up-to -date reference available. If the position is not listed, or if there is any
question in your mind, note the company phone
number and call to verify the proper name, title,
and address. You will also want to locate a reference book listing employment agencies and search
firms in your job market area. Again, a slightly
different cover letter will be appropriate.
Take Care of the Basics
If you will be working out of your home, it may
be advantageous for you to purchase a telephone
answering machine to record your calls when you
are unable to answer the phone personally. Subscriptions to publications and newspapers that list
job opportunities (such as the National Ad Search,
the Wall Street Journal, and the National Business
Employment Weekly), are a good idea, at least for
the first couple of months of your campaign. Alternatively, many libraries subscribe to these
publications.
Unless you already know the regulations, a review of the job- search expenses, which are tax deductible, is in order. Practically everything will be
deductible, but remember to keep a diary and save
your receipts.
You will need a filing system for your correspondence and a method to access it by individual
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and company name. I keep a log of everything in a
stenographer's book and allow space for comments regarding calls or follow -up letters. Some
people use 3x5 cards just as effectively. A good tip
is to have extra copies of some of your cover letters made to use when answering ads for similar
positions.
How well you have prepared for emergencies,
and the financial aspects of your termination determine to some extent the urgency of this matter.
At a minimum you will need a personal balance
sheet detailing your assets and liabilities. Prioritize your liquid assets and current liabilities.
Don't forget such things as borrowing the cash
value of your insurance policies and any retirement or profit- sharing plans at the company that
can be converted to cash. If you have a serious
problem wit h debts, yo u should co ntact your
creditors immediately to work out a program of
payments.
After all of this has been resolved, you should
then prepare a budget of the minimum monthly.
amount on which your household can continue to
operate, taking into account, of course, the adjustments you have arranged and the expenses that
must be incurred to conduct your job search.
What Else You Should Do
Do not suddenly drop out of sight! Maintain
contact with friends, business associates, and relatives by phone, mail, and personal visits. Don't be
bashful; you'll need to marshall all the help you
can get in the way of referrals, ideas, and introductions. Rememb er th at n o th in g has reall y
changed in your relationship to these people, except that they are busy with their jobs and you are
busy trying to find new employment. You know
how easily some things are forgotten in the work
environment, so a short phone call or note on
your stationery will keep your name in their mind
and in most cases they will be glad to hear from
you.
Continue to attend the meetings of professional
organizations of which you are a member. Watch
for announcements of other meetings, seminars,
business shows, or gatherings which you can attend as a guest or on your own. This serves the
purpose of keeping you out in the public, up to
date on new ideas or products, and affords possible additional contacts. Consider other alternatives that may be of some financial benefit and, at
the same time, put you in contact with an even
wider circle of people who could possibly help
you, such as teaching part-time, consulting, using
trade skills, or working as a volunteer.
Also, con sider wh ether a change in career
makes any sense in terms of your interests, background, and experience. You must realize that unless there are some strong factors that favor this
MANAGEMENT ACCOUNTING /AUGUST 1983

kind of move, a change in career is, at best, very
difficult. Ifyou do have some skills that are readily transferrable, it is somewhat less difficult (and
even appropriate) to change to a different industry
or type of business in the same career field.
Sometime during your job search it is likely
that you will give some thought to going into business for yourself. Go ahead and look into this alternative. You will find reference books in the library outlining how to go about beginning your
own business, and there are books reviewing the
many franchises available. This is a healthy exercise and promotes interest and motivation. Write
for information and even meet with the principals
ifat all possible. You may never have a better opportunity to examine these possibilities, and it's a
good idea, whether you proceed or not, to get this
out of your system. Should you decide that you
want to give the self - employed alternative a try,
please talk it over with a lawyer, a friend whose
judgment you trust and value, and with someone
else in this or a similar business.
Family Considerations
Keep your spouse informed ofwhat you are do-
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ing. Have a calendar in your home work area to
indicate your appointments and a phone number
where you can be reached in case of an emergency
at home. Remember that your attitude will reflect
in your family's attitude and feelings. Keep your
spirits up and your spouse will feel better about
your situation. You are going to get another job; it
is just a question of timing! What you tell your
children depends on their age and level of understanding. If they are old enough to understand,
then you should keep them informed ofhow they
may be affected during the job search (e.g., the expense budget) and when you actually receive a job
offer (e.g., possible relocation).
Don't cut off everything that the family has
done together. Ifyou can, try to budget for pizza
and a movie or some other activity that you enjoy.
This will be a great aid in keeping morale up in
the family and it is good therapy for you personally. Once you get your campaign organized and
under way, you should find that you will have a
little more time for your family than when you
were working. Enjoy the opportunity to spend
some time with them before you get back on a job.
Through the various sources you are using in

You should be
a ware of
changes in
organization,
markets, and
planning that
might affect
you.
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your job search (personal contacts, letter writing,
answering ads, search firms), you eventually will
be considered for some positions and will be invited for an interview.

This is another of those topics that has been
written about extensively, and it would be a good
idea for you to review some of these publications.
A few of the basic do's and don'ts are:

DON'T:
• Get into a discussion of personalities or problems at your previous place of employment.
• Be'boastful or pushy.
• Smoke unless the interviewer does and invites
you to join him or her.
• Leave without asking what the next step will be
in the process.
• Stop your job campaign just because you have
an interview.

DO:
• Be yourself.
• Be honest and direct.
• Be clear, concise, and positive.
• Ask questions.
• Make sure you understand the interviewer's
questions. If not, feed back the questions in
your own words before answering.
• Be neat and well - groomed.
• Be relaxed. Remember you are not going to an
inquisition.
• Call to cancel the interview if you are ill or if
something unexpected happens that may upset
or distract you.

Often the interviewer is as nervous as you are.
Help out by offering to tell something about yourself or what you have done. Following the interview, make some notes of the important points
and evaluate your own performance to see where
you can improve.
What if you had what you considered to be a
bad interview? Everything (or some things) went
wrong: you were late; you had a flat tire on the
way to the interview; something went wrong at
home just before you left; something happened
during the interview that made you nervous or
distracted. What do you do? First, evaluate what
happened and why. Then think about what you

Job Interview

get.

Don't be
bashful; you
need to
marshal/ all the
help you can
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would have said or done differently. Once you
have assimilated all this and feel calm about the
situation, telephone the interviewer. Explain exactly how you felt about the way you presented
yourself, that you sincerely believe it was because
of these outside factors and influences and, further, that you would really like to meet again. If
the interviewer was at all aware that something
was bothering you, your honesty and sincerity
should lead to another appointment.
Roll With the Punches
You have to prepare yourself mentally for disappointments. Every letter you write will not
bring a job opportunity. In fact, the statistics are
at least 90% against this occurring. But letter
writing does get your resume out and provides
good follow -up possibilities. Also, remember that
even your best friend, the one you really felt could
help you, may not at the moment be in a position
to do so. Don't pull away from your friends or
show your disappointment. Realize that every interview does not result in a job offer. Consider every interview as a training experience and self evaluate and try to improve with each one.
Finally, a job offer should not be accepted automatically, especially if you know in your heart
that a particular situation is wrong for you. Don't
jeopardize your career and the well -being of yourself and your family by accepting an offer just to
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be employed. For this reason, give every offer
careful consideration.
As you go through the process of a job search,
you will experience highs and lows. The highs will
pump you up and create a surge to continue. The
lows will deflate you and cause you to be slack or
temporarily interrupt your efforts. You can beat
the lows with an accomplishment. Call a friend,
make a contact at a company, or go to the library
and research some companies. By keeping your
mind occupied and accomplishing something, you
can defeat these feelings until the next surge occurs. If you do the best you can and don't quit,
you'll find a new position. It's a matter of timing.
Epilogue

Being persistent
paid off in a
new position
for me.

As the result of a letter to the recently appointed president of Jessop Steel Co., a follow -up personal contact, and an element of good timing, I
uncovered an opportunity that had just occurred
because of a person unexpectedly leaving the organization. Following some additional meetings, I
was employed by Jessop as controller. Having
worked for the company before was a factor, but
being persistent in following all possibilities to locate employment is what turned up the opening
before it became a contest in the job market. The
president did not know me prior to this contact.
The fact that I had departed the company on good
terms was, of course, also a factor.
❑
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Let's Help Measure
and Report Quality Costs
You must identify poor quality as soon as possible:
If you have to repair a $5,000 computer in the field,
the expenses may exceed the manufacturing cost.

By Harold P. Roth and Wayne J. Morse
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In recent years, U.S. industry has become more
concerned with product quality and its relationship to productivity. Although their involvement
in this area so far has been minimal, it's time for
accountants to use their expertise in measuring
and controlling costs to help management in the
quality area.
The quality costs discussed here deal with costs
associated with quality of conformance as opposed to costs associated with quality of design.
Quality of design refers to variations in products
which have the same functional use.' For example, a Cadillac and a Chevrolet automobile may be
used for the same function, transportation, but
their design qualities are different. For this type of
quality, higher quality generally means higher
costs. The same relationship, however, does not
exist when cost associated with quality of conformance is considered.
Quality of conformance refers to the degree
with which the final product meets its specifications. In other words, quality of conformance refers to the product's fitness for use. If products are
sold and they do not meet the consumers' expectations, the company will incur costs because the
consumer is unhappy with the product's performance. These costs are one kind of quality costs
that will be reduced if higher quality products are
produced. Thus, higher quality may mean lower
total costs when quality of conformance is consid-

ered. Accountants, therefore, should be aware of
the costs associated with quality of conformance
and how they can be of assistance to management.
The costs associated with quality of conformance generally can be classified into four types:
prevention costs, appraisal costs, internal failure
costs, and external failure costs.' The prevention
and appraisal costs occur because a lack of quality
of conformance can exist. The internal and external failure costs occur because a lack of quality of
conformance does exist.
Prevention costs are the costs associated with
designing, implementing, and maintaining the
quality system. These costs include engineering
quality control systems, quality planning by various departments, and quality training programs.
Appraisal costs are the costs incurred to ensure
that materials and products meet quality standards. These costs include inspection of raw materials, laboratory tests, quality audits, and field
testing.
Internal failure costs are the costs associated
with materials and products that fail to meet quality standards and result in manufacturing losses.
They include the cost of scrap, repair, and rework
of defective products identified before they are
shipped to consumers.
External failure costs are the costs incurred because inferior quality products are shipped to consumers. They include the costs of handling complaints, warranty replacement, repairs of returned
products, and so forth.
MANAGEMENT ACCOUNTING /AUGUST 1983

The Magnitude of Quality Costs
The costs of quality (COQ) can be a major cost
item for many companies and represent an area
for substantial savings. Schmidt and Jackson note,
"Recent studies indicate the typical COQ for U.S.
companies is from 10 to 20 percent of total sales.
It has been suggested by Philip Crosby and others
that COQ should be about 2.5 percent of total
sales."' They suggest that the Japanese automobile industry lends creditability to this estimate by
showing cost of quality in the 2.5% to 4% range.
The quality costs for the U.S. automobile industry have been reported to be high. One source, for
example, notes, "Auto industry sources estimate
that as much as 25% of the price of a car is attributable to poor quality: scrappage, reject parts, inspection and repair, and warranty costs."' Another examp le o f q u ali t y co s ts i n cu rred i n t h e
automobile industry is given by Robert M. Reece
regarding the external failure costs associated
with recalls of defective products. He notes:

"e

"To fix the pollution control systems on
270,000 of its 1976 cars, American Motors
Corp. figures it spent around $3 million —
including close to $40,000 just for first -class
postage to notify the car owners. For Firestone, the cost of replacing 7.5 million steel belted radial tires in its notorious recall case,
in which 41 deaths and 65 injuries were allegedly connected with the tires, ran upwards of $135 million after taxes —more
than the company's n et income in fiscal
1977.
Quality costs are not limited to manufacturing
industries. They also can be a major cost item for
service industries. The banking system provides
an example:
"All the checks issued in this country today
include the magnetic -ink character recognition (MICR) code, known as E -13B. Yet not
all these checks can be used. When the attempt is made, computers reject them as unMANAGEMENT ACCOUNTING /AUGUST 1983

These examples indicate that the cost of quality
in American industry is high. Several companies
also have reported information supporting this observation. For example, a recent Business Week
article on TRW notes that "a new accounting system underpins the effort to reduce quality costs.
Everything from scrap to warranty costs must be
examined with an eye to achieving an average savings of 10% per year. For TRW as a whole, that
would amount to hundreds of millions of dollars."
TRW "... is nearly on schedule in meeting its
goal of cutting total quality costs by $24 million —
even t h o u gh man y u n i fs are n o t yet fully
participating.
The size of another company's quality costs recently was volunteered by F. Timothy Plummer,
di rect or o f manu fact urin g services at Borg Warner Corp. He notes "... the company has
been spending an average of 20% of sales to correct poor quality, and trimming 'that 20% represents the most significant opportunity we have to
increase profitability."'
To effect savings in quality costs, it is helpful to
identify poor quality as soon as possible in the
production process. Richard W. Anderson, general manager of the Computer Systems Division of
Hewlett- Packard, for example, describes the damage a faulty 20 resistor can do. "If you catch the
resistor before it is used and throw it away, you
lose 2V. If you don't find it until it has been soldered into a computer component, it may cost $10
to repair the part. If you don't catch the component until it is in a computer user's hands, the repair will cost hundreds of dollars. Indeed, if a
$5,000 computer has to be repaired in the field,
the expenses may exceeed the manufacturing
" 10
cost.
These examples show that quality costs represent an area where substantial savings can be
achieved. Before the savings can be measured,
however, the quality costs must first be determined. Accountants would seem to be the logical
choice for measuring these costs although the concept is rarely mentioned. Despite this omission,
many quality control personnel believe accountants should be involved in this area.

r
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readable. The problem is serious enough so
that the Bank Administration Institute estimates that [in] 1980, faulty checks... cost
the country's banks a whopping $435 million a year in rework. This figure... represent[ed] approximately one -half of all check processing costs.
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These quality costs are incurred in many different departments within an organization, and most
cost accounting systems are not designed to measure and report the costs in these four categories.
This lack of a quality cost accounting system
means that most companies do not know the size
of their quality costs although they can be great.
As Philip Crosby notes, the costs of quality ".. .
are all a result of not doing things right the first
time. You can spend 15 to 20 percent of your sales
dollar on such expen ses witho ut even trying
hard." 3 Other writers also have noted the high
quality costs American businesses are incurring.

Why Accountants Need to Be Involved
Management accountants need to be involved
in the quality cost area because they generally design the accounting systems and provide the re51

Managers tend
to focus on
financial and
schedule
matters. Quality
is third,
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ports for measuring and controlling costs. While
quality control generally focuses on item data
rather than costs, most managers are more concerned with cost data than with statistical data on
number of defects. Former ITT Chief Executive
Officer Harold S. Geneen summed up this attitude: "Operating managers know they cannot get
into deep trouble for creating non - conformance
products or services. They will be frowned at for
these difficulties, but they can be really put down
only for profit loss. Therefore, they concentrate
on financial and schedule matters. Quality is
thi rd ."
Because managers relate to financial data, it
seems appropriate for the quality cost data to
originate in the accounting department. Such a
procedure would produce reports that are perceived by managers to be more objective than reports originating in other departments such as
quality control. Crosby notes that "having the
comptroller establish the cost of quality removes
any suspected bias from the calculation. Most important, a measure of quality management performance has been establi shed in the company's
system ""
As Juran and Gryna write: "The accounting department becomes unhappy whenever anyone undertakes to prepare cost reports. The accountants
argue that two sources for such reports inevitably
come up with inconsistent figures, create duplication of effort, etc. (The accountants also strongly
prefer to have a monopoly on plying their trade
within a company.)i 1 9
Although these arguments support a role for
accountants in the quality cost area, the contributions made to date by management accountants in
the quality area have been limited. The first instance of using a company -wide quality measurement, actually calculated and reported by the
comptroller, may have taken place within the ITT
program instituted in the mid -60s. Other companies also may have involved their accountants in
this area since then, but their involvement has apparently gone unreported.
To fill this gap, quality control personnel often
prepare quality cost reports from other aceunting
reports and, occasionally, subjective estimates by
managers. Unfortunately, these reports are lacking in four areas: consistency, confidence, accuracy, and cost efficiency.
The quality cost reporting systems installed by
quality control personnel vary in format and content between plants. Because these personnel are
not used to company -wide reporting systems,
these systems lack consistency, and it is difficult
for top management to obtain accurate estimates
of quality costs and the trade -offs that exist
among the various types of quality costs.
Moreover, because quality cost information is

often used to justify additional quality control expenditures, its accumulation by the same persons
responsible for such expenditures is suspect. Management would have more confidence in such data
if it were accumulated by accountants.
Quality cost reports prepared by quality control
personnel vary in accuracy. The reports are derived from information prepared for other purposes, and the cost data are often subjectively adjusted. Of more concern is the fact that they tend
to understatequality costs. In an effort to improve
the reports' credibility, and increase management's confidence in them, quality control personnel tend not to include questionable overhead
costs. After all, they argue, even their conservative reports indicate an obvious need for increased
expenditures on prevention and appraisal.
Even if all of these problems can be overcome,
quality control personnel are not accountants.
Their time could be better spent doing the things
they are trained for rather than learning how to
operate and then operating a specialized accounting system. If management accountants measured
quality costs, report preparation costs would likely fall while consistency, confidence, and accuracy
would increase.
Measuring and Reporting Quality Costs
If accountants are going to make contributions
in this quality cost area, they need to develop accounting systems for measuring quality costs data
and reports for summarizing the data for management. Geneen suggests that management:
"Ask the comptroller to calculate the cost
of rework, scrap, warranty, unplanned service, qualification test, inspection test, and
calibration. Make sure he includes the overhead or other burden change. Relate this as
a percentage of sales, shop cost, or other
measurements that are meaningful to you.
Establish a ratio that you want to achieve
and publish it. Set an achievement standard
of 2.5% of sales. i 1 4
Some quality costs are available from standard
accounting data, including:
1. Quality direct labor and associated fringes,
overtime, cost of living, and shift premiums,
2. Quality overhead (including indirect labor),
3. Total scrap (vendor and production),
4. Policy and warranty expense,
5. Product liability, and
6. Maintenance, repair and calibration effort on
all gauges and test equipment.
Other quality costs, however, will probably
have to be estimated, including:
MANAGEMENT ACCOUNTING /AUGUST 1983
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2.000
10,000
5,000
8,000

$

Prevention costs:
Quality training
Reliability engineering
Pilot studies
Systems development
Total prevention

%

Current month's
cost

of total
1.3%
6.5
3.3
5.2

$25,000

16.3

6,000
3,000
5,000
25,000

3.9
2.0
13
16.3

Total appraisal

39,000

25.5

Internal failure co sts:
Scrap
Repair
Rework
Downtime

15,000
18,000
12,000
6,000

9.8
11.8
7.8
3.9

51.000

33.3

14,000
6,000
3,000
10,000
5,000

9.2
3.9
2.0
6.5
3.3

$

$

Appraisal costs:
Materials inspection
Supplies inspection
Reliability testing
Laboratory

Total internal failure
External failure costs:
Warranty costs
Out of warranty repairs
Customer complaints
Product liability
Transportation losses
Total external failure
Total quality costs

$

Because these latter quality costs will probably
require estimates, the data might be viewed with
less creditability than data derived from the accounting system. The use ofestimated data, however, will provide information that accountants
can use in modifying the accounting system to
produce quality cost information and, in addition,
it will help management control its quality costs.
"Those who do the calculating (of quality costs)
will still miss a third of the costs, but they will
develop a reasonable enough estimate to provide
direction for cost elimination. Nothing is quite as
effective as having cost data to show competing
areas that one dep artment h as more effective
methods of reducing costs than others." 1 5
Once the quality costs have been assembled
from the accounting system or estimated from
available data, they need to be classified into prevention costs, appraisal costs, internal failure
costs, and external failure costs. This breakdown
into categories will help show where quality costs
are being incurred and indicate areas where increases in one type of quality costs may reduce the
total costs. Table I illustrates one method that can
be used for presenting these data.
To illustrate how total quality costs might be
reduced by redistributing costs from one area to
another, let's take a look at the computer resistor
example presented earlier. If the company has no
prevention, appraisal, or internal failure costs, the
defect would not be detected until there was an
external failure, and the entire cost would be classified as an external failure cost. As noted in the
example, this repair may cost hundreds ofdollars
or more. Thus, spending money on internal detection wi ll redu ce the total cost as long as the
amount incurred is less than the difference in the
cost to repair externally and internally. Ifexternal
repair costs $200 and internal repair costs only
$10, up to $190 could be spent on internal failure
detection before it becomes more costly. Likewise,
if the defective resistor is caught in the appraisal
stage, only a 20 loss occurs. Thus, as long as the
incremental cost of detecting the bad resistor is
less than the savings, the total cost can be reduced. If we assume the faulty resistor was acquired externally, prevention costs would have to
be incurred by the producer. The user may want
to relate data on the defect to the producer, however, so appropriate correction can be made.
Once quality costs have been collected for sev-

Table 1
Quality Cost Report

&

I . Service effort,
2. Remedial engineering effort,
3. Production rework effort,
4. Production in- process inspection effort, and
5. Remedial engineering change losses.

replacement

38,000

24.9

$153,000

100.0

eral periods, graphs also can be used to illustrate
the trends in these quality costs over time and indicate if total quality costs are within the ranges
set by management.
Table 1 is only one report accountants could
prepare to report on quality costs. They doubtless
will be able to develop other kinds of reports once
they become more involved in measuring and reporting quality cost data.
Quality costs are becoming an area of increasing concern as managers try to reduce costs and
increase productivity. Management accountants
can help by designing accounting systems to measure and report quality costs. This involvement
will help ensure that quality cost data are consistent, accurate, and cost effective.
Q
'1. M. Juran and F, M. Gryna, Quality Planning and Analysis. McGraw-Hill, New
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These 7 Accounting
Weaknesses
Can Harm Your Company!
Your organization may not be suffering
from all of these weaknesses —but I'd be surprised
if it doesn't have at least one.

By Jeffrey J. Davis
Since graduating from college I have worked for
two auditing firms and two large manufacturing
companies. During this period, in auditing and
later in accounting management, it has become
app arent t o me that a n umber o f accoun ti ng
weaknesses are common to most manufacturing
organizations.
While I was employed by a national auditing
firm, my office began to keep files of previously
issued management letter comments by subject to
which they applied. We then learned that other
offices also were keeping such files and periodically we would share our records. The intent of this
procedure was to save time on other audits. On a
future aud it wh en yo u came across a con trol
weakness a browse through the file would most
likely identify a comment that applied perfectly or
very closely to the client and situation you were
auditing. This practice was a great advantage to
us; it not only saved time but a look at the file also
sometimes served as an inspection — pointing out a
weak n es s th at we mi gh t o t h erwi s e h ave
overlooked!
Since then I have worked in accounting management and gained an additional perspective on
accounting controls. From a practical viewpoint,
albeit nonscientifically, I have formulated what
my experience has shown to be the seven most
MANAGEMENT ACCOUNTING /AUGUST 1983

common accounting weaknesses in manufacturing
organizations.
7 Common Weaknesses
The weaknesses listed are in no particular order, and have been developed within my range of
experience: medium size to larger entities that
should have well - controlled accounting systems.
Also with each weakness I have added a few questions, which may spur you to follow up on within
your accounting organization. Your organization
probably does not have all of the weaknesses itemized below but I'd be surprised if it does not have
one.
Capturing Internal Labor Costs Associated with
Fixed Asset Acquisitions. Most manufacturing entities make little or no attempt to capture internal
labor costs used to directly install, hook up, or
permanently modify major fixed asset additions.
It is true that it is easier and sometimes advantageous to write off these costs as period expense,
but good accounting requires these costs be capitalized. Does your company apply fringe benefits
costs to capitalized labor? Are direct exempt (supervisory) costs also capitalized? Do you use internal labor to do major repairs or improvements?
If so, do you apply capitalization tests to these
costs?
Accumulation of Research and Development
Costs. FAS 2, "Accounting for Research and De-

Jeffrey J. Davis is
team advisor of
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Jamestown Engine
Plant, of Cummins
Engine Co.,
Jamestown, N.Y. He is
a cum laude graduate
of Gannon University,
Erie, Pa., with a B.S.
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velopment Costs," was issued in October 1974 setting forth research and development accounting
rules, and requiring annual disclosure of R &D

My experience
has been that
every company
has at least one
accounting
weakness.
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expense.
To date, the compliance of many companies
with the disclosure part of this statement is poor.
Development expense is often not well identified,
and most companies do not consistently apply or
understand FAS 2. Are research and development
costs identified in your annual report or audited
financial statement? Are direct support costs included in your research and development costs?
Are overheads that directly relate to R &D and
that can be reasonably allocated (as the standard
requires) included therein?
Allocation ofOverhead Costs. In many manufacturing entities the allocation of overheads is a significant part of product costing and departmental
costs. Unfortunately, too often very little effort is
given to this process. Weaknesses can generally be
divided into two categories. The SALY — "Same
as Last Year" Approach. This approach fails to
allow for changes in capital, manpower, usage,
and so forth between departments from year to
year. The second weakness is the easy approach —
square feet or head count.
These methods may represent good logic for
some overheads; however, they usually are poor
methods of allocating depreciation, utilities, and
support costs. Are your bases for overhead allocations reviewed and updated, if necessary, annually? Is equipment depreciation allocated based on
the actual depreciation for equipment used within
each department? Is electricity allocated based on
actual departmental usage or estimated usage
based on equipment ratings? Are the costs of support areas that support relatively few departments
allocated directly to those departments?
Review of Capital Spending Cost -- Justification.
Many companies have very detailed procedures
that require cost justification and approvals for
major capital acquisitions. Two major weaknesses,
however, often exist: Generally I have found that
justifications are prepared by nonaccountants who
make an honest attempt at estimating all project
costs and savings. Often, however, major indirect
costs are not considered. Examples of this neglect
are freight, tooling, tool design, support costs, and
internal installation costs.
Another weakness is the follow -up audit. Very
few organizations follow up on a capital project
after completion to evaluate the true cost savings.
This practice in itself helps to ensure the accuracy
of future capital justifications. Does the accounting area review or participate in detailed capital
cost estimates before a project is approved? Are
audits performed on capital projects after completion to assess the accuracy of original estimates?
Are support area costs considered in project in-

stallatio n and on go ing retu rn on in ves tment
(ROI) calculations?
Control ofFixed Asset Dispositions. This area is
one of the most common control weaknesses I
have found. Few companies have adequate controls to ensure fixed asset dispositions are recorded as such. Common reasons for this condition are
a lack of physical identification systems. Many
companies do not have good asset identification
systems. Often companies have some type of ID
system; however, the identification of smaller acquisitions or components of major asset additions
is poor. Asset identification is rarely at a detailed
en ou gh level t o as s i s t i n reco rd i n g fu t u re
disposals.
Another reason for this weakness in this area is
the lack of fixed asset verification. Very few companies have an ongoing program of verifying that
recorded fixed assets still exist. Fixed assets are
usually the largest part of a manufacturing organization's balance sheet. It is ironic that much more
attention is usually given to smaller accounts.
Does your company have a fixed asset physical
identification system? If so, do your guidelines
provide that major additions (consisting of several
purchases) be identified at a detailed level? Do
you have procedures that require reporting of
fixed assets disposed? Are they used? Do you have
an ongoing fixed asset physical inventory program? When was the last time your company recorded a disposed fixed asset?
Identification of Expense vs. Capital Expenditures. This kind of distinction is a perpetual problem most accounting managers must deal with
continually. A major production line addition has
just been approved for a one -time cost of approximately $20 million. As far as the project management is concerned these costs all are of the same
nature: production line installation and start -up
costs. As an accountant, however, you have . the
responsibility to make sure these costs are correctly recorded as capital or expense. Many organizations do not adequately make this distinction. Organ i zat i o n s t h at do mak e an at t emp t at
identification usually do not go far enough. Common expense items that often are incorrectly capitalized are: Initial perishable tooling purchased
with, or for, a new machine; initial purchases of
other perishable items such as lubricants, batteries, and supplies for a new productive line or machine; and minor repair work done on production
machinery during start -up or testing.
More often purchases that should be capitalized
are expensed. Some common areas of abuse include grounds and building improvements. Often
major building and grounds improvements are
misclassified as expense. I believe this error is an
indirect reaction to capital approval procedures
that require cost justification. Such items are often
MANAGEMENT ACCOUNTING /AUGUST 1983

difficult to cost justify.
Another abused area is major repairs. Repairs
that prolong the life of an asset and that are a
signficant percentage of cost to the asset's original
cost should be capitalized. Often because of the
emergency nature of this type of repair the proper
steps to assure capitalization are not performed.
A third common abuse is in low cost acquisitions. I have observed that many purchases in the
$1,000 to $5,000 range that should be capitalized
are not. A common reason for this failure is that it
is usually easier to expense an item of this dollar
amount than obtain capital approval. Does the accounting department review all purchases against
capitalization criteria? Is an annual review made
of repairs and maintenance charges to verify correct accounting treatment? Are expense and capital approval levels for expenditures in excess of a
certain dollar amount (approximately $1,000) the
same? Are production line acquisition costs reviewed to identify period expense purchases?
Correct FIFO Inventory Valuation. One area I
constantly reviewed as, an auditor was inventory
valuation, and it was an area where we auditors
were seldom satisfied with the results. A common
problem is the capitalization or "inventory" of
variances from standard cost. Most companies
value FIFO inventories using full absorption costing. Standards are set annually at the current fully
absorbed cost, and during the year variances are

recorded if actual is better or worse than standard. With most companies variances are worse,
especially with the recent economic downturn. If
inventories are valued at fully absorbed cost, they
should at any point in time reflect standard costs
plus an additional reserve amount (usually positive) to bring standard to actual inventory cost.
To detail different theories and methods of
achieving this state would take another article. It
is important, however, that companies establish
consistent procedures to review and revalue FIFO
inventories on an ongoing basis. Few organizations do this. Most companies do revalue standards once a year; however, even this is often not
adequate. And it is not performed at year end. Effects of inventory cost increases are not correctly
captured during interim periods. Are variances
from standard cost reviewed monthly for capitalization or erroneous data? Are procedures for capitalizing cost variances consistently applied and
documented? Are variances capitalized monthly
or quarterly to prevent interim misstatement?
As an accountant who has worked both sides of
the street, I find that we often spend most of our
resources maintaining and recording within established procedures. In today's environment, an accountant must continually review procedures to
determine if they meet management's needs and
reflect good accounting principles. The items listed above should assist us toward this end.
❑

Very few
organizations
do follow -up
audits on
capital protects.

Amendments to Association's Bylaws
14 -4 -4

(e) Members of the Association residing outside the United States, its possessions, or Canada
shall be International Members. An International
Member may be a member of an International Affiliate or may be an International Member -atLarge. International Members changing their residence to the United States, its possessions, or
Canada may transfer to Regular Member, Direct
Service Member, or Associate Member provided
they meet the criteria as defined in these Bylaws
in Article 1, Section 1 and Section 2 or were
members in good standing in any membership category except Student Member on June 30, 1984.
(f) A member of the Association having retired
from active business and satisfied such other requirements as may be established by the Board of
Directors may be relieved of the obligations of active membership through designation as an Emeritus Life Associate. Such Associates may be relieved from the payment of all or any portion of
the annual dues and may receive services of the
Association in accordance with such rules and
procedures as shall be established by the Board of
Directors. Emeritus Life Associates shall not be
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entitled to vote or hold national office except
those designated as Honorary Life members.
Article IX, Section 3
(a) A Committee on Academic Relations of not
less than 9 members with three -year terms, with
one -third of the members to be appointed annually. It shall be responsible for:
1. Promoting Management Accounting, the
Certificate in Management Accounting and
the National Association of Accountants in
the academic community;
2. Developing programs which will cause interaction of management accountants of NAA
with the academic community;
3. Reviewing and monitoring the academic relations programs under its jurisdiction;
4. Coordinating its programs with other programs of the National Association of Accou nt ant s wh ich rel ate t o t he acad emic
community;
S. Cooperating with other professional accounting organizations to improve relations
between the accounting profession and the
academic community.
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Church Accounting:
the Other Side of Stewardship
The real bottom line in church accounting
is making sure funds are available to do
what is absolutely necessary.

By Gary M. Cunningham and
David E. Reemsnyder, II
aw *,,
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With in creasin g freq u en cy , professional accountan ts are b ein g aske d to vo lu n teer their financial
ex p ertise to h elp d evelo p acco unting system s for
o rgan izatio n s to w h ich t h ey b e long. Our ex perien ces as treasu rers fo r th e No rthside Presbyterian
Ch u rch o f Blacks b u rg, Va., m ay p rovide insights
fo r o thers facin g sim ilar ch allen ges.
Ou r ch u rch was in a p erio d of m oderate expansio n wh ich clearly req u ired greater financial contro ls b u t d id n o t ju stify so p h isticated accounting
sy stem s req u irin g skilled services to m aint ain.
Du rin g th e th ree -y ear p e rio d t his ar tic le covers
(1979- 1982), chu rch m emb ership fluctuated in the
200 -250 ra n g e wh ile an n u a l ex p en d it u re s increased fro m ab o u t $60,000 to nearly $80,000. In
ad d ition to creatin g a sy stem th at could expand as
th e ch u rch grew, o u r real ch allenge was to develo p a sy stem th at co u ld b e m ain tained and understo od b y volu n teers who h ad little if any financial
background.
Un fo rtu n ately , th e lim ited guidance in the professional lit era tu r e r ega rd in g chu rch accounting
wa s a lm o s t ex clu s ively o r ie n t ed to w ar d la rge
ch u rch es th at h ave fu ll -time financial or business
ad m in istrato rs. Th erefo re, we set out from scratch
an d , o f co urse, mad e so me false starts and several
mid - cou rse corrections. In retrospect, we proba-

bly should have done som e things differently. We
have developed, however, a sm oothly functioning
system with features that have broad applicability
for other not - for -profit organizations.
The Prob lem : Cash Flow
Northside, like m ost churc hes, never receives
en ou gh c as h to d o all th e th in gs w e wo uld like .
Over a ye ar's period, however, our receipts have
proven adequate for all planned activities. Yet we
went fro m on e financ ial cris is t o an othe r wh ere,
periodically, cash was not available to m eet such
essential com m itm ents as the payroll. In addition,
dire ctor s of suc h pr ogra m s a s th e ch urch sch ool
frequently could not spend money because they
lacked the cash they were led to believe would be
available. Clearly, we were not m anaging our cash
flow adequately!
Ano the r m aj or pr oblem wa s t ha t w e w er e n ot
confident we were spending our designated offerings properly even though we had a m oral (and in
som e case s le gal) obligation t o spe nd t hem only
for stated purposes. Sim ilarly, without system atic
fina nc ia l re p or t in g, we d id not a lw a y s k n o w
where we stood financially.
Although the nature and causes of the problem
were not all readily apparent, it soon becam e obvious that the budgeting system was seriously inadequate. A budget was prepared only for expenditures, not for receipts. No at t em p t w as m a d e t o
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compare actual with budgeted amounts periodically, even though records of cumulative expenditures were kept. In addition, no serious attempt
was made to obtain input from responsible persons about desired expenditures.
In addition to inadequate budgeting, financial
reporting was virtually nonexistent. A monthly
list of expenditures was so detailed that meaningful analysis was difficult. No meaningful summary
information was presented either to the congregation or the governing bodies.
Another major problem resulted from a lack of
control over who was authorized to spend the
church's money and for what purposes. Many
well- meaning and conscientious members purchased items for the church either by charging
them or presenting the treasurer with the bill. Little if any concern was given to whether cash was
available or whether this was the highest priority
use of the cash at the time.
Steps Toward a Solution.
Certainly, an obvious direction for solutions
was improved budgeting and strict controls over
spending. However, some preliminary steps were

needed. First, we began using a fiscal year from
October 1 through September 30, rather than a
calendar year. This conformed more closely with
the church's activity year which begins in the fall.
It also conformed more closely with the personal
budget year of many members of the congregation. In addition, the annual pledge campaign,
which comes at the beginning of the year, would
be held in the fall rather than immediately after
Christmas when members' funds are low.
We then developed a chart of accounts to be
used for both budgets and periodic financial reports. After trial and error, we settled on the categories shown in Table 1. We used a functional approach to identify direct costs of the major church
activities: worship, religious education, and outreach. The other categories, minister's salary and
allowances, church administration, and so on, are
essentially object -of- expenditure. Allocation of
these expenditures to functional areas is neither
practical nor useful. In the financial commitments
section, we did not separate mortgage principal
rep aymen t fro m th e i n teres t p o rti o n of o u r
monthly payments because they represent a single
recurring financial commitment. We did, howev-

Table 1
Northside Presbyterian Church Chart of Accounts
Receipts

Disbursements

410 Undesignated offerings

510 Minister's salary, allowances, & benefits

550 Outreach

411 Pledged
412 Non - pledged

511
512
513
514

551a Benevolences — presbytery
551b Benevolences— designated
552 Campus Christian Life (Cooper House)
553 Save the Children
554 2¢ a meal
555 Joy gift
556 One Great Hour of Sharing
557 Synod children's house
558 Community needs
559 Other

421 Children's offering
422 Joy gift
423 One Great Hour of Sharing
424 Thanksgiving
425 2¢ a meal

520 Church administration

431 Montessori School
432 YMCA
433 Other

521 Secretary's salary
522 Payroll insurance
523 Workmen's compensation
524 Supplies
525 Treasurer's bond
526 Telephone
527 Travel
529 Otherinsurance

490 Other receipts

530 Worship

492 Interest
493 Investment liquidations

531 Organist's salary
532 Substitute organist
533 Choir director's salary
534 Other choir costs (music, etc.)
535 Bulletins & supplies
536 Hymnals, etc. (worship aids)
537 Pulpit supply
538 Children's choir

430 Building use fees

540 Religious education & member relations
541 Church school
542 Bible school
543 Fellowship
544 Pioneers
545 Senior high
546 Gifts, etc.
547 Women of the church

560 Utilities
561
562
563
564

Fuel oil
Gas
Water, sewer, garbage
Electricity

570 Buildings & grounds
571
572
573
754
575
576
577
578

Janitor's salary
Cleaning & maintenance supplies
Building repair & maintenance
Grounds maintenance
Equipment maintenance
Equipment purchases
Insurance
Other

580 Financial commitments
581 Bond interest
582 Bond maturities
583 Building mortgage
590 Capital expenditures
593 Gutters
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&

420 Designated offerings

Salary & allowances
Annuity (retirement)
Hospitalization insurance
Continuing education

concrete pad
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er, separate principal and interest payments on
our coupon bonds because the two amounts are
paid separately.
Budget Decisions and Process
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As we developed the budget and related reporting system, we faced several decisions. The first
was to use a strict cash basis primarily because
cash flow management was the major problem at
hand. While there was conceptual merit in accruing inventories of various types of supplies and accounts payable, the amounts involved were too
small to warrant attention and we always made a
conscientious effort to pay all known accounts by
fiscal year end. Likewise, commitments to pay for
goods and services ordered but not received are
not large enough to merit recognition. If commitments become large, they could be recognized
through supplemental disclosure.
We also decided it was necessary to adopt a
comprehensive budget that includes designated offerings for so -called "in and out" items. For example, an annual Thanksgiving offering is disbursed in the exact amount received to support
children's homes. Thus, the annual budget must
project both the receipt and disbursement of such
designated offerings. Because the budget also illustrates the church's financial commitment to
support various activities, failure to include such
items would be a dereliction in our responsibility
to disclose a major church commitment to outreach. Using past experience and such other factors as membership growth, we have had no serious problem projecting designated offerings and
disbursements.
As the budget system evolved, it became apparent that control of designated offerings must come
in a separate complementary system. Thus, the
budget reflects designated offerings when received, no matter what restrictions affect their
use. Likewise, disbursement of a designated offering is reflected in the budget when the disbursement is planned.
Our budget process begins in the spring with a
request to all activities to submit spending requests for the upcoming fiscal year beginning October 1. The stewardship and finance committee
meets periodically over the summer to consider
the requests and formulate a tentative disbursement budget. The committee then makes realistic
projections of receipts by category. If receipts do
not match disbursements, appropriate adjustments are made.
In early fall the committee conducts the annual
pledge campaign asking members to indicate the
amount of intended giving. The tentative budget
by major category is presented to the congregation
at this time so that members can know projected
uses of offerings before signing a nonbinding

pledge. When pledges are received, the budget is
revised accordingly and formally adopted. Allowance is made for uncollected pledges based on past
experience; our current collection rate is 93% to
95 %.
The next major feature of the budget process is
to project cash flow by month. Monthly offerings
are projected using past experience with adjustment for months which have five Sundays. Even
th o u gh memb ers p l ed ge mo nt h l y o r week l y
amounts, our cash receipts follow definite seasonal patterns; offerings are highest in the late fall
and late spring and lowest in mid - winter and late
summer. Disbursements also are projected monthly based on past experience and anticipated rate
increases for such items as utilities. The timing of
most disbursements can be predicted easily. The
occasional items that cannot be projected, such as
repairs, are assigned to months with lowest projected receipts to reflect the worst -case situation.
The monthly cash flow projection typically shows
net cash outflows in winter and summer months
and net cash inflows in fall and spring. This projection allows us to make final budget revisions if
projected net cash outflow in any month should
exceed projected cash on hand.
Budget Reporting and Control
An essential and commonsense requirement is
that all disbursements must be explicitly adopted
either in the approved budget or by separate action of the governing bodies. The latter provision
allows unanticipated expenditures to be made. An
unplanned expenditure, however, must be accompanied by a budget revision, either increasing projected revenues or reducing expenditure authority
in another category.
When we adopted this budgeting system, we
prepared monthly financial reports, which showed
actual receipts and disbursements for the current
month and year to date and compared them with
budgeted receipts and disbursements for the year
to date. A separate column reported unfavorable
variances for special attention. In most cases, unfavorable variances merely indicated timing differences in projecting receipts and disbursements. In
a few cases, however, variance reporting signaled
the need to revise budgeted amounts for the year.
As time passed, we learned that quarterly reporting of budget performance was adequate for financial control.
Our church, like most others, has restrictions
on its financial resources. Most of these are externally imposed as donors restrict their offerings to
specific uses. For example, many members donate
to a minister's discretionary fund used for emergency humanitarian needs. Also, special offerings
are received at Thanksgiving, Christmas, and Easter to support specific church activities. Some reMANAGEMENT ACCOUNTING /AUGUST 1983

Table 2
Cash Reconciliation Oct '81 -June '82
Decrease

114.86
2,738.40
732.82

55.20
2,809.20
663.98
700.00
500.00

6/30/82
1,000.00
177.66
459.20
1,472.84

—

1,000.00
118.00
530.00
1,404.00
700.00
500.00

Increase

—

10/1/81

769.52

769.52
—

—

Restrictions:
Endowment principal
Endowment interest
Unspent designated offerings
Capital fund
Bond principal repayment
Current pledge paid last year
Unpaid obligations

Available cash October 1, 1981:
Excess disbursements over
receipts
Net increase in restrictions
(excluding $500 from last
year)
Available cash

4,355.60

4,728.38
_

4,252.00

3,879.22
1,660.79
(948.83)

(127.22)
584.74

Checking account
Money market trust

387.11
4,076.85

Total cash
Less restrictions

4,463.96
3,879.22

Available cash

strictions, however, are internally imposed. For
example, we add $60 per month to a capital fund
to be used only for approved capital expenditures.
The numb er of t he rest riction s is no t large
enough to warrant a fund accounting system for
control. Therefore, we developed a simple periodic report which shows each type of restriction, the
beginning balance, increases, decreases, and ending balance. This system is illustrated in Table 2.
As shown, reports for interim periods list unpaid
bills as restrictions to assure that available cash is
not spent for other purposes before bills are paid.
Also, when end -of -period restrictions are determined, a schedule is prepared to reconcile cash on
hand with available unrestricted cash.
Financial Reporting
After developing controls over cash and restrictions, we were able to concentrate our attention
on general purpose financial reporting. Here we
found the existing professional pronouncements to
be inappropriate for both conceptual and practical
reasons. Without belaboring conceptual issues, we
make the following observations: An articulating
balance sheet serves no useful purpose; although
we need to control assets, assigning numerical values to them serves no purpose; and an income
statement is inappropriate because our church's
performance cannot and should not be measured
in financial terms. In particular, depreciation is
inappropriate because assets are not used to produce revenue and capital maintenance is not an
objective of our church. This position can be justiMANAGEMENT ACCOUNTING /AUGUST 1983

The real
challenge was
to develop a
system
volunteers
could
understand and
maintain.

584.74

fied on both theological and practical grounds.
For example, see Matthew 6:19, "Do not store up
for yourselves treasure on Earth...." When the
church commits itself to some mission, it acquires
capital assets to fulfill that mission. When capital
is used up, a new decision is made whether to continue the same mission or change to another. Our
objectives, therefore, are neither to generate nor
spend financial resources. Instead, financial resources are only the means to the end, and financial reporting should reflect this fact.
After experimentation, we settled on a modified
version of a traditional funds flow statement as
shown in Table 3. The statement begins with expenditures rather than receipts in order to focus
attention on services rendered and their cost. This
approach comes closer to reflecting the church's
objectives which are service oriented, although
church services cannot and should not be measured completely in financial terms. Financial resources received to support these services are reported next.
In this statement, we use modified accrual accounting as it is typically used in not - for -profit organizations. For example, designated offerings are
shown as receipts only when they are available to
be spent. We report expenditures and related receipts in three categories: church operations, capital, and other activities. The distinction between
church operations and other activities is sometimes vague. In general, expenditures and supporting receipts fo r activit ies adopt ed as the
church's primary mission of member and commu61

Table 3
Financial Report
10/81 -6/82

&

&

For church operations (expenses)
Ministers' salary allowances
Church administration
Worship
Religious education
Outreach
Utilities
Buildings grounds
For church operations (receipts)
Undesignated offerings
Designated offerings (less unspent amounts)
Endowment income (less unspent amounts)

$(37,885)

For financial commitments we spent
Restricted cash used

(664)
193
471
(16,207)
700

Appraisal and Observations
Our implementation ofthe system has been successful but not without a few problems. Although
we have not avoided financial crises, they are
now, at least, predictable and manageable. Some
members of the congregation have stated they
now have more confidence in the church's ability
to manage its financial affairs, and so have substantially increased their offerings. This result is a
mixed blessing, however because much of the increase is in designated offerings that require much
greater record keeping.
Inevitably, people- related problems arose as financial procedures were changed from the old
routine. For example, many persons who were accustomed to spending church resources now faced
restrictions on their ability to commit the church
financially. Some members of governing bodies
were reluctant to make hard decisions to cut requests and reallocate resources. Many persons
preferred to "let the treasurer handle it" and tensions arose as the treasurer refused to make decisions that rightfully belonged to governing boards.
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43,810

11,506

10,673

(15,507)

4,235

$

Capital fund increase
Unpaid obligations

nity service are reported under the category of
church operations. In contrast, repayment of the
mortgage on the building, though large and essential, is not a church mission and therefore classified as other activities. The statement concludes
with a net increase or decrease in available cash
and thus augments the budgetary statements.

49,391

(5,874)
5,094
780

-0-

Received from other sources
(less restricted amounts)

Decrease in available cash

$(33,137)

42,365
1,445

46,527
2,809
55

Leaving an excess of
Capital improvements (expense)
Capital improvements (receipts)
Capital fund reduced by

$18,948
4,010
2,087
597
2,977
3,095
1,423

<

Well- meaning
members were
obligating
funds without
knowing if
money was
available or
needed
elsewhere.

$21,218
4,380
2,406
779
3,600
3,880
1,622

10/80 -6/81

15,510
-0-

-0-

`15, 510>

3,544

(540)
(770)

(60)

(1,076)

(1,353)

An interesting result was that we adopted the
zero -base budgeting (ZBB) technique, even as we
pointedly avoided the use of any jargon or encouragement of any popular budget approach like
ZBB. But during the second year, we began to receive such budget requests as: "The choir requires
$200 to operate at a minimum level, with anything less we cannot exist. To continue our current level, we require $300. The choir director
would like to expand choir activities (listed) for a
total cost of $500." (Numbers are illustrative, not
actual.) Similar budget requests came from the
church school. Perhaps persons making the requests were familiar with ZBB and voluntarily
formulated their request in this fashion. Certainly
we have not objected.
In summary, we can point to the following as
key elements in the successful adoption of this
system:
• Adoption ofa fiscal year that coincides with the
activity year,
• Adoption of a chart of accounts for both receipts and disbursements,
• Monthly projection of budgeted cash flow,
• Periodic comparison of actual and budgeted
year -to -date amounts,
• Separate control of restrictions on cash, support
from the minister, and
• The treasurer's learning how and when to say
"n o '
MANAGEMENT ACCOUNTING /AUGUST 1983

The Management Accountant's
Role in Deleting a Product Line
The prospect of eliminating the outdoor carpeting department
was fiercely opposed by three salesmen whose income was dependent upon it.
An alternative that would support both sales objectives
and the company's best interests had to be found.

By Bart P. Hartman
One of the major responsibilities of the management accountant is to gather and provide relevant
and accurate data for management decision making. He frequently is called upon to provide data
to management for analysis of alternatives in
questions of make -or -buy decisions, adding or
dropping product lines, extent of processing a
product, and other similar situations.
Here is an account of how managerial accounting principles were applied to the decision - making
process of a small business faced with the common problem of having one very low -profit product line. A wholesale distributor of floor coverings, the co mpany had p ro duct li nes whi ch
included linoleum tile, carpeting of various types
and grades, outdoor carpeting which was also promoted as kitchen carpeting, woods and other luxury coverings such as ceramic tile, and supplies
for installation. The company was confronted
with a decision which ultimately occurs in many
multiproduct companies: Should a particular
product line, in this case outdoor carpeting, be
maintained or dropped?
The Decision Process
The decision- making process basically consists
of five functions or phases: problem definition,
identification of alternatives, selection of alternaMANAGEMENT ACCOUNTING /AUGUST 1983

tive, communication and implementation, and
evaluation of results (Figure 1). Cost- volumeprofit analysis frequently is used to assist in the
first three phases of the decision process. After
management has chosen a new course of action
(Phase 3) and is ready to commit resources to this
alternative, budgets become very important for
both the co mmunicatio n and impl ementation
phases and the evaluation phase. The budgeting
process provides feedback and performance evaluation to personnel involved in the decision.
The decision- making process for this particular
company closely paralleled the process depicted in
Figure 1. The first step was to define the problem.
Along with the problem definition, various alternative solutions were proposed and discussed.
CVP analysis was used extensively during these
stages of the decision process. After one of the alternatives was selected, that decision was communicated to the personnel involved for implementation. Evaluation and feed back completed the
decision process. The communication and implementation stages of the process relied on the use
of budgets for setting plans and goals. The evaluation and feedback stages also relied on the budgets
for comparing the results with the expectations.

Bart P. Hartman is a
professor in the
accounting department
of the Louisiana State
University. He has a
DBA degree from the
University of Kentucky.
He is a member of
Baton Rouge Chapter,
through which this
article was submitted.

Define the Problem —Phase 1
The question of deleting the outdoor carpeting
line had been considered for some time prior to
63

198 1. The sales for each department as a percentage of total sales for the years 1980 and 1981 are
shown in Table 1. The outdoor carpeting percentage of total sales had remained fairly consistent at
around 10% over the years.
Figure 1
The Decision Process
Phase 1
Define problem
(CVP analysis)

Phase 2
Identify alternatives
(CVP analysis)

Phase 3
Choose course of action
(CVP analysis)

had alerted management to the problems resulting
from the small volume generated from the large
investment of time and money. Moreover, the accounting department was concerned with the department's low profit margin, which was a result
of intense competitive pressures in the floor covering business.
After some deliberation, a meeting of the six
company salesmen —each of whom was responsible for his own territory —the sales manager, the
company president, and the controller was held.
The prospect of deleting the outdoor carpeting department was fiercely opposed by the three salesmen who had territories in Southeast Louisiana,
and was welcomed by the three salesmen who
covered Northern Louisiana, Texas, Arkansas,
Alabama, and Florida. The split among the salesmen was caused by the strength of the outdoor
carpetin g department i n South east Lo uisiana
where it was an important part of sales, while the
s al es were i n s i gn i fi ca n t t o t h e o t h er t h ree
salesmen.
Consider the Alternatives —Phase 2
As a result of the discussions, management
identified three possible alternatives. The first was
to k eep th e d epartment in tact. The sales men
would have to maintain contact with these customers because of the supplies sold for the other
floorings; therefore, it was plausible to keep the
outdoor carpeting department as it vas. The second alternative was to delete the department entirely, thus releasing a large amount of capital that
could be used to strengthen the other departments. The third alternative identified was to cut
the outdoor carpet line drastically, and to use the
capital savings to further strengthen the linoleum
tile department. This alternative would allow a
more successful area of the company to receive

Phase 4
Communicate and implement
(Budgeting process)

Table 1
Department Sales

1980
1981

as

Phase 5
Evaluate with feedback
(Budgeting and variance analysis)

% of Total Sales

Linoleum
Outdoor Woods
tile
Carpeting carpeting and other Supplies
27%
22%
9%
6%
36%
27
20
11
7
35

Total
100%
100

In looking at the individual departments, management found that outdoor carpeting had the
highest sample costs, the lowest turnover, and the
lowest contribution margin of all the departments.
The contribution margin was, in fact, almost negative and much less than the other departments.
The sample costs were particularly high because
the outdoor line consisted of 15 "sample" books
which included numerous patterns, colors, and
styles. In addition, the orders received usually
were for very large quantities of material which
necessitated carrying a large inventory and required a large capital investment.
The accounting department had directed management's attention to these negative factors, and
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more resources.
In reviewing each alternative, the central question was: What difference did it make? If differences among the alternatives did not exist, there
was no reason for the analysis. The qualitative factors of the problem could not be ignored either.
Although quantitative figures are easier to deal
with, the uncertainty of most qualitative elements
make them just as important. The risk of changing the scheme or the reputation of a business is
very difficult to assess.
The ou tdo or carpet in g d epartment had accounted for $236,000 of sales in 1981. The three
salesmen who favored keeping it depended heavily
on this department for their income. The central
problem was determined to be the heavy investment required to support the sales. The company
had to maintain a broad inventory that required
additional future investments. New sample books
would have to be ordered for the coming year
MANAGEMENT ACCOUNTING /AUGUST 1983

which required even more investment.
majority of sales in this department came from an
An analysis of the overhead costs of the out- imitation grass or artificial turf product which
door carpeting department indicated that most had a variety of outdoor uses. The artificial turf
were unavo idabl e. Th ey were co mmo n cos ts accounted for almost 70% of the total outdoor
shared by the other departments and would con- carpeting sales. The outdoor carpeting sales also
tinue regardless of the alternative chosen. The were examined on a territorial basis. The majority
avoidable costs were the investment in the inven- of the sales were from the Southeast region, but
tory (including the interest), and the sampling ex- even to service that region would require a heavy
penses for the department.
inventory investment.
Deletion of the outdoor carpeting line would release the warehouse space and capital needed to Make the Decision —Phase 3
increase the linoleum tile line. This alternative
After the analysis was complete, it was easy for
also would release a department that had gross management to decide upon a course of action. It
sales of $236,000 and would have no effect on the would keep the artificial turf product and drop
sales of the other products. This sales volume the other products of outdoor carpeting. This
could be considered an opportunity cost, an inter- change would allow the company to maintain a
nal measure that is the maximum available contri- presence in the outdoor carpeting field, but conbution foregone by using limited resources for a centrate on more lucrative indoor floor coverings.
particular purpose. Could deleting the outdoor
The release of such a large inventory burden,
carpeting and restructuring the linoleum tile de- which had mo nopoli zed so much capital and
partment make up the foregone $236,000 sales warehouse space, provided the opportunity to
volume, and its contribution to the company?
strengthen both the linoleum tile department and
Another consideration involved in dropping the the other departments. Since the other departoutdoor carpeting line was the investment in sam- ments were geared to everyday needs of the trade,
ples and inventory that existed. Five new sample the key now was to carry large enough inventories
books recently had been added. Their costs of and better prices for the remaining products.
sampling and their inventory had not been recov- Management decided that the linoleum products
ered. Also, there were 10 other books, with sub- could be bought in larger quantities, creating the
stantial inventory attributed to each, that should price breaks that would afford pricing flexibility.
be considered. Management was very reluctant to Pricing flexibility would overcome many of the
ignore the recent investment in these books but, previous disadvantages, and thus increase volume.
ultimately, it became convinced that these costs
With the newly released capital, management
were considered sunk or past costs and, therefore, then could pursue a goal of increasing the most
irrelevant except for the tax savings realized on profitable department, the woods, and other luxuthe loss. It was painful to see sample books, which ry coverings. It was hoped that the additional
involved time and money to develop, become al- sales, because of the larger selection and invenmost worthless; but in choosing alternatives only tory, would offset any volume decline in the outrelevant costs could be considered. Because past door carpeting department.
sample costs are not a future cost differing among
alternatives, they were not considered. The out- Communicate the Policy —Phase 4
door carpeting in inventory also would be considAfter management selected the third alternaered obsolete if this alternative were chosen. tive, it established and communicated objectives
Therefore, this cost also would be irrelevant, and of the new plan. Goals were necessary to create
the major concern was how to salvage the most direction and to inform key personnel what was
out of the obsolete inventory.
expected of them.
The third alternative, reducing the outdoor carThe basic objective of any profit- making competing line and strengthening the linoleum line, pany should be to maximize profits. The criterion
required the accumulation of relevant and accu- for maximizing profits, for a given capacity, is to
rate data more than the previous two alternatives obtain the greatest contribution for each unit of
studied. To make a legitimate decision on this al- the limiting factor. In this case, the limiting facternative, each individual product had to be stud- tors were space and capital. There was a limited
ied, and its contribution to the company had to be amount of capital to invest, and limited wareconsidered. In making such determinations, de- house space available for additional inventory.
tailed profit and loss statements were required for Management, using the data accumulated by the
each "sample book group" in the department. In accounting department, decided its goal should be
conjunction with this data, turnover records were to expand the other departments. This expansion
examined to obtain a true idea of the product's would make available the largest contribution
worth as a contributor to the company. After margin for capital dollars invested and warehouse
careful analysis, it was discovered that the vast space occupied.
MANAGEMENT ACCOUNTING /AUGUST 1983

The central
question was:
What
difference did
it make?
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Management
accounting is

invaluable in
the long run in
achieving maximum success.

Once the third alternative was selected because
it best fit management goals and objectives, it was
imperative that this decision be translated to the
sales personnel so they could see the relationship
between their territories and the company as a
whole. Because the sales people are the key link
between the company and its customers, they had
to be made aware of the direction the company
was taking. In addition to the sales force, all other
key personnel had to be made aware of the decision s o t h e pro pos ed plan co u l d b e ma d e
successful.
Management implemented the decision by establishing appropriate budgets to encompass the
plans set forth. The budgets served as effective
tools for communicating the plans to the affected
personnel, and als o gui des for p erformance.
Through the use of these same budgets, control
and evaluation were made possible. The progress
of the plans and goals in relationship to the company as a whole, and to the key personnel involved, could be followed.
The goals and plans established in the budgets
had the overall objective of increasing the remaining line of artificial turf by 10% the first year and
15% in the second year. It was felt that these were
reasonable expectations and would reduce the impact of the lost sales from the deleted lines. In addition, 1 0 % in c r e a s e s in lin o le u m a n d 5% for
wo o d s an d su pp lies were bu d geted.
Evalu ate th e Plan —Ph ase 5
Th e fe ed b ack resu ltin g fro m th e im ple m en ta-

tion and evaluation of the plan completed the decision model which had been followed. Although
the company failed to achieve its objectives in the
linoleum department, the company's profits increased slightly from the prior year. Management
is very optimistic that a solid foundation for future growth has been established.
In retrospect, the third alternative appears to
have met the goals and objectives much more effectively than the other two considered. It also
overcame or achieved many of the qualitative and
quantitative elements involved. The evaluation of
the three alternatives was bas ed primarily on
management accounting models, which were used
to analyze the effects on net income under various
alternatives.
The principles of cost - volume - profit relationships were applied in choosing an alternative. By
separating costs into variable and fixed, management was made aware of their presence, and their
effect on the company's success. The budgeting
process provided specific objectives and goals
which could be used to measure results.
Management accounting had a definite impact
on internal affairs. It made possible objective
planning and control, which is imperative for both
successful operational and financial management.
Many ill- advised people in business have trouble
justifying the additional costs of management accounting. It is invaluable, however, in achieving
maximum success over the long run, and in determining the proper direction a company should
take.
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Cost of Sales:
A Budgeting Priority
The cost of sales budget may be a budget within an even
larger budget, but the magnitude of its dollar impact means
it must be refined and fine tuned for maximum control

By Dwight Worrell

The projection system does not end once it has
delivered cost data for the sample. A monitoring
exercise is carried out for the entire operating
year. At the end of each quarter the actual performance of the sample is measured against its original projection. Any large deviations can be investigated for the effect they may have on the parent
product line. Also at this time, new projections
are made. The system projects on a rolling four
quarter basis while the prior quarter is dropped
and a future quarter is picked up.

In 1980 we began automation of our established
cost of sales projection system within the Health
and Beauty Products division of ChesebroughPonds, Inc. This system projects an expected
product cost for future accounting periods. Several key products are used to represent the division's
most cost - impactive items. These products are
broken down to their most detailed elements (material packaging parts, raw ingredients for formulas, direct labor and overhead) and each element
is projected outward for four quarters of the upcoming operating year.
Our system does not employ sophisticated techniques beyond what is required to choose a representative sample of products. Each selected product acts as the model for its respective product
line and the quarter by quarter changes in total
cost are used for all products within the line. The
steps involved in the overall process are:

Multiproduct budgeting also means multidimensional problems. The task of budgeting for a
diversity of products threatens financial data with
a complicated sales mix which is difficult enough
to interpret without adding the forecast element.
There are four major difficulties that warrant explanation because of their uniqueness to this budgeting exercise.

• The annual sales forecast is evaluated on a
product line basis to highlight where the major
activity will take place in the upcoming year.
• Sample products are selected for detailed cost
projection. The resulting increases or decreases
in these samples are applied to their respective
product lines.
• An evaluation is made of the results to ensure
that the proper attention is given to all product
lines.

• Divisions are segmented into discrete business
entities that operate individually. If a single cost
of sales budget was developed with this as a major consideration, it would not serve the interest
or information needs of these business segments. Each segment must receive as accurate a
cost projection of its product line as possible so
that its contribution margin can be viewed in
terms of what benefits it will deliver to the division as a whole.
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Perplexities in Cost of Sales Budgeting
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Costs
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Participation of
departments
outside
accounting is a
necessity.

• Each segment or business entity consists of
unique product lines; some entities contain
multiple product lines within their own segment. Such diversity calls for a variety of marketing tactics and pricing strategies that can
only be carried out with reliable data. If certain
products are less sensitive to cost changes than
others, then those products must be analyzed in
light of this sensitivity.
• Components and ingredients used in finished
products are purchased from several unique industries such as glass, paper, and plastics,
which requires an economic approach to cost
evaluation. Dealing with several types of industries almost eliminates the use of the current
rate of inflation for cost volatility. Inflation
may be greater or less than average depending
on what fact ors are affect i ng a part i cu lar
industry.
• Many pack agin g co mponents are made inhouse. Though this is not uncommon, vertical
manufacturing forces a company to act as a
vendor to itself. The manufacturing element
that produces the in -house part must pass on its
production costs to the finished product. In this
situation, accounting not only has to deal with
the factors and conditions of an outside vendor
but also must make an intelligent effort to capitalize the production expenses (material, labor,
and overhead) into the parts that are manufactured. This sublevel of production must be projected before a part can be carried forward for
projection of the finished product.
These four circumstances provide the arena in
which the cost projection exercise takes place.
With this and other factors in mind, we follow a
series of analytical stages to complete the budget.
To service the division properly from a financial
planning standpoint, the budget and planning department also is segmented so that each business
entity has its own planning analyst. Each analyst
acts as the financial controller of that business,
providing information and meaningful data for
day -to -day operations. The projection of costs are
prepared by the cost coordinator, who is not part
of the budgeting department but acts as a focal
point for all divisional cost activity. This activity
includes the monitoring of standards, as well as
preliminary discussions of cost data with groups
outside of the financial department. It is the cost
coordinator who must administer the input data
that drives the cost projection system.
The Approach to Projecting Costs
At the outset, a timetable is issued by the budgeting and planning department indicating the
critical dates in the budgeting exercise. This timetable includes meetings of groups which partici-
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pate in the budget's development. As mentioned
previously, each business segment of the division
must get fair representation in the overall budgeting of cost of sales. This equity must be assured by
selecting products from each business and making
every effort to select those that will be most representative. Prior to this selection, an overall evaluation is made of the division as a whole. In order to
choose the most critical areas for analysis, the following profiles were developed:
• A profile of the overall division is made in
terms of sales dollars. Because variable costs vary
with units sold, this profile will highlight the most
crucial segments.
• Each entity is profiled in the same fashion as
the division. The most critical product lines will
be those having the largest projected sales.
• A profile within each product line will determine which products should be projected as
representative of the line. It is at this level that
the detailed cost projection takes place.
The profiling process is used to avoid devoting
unnecessary analytical time on areas where cost
increases have minimal effect on the overall contribution margin. These areas usually generate a
rather small sales projection and, in fact, are not
large enough to cause costing problems. Furthermore, the inventory of these products is much
lower than others and will have little impact on
cost of sales during the annual accounting cycle.
This approach to cost of sales budgeting relies
on the fact that the financial department maintains a product cost history which illustrates how
costs have fluctuated through the years. However,
the methods of manufacturing also have changed
which in turn makes the historical data good for
comparative purposes but not for projecting the
future. A simple example would be an attempt to
use historical cost data to project a product that
was produced for years in a glass jar (purchased
from an outside vendor) and is currently produced in a plastic jar made in- house.
The most detailed analysis takes place in the
vertical manufacturing area. It becomes necessary
to break down a simple jar into its most detailed
components. If there are future plans for eliminating the outside purchase of certain component
parts and replacing th em with parts made inhouse, this fact must be reflected in the cost of
sales budget because such a decision could lower
the total cost of a product. From a marketing
standpoint, a pricing strategy is heavily dependent
upon the product cost.
Participation of Nonfinancial Departments
The participation of departments outside of accounting is a necessity for the overall success of
MANAGEMENT ACCOUNTING /AUGUST 1983

The Automated Projection System
Up to this point the focus has been on the methods and the environment in which cost projecting
takes place. The final step in all this preparation is
MANAGEMENT ACCOUNTING /AUGUST 1983

Figure 1
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the projection. Without their input, the entire exercise becomes a series of financial estimates. Before and during the projection process, each group
formulates its own requirements necessary for it
to function effectively.
The purchasing department is the key source of
such input. This is true because more than half of
all product expense involves items purchased for
production. The specific role of this department is
the development of a four- quarter projection of
certain packaging items and ingredients used in
formulas. The items in question are derived for
the sample products extracted by the profiling
process. The projections are constructed in a base
period and index form with the base period established in conjunction with the accounting department. The vendors from which raw components
are purchased tend to set their prices on the order
size as well as their own profit objectives.
Often it is possible for the purchasing department to get a set annual price or a fixed set of
prices that graduate at periodic increments. This
type of negotiation offers some degree of control,
provided the agreed order quantities are adhered
to throughout the year. The purchasing department in turn requests a quarter -by- quarter order
quantity in order to provide a quarter -by- quarter
index of expected cost change. In addition to this
request, it is necessary that a proper evaluation be
made of shortfalls in the actual results. For example, if a 20% increase is projected based on a given
order quantity and the actual increase is 40% because of a change in the quantity ordered, the
fault lies with those who projected the original
need.
The operations planning department is called
upon to contribute information and data on the
expected requirements of a given raw component
that will be used in production. Through the use
of a materials requirement system, this process becomes rather simple provided the sales forecast is
reasonably stable.
Plant production and engineering groups are always loo king fo r better ways to manu facture
products. Throughout the manufacturing year,
many projects are developed to reduce the cost of
production. The specific contribution of these
groups is an estimate of the time period within
which a given project may be implemented and
the expected range of cost savings. This data
should relate to a given product or product line.
Therefore, plant management in conjunction with
plant accounting can focus on specific reductions
in direct labor and the associated overhead.

Projection
index
table

Reports

9-
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an aut omated compu ter system which s imply
multiplies the base times the indexes that are assigned to the qiven quarters.
The automated system is an on -line program
which is run on a mainframe computer. It allows
the user (in this case the cost coordinator) the
ability to load costs and indices against those
items that were selected at the profiling and sampling stage. Also, it allows a structuring and restructuring of a product's elements and the addition of other products to the system as future
profiling and sampling deems necessary. To elaborate further, the system has three major input tables as shown in Figure 1, which merge to generate reports on the projected sample products.
• The product structure table contains all of the
components and cost elements of a given product. Each product's components are grouped
under fini shed 'I.D. ' n umb ers. Wi thi n t his
structure table parts can be added, removed, or
changed as a product's structure changes.
• The projection index table contains the indices
that reference each item on the structure table.
Li k e t h e s t ru ct u re t ab l e, i n d ex es can be
changed, revised, or removed and are maintained in an on -line environment.
• The actual index table is similar to the projected index table except that it contains the actual
results of an item's increase or decrease.
The major program for this system was developed at a time when microprocessors were beginning to become a common tool in accounting. Because of the excessive size of the sample, capacity
became the factor that determined where it should
be developed. Since the original system was implemented, several ad hoc reports and exercises have
been either proposed or made available . For example, the table files can be analyzed through the
use of an inquiry software package. With this tool,
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Table 1
Projected Sample Product Report
Product 4-A 1982 projected cost

Pricing strategy
is heavily
dependent on
product costs.

Total

5.00

.

Cap
Bottle
Label
Formula
Labor
C.H.

.50
1.50
.25
1.50
50
.75

2nd qtr

co st

100
105
100
100
104
tOQ

.50
1.58
.25
1.50
.50
.75

3rd qtr

cost

t00
105
110
100
100
100

5 08

.50
1.58
.28
1.50
.50
.75

tr

cost

100
105
110
100
100
110

5.11

.50
1.58
.28
1.50
.50
.83

cost

%

1st qtr

%

Cost

%

Base
%

Item

100
105
110
105
110
110

5.19

.50
1.58
.2$
1.58
.55
.83
5.32

Table 2
Summary of Projection Sample

1.6

5.08

2.2

5.11

4 -B

4.00

3.0

4.12

4.0

4-C

5.50

2.0

5.61

3.0

5 -A

6.00

6.0

6.36

6.0

cost

a t ab le can b e int erro gat ed fo r an un limit ed
amount of criteria (i.e., a listing of all components
which show a 10% or greater increase in the third
quarter).
The resulting reports currently generated from
the system, act as the overall indicator of what
can be expected from the various product lines
throughout the year. Tables 1 and 2 illustrate
what the reports contain.
Interpreting the Results
The projected sample of products forwarded to
the budgeting and planning department act as the
best representatives of their respective business
entities. From the quarter -to- quarter cost. differences reflected on the projection, a percent increase or decrease is derived which can be used for
all products of a like product line. The change in
cost can be easily pinpointed or identified by evaluating items (components or ingredients) or elements (direct labor, overhead) that are a part of
its structure. In addition to the projected samples,
a summary report is generated that gives the bottom line cost of all products in the sample. It also
summarizes the percent difference by quarter as
compared to the base.
Problems of interpretation involve the determination of the true time period when the expected
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cost

cost

%

5.00

%

Cost

4 -A

%

Product

4th qtr

3rd qtr

2nd qtr

1st q tr

%

Base

6.4

cost
5.32

3.8

5.19

4.16

5.0

4.20•

6.0

4.24

5.67

4.0

5.72

5.0

5.78

6.36

5.0

6.30

7.0

6.42

cost change will take place. Budgeting must evaluate the increases and decreases in light of the internal accounting policies applicabl e to cost
changes. Some of the expected changes are budgeted in the quarter after its expected increase.
Some changes are not budgeted at all because the
cost change may be absorbed in some other area
such as inventory price adjustment. Regardless of
the final decision, the projected cost allows some
degree of comfort about the upcoming year.
The system has been most successful because it
has relied on the expertise and judgment of the
specialized groups that contribute to its input.
Success also can be attributed to the methods used
by the budgeting department in applying the results. At the end of two years, the overall results
are amazing. The actual gross margin for the division deviated only one -tenth of one percent for
1980 and was exactly on target at the end of 1981
(this deviation measures actual versus the budget
developed by the system). More important, the individual business segments within the division experience amuch smaller deviation in gross margin
results which aids their planning efforts. The financial department also can feel more comfortable by having some degree of planning leverage
on an important profit and loss item -the cost of
sales.
El
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Data Sheet
Robert F. Randall, Editor

FASB Delays Pension Hearing
The Financial Accounting Standards Board has
delayed its public hearing on employers' accounting for pensions until Jan_ 11 -13, 1984.
The hearing originally scheduled Oct, 26 -28,
1983, was postponed because several accounting organizations — including NAA's MAP
Committee —had requested that the Board delay the public hearing and deadline for written
comments. These organizations cited the need
to have more time to study the proposals and
the results of the field test, and the importance
of the issues raised by the FASB as reasons for
the requested delay. The deadline for written
comments on the Board's preliminary views
and discussion memorandum has been extended to Dec. 1. In cooperation with the Financial
Executives Institute, the FASB is conducting a
field test to determine the accounting results of
applying the Board's preliminary views on pension accounting to a number of companies associated with the FEI. The results of this field
test are expected to be available by Sept. 1.

els —and they are not likely to be in the near
future, according to Predicasts, Inc., Cleveland based business information and market research firm, Mainframes represent the largest
hardware segment of the data processing
equipment industry, the firm reports, with sales
at $9.6 billion in 1981, up over 4% each year
from under $5.5 billion in 1967. According to a
just- released study, Mainframes & Supercomputers, Predicasts identifies the banking industry as the largest market segment for mainfram e eq u ip men t . Th is fac t reflec ts t h e
increased use of electronic funds transfer and
other forms of electronic money management,
according to the study.

Economic Prospects Are Rosy
"Coming from so far down, the energy of this
recovery is awesome," Conference Board
Chief Economist Albert T. Sommers writes in
the latest issue of the sommers letter. According to his report, the country's real economic
growth rate now seems likely to reach nearly
8% in the second quarter of this year and to
continue running at over 6% in the third quarter. In another issue, Mr. Sommers waxes even
more optimistic, citing fast - growing retail trade,
a broad -based housing recovery, and rising defense spending as factors transforming the
economic recovery into a full - fledged boom.
This report predicts that the U.S. unemployment rate will finally fall to single -digit range this
summer, and that machinery orders and production rates, which are beginning to rise, will
accelerate in coming months. At the same
time, the Board sees increasing pressure on
prices.

Reagan Names Cox to SEC
President Reagan has nominated Charles C.
Cox, the SEC's chief economist, to the Securities & Exchange Commission, succeeding John
R. Evans. Mr. Cox, 38, was assistant professor
of economics at Ohio State University from
1972 to 1980 and an assistant professor at
Texas A &M from 1980 to 1982. Mr. Cox, if confirmed by the Senate, will be the fourth Reagan
appointee to the SEC. The President probably
will have a fifth appointee if Commissioner Barbara S. Thomas carries out her announced intention to resign from the SEC before the end
of the year.

Mainframes Still Biggest DP Segment
Despite Inroads by Smaller Computers
Mainframes have not been forced into extinction by smaller, more powerful computer modMANAGEMENT ACCOUNTING /AUGUST 1983

Business /Accounting Briefs
The Letter to Stockholders in Marshall & Ilsley
Corp.'s 1982 annual report may be a classic:
"Your company had a very good year in 1982.
Some of it was due to luck; some of it was due
to good planning and management. We hope
you enjoy the numbers and the pictures."
... Doyle Z. Williams, Peat, Marwick, Mitchell
Professor and Dean of the School of Accounting at the University of Southern California, is
the president -elect of the American Accounting
Assn. Dean Williams is a member -at -large of
NAA.. , . Carl L. W hite, finance director for
the city of San Antonio, Tex., was elected the
new president of the Municipal Finance Officers Assn, of the U.S, and Canada (MFOA)
... Kathryn C. Buckner, Atlanta Central Chapter, has been elected president of the American
Woman's Society of CPAs (AWSCPA).
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Compliance Reporting
and Taxation
Understanding Foreign
Currency Translation
By Bruce C. Swindle
The author seeks to make foreign currency translation understandable. Offering a detailed explanation of "functional
cu rren cy," h e des crib es t he whens ,
hows, and whys of foreign currency
translation as established by FAS 52.
Sample translation statements further
explain the text.
No. 761, 17 pp.

Tax Accounting Versus Financial
Accounting: Conformity or
Reconciliation?
By Richard E. Hinman
Questions are examined relating to the
gap between tax and financial accounting. The objective is to supp ort the
proposition that conformity is not advisable because of the distinctly different objectives of each area. Areas examined i nclud e: th e basi c con cept ual
differences between tax and book accounting, a refutation of any real advantages to be derived by a high degree of
conformity, the effects of past conformity requirements, and how the underlying differences can be made more und ers t an d ab l e th ro u gh at t emp t i n g
reconcilation.
No. 339, 24 pp.

Corporate Finance
Corporate Pension Plans:
A Least Cost Financing Issue
By Raymond A. Link
Specific cost reduction options available
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to pension plan sponsors are reviewed
with emphasis on defined benefit plans
because of their current dominance. The
methods examined are aimed at eliminating the unfunded liabilities generated
by poorly designed and financed corporate pension plans. More and more financial executives are shifting their favo r to defi ned co n t ri b u t i o n or
profit- sharing plans to alleviate the occurrence of this problem. Some of the
techniques must be implemented at the
formation of the pension plan, while
others can be instituted at any point in
time.
No. 614, 35 pp.

Proposed Acquisition of
Data General Corporation by
the Burroughs Corporation
By Paul E. Salvas
A comprehensive analysis is presented
of a hypothetical acquisition of the Data
General Corp. by the Burroughs Corp.
using analytical techniques outlined by
Alfred Rappaport in the Harvard Business Review. Emphasi s is pl aced on
technique rather than feasibility by focusing on the areas integral to the development of successful acquisition strategy: self - evaluation o f p u rc h as i n g
company, development of acquisition
criteria, list of potential candidates,
screening and selection of candidates
against criteria, valuation of purchasing
company, and development of negotiation and tender offer strategy.
No. 617, 16 pp.

Interest Sensitivity:
A Practical Approach
By Roark C. Herron
Interest sensitivity, banks' interest margin vulnerability to the movement of
money market rates, is the central banking issue of the'80s according to the author. This vulnerability is the result of
th e i n t ro d u ct i o n o f mo n ey mark et
funds, bank deregulation, and Federal
Reserve Bank management of monetary
policy, which have contributed to unstable deposit costs on the liability side of

banking's balance sheet. Th e author
does not propose how to avoid the unpredictable volatility but how best to
measure and manage it on the balance
sheet and income statement.
No. 616, 11 pp.

Financial Analysis of Life Saver I
By Douglas Deslattes
A specific strategic planning system is
presented for financial analysis of "Life
Saver I," an airborne emergency medical service. Classic strategic planning
methods are reviewed and differentiated
from the techniques applied in this case
history. The author stresses that this
work plan is not the only approach to
evaluating such programs, but this represents the steps necessary for basic financial analysis.
No. 597, 15 pp.

Performance Measurement,
Reporting, and Control
A Common Sense Approach
to Transfer Pricing
By Carl Rispoli and Penny Marquette
Transfer pricing is examined as a decision faced by decentralized corporations
associated with determining the nature
of corporate divisions and the degree of
aut ono my each d ivi sio n i s t o b e allowed. Consideration is given to the effect transfer pricing method has on financial values for assets, liabilities,
income and equity, divisional performance, and managerial morale. After
describing the various approaches to
solving the transfer price problem and
the advantages and disadvantages of
each, the authors make recommendatio ns fo r t he selecti on of a op timal
transfer price strategy.
No. 618, 15 pp.

An Incremental Reliability Model
for Evaluating Subsystem Controls in
Internal Accounting Control Systems
By Robert E. Flinn and
Linda R.Garceau
A practical adaptation of the original
MANAGEMENT ACCOUNTING /AUGUST 1983

Cushing model for determination of
subsystem cost - effectiveness and reliability is developed and illustrated. It is
anticipated that the proposed model
will be more readily usable than the
original by auditors and system designers in real world situations. Although
neither the proposed nor the original explicitly take into account all of the factors that should be evaluated in determining the theoretically exact reliability
of subsystem controls, cost effectiveness
and reliability levels computed by the
Cushing model generally have been accepted by auditors, system designers,
and academicians as representing reasonable and workable approximations
of the theoretically exact reliability.
No. 248, 21 pp.

Planning, Budgeting,
and Forecasting
International Accounting
By Karen Moses
The author examines inherent differences in tendencies toward accounting
practice based on a country's environment an d cult ure. C urrent devel opments toward establishment of internati o nal acco u n t i n g s t a n d a rd s are
reviewed including descriptions of the
Internati onal Accounting S tandards
Committee, Europeon Economic Community, International Federation of Accountants, United Nations, and Organization for Economic Cooperation and
Development. Recommendations are
proposed for overcoming the common
barriers to uniform standards: governmental involvement, national standards,
an d s o ci o eco n o mi c an d cu l t u r al
differences.
No. 209, 18 pp.

Capital Budgeting: Developing
Practical Investment Proofs —A Case
Study
By Hussein Emin and Kevin Springer
Capital budgeting methods are examined within the framework of practical
corporate decision making. Defining
capital budgeting as the valid selection
from alternatives in which scarce resources may be invested, the authors
evaluate investment alternatives for the
purchase of microcomputers under five
capital budgeting techniques: payback
MANAGEMENT ACCOUNTING /AUGUST 1983

method, net present value, internal rate
of return, accounting rate of return, and
present value index.
No. 1008, 23 pp.

i n g re al o r p erce i ved c o n fl i c t s o f
interests.
No. 556, 19 pp.

Service Industries

Original Cost As It Applies to
Regulated Public Utility Accounting
By Nworah F. Ezekannagha
A brief historical background of original cost is presented, the more common
meanings associated with the term as it
applies to regulated public utilities are
reviewed, and its implications for the
operations of the utilities and the public
interest are dis cuss ed. The auth or's
viewpoint is that policies on this rule are
based on the assumption that the public
should be charged with the depreciation
of original cost of specific asset only
once.
No. 446, 11 pp.

Productivity Measurement in
Public Accounting Firms
By Mark Dee Stephens
The product profitability analysis model
for measurement of productivity is applied to performance measurement in
public accounting firms. The questions
explored are: What is productivity in
public accounting firms? What factors
influence productivity? How do these
factors influence productivity? How are
the productivity measurements interpreted? The conclusions drawn are theoretical because no specific example of
the model's use is documented.
No. 554, 20 pp.

Public Accounting and
Its Environmental Threat
By William R. Cameron
Accounting firms operate within an environment that exists on three levels:
the core, the publics, and the macro -environment. The author examines the nature of these environmental factors and
the ways in which accounting has been
threatened on each level. He also examines the concept of social accounting as
the direction in which congressional legislation would alter financial accounting. His analysis indicates public accounting's credibility would not benefit
from federal regulation. Instead, firms
should practice self- regulation by avoid-

Actuarial Amortization for Entry Fees
of Life Care Communities
By David L. Hewitt
This paper outlines the use of life expectancies, distinguishing between single
occupants and joint occupants, in calculating yearly amounts of amortization
for entry fees paid by those joining a life
care community. The author proposes a
method for routinely adjusting such
amounts to correct for differences between the assumed rates of death incorporated in the original life expectancies
and the community's actual deaths.
Guidelines are also provided on how
a life care community which is already
in operation can switch over to the recommended method.
No. 720, 27pp.
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Perspectives
4A 4
In addition, we need to be making additional investments in new programs to
keep pace with the rapid rate of change
in the requirements of our profession.
This will help us attract a much larger
percentage of our market. In our profession, success is doing today the things
which will make u s mo re cap ab l e
tomorrow.
Back in the 1950s, when I joined Peat
Marwick as an assistant accountant at
$3,600 a year, dues were $25 a year.
Based on my hourly rate of $1.73 an
hour, I worked 14'/2 hours to pay my
own dues and considered it a darned
good investment. Today, based on the
compensation of assistant accountants, it
takes only 10 to 11 hours of work to pay
NAA dues of $100. Many companies
pay the NAA dues; however, I am convinced that our members who pay their
own are making an outstanding investment on which they can reap a great return. They are investing in themselves.
The cost of NAA has been one of the
biggest bargains in my professional
career.
Recent bestsellers have focused on the
changing philosophies and interests
which we experience during the different
phases of our lives, and I must admit
that this has been particularly true re=
garding my 26 years of NAA involvement. What I expected and gained during my first five years of membership
(when I was in my 20s) was quite different from the past five years (when I was
in my late 40s).
Some people ask me how NAA can
attract and properly serve such a diverse membership of management accountants consisting of industrial, servi ce, govern ment al , acad emic, and
public accountants; and I say very well!
Even though we have a large number of
members in all fields and levels of accounting, we are motivated and bonded
together by numerous areas of interest
and by a desire to achieve. Admittedly,
at various times in our lives, we emphasize different areas in order to develop
and strengthen our professional, educational, leadership, interpersonal, planning, speaking, writing and social skills.
Look at the real movers and shakers in
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our profession, and those who are striving to achieve their personal and career
objectives, and you will see that they are
focusing upon improving in most, if not
all, of these areas. NAA services and
opportunities have been of immeasurable benefit to me in my career, commu ni ty, an d personal life. An d, of
course, it's impossible to put a value on
NAA's renowned camaraderie.
Enough said on increased dues and
benefits, now let's address our new membership criteria, which become effective
on July 1, 1984. First and foremost, individuals who are members of NAA on
June 30, 1984, and continue their membership, are not affected in any way because they are deemed to have met the
membership standards as a result of their
history of
participation
in
the
Association.
Think about the changes which have
occurred in our profession since NAA
was established 64 years ago —the training which was available and needed then
as compared to today in order to be a
competent and effective accountant. I
look back at my college training in the
early '50s compared to that which graduates receive today; and I realize that all of
us must continue preparing ourselves for
the future in order not to become technically obsolete. NAA is a management accounting organization devoted to continuing professional education. It also
provides numerous other benefits as noted earlier. The criteria will not exclude
anyone from membership in the future
who is truly interested in achieving the
prime purpose of our Association—continuing professional education. We believe that the passage of the criteria will
result in attracting and retaining more
members in the future and continue moving NAA to the forefront of our accounting profession. In so doing, all of us and
our profession will benefit.
A few members have expressed a sincere concern that these two issues may
res u lt i n a temp orary l o ss i n NAA
membership. I hope and trust that our
memb ers are n ot t h at s ho rt s ight ed .
Changes will continue to occur in our
lives and our profession, regardless of
what we, as individuals, think of them
and whether or not we are ready for
them. Emerson said "As a man thinketh
so he is." The conscious mind can think
of only one thing at a time. It cannot

think of success and failure at the same
time. Therefore, I challenge each and
every member to think success. NAA
can help you make the most of your total self by discovering your best talents,
skills, and abilities and applying them
where they will make the most effective
contribution to your company, profession, and fellow man.
CHARLES T. SMITH, JR,
President, 1983 -84

Letters
21A-4
So the apparent precision lent by factor ana lysis is dece iving, and the value
of its scholarly im p rim atur equals, perhaps, that of the d iplom a dis pensed by
the Wizard o f Oz.
Questionnaire users m ay be happy to
lear n t hat th e a ppr opriate m e tho ds are
thoroughly st ra igh tf or wa r d an d don 't
req uir e c om p lex com pu tations. Question naire s tat em en ts sim p ly get sor ted
into groups according to objective
counts of res ponse frequen cies and get
re -sorted according to how a response frequency profile for on e ite m cor responds to profiles on others. Then independent judges, oft en th e r esp on den ts
them selves, decide the them es for statement groups.
Sorting m ay be sim pler, although not
necessarily less of a n ef fo rt . It s m a in
disadvantage is that you m ust doggedly
sort and re -sort until pat te rn s a re e xhausted; it carries none of the shortcuts
that factor an alysis seem s to offer. But
results appear imm ediately, and nothing
is hid den about th e r ela t io ns h ip s o r
where they cam e from .
Des pite b eing f or ce d to e qu ivoc at e,
the authors correctly identified sides to
the tw o m ain c onf usions t hat co m pr omise perform ance evaluations. I suspect
that strong response- frequency patterns,
coupled with sm all numbers assigned to
cir cle d let ter s, su rvived t h e ir f a c t o r
analysis. First, the m ost frequent confusion— whether to value the accomplishments of perform ance or the behavior —
m ay be seen in fa ctor one (e valua tions
that st ic k t o b ud get ef fe c ts ) cou nte rpoised with factor two (evaluations that
flee into personal characteristics such as
attitu des). Second, the sub tler co nf usio ns abo ut who co ntr ols wh at em e rge
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in factors three and four; certain evaluations recognize that many conditions
besides supervisor actions affect budget
variances ( "budget flexibility ") whereas
others ignore the fact and assign responsibility to one individual ( "personal
accountability ").
Thus made explicit, these confusions
have clear resolutions: 1. Put your value
on the accomplishments, the tangible
products, or effect of performance (and
simply enjoy the variety of forms successful human behavior takes); 2. Hold
an individual responsible only for those
accomplishments over which the person
has direct, primary control.
Daniel F. Johnson, Ph.D.
President
Daniel F. Johnson do Associates
Blacksburg, Va.

Let's Stop the Bickering

fee).
I will agree with Mr. Torgerson that
enforcing a "uniform entry examination" would be difficult or impossible.
There would be no more practical way
to stop a Union Carbide from hiring a
cost accountant that the IMA thought
was unqualified than there would be to
stop it from hiring a general accountant
or controller whom the AICPA considered unqualified. However, how does
the idea of a "uniform entry examination" into management accounting have
any more holes in it than the idea of the
"uniform entry examination" into public accounting (i.e., the CPA exam)? I
see no more restraint of trade, antitrust,
or equal employment problems with the
one "uniform entry examination" than
with the other.
Joint efforts between the private and
public sectors to standardize the requirements for education and experience can result in more value to the
public in general. What Mr. Torgerson
does not, cannot, or refuses to recognize, however, is the fact that the areas
of management accounting and public
accounting do require different areas of
expertise, and the operatives in each
area deserve, have earned, and are entitled to appropriate recognition by their
peers and society in general.
The CMA designation should carry a
premium in the free market, as does the
CPA designation, but to say it "should
be nothing more than one more line on
the old resume just like the MBA degree" is as ridiculous as saying the same
thing about the CPA designation. Both
designations (CMA, CPA) reflect a level of professionalism, education, experience, and expertise in the respective areas. They warrant recognition, and both
should be accorded such, without bickering between the two specialized areas.
H. J. Genatowski
MBA; CMA candidate
Cost Accounting Specialist
Phillips Chemical Co.
Bartlesville, Okla

After reading Ralph B. Torgerson's letter (April '83), the only conclusion that
I could reach was that he was guilty of
precisely what he accused Mr. Black
of— namely to being "divorced from reality" and that his comments are "lacking of any merit."
Although the recognition of a "CPA"
as a "professional" has evolved from
public acceptance, this designation originally was created by public accountants
to provide recognition and to indicate a
level of competence in the accounting
field. How is this so different from the
recognition that the management accountant is trying to obtain to reflect his
competence in the managment accounting area, other than the span of time between these actions.?
Mr. Torgerson also questions the societal role of the management accountant in owing his loyalty to the employer who controls his paycheck. How is
this any different from the CPA who
works for the same employer or the outside auditors who review that employer's financial statements? In reality, how
many public accountants will actually
look the other way or minimize the importance of items that could jeopardize E arn i n gs an d P ro fi t s Are J u s t t h e
a nice big audit fee? We all have seen Beginning
instances where individual items have
been treated as " not material " rather The article "An Efficient Foreign Subthan antagonize the client and lose the sidiary Tax Reporting System" (May
engagement ( and the accomp anying '83) tells only part of the story of what
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information should be required from
foreign subsidiaries. As of this writing,
worldwide combinations for state income tax reporting are still alive and
frequently required. I can't believe that
Armstrong, a multinational company,
has not provided for the gathering of
the necessary information to complete
this type of combination . Earnings and
profits are just the beginning.
Apportionment data (revenues, payroll, and property) nonbusiness income,
interest income and expense (to calculate interest offset for California) must
be available also. Intercompany transactions, such as sales for adjustment of the
sales factor, rents to adjust the property
factor, and interest to adjust the interest
offset are just some of the data necessary to complete these returns.
No "foreign subsidiary tax reporting
system" could be complete without the
data necessary to prepare worldwide
combinations for state income tax returns. I would like to see a follow -up article covering these important issues.
Lee F. Shedroff
Phoenix, Ariz.

Special Agents
Florida Depart ment of
Law Enforc eme nt
Tallahassee, Florida
These positions are loc ated statewide . Th ey inves tiga te o rgan ized
crime and assist local law enforcem e n t a ge n cie s. Beginn in g s ala ry
$20,378.88 a n n u a lly p lu s f r in ge
benefits. Additional cost of living
salary differential of $4,363.92 annually for southern part of state.
Requirem ents: Graduation from
a standard high school and 7 years
of s w or n inve s t iga t ive o r s w o r n
law enforcem ent experience. Succ e s s f u l c o m p l e t io n o f c o ll e g e
course work may be substituted at
the rate of 30 semester hours or 45
quarter hours on a year- for -year
basis for a m axim um of 4 years of
the required experience. Financial
investigation / ac co un tin g ex pe rience preferred.
Subm it resume to: Personnel Office , F lo rida De pa r tm en t o f La w
E n f o r c e m e n t , P o s t O f f ic e Bo x
1489, Tallahassee, Florida 32302
m P p l � A ff rmatlae Action

Equal Oppor tuni ty
E
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In the Library
The books listed in this section are available from the NAA Library. Members
may borrow books for a two -week loan
period by mail, telephone or in- person
visit. Ad dress Ms. Miriam R ed rick,
Manager, Library Services, NAA, 919
Third Ave., New York, N. Y. 10022—
(212) 754 -9736 or 37.

Miriam Redrick and Stan Stec, Editor

pect of the information.
3. The presentatio n media should
consider color, motion, type of
printed output, and interaction.
Thus the CFO, to make a GMIS
effective, must learn about computer graphi c medi a, est ablish
new corporate presentation standards, and —if necessary— involve
outside media experts. Presently
few CFOs have this experience or
competency, although a review of
Dr. Jarett's book would go a long
way t o ward p ro vi d i n g th is
expertise.

Computer Graphics and Reporting Financial Data
Irwin M. Jarett, John Wiley & Sons, 605
Third Ave., New York, N . Y 10016,
1983, 460 pp. —Most readers of this
Dr. Jarett presents 15 standard chart
magazine are familiar with management
information systems (MIS). Dr. Jarett, fo rmat s fo r s u ch i t ems as balance
founder and chairman of the Fingraph sheets, retained earning statements, and
Corp., a firm specializing in the design time series. Designing a GMIS to utilize
and installation of computer graphics these tools covers the bulk of the mateinformation systems, has now coined rial in this comprehensive volume.
As with any new technique, it unthe term Graphic Management Infordoubtedly will take some time for finanmation System (GMIS).
One primary role of a chief financial cial managers to adopt the concepts recofficer is to assist the board of directors ommended. NAA feels that this GMIS
and other members of corporate man- approach may be a significant trend;
agement in optimizing the return on in- persons who attended the Annual Intervested capital, which requires commu- national Conference in Houston had an
nication of financial information. Dr. opportunity to see Dr. Jarett's approach
Jarett feels that graphics, a GMIS, can in the display by Digital Equipment
enhance such communication substan- Corp.
+Those management accountants with
tially.
He suggests that there are three ma- responsibility for reporting to top manjor differences between a graphic system agement and corporate boards would be
well advised to obtain a copy of this
and a standard MIS. They are:
book. Even if the investment necessary
1. The requirements for a GMIS cut to ad op t th e GM IS app ro ach is n ot
across all data systems and proba- made immediately, certainly some good
bly requ ire a di saggregation of ideas will be developed on what should
data plus presentation of much in- be communicated and ho w it can be
formation from personnel, human made more effective.
resource accounting, and payroll
systems, as well as directly from International Business Finance
S u k H. Kim, Robert F. Dame In c.,
the financial system.
2. Because of the limits of the current Richmond, Va. 23235, 1983, 193 pp.—
gen erat i o n o f co mp u t ers , the While written as a textbook, this book
graphic format can vary more —as would be very helpful to management
compared with the tabular formats accountants in multinational companies
with which we are familar today. and in firms that are just getting started
Consequently, because more data in business abroad. (Dr. Kim, chairman
can be absorbed quickly in graphic of the department of Accounting and
format, it may be efficient to show Finance at the University of Detroit, is
a large number of graphs, each one a member of NAA.)
Dr. Kim treats the field of internadesigned to display a particular as76

tional finance as simply a broader part
of financial management as presently
understood. He distinguishes international finance from the domestic environment in terms of types of risk, confl icts of i n t eres t , an d mu l t i p l e
environments.
He pro vides good coverage o f the
risks in international finance, which
consist of political risk, financial risk,
and regu latory risk. With res pect to
conflicts of interest, a section discusses
conflicts between developing countries
and the multinational company plus the
tax and foreign currency problems that
companies must wrestle with. Finally,
the environment of international business has many facets to it, such as different types of business organization,
different institutional settings, and cultural differences.
Good coverage is given to the areas of
multinational accounting and taxation,
including consolidations, foreign tax
credits, and transfer pricing. The book
is up to date relative to FAS 52 foreign
exchange translation. The use of hedging to reduce foreign exchange exposure
is covered comprehensively and understandably. Solid coverage is provided on
the topic of financing foreign trade, including a discussion of international financial markets and the problems of
working capital management and capital expenditure control.
A number of books and articles deal
with specific aspects of multinational financi al management in great det ail.
This book covers the broad topic with
enough substantial material to make it
worthwhile for someone who needs a
good overview.
Contemporary C as h M an agemen t :
Principles, Practices, Perspectives
Second edition, Paul J. Beehler, John
Wiley & Sons, 605 Third Ave, New York,
N. Y. 10016, 1983, 447pp. —Any time a
business book goes into a second edition
it means that the author has fulfilled a
business need. A perennial favorite top ic—one that is well accepted at most
NAA education programs —is cash
management, covered thoroughly and
comprehensively here. The second ediMANAGEMENT ACCOUNTING /AUGUST 1983

tion of this book has been published in
response to passage in 1980 of the Monetary Control Act, which deregulated
bankin g and made the entire money
market and cash management area far
more competitive than it ever had been
before.
The pricing of bank services and the
availability of new computer -based services provided by banks and other institutions have grown. Mr. Beehler, a partn er o f Art h u r Yo u n g & C o . , with
responsibility for treasury consulting
services, is thoroughly knowledgeable in
the cash management area. Further, the
book is obviously up to date because of
its treatment of such subjects as the microcomputer and cash management, the
availability of money market funds, a
comprehensive discussion of electronic
funds transfer systems, detailed study of
very recent specialized bank -based corporate services such as automated lock
box systems involving capture of MICR
data, and daily computer reporting to
the company.
Mr. Beehler's book is comprehensive
and should be of great interest to all
management accountants who are responsible for treasury functions or cash
management. This is probably the definitive volume in the field.
Corporate Cultures: The Rites and Rituals of Corporate Life
Terrence E. Deal and Allan A. Kennedy,
Addison- Wesley Publishing Co., Reading, Mass. 01867, 1982, 232 Pp. —According to the authors, one of whom is a
professor at Harvard University Graduate School of Education, and the other,
a principal at McKinsey & Company,
"Businesses are human institutions, not
plush buildings, bottom lines, strategic
analyses of five -year plans." Every business'has a culture which the authors say
has a powerful influence throughout the
organization, affecting everything from
who gets promoted to how employees
dress. Because of that impact, the authors say, corp orat e cultu re h as, in
practice, a major impact on the success
of a business.
This book can perhaps be described
as popular sociology with a business orientation. Particularl y for a yo unger
management accountant the message
should match the corporate personality.
A poor fit can very quickly lead to lack
MANAGEMENT ACCOUNTING /AUGUST 1983

of personal success.
Marketing Accounting Services
Robert W Denney, Iran Nostrand Reinhold Co., 135 West 50 St., New York,
N. Y. 10020,1983, 269 pp.—This book is
written to h elp people i n public accounting increase the size of their practice with outside clients. Most of the
concepts presented, however, are equally appropriate for the management accountant trying to sell himself in a corp o rat e o r i n d u s t ri al en vi ro n men t .
Innumerable books exist on "self- development" but the number written from
the persp ective of the acco untant is
quite limited.
Mr. Denney has a very interesting
chapter on the topic, "The Changing
Self Image of the Accountant Today."
In other chapters he discusses personal
marketing activities in such areas as
seminars, articles, talks and speeches,
community activities, and membership
in trade groups. All of these are importan t to every memb er o f NAA wh o
wishes to move ahead personally and
professionally. Individuals should develop a personal plan or strategy for becoming recognized as professionals, in
our case in the fi eld of management
accounting.
The book is of particular value for
people working in a professional service
firm. They will find Mr. Denney's book
particularly helpful because his proposals for action plans, follow -up, and review to monitor progress make a lot of
sense.
Some people may be offended reading
a chapter on "Turning Social Contacts
into Business." The fact is, as the author states, "Not everyone can be a star
in the game of turning social contacts
into business opportunities. But just
about everyone can improve his/her social techniques. If you follow the approach given in this chapter, you will, at
the very least, meet some new and interesting people. You may also make some
new friends."
If there is a single theme that pervades the discussions of NAA leaders
over the years, it is that NAA, in and of
itself, provides the means for obtaining
and keeping new friends. Most people
would feel that friendship and social activities are an important part of their
lives. Mr. Denney, in this book, stresses

how such an approach can lead to professional advancement.
Communicating for Productivity
Roger D'Aprix, Harper & Row Publishers, 10 East 53rd St., New York, N. Y.,
10022, 1982, 112 pp. —The problem of
employee productivity is a thorny one.
Managers, politicians, consultants —everyone —have tried to come up with a
solution or at least an answer to the
problem. In Communicating for Productivity, the author presents the thesis
that free - flowing, two -way communication between employees and management will help increase productivity.
While this is hardly a new idea, the author, a professional communications
manager, gives the reader concrete examples of how to get and keep the lines
open. Many frequently asked questions,
as well as emerging trends, are included.
This slender volume is recommended
for new managers, owners of small and
growing businesses, and others who
want their staff to be rid of the "them
vs. us" mentality.
Executive Musical Chairs
William R. Wilkinson, Warrington &
Co., Publishers, 100 South Ellsworth
Ave., San Mateo, Calif. 94401, 1983,
190 pp.— Executives and managers are
changing jobs in unprecedented numbers. Sometimes these changes occur because of a desire on the part of the execut i ve, an d s o met i mes t h e re is no
choice —the executive is fired.
To ai d t ho se wh o wan t to ch an ge
jobs, as well as those who must, Author
Wilkinson has provided a thorough insider's look at executive headhunting. A
former headhunter himself, the author
methodically sets forth the steps of a
successful search process. He begins by
explaining what an executive search
really is. It is more than a job hunt: it is
more like a marriage. Personal as well
as professional qualities are weighed,
and compromise by both the candidate
and the client is always necessary.
What sets this book apart from the
usual "how -to- find -a- position" books
that are filling the market is that Wilkinson tells a client company how to engage a search firm and what to expect.
It is indeed useful to have both sides of
the search present ed in one volume.
Written with a light touch.
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People in the News
named B arclays Ameri can Co rporation's new director of Internal Audit.

Promotions and New Positions
Charles S. Hunnicutt , past national director from Asheville, is now director of
administration and finance at Arden
Industries.

Phil D. Tolbert, Chicago, has become
manager - administration at Sohio Petroleum Co.
R.J.Kozich, East Bergen- Rockland past
presi dent , has been named nati onal
partner -in- charge of specialized industries at Ernst & Whinney.

The Tru st Co mp an y o f Georgia h as
promoted Karen Lawrenz, Atlanta, to
assistant vice president.
In Bridgeport, Ashok Mehta was recently promoted to senior accountant at
Price Waterhouse.
Delaware North Companies, Inc., has
promoted Stanley F. Phillips, Buffalo,
to executive vice president.
Tom R. Blacks Charlotte, has become a
partner in the firm of Hobbs, Crossley,
& Blacka.
Betty Trautwein, Charlotte Blue, was

Michael Exline, Evansville, has been
promoted to accounting manager for
the Eastern Division of Peabody Coal
Co.

William Tanier, Greater Youngstown
Area, was named controller at Golden
Dawn Foods.

Robert J . Randazzo, Long Island -Nassau, has been named treasurer and controller by Technicom International.

includes
handling postage and
Catalog 082134

ISBN 0- 86641 -085.6

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

10% discount to members

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

Nonme
mber membership
Please send
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Roger Coffey, Louisville, has been promoted to manager- finance and administration of the Threaded Fastener Div.,
Emhart Corp.
Neil Freeman, Member -at- Large, has
joined Apex Computer Systems (Hawaii) Inc., as vice president of systems
and software support, and a member of
the board of directors.
Robert E. Brown, Mohawk valley, has
been promoted to vice president of finance of Hospital Plan.
I. Eugene Richardson, Jr., North Central Iowa, is now the vice president and
manager, Commercial Division at First
American State Bank.
Robert A . Olsen, North Palm Beach,
has been admitted as a partner, Pannell
Kerr Forster.

company
address

Member "

At the First National Division of Lincoln First Bank, V. Ri chard Hul t ,
Jamestown - Warren, has been appointed
senior vice president.

W.M. Harm, Fox River valley, is now
controller of Caterpillar Tractor, Ltd.,
in Glasgow, Scotland.

Choosing the right computer from the bewildering array of systems now on the market
can be a frustrating experience. To many first -time users it is a venture into unknown
territory.
The Minicomputer: To Buy or Not to Buy ?, written by
Leonard Porochnia for the National Association of Accountants, will familiarize you with the steps that should be taken
when selecting a minicomputer. Finding the right software
is most important, as is knowing what precautions to take
when implementing a system. An invaluable glossary of
computer terminology is included, as well as a listing of
manufacturers.
Take the guesswork out of your de- $ 1
95
cision making. Order your copy
/
percopy
122 pages

Thomas C. Annis, Illowa, became division manager, financial consulting, for
Jo hn Deer e In d u s t ri al Mark et i n g
Administration.

Robert Deter. LaCrosse - Winona, recently was promoted to controller of the
Peerless Chain Co,. . . . Francis Runkel,
at Cencom, Inc., has been named vice
president of finance.

So, you want to buy a
min ic ompu te r?

today .

James J. Meserve, Hartford, has been
appointed manager, general accounting,
for the Stanley Hardware division of
The Stanley Works.

city

state

zip

Price: $12.95 (10% discount to members: $11.65)
Quantity

Amount enclosed $
MA81833

Teresa Wuest, Phoenix, was appointed
vice president, controller of Western
American F i n a n c i a l C o r p . . . . W .
James Lane has been recently named
controller of Kupanoff and Associates,
Inc., Scottsdale, Ariz,
MANAGEMENT ACCOUNTING /AUGUST 1983

Jeff Strasberg, Portland- Columbia, has
been promoted to manager, Price Waterhouse.

accounting, at Southwire.

Wayne Harrison, St. Louis, has been
promoted to vice president, accounting
officer at the Bank of St. Louis.

Berry G. Abeyounis, Wilmington.
John E. Aiken, Albany.
Archie J. Bakay, Long Beach; Cuyahoga valley past president.
Norberto E. Benito, Buenos Aires.
Gilbert L Bieger, Sangamon Valley.
Naify Marian Cassis, Southern Maine.
Kenneth L. Chapin, Oakland County.
Ralph A. Christy, Houston -Blue Bonnet.
Minor E. Conklin, Jr., Louisville.
Wilford E. Detmer, Detroit.
Peter J. Dolan, New York.
William P. Donehoo, Saginaw Valley
past president.
Andrew Fast, Western Wayne.
Paul D. Gard, Evansville.
R.E. Grable, Jr., Pittsburgh.
Paul I. Hicks, Des Moines.
Charles Jones, Atlanta Central.
Willian C. Jones, Birmingham- Vulcan;
Birmingham past president. Stuart
Cameron McLeod Society.
Richard J. Lajoie, Dallas.
John G. Lignon, Pittsburgh.
Burton Lindgren, Rockford.
Robert F. Lodewyk, Oakland County.
Ernest P. Lucas, Blue Grass Area past
president.
Francis B. Mann, Oakland County.
Joseph J. Mazanowski, Waterbury.
Edward L. Medick, Wheeling.
Paul K. Minning, Greater San Gabriel
Valley.
Walter G. Nelson, Jr., Charlotte Gold.
Jack R. Oliver, Evansville.
Kenneth D. Perkins, Oakland -East Bay.
Jay H. Reeder, Susquehanna Valley.
Robert J . Rossborough, Boston.
John W. Schwendimann, Tulsa.
Anthony T. Sczudlo, Olean- Bradford
Area.
John R. Schultz, Reading.
Earl Skau, Butler Area,
Richard H. Squier, Cuyahoga Valley
past president.
William A. Swift, Portland Willamette
past president.
Dudley C. Tetro, New Hampshire past
president.
Lawrence B. Trovinger, Milwaukee.
Max G. Ullrich, Northwest Suburban
Chicago.
Henry A. Underhill, North Penn.
Leslie R. Ware, Oakland County.
Leonard E. Wilson, Detroit.

C.R. (Dick) Scanlan, San Jose, has
been named vice president - finance with
the Missiles, Space, and Electronics Systems Gro u p at Lo c k h e ed . . . . P . N .
(Pat) Braunagel, has succeeded him as
chief accountant.
David B. Berkey, South Central Indiana, has been elected treasurer to the
Cummins Employees Federal Credit
Union,
Janet Krail, Southeast Louisiana, was
named comptroller, City of Mandeville.
Edna Rack, Southeast Louisville, has recently accepted a position with the IRS.
Juanita Shavers, Springfield, has accepted a new position with Wang, Inc.,
as senior financial planner.
John D. Heller, Washington, has been
appoi nted au d i t o r gen eral b y Th e
Washington Metropolitan Area Transit
Authority.

Ri4T

aQ

Jim Kresge, West Georgia, has been
promoted to assistant corporate controller, financial accounting, and Gary Conway has been promoted to assistant corpo rat e co n t ro l l er, o p erat i o n al

"Before you congratulate me, f think you ought to
know it's vice president of the company's dummy
corporation. "
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Emeritus Life Associates

ft appears to be a disclosure about some leases.
Donald T. Wishka, Muskegon.
Harry O. Wolcott, Mobile past president; past national director, 1962 -64.
SCMS.

In Memoriam
Adolph Arntz, 71, Muskegon past president, 1955. Emeritus Life Associate.
Lloyd R. Bishop, 50, Member -at- Large,
USA, 1977.
John R. Carbone, 51, Waterbury, 1970.
Arli e L. Combs, 88, Wabash Valley,
1944. ELA.
Maurice S. Crowley, 67, Birmingham
Vulcan; Birmingham past president,
1963. ELA.
Charles H. Deutch, 69, St. Louis, 1959.
ELA.
Santo A Errante, 61, Binghamton past
president, 1964.
George T. Ewell, 85, Hampton Roads
past president, 1943. ELA.
Thomas P. Fleming, 84, Chicago past
pres i den t , 1929. S t u art C amero n
McLeod Society. ELA.
Albert R. Hensley, 52, Jacksonville,
1965.
Rufus I. Kuhns, 77, Peoria past president, 1949. SCMS. ELA.
George T. M umaw, 77, Waterbury,
1940. ELA
William F. Pollard, 66, Detroit, 1969.
Stuart B. Riley, Jr., 46, Providence,
1967.
Kat hy W. Rivers, 30, West Georgia,
1980.
Paul C. Smith, 68, South Jersey past
president, 1935. SCMS
A. Winston Sykes, 73, Hampton Roads
past president, 1944. SCMS. ELA.
James D. Welchel, 36, Spartanburg
Area, 1980.
Joe L. Zoll, 75, Hampton Roads, 1943.
ELA.
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New Products /Services

Madeline Krakowsky, Editor

computers used by small businesses and
professionals has been introduced by
Safeguard Business Systems, Inc. Continuous checks, invoices, statements,
multi - purpose forms, stock tab, stationery, and the like, are available in quantities of 500 to 10,000. These small order
quantities
are ideal for businesses using
Deltak Microsystems, Inc. has developed
computers
for such tasks as disbursea new computer -based training course,
ments,
accounts
payable, and accounts
"Teach Yourself VisiCalc on the IBM
PC: Extended Features," to guide users receivable. The forms are carbonless
through the full range of VisiCalc fea- and can be imprinted with the business
tures. On -line instruction, tutorial assis- name and address. Pre -set forms, semi tance and practice exercises are provided, custom, and custom forms all are availas well as six templates which can be put able. Phone 800 -523 -2422.
to immediate use. The company also has
introduced two new video courses for The new T300 Personal /Business Comnovices: "How to Get Started with Your puter from Toshiba America, Inc. packs
IBM -PC" and "How to Use Software on the power of 16 -bit computing into an
Your IBM -PC." Phone (800) 282 -5586, easy -to -use desktop system. The microcomputer features IBM - compatibility
or (312) 369 -3000 in Illinois.
and high resolution color graphics. The
Sharp Electronics Corp. has introduced co mp let e sys t em i n cl u d es a mo n o two electronic typewriters, the ZX-400 chrome or co lor di splay, detachable
and ZX -500, featuring aids for statisti- keyboard, and system unit. Phone Richcal typists. An asset to accounting and ard Lockman, (714) 730 -5000.
financial offices, the electronic typewriter provides some of the features of word Credit Card & Check Fraud: A Stop -Loss
processing, without the high expense Manual tells business executives and
and effort involved. Features include a their staffs how to detect, halt and redecimal tabulation setting which auto- coup much of the money they are losing
matically aligns columns of numbers on to credit card and check fraud. Published
the decimal point. The ZX -500's col- by the Fraud & Theft Information Buumn layout feature enables typists to reau, the 300 -page manual describes how
achieve balanced columns in a table credit cards and credit card numbers are
wi t h o u t co mp l icat ed cal cu l at i o n s . stolen, how counterfeit credit cards are
Phone Rick Zochowski, (201) 265 -5600. used, how security programs are bypassed, and how bank checks can be
Marion Computing Systems, Inc. is of- faked. For more information, phone
fering a new payroll accounting system (305) 737-7500.
designed to run on the IBM 5280 series
Advertisers' Index
computer. The system can handle multi company processing, entry validation, Accountemps
. . . . 15
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employee record maintenance, custom Ashton - Tate ...............................
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Certificate in Management
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"Managerial Finance in Action," an interactive, computer - assisted instruction
course in financial management, has
been developed by The International
Management Institute (IMI). The package includes over 120 pages of documentation, exercises and worksheets, 10
floppy diskettes, and five audio tape cassettes. Subjects covered include: interpreting financial reports, improving
business decisions, measuring profit and
business performance, communicating
with financial specialists, and using Apple computers as financial tools. The
program ru ns on the Apple II + and
Apple IIe. No prior knowledge of finance or accounting is required. Phone
Karl Schmiedeke, (201) 522 -1213.

For business travelers who want to cut
their expenses, but don't have the time for
costly research, Airfare Publishing Co.
compiles a monthly directory, the Airfare
Discount Bulletin.The latest discount fares
80
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P1anStar, an advanced financial planning
software program for microcomputers,
has been introduced by MicroPro International Corp. A comprehensive financial
modeling tool, P1anStar can handle up to
1,000 worksheets per project, with a capacity of more than 32,000 cells per
worksheet. Designed for growing businesses, the software features sensitivity
analysis and goal- seeking functions. Other applications include cash flow and investment analysis, pro -forma reports,
forecasting and budgeting. Phone Janice
McGowan, (415) 499 -1200.

.

!Ml's new course on financial management.

l

for more than 2,200 city- to-city routes in
the U.S. are listed. Four "yellow pages"
list hotel and car rental discounts, helicopter services, savings to the Caribbean, and
helpful business and travel tips. For more
information, phone (203) 629 -8425.

A new lin e of con tinuo us forms for
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You want quality products when
you buy financial applications
software, but it's tough to measure before the buying decision is
made. At Data Design, we measure product quality four ways.
By product features that
make it easy to implement, use
and maintain.
By our track record for
reliability, the result of our
extensive in -house Quality
Assurance program.
By effectiveness of our
documentation, which is the
industry's best.
And by results, which we let
you calculate for yourself by talking toany customer who has ever
installed our financial applications
software.
You'll find measurable quality
in Data Design's Fixed Assets and
Accounts Payable /Purchase Control systems. We engineer them
with modular architecture, making them flexible enough to adapt

rapidly to changing financial
requirements. Data Design's Data
Mapping Facility, an exclusive
feature of our advanced system
architecture, gives users the
power to adapt the system to
changing conditions.
Our applications systems
are written in ANSI COBOL and
designed for large and medium scale computers. Their quality
has already been measured by
hundreds of U.S. corporations —
many of whom use McCormack
and Dodge, Software International, or MSA general ledger
systems but came to us for Fixed
Assets and Accounts Payable.
And you'll find the same
measurable quality in Data
Design's soon- to -be- announced
General Ledger System.
See how we measure up to
your needs. Call us, toll -free, at
(800) 556 -5511 or send us the
coupon.
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Please send information on the
following Data Design software:
Accounts Payable /Purchase Control
System
Fixed Assets Accounting System
General Ledger System (when
available)
Name
Title

I

Company
Address

I

City

State

Zip

I

Phone

Mail to. Data Design Associates, Inc.
12500akmead Parkway,
Sunnyvale, CA 94086.
800) 5565511
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-Why successful retention

programs start long
before the hiring process

Why employment
contracts are now more
advantageous to

employers
How to reduce long range payroll costs by
spending a little more at
the right time

Which "customized'—'
techniques tailor strong

appeals to different
individuals
Why one of the most
obvious and economical
methods of keeping good
employees is often

How to use incentive
other than money to
encourage loyalty

What 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 fiustrated by slow advancement.
This valuable booklet will help you hold on
to your best employees. It's written by Robert
Half 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
world'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.
Please send me your booklet "How To Keep Your Best People"
( Mail this coupon to Robert Half international, Inc.,
' P.O. Box 4157, New York, NY 10163.)
I Name
Title
I Company
Address
City
I Zip

State
Telephone (

)

ORCMERT IMLF "'

M
�„

accounting, financial and edp personnel specialists

f' I)si Robert Half international lnc
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