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Selective Realtime aL
provides precise feedback fr
your general ledger. Imme
ateIy. Realtime maximizes tl
efficiency of your accountni
operations.
Comprehensive system
security and audit controls
are built into the system to
ensure data integrity. You
control who can enter,
review and make changes
to your financial information.
Audit trails allow you to trace
the source of transactions.
Our Variable Report W riter lets you design, maintain
and control every report that comes out of your system. The
automatic building of reporting structures allows you to rapidly address your company's reporting requirements. An
extensive standard format library eliminates the need to
design basic financial reports. You can also use a common
format across reporting entities. No other general ledger
provides as much easy -to -use reporting power and online
access to information.
With our powerful online inquiry ability, you can query
your financial database at a summary or detail level
to immediately trace the source of a variance or an account
balance.
Our package design accommodates your chart of
accounts, not vice versa. You can design any account num-

system, up to a 24 alphanuree- format account number.
ophisticated system architec)rovides benefits not found in
competitive product. Detail and
imary financial information
is accurate and up -to -date as
last physical posting to the
stem. System design can
utomatically reflect corpo 'ate changes and reorganizations in company reports.
Software International
has been installing and supporting high quality financial
application packages for
almost two decades. Currently, our General Ledger
and Financial Reporting System is hard at work for more than 4,000 of the best run businesses in the world —firms like E.I. Dupont, R.J. Reynolds
and Miller Brewing. Hundreds of Fortune 500 Companies
have selected our General Ledger over the competition's.
As a wholly -owned subsidiary of General Electric Information
Services Company, we are part of a worldwide family of more
than 5,000 computer and business professionals.
For more information, call us today. Or write our Corporate Headquarters at One Tech Drive, Andover, MA 01810.
When you take a closer look, you'll see that no other general
ledger measures up to ours. We're continually improving our
product to stay at the leading edge of software technology,
and to serve the changing needs of the business world.
After all, you don't remain the industry standard by
standing still.

CONFIDENCE IN EVERY PACKAGE
CALLTOLLFREE1-800-343-4133
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Life can show you how to do
it best.
Our new Salary INvestment
Plan not only adds the significant tax savings to all qualified corporate- sponsored savings programs,
but does it any way you want it. We
can develop a whole new program
for your company. Or we can tailor a
plan to fit an existing savings program.
•

and help you administer the
entire program. And we've got
the expertise and computerized
support to handle the paperwork,
record keeping, and government
regulations and forms. To find out
how you can get more out of 401(k),
find out about NEUs new Salary
INvestment Plan. Simply fill out and
return this coupon or call.
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Accounting for Pensions

28

By W.E. Buxbaum
The FASB's, "Preliminary Views" on pension accounting would produce results inferior to
what we now have says Du Pont's vice president of finance. He points out the contradictions in the FASB proposal and recommends improved and expanded disclosures.

Pension Plans: Exploring the Alternatives

31

By Alfred DeBlasio. Jr.
The old idea of working hard, putting a little away, and retiring to Florida to live on Social
Security, has become more a dream than reality in light of the intermittent near - bankruptcy
of the Social Security reserves and fluctuations in the economy. Increasingly, employers
are being asked to help fill the gap these conditions have created in the retirement plans of
employees. Traditional pension plans are not always the best answer; in fact, the alternatives explored here may be more beneficial to both employers and employees.

Converting Taxes to Employee Benefits

54

By R. David Parsons
While the financial institutions fight it our trying to offer the most attractive savings and
cash management packages, many corporations are saving themselves and their employees big tax dollars with employer- sponsored payroll savings plans. This overview demystifies both the 401(k) and PAYSOP plans, explains how they differ, and how they can benefit
both employers and employees.
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So You Still Have Not Adopted LIFO

59

Small
Business

How to Plan for a Small Business Tax Audit

Taxes

The ERTA Bonus: R &D Can Reduce Your Taxes

By Clayton T. Rumble
Despite the tremendous cash flow and reporting benefits of LIFO, many companies, large
and small, have not yet adopted it. Some of the most common reasons for not adopting it
have little validity, particularly in view of new rules implemented by Congress and the Treasury in 1981.
Lybrand Silver Medal winner, 1982 -83.

68

By Gary L. Merz
When the IRS calls, small business management accountants can run for cover or they
can take charge of the audit process by finding out what the agent is looking for and
keeping the visit from becoming a fishing expedition. A former IRS agent, now working as a
tax accountant, walks through a federal tax audit with special insights of how it looks from
the other side.

72

By Arthur L. Rouselle, Jr.
Under the Economic Recovery Tax Act of 1981, businesses can get a 25% credit for certain incremental research and experimental expenses made after June 30, 1981, and before January 1, 1986. The possibilities are almost limitless, and the provision may be extremely significant for many taxpayers.
Certificate of Merit, 1982 -83.
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By Erwin K oval
Mo re than 50 NAA of f icials and friends participate in gro undbreaking ceremo ny fo r NA A's
new building in No rthern New Jersey.
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The Certainty of Change
In the Role of Accountants
Today, the accounting profession offers opportunities and challenges never dreamed of by those of us who chose this profession
a quarter of a century ago. It is a dynamic and rapidly evolving profession and one that offers wide diversity and countless opportunities for personal and professional growth. The story
that we have to tell is one of the most
exciting in the business world today, but
we really haven't told it very well. We are
working on it —but myths, legends, and
unexciting reputations die very hard —
especially when rooted to some small
measure of fact.
The accounting profession's reputation for boring, repetitive work in a relaCHARLEST. SMITH, JR tively narrow area was, for a long time,
President, 1983 -84
valid. I know because I was there. In
1954, the year I graduated from Duke
University and joined Peat Marwick, the horizons were fairly narrow.
The profession was extremely staid, and accountants played only a
behind - the - scenes role.
That is no longer the case. A recent survey by Forbes magazine
disclosed that 30% of the chief executive officers of the 850 largest
corporations in the United States have accounting and financial
backgrounds. That's more than from any other business field. A future in the accounting profession holds the promise of advancement, with accompanying rewards, to the highest positions in the
largest corporations and American business in general.
The Department of Labor estimates that there are about 900,000
accountants in the United States. About 75% are involved in industrial, governmental, not - for - profit, and academic accounting. The remaining 25% are in public accounting, consulting, and related
services.
It is apparent that the accountant is no longer simply a recorder of
business history. He or she now plays a key role in helping to make
business decisions, in future planning, and in almost every aspect of
business operations.
Since 1954, the accountant has been thrust from the periphery to
the center, from a technician's role to that of a business adviser.
The accounting professional today is well versed in a wide range of
subjects. He or she is a renaissance person, and that is one reason
why the accounting world is more interesting than it has been before. We wear many hats today. We are asked to peer into the future. We offer advice on an ever - increasing variety of management
concerns —from solving a difficult internal control problem to dealing with the IRS; from designing and installing management information systems to evaluating acquisitions; from developing a workable employee benefits plan to opening branches on foreign soil.
This is a far different profession from the one I encountered 29
years ago. To prepare us for the "Certainty of Change" in the next
► ► 78
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"THANKS TO COMPREHENSIVE .. .
A new home in the
sunbelt, my own
airplane and an
accounting practice
worth over half
a million! "*

Tom Budziszewski
Ho us to n, T e x as

When I was a te en In the mid sixties, I wanted to do three things:
Play football, fly airplanes and work
with numbers.
I was an end and placekicker at the
University of Akron in Ohio, and still
hold the record for consecutive extra
points. I attempted professional ball,
but those plans didn't materialize.
I tried the airlines, too, But my
eyes aren't 20120 — and in order to
be a captain at that lime, that's what
was required.
So it was my aptitude for figures
that led to my ultimate career choice
— accounting.

How I started
I got off to a slow start, though.
Part-time and summer lobs In
accounting departments, while I was
in school, didn't pay very much.
Then, when I got my degree, I ran
into another stumbling block.
After three years as an industrial
accountant, I knew I was qualified to
be a division controller where I
worked. But my boss was barely 40
and not about to leave. So I asked
him for a transfer to another division.
While he agreed that I could handle
the responsibilities of a controller, he
noted: "You've only been here three

program that creates an awareness of
COMPREHENSIVE, to help attract and
pre -sell new clients.

Systems and support
What makes COMPREHENSIVE so

Check it out

special, in my opinion, is the training,
systems and support. With
COMPREHENSIVE you're your own
boss .. but you're not left out in the
cold. You work for yourself, but
definitely not by yourself.
You're taught specialized and confidential operating systems (based on
over 32 years of practical experience,
and continuously updated) and how
they work. How to develop new
accounts. how to make presentations,
how to follow up leads, how and
when to hire your own staff and,
most important of all, how to handle
literally hundreds of business clients
every month.

Sometimes I feel I'm living out a
dream — adjusting to my increased
Income and improved lifestyle. There's
no way I could have done it without
COMPREHENSIVE. 11's phenomenal!
If you're thinking about taking that
Texas -sized step of owning your own

Hundreds of clients!

That's right — hundreds of clients.
As of now, I have more than 200
accounts." My goal is to reach 300400. If you don't aim high, you never
get anywhere.
I was aiming high when I left my
corporate job as an accounting
supervisor in 1976, earning a little
more than $15,000 a year. In only
6'h years I've built a practice with a
market value of over $500,000!
Needless to say, I'm enjoying life
more. A couple of years ago I bought
my first airplane, which I've recently
replaced with a new Cessna 210. My
COMPREHENSIVE practice provided the
means to pursue my love of flying.

years ... so wait.'
I knew it was time to start looking.
Then I saw a COMPREHENSIVE' ad
in the Cleveland Plain Dealer ...

What is COMPREHENSIVE?
COMPREHENSIVE is the nations
largest franchisor of Its kind, providing
ac counti ng, bookkeeping, tax and

the COMPREHENSIVE Systems, you
can relocate and set up a practice
anywhere in the U.S.

business, COMPREHENSIVE can help.

I know you're not about to invest your
hard -eamed money on just my say.
so. Check it out ... get the facts.
After giving you the facts,
COMPREHENSIVE will give you the
phone numbers of all its franchisees
across the nation, including mine.
Call me personally if you like. I'd be
more than happy to share my
experiences with you.

Legalese
'These sales, profits or earnings
are of a specific franchise and
should not be conside red as the
actual or potential sales, profits or
earnings that will be realized by
any other franchise. The franchisor
does no t repre sent that any fran-

r h

'

Starting my own p rac tic e

COMPREHENSIVE franchisees like

myself provide fast, efficient and
complete monthly service to 23,000
business clients across the country.
Plus — we're backed by a professional team skilled in accounting
systems, practice management, sales
marketing, taxes and more. We're also
supported by a national advertising

E xpanding

Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868

,

Relocation
,

Address

,

City

W hen I joined COMPREHENSIVE, I
deci ded to spend my lif e wher e the
weather was ni ce, and where I could
grow rapidly. I had a friend in Houston
who raved about the city, so I left Ohio

behind for Texas. It's great! Lots of
potential clients. Wide open spaces
to fly and explore. And that great
Texas football spirit!
Because of the standardization,
computerization and consistency of

I'd like to know more ab out:

D. T. Hagel
Toll Free (800) 323 -9000

Name

Nationwide opportunities

business consultation services for
small businesses of all types.
Currently, over 350 independent

chisee can expect to attain these
sales, profits or earnings. Mr.
Budziszewski was one of the first
franchisees to join the Affiliate
Prog ram, which was initiated in
1976. Of all Affiliates in the program
who have co mpleted ove r six full
calendar years in practice, as of
December 31, 1982, 1 of 8 individuals (or 12.5 %) has achieved the
200 account level: 4 of 8 (or 50 %)
have achieved the 150 account
level; and 7 of 8 (or 88 %) have over
100 clients. Furthermore, 3 of 8
individuals (or 37%) have a practice
market value of $500,000 or more;
and 8 of 8 (or 100%) have a practice market value of over 5300,000.
(Market value based on value of
accounts calculated at 1.5 times
annual gross, le ss liabilities.)
"NOTE: A 1981 Survey Report by
the National Society of Public Accountants (based on response from 3.378
accountants In public practice) shows
that the median number of write -up
accounts per firm is 31.

Phone

1

State

1 p

;

_— _ (Best time to call)

,

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

,
,

This is riot an offering. An offering can only be made by a prospectus filed first with
the N.Y. Dept. of Law. Such filing does not constitute approval by N.Y

,
,

COMPREHENSIVE ®

The right arm of America's small businesses. '

MA t n

°'

Opinion
Robert L. Shultis

Does a Busted Budget
Equal a Dream Car?
Some weeks ago, one of our members, Ray
Millner, Jr, of Waretown, N.J., sent me a clipping of an advertisement for Volvo automobiles, the heading of which was as follows:
''THE KIND OF CAR ENGINEERS BUILD
WHEN THEY DON'T HAVE TO ANSWER TO
ACCOUNTANTS."
Later on there were such juicy tidbits as: "Our
accountants screamed because the interior of
this new car came in over budget. Fortunately,
our engineers screamed louder." And, "A
Volvo engineer came up with an entirely new
design for a car suspension. Our accountants
claimed it was too expensive."
H o w about this one? "Again our accountants
groaned. But our engineers got their way." And
the final shot: "But down the road, you'll be
thankful it was designed by people who have
mastered the art of building cars. Instead of
pinching pennies."
I'm not sure what magazine Mr. Millner tore
the ad from, but it was repeated in a full page
ad in the newspaper USA Today, about the end
of August. Mr. Millner wrote the following in his
accompanying letter:
"I urge you to institute immediately a
class action law suit against the Volvo
Corporation for defamation of character. If
they get away with this, there will be no
end to insults re accountants."
Unfortunately, class action law suits are expensive and, as we all know, the NAA is in a
budget crunch, so money is tight. That pretty
much rules out a law suit, although I certainly
share Mr. Millner's sentiments. The statements
made in this advertisement certainly show a
lack of understanding of the accounting profession on the part of the Volvo Corporation and/
or its advertising agency. It also does a disservice to our profession which should be rectified.
6

The president of Volvo Car Corporation may,
as the ad says, be an engineer, not an accountant. No doubt he's made a substantial contribution to his firm as well. Nevertheless, all recent data show that more chief executives
graduate from the financial and accounting
ranks than from any other. Some companies
must see the value of accountants, even if
Volvo, or its ad agency, does not.
A well - engineered automobile is obviously a
desirable objective. New rear suspensions or
bucket seats that adjust in 16 different directions may well be assets for any car. The contributions which automotive engineers have
made over the years are too numerous to mention, but the picture the Volvo copywriters have
painted is one of costs be damned and of higher sales prices which will take care of anything.
Let's go back to that first quotation from the
text: "Our accountants screamed because the
interior of this new car came in over budget." A
budget, as I understand the meaning of the
term, implies a plan —and plans are what progress for any company is built upon. Besides,
who in your organization, Volvo Car Corporation, developed your plan, or budget, in the first
place? Didn't the engineers, who are now violating the plan, have a part in its preparation?
Why shouldn't they be measured against this
plan?
The engineering profession is an ancient and
honorable one, as is the accounting profession.
Both h a v e their over - zealous members with
acute cases of tunnel vision. (Earlier in my career, I recall seeing a beautiful drawing, done
by an expert draftsman, about three -by -four
feet in size, of an extremely well- engineered
part. What part? A screw! That's right —a common, garden- variety metal screw, available off
the shelf from any of dozens of sources. Over engineering personified!)
We need engineers and we need accountants. We also need sales and marketing personnel and production people as well. It's the
team effort that does it and the positive- thinking, forward- looking management accountant
plays a vital role on that team.
So, thank you, Mr. Millner, for calling that
slap in the chops to the accounting profession
to our attention. And, Volvo, if your accountants
are as bad as your advertisement implies —
which I doubt —you'd better fire them. Otherwise, you'd better teach you r copywriters
something about accountants and what accountants can do for an organization. There
must be a better way to sell cars than to disparage accountants, or any other professional
group.
Why not try that approach?
-MANAGEMENT ACCOUNTING /OCTOBER 1983

If you stick with timesharingafter
re adm thisad,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 $24,000 a- year -after -year expense.

The incredibly cheap alternative.
The Financial Planner¶" 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.

A forecaster's dream come true.
The Financial Planner has enough depth to
solve the most complex business problems you can
foresee, yet can be used almost intuitively.
The Planner automatically performs calculations on individual items, rows, columns and entire
models. Understands conditional logic. Solves
simultaneous equations. Computes Present Value
and Internal Rate of Return. Reads and writes
dBASE II'm files. And much, much more.
But you use abbreviated names, not mysterious formulas. And you communicate with the
computer in the English -like vocabulary of FPL'm
(Financial Planning Language), so you can easily
set up your budgeting and evaluation models.
Editing and report - writing are an integral part

of the package, and you can preview results on
the screen, then produce presentation- quality
financial reports directly.
And when you have your models and reports
just right, you can automate them so even your
President can run them.
With the Planner, you produce P & L forecasts
and financial consolidations in minutes. Explore

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

ancial
FP in
l a n n e r "
'

ASHTON •TATS■
CP/M is a trademark of Digital Research

+Ashton- fate 1983

Management
Accounting
Practices
Louis Bisgay, Editor

lated to that entity in measuring the resulting
gain or loss. Interpretation No. 37, "Accounting
for Translation Adjustments upon Sale of Part
of an Investment in a Foreign Entity," clarifies
that the term "sale" applies also to partial disposal of an investor's ownership interest and
requires that a company selling a part of its investment recognize a pro rata share of the accumulated translation adjustments in measuring gain or loss on the sale. The interpretation
is effective for sales of investments in foreign
firms after June 30, 1983.

Accounting for TEFRA

FASB Publishes Income Tax Report
Included among the major projects on the
FASB's technical plan is "Income Tax Accounting." The Board intends to issue a discussion
document during the third quarter of 1983, conduct hearings and issue an exposure draft in
1984, and publish a final standard in 1985.
To assist the Board in its work, a research
project was undertaken by Dennis R. Beres ford, Lawrence C. Best, Paul W. Craig, and Joseph V. Weber, all of Ernst & Whinney. The
Board published the results of that study, a report that surveys articles, journals, books, and
other literature written about accounting for income taxes. The research report presents a
neutral discussion of the accounting and reporting alternatives advanced in the literature
and provides a complementary discussion of
the issues to be raised in the FASB's forthcoming discussion memorandum on the subject.
The central issue is the deferred taxes that result from reporting income tax expense in a period other than when the taxes are paid, and
possibly alternatives to the present practice of
inter - period income tax allocation.
Copies of the report are available from the
FASB Order Department, High Ridge Park, P.O.
Box 3821, Stamford, Conn. 06905.

FASB Interprets FAS 52
The Board issued an interpretation that provides guidance on the treatment of foreign currency translation adjustments for companies
that sell part of their investment in a foreign
entity.
FAS 52, "Foreign Currency Translation,"
specifies that companies that sell or completely
or substantially liquidate an investment in a foreign entity should include the accumulated
translation adjustment component of equity re-

The Tax Equity and Fiscal Responsibility Act of
1982 (TEFRA) provides a taxpayer with the
choice of either (1) taking the full Accelerated
Cost Recovery System (ACRS) deductions and
a reduced investment tax credit or (2) taking a
reduced amount of ACRS deductions and the
full investment tax credit. In response to a request for clarification, the FASB asked its staff
to respond to the question of how an enterprise
that recognizes investment tax credits by the
flow- through method should account for the reduction in the tax basis of an asset caused by
the investment tax credit. The Technical Bulletin states that the portion of the investment tax
credit that reduces the tax basis of an asset is,
in substance, a timing difference because it will
be offset by corresponding differences (reduced ACRS deductions) or "turn around" in
other periods. Accordingly, the effect of the basis reduction should be reported as a timing difference under APB Opinion 11. Deferred taxes
should be provided for a reduction in the tax
basis of an asset in the year that the related
investment tax credit is recognized as a credit
to income tax expense. Those deferred taxes
should be amortized to income tax expense as
taxable income exceeds financial reporting income as a result of the basis reduction.

Two FASB Proposals
The Standards Board exposed a proposed
statement on "Extinguishment of Debt" that
would allow companies to consider debt extinguished, even though they are not relieved of
primary responsibility by the creditor, by placing
sufficient cash or other essentially risk -free assets in trust solely for satisfying the debt requirements, thereby virtually assuring that no
future payments will be required. The exposure
draft is a revised version of one that had been
issued in October 1982 which would have prohibited accounting for such transactions as in10-► 67
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Management
Information
Systems
Gerald R. DeMaagd, Editor

Overcoming Computer Fears
Do you have a case of terminal anxiety? Have
you delayed getting a microcomputer because
you don't understand them? If so, you may be a
victim of cyberphobia —the fear of computers.
Computer fears are common among those
who are faced with using a computer or terminal "hands -on" for the first time. These fears
may stem from the possibility of making a mistake, looking foolish, or perhaps losing control.
They are a natural, but usually easily overcome,
reaction to an unknown environment. Early IBM
studies found that although people tend to anthropomorphize the computer, erroneously endowing it with a mind of its own, understanding
and familiarity tend to overcome the distant, if
not antagonistic, relationship between man and
machine. The more familiar you become with
the computer and how it works, the less apprehension you will have.
More recently, the rapidly expanding use of
microcomputers by professionals has brought
about a personal involvement with hardware
that did not exist with large mainframe computers locked away behind closed doors. The microcomputer user can hear the disk drive running on his desk and watch the printer produce
paper output at his or her command. This reduces the uncertainties associated with not
seeing the effects of one's actions as is so often the case when using a terminal connected
to a remote site.

Get Friendly with Software
Software program design also has come a long
way toward meeting highly trained accountants
and professionals of all types on their own
ground. The fantastic acceptance of the various financial spread sheet packages, such as
Visicorp's VISICALC or Lotus Development
10

Corporation's 1 -2 -3, shows that the traditional
row and column format is what is most useful
for financial data. The resemblance of the
screen format to a regular spread sheet provides an instant point of departure for using the
tool easily and quickly.
The term "user friendly" is a current buzzword describing computers or programs that
have incorporated features to make them easier for an untrained person to use. These features are designed to make the system self teaching. They include some basic characteristics like on -line instruction and error messages
in plain English rather than numeric codes.
Some hardware design features may be incorporated as well, in which some functions are
accomplished by pressing a function key or usin g a hand -held d evice referred to as a
"mouse."
Five Steps to Computer Literacy
Here is a simple five step process for overcoming fears about trying a computer "hands on" for the first time:
• Get a basic familiarity with the system from
someone who already knows the computer
and your potential application. If your company has an information center or DP training
department, ask them to help. At the very
least, find another personal computer user or
visit your local retail computer store and ask
for a demonstration. At this stage, your objective should be to find out how the computer works, not necessarily how to do anything
specific. If you're still uncomfortable, you
may want to consider attending the NAA
continuing education course "Microcomputers for the Management Accountant."
• Use the on -line training features provided.
Most user - friendly software will include an
on -lin e tutorial for self inst ruction or a
"HELP" key function. Check the written documentation for the program you are trying to
use as well.
• Play with the computer— experiment. Familiarity reduces fears and provides interactive
learning in a noncritical environment.
• Learn how to read your data from and write
data to permanent disk (or diskette) storage.
A major concern for the new computer user
is the potential loss of data or text through
keying error and having to waste time re -entering the data a second time. These fears
are alleviated when a copy of the data is
►Pop-71
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Taxes
Israel Blumenfrucht and
Jerold M. Weiss, Editors

Supreme Court Upholds Sale
of Property Partly Owned
By a Non -Delinquent Taxpayer
The U.S. Supreme Court in U.S. v. Rodgers
(No. 81 -1476) recently ruled, in a five to four
decision, that Section 7403 of the Code allows
the IRS to request the District Court to order
the sale of a delinquent taxpayer's property in
order to satisfy any tax indebtedness owed to
the government, even if a third party, who is not
a delinquent taxpayer and owes none of the indebtedness, also has an interest in the same
property. However, the Court pointed out that
the Code also requires that the nondelinquent
taxpayer receive "so much of the proceeds of
the sale as represents complete compensation
for the loss" of his interest in the property.
Two cases with distinct sets of facts, but legally comparable, were argued simultaneously
before the Supreme Court. Each case involved
the sale of a residence owned as community
property by a husband and wife, one of whom
was a delinquent taxpayer owing back taxes
and the other a nondelinquent taxpayer. The
general guidelines set forth in the Court's opinion appear applicable to any delinquent and
nondelinquent taxpayer with interests in the
same property.
In Rodgers, the Court focused on the language contained in Section 7403 of the Code.
Section 7403(a) specifically states that in collecting the indebtedness owed by a delinquent
taxpayer, the government may ''subject any
property, of whatever nature, of the delinquent,
or in which he has any right, title, or interest, to
the payment of such tax or liability." (Emphasis
added). In interpreting Section 7403(a), the
Court concluded that the Code provides for the
sale of not only the delinquent taxpayer's interest, but for the sale of the entire property in order to satisfy any tax indebtedness owed by the
delinquent to the government.
However, the Court pointed out that while the
plain meaning of the Code authorizes the sale
of the entire property, the government's claim
12

cannot extend beyond the property interests
held by the delinquent taxpayer. The nondelinquent taxpayer's interest in the property is in
part protected by the requirement of Section
7403(c) that the innocent third party be compensated for his or her lost interest from the
proceeds of the sale of the entire property, and
it is the responsibility of the District Court to assure that such a fair distribution takes place.
The Court noted, that:
The provisions of Section 7403 are
broad and profound. Nevertheless, Section 7403 is punctilious in protecting the
vested rights of third parties caught in the
government's collection effort, and in ensuring that the government not receive
out of the proceeds of the sale any more
than to which it is properly entitled.
The Court also stated that while Section
7403 provides for the sale of the entire property
to collect the tax indebtedness owed, it does
not require the District Court to authorize a
forced sale under absolutely all circumstances;
the statute provides for some limited judicial
discretion. The Court outlined a set of considerations to be applied in such cases but emphatically pointed out that such factors are neither
an exhaust ive nor m ec hanic al c hec klis t.
Among the considerations listed are: (1) the extent to which the government's financial interests would be prejudiced by the sale of a partial
interest; (2) whether the nondelinquent taxpayer would normally have a legally recognized expectation that this property would not be subject to a forced sale; (3) the prejudice to the
nondelinquent taxpayer, both in personal dislocation costs and in the practicality of valuing his
or her partial interest in the property; and (4)
the relative character and value of the nonliable
and liable interests held in the property.
Having found that "such indications or inferences are not present here," the Court upheld
the sale of the entire property in each of the
two cases.
Thus, the Supreme Court has effectively
placed on notice all third party interests in property that, while they cannot be held liable for
any taxes owed by their partners, they cannot
preclude the IRS from advocating the sale of
the entire property in order to satisfy the debt
owed to the government by the delinquent
partner.

Cost of Daily Business Luncheon
Meetings Is Not Nondeductible
The Tax Court recently ruled in John D. Moss
(80 TC No. 57) that the cost incurred on behalf
► ►85
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There isn't another
intheworldableto
as advanced as
Forfivego
The Millennium environment
• is borderless.

able, and so on. In the past, that meant
doing everything a half dozen times.
Learning the different programs and comUnlike any other company's software
mands for each application. Training users
packages, Millennium packages aren't
walled off from each other by separate pro- in data entry procedures for each one.
grams and commands. So you can cross From a training and service standpoint,
instantly from one system to the next. You Millennium is infinitely less complicated
because the same set of functions govcan ask a question in general ledger,
erns all applications. You use, for example,
immediately seek an answer on -line in
the same real -time update procedures for
accounts payable, and follow the track
accounts
payable as fixed assets. Functions
wherever it leads. Into fixed assets, purnever change, only the data that defines
chase order management, anywhere.
the particular application. Once you learn
While traditional packages force you to
work within the narrow confines of a given one set of functions, you've learned them
application, Millennium creates a limitless all. And you quickly find you're faced with
a much lighter load of training, documenenvironment that enables you to access
tation and support requirements.
applications at will. With a single key,
you're free to explore the vast entirety of
your information universe. No other system works like Millennium, except your
All Millennium systems are
own mind.
• real -time, on -line.

3

Working in the borderless environment,
you perform routine file maintenance on
• fi nctions across all applications. the spot as you cross from system to system, You can update fields, records or any
Let's say you have a half dozen different
other information in your files instantly.
packages. General ledger, accounts pay-

2

Millennium has common

McCormack & Dodge Corporation, 1225 Worcester Avenue, Natick, MA 01760. Sales and support offices

software
� veYOU
ennium.
odreasons,
0

5

There's no waiting for batch processing.
Millennium offers an
You get accurate, up -to- the - second inforis interactive PC link.
mation the moment you need it. Today, not This gives you an enormously powerful and
tomorrow when it's too late.
effective managerial tool. Without leaving
your desk, you can open up your mainframe
to the analytical powers of your personal
All Millennium systems are
computer. You can selectively download
* secure and friendly.
specific data from the mainframe and study
Although Millennium is borderless, the
it, manipulate it and graph your results.
security is tighter than any border patrol.
When you've finished you can upload the
Totally comprehensive and user defined.
data back to the mainframe in minutes.
You can set up any restrictions you want,
Clearly, Millennium is the software of
right down to the field level.
tomorrow. But only McCormack & Dodge
Even the on -line HELP feature in Millen- can install it today.
nium is user - defined. Not only do you get
comprehensive on -line documentation
from McCormack & Dodge. But you're
able to enter your own specific instructions
and requirements on -line into the HELP
General Ledger
Payroll /Personnel
data base, exactly the way you want them.
Accounts Payable
Purchase Order Management
Fixed Asset Accounting
Capital Project Analysis
This gives you complete flexibility to define
corporate policies and procedures.
Millennium has a special ScreenPaint
function that lets you design your own ter00 2
- - * telex 114—
minal screens quickly and easily. You can
see and use your new screen format in a
matter of seconds.

4

Introducing Millennium.
Tomorrow's software today.

L

1-800-343-0325*
McCormack & Dodge

throughout North and South America, Europe, Asia, Australia and Africa
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Call for our new, FREE
midmyear report'.
-, \
Recession has hit bottom and all signs
point to
o a solid recovery, yet can you
really afford to breathe a sigh of relief?
Not necessarily, as our new Survey
indicates.
In some cases. as business conditions
improved, public accounting firms and
other businesses anticipated the recovery
months ago. As a result, they've renewed
hiring and are compensating employees
very competitively. In others, the recession
lingers on.
Ups and downs in compensation.
The new, mid -year Local Metropolitan
Accounting and Finance Salary Survey
covers sixty-three specific position
categories in eighteen major U.S. metropolitan areas. Information is divided by
geographic area. size of institution and
position category.
In some cases salaries are up; in others
they've declined. You'll even find that
significant swings in compensation occur
in markets having very similar cost -ofliving and industry characteristics.
Ov
erp ens
1, 1 00
co m
a t iopo
n scitati oeng oand
ri e s .
The new data covers acco unting and

financial positions in Public Accounting

(ranging from Staff Auditor to CPA Firm
Partner) as well as Industry (ranging from
Staff Accountant to Controller and Chief
Financial Officer). That means you can
see what your peers are earning in small,
medium or large organizations in each
major metropolitan area across the
United States.
A helping hand in career progress.
The Survey is compiled and published
by Source Finance, the world's largest
recruiting firm devoted exclusively to the
accounting and financial professions.
If you re wondering where your career
and income may be heading, this report
is valuable reading. It will not only help
you evaluate your progress today, but
show you what skills are most in demand
and what you can expect to earn with or
without them in the future.
Call for your FREE report.
The new Survey is available at no
charge to accounting and financial
professionals. Call the Source Finance
office nearest you to request a copy.
without obligation. As you'll discover,
there's no better way to pinpoint salary
levels with more precision or to gain

insight into emerging opportunities.
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Simply phone the Source Finance
office nearest you that's listed to
the right. A copy will be sent to you
in strict confidence without obligation. If unable to call, write:
Source Finance
Department A5
P.O. Box 7100
Mountain View, CA 94039

1

(When writing, be sure to include your title.)

1
1
1
1

�

'Source
Finance
Personnel Services

1

The world's largest recruiting firm devoted exclu-

1

sively to the accounting and financial professions

r1

Call

1

Source Finance.
1
1
1

Calltornla

Los Angeles
Century City

1
213/203 -9911

1

1

Los Angeles
Carl Miller, CPA

213/ ; _
8T-_0_
0T2

1

Mountain View

4151969 -4990

1

1

Adam Zakrtewski,
Newport
Beach CPA

1

Bob Kyfe. CPA
San ran
n ftinfurther, CPA
Van Nuys
DaveStemleld. CPA
Walnut reek
PatHaydon. CPA
Colorado

1
1
1
1
1
1
1
1
1
1
1
1

1
1
1

1
1

1

1
1
1
1
1
1
1
1

1
1
1

1
1
1

1
1

1
1

1
1

1
1
1
1
1

1
1
1

415/956-474

1

415/945 -8484

1
1

202/822-0100

1
1

Atlanta, 40
imtr.
GailCoulcher, CPA
Atlanta, ntwn.
Louis Boohaker, CPA
hlinols

404/255-4494

1

404/523 -7000

1

3121565 -1400

1

_T1T1TPF91M

1

Chicago, East Loop
Sandy. Peterson. CPA
hicago. West Loop

1

1

A nel Jason. CPA
Rolling Meadows
John Gleason, CPA
Msr k
Baltimore

312/392-0244

1

1

171482 -7850

1
1

Wellesley
Bruce Button. CPA

617/235 -3026

MI hl an
Detroit
Ja ru 1 UenUyl, CPA

313/259-6616

Grand Rapids

Lar Phdli CPA
uth field
Scott Beach, CPA
Mlnne 1
inneapolis, twn.
R&n Woessner, C PA
Minneapolis, West
Bob Engebreth, CPA
IfIlaaouri
St, Louis, Westport
Marvin Smiley. CPA
New HeMp5hire
Nashua
Rick Cannellos. CPA
NewJersev
Edison
Freehold non CPA
Ray Pirre, CPA
Morristown
John Cooney. CPA
Paramus
Jim Barton.CPA
—il
sommerv

Phil Allbritton.CPA
Dallas, Dntwn.
Charles Pillow. CPA

Fortworth

Robert DeVoe.CPA
Houston, Dntwn
Ron Nodter, CPA
Houston, North

1

1
1

1
1

Houston. S,W
Bill Kachar, CPA

Arainls
McLean

Barry Goldstein, CPA
Wisconsin
Milwaukee
Chris Schemer, CPA

1
1

1
1

313/352-T8 0

1

612/333.4300
612/546-4305

1
1
1
1

314/434 -7070

1
1

603/889-0689

1
1

01!494 -2060
1/431 -1150
201/267-6056

1
1
1
1

201/843-

1

__ 761_5_T6_6_97

1

21 9 5 -3510

1

1
216/574-4200
215/569 -3900
401/273-6840

Texas

( Ilas.North

1

616/459 -3 0

John SahoUien CPA
N" w York
New York, Midtown
Jack Causa. CAA
ph10
Cleveland
Jim Halloran, CPA
Pennavlvenla
Philadelphia
Howard Honig, CPA
Rhode Island
Providence
Dave Walker,CPA

1

301/467-7686

214/696 -1500

1
1

1
1
1
1
1

214/749 -1000

1
1

817/336-4750

1

713!759. 1 0
7131957 -4111

1
1
1

1

1

1

13/781 -720

Washington,
Ted Bruccolen. CPA
Ge o ml a

LW O'Brien, CPA

1

1

1

1

1

1

3031571 -4220

1

1

714/975 -015

Denver
Rhonda Trimble, CPA
O1strtc1 of Columbia

Jay Schneider CPA
ma"achusetts
Boston

1

1
1

Rich Barrett CPA

713t439 2

1
1

703/448.6000

1
1

414/347 -1650

Letters TO THE EDITOR

1
1

To the members of NAA:
Thanks so much for all the letters you
sent me regarding membership standards. I would like to have been able to
respond individually to everyone who
took the time to write, but because of
the volume it just wasn ' t possible. I assure you, however, that I read each of
your letters.
The membership standards that were
approved enhance the professional status of every member as well as increase
the value of each person's NAA membership. Keep in mind that anyone who
is truly interested in management accounting may join the Association. Formal education or not, anyone who simply takes 30 hours a year of continuing
professional education for five years
may join.
Some of you expressed concern about
losing the fellowship aspect of NAA.
The many friendships my wife and I
have made through NAA over the years
are very important to us. There is nothing in the standards which will in any
way impinge on the oppo rtunity for
fellowship.
Are these standards a panacea? No!
But they are a step in the right directio n. Th e app ro ved s tandard s d on 't
match exactly any proposal that I received. Rather, they represent a compromise between members who thought
more stringent standards would be appropriate and those who thought looser
standards should be adopted.
Also, the adoption of these standards
coupled with changes in the competition point structure, de- emphasizing
member growth , makes i t cl ear that
NAA is co n centrating on quality rather
th an q u an tity.
On e q u estion raise d a t the N ation al
Bo a rd m eet in g in Hou st on d eals with
th e q u estio n of what constitutes NAA ap p ro ved c o ntinuing professional educatio n cred it (CPE). The s am e kinds of
p r o g ra m s t ha t qualify f o r C M A c o n tin u in g p ro fessional education qualify
fo r m e m b e r sh ip a dm iss ion . A bro ad
range o f b usiness subjects, sponsored by
NAA co lleges, or other professional or
trad e g ro u p s, qualifies. Cr e dit als o is

granted for in -house education or home
study courses. A copy of the specific requirements will be sent to all chapters.
Robert R. Meyer
Chairman,
Committee on Planning
Peapack, N.J.
Confusing the Concepts

In response to the article "How Firms
Use Cos t Data in Price Decis ion s."
(July '83), 1 must admit to considerable
dis ap po int m e nt in t h e a u t h o r s ' logic

and in their interpretation of economic
theories.
Specifically, adherence to a policy or
idea by a m ajority in no way proves the
va lid it y o f t h e t h e o r y o r t h e p o l ic y .

More importantly, I feel the authors
have misinterpreted the economic theory involving marginal revenue and
marginal costs. They have discussed the
marginal cost /revenue theory as a micro- theory and have confused it with
the concept of variable pricing. This
theory suggests that man will continue
to produce as long as the marginal revenue from his product exceeds the marginal cost of production . It is a macro co n cep t , in cl ud es all co s t s , an d
recognizes that all costs in the long run
are variable. This theory helps to explain the effect on an entire marketplace. It should not be interpreted as a
micro - theory or be confused with the
concept of variable pricing.
We are dealing with individual plant
capacities at the micro level. The individual manager, it is theorized, should
continue to produce as long as he can
cover his variable costs. This is very
simplistic. Naturally there are situations
where it is to the advantage of a manager to apply this pricing concept. An example would be the plant with excessive
idle capacity. In other markets, it would
be very detrimental for a manufacturer
to variably price its product because of
the detrimental effect it could have over
the long term on all of his products.
It is no wonder that the majority of
those firms interviewed in the research
project indicated they did not use vari► ► 85
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Success Rates on the CMA Examination

Institute of
Management
Accounting
James Bulloch, Editor

June 1983 CMA Examination Results
A total of 382 candidates completed the CMA
examination requirements with the June 1983
offering. The examination was taken by 2,274
candidates at 58 sites. The candidates who
took the June examination are employed by a
variety of organizations including Abbott Laboratories, American Express, E.I. duPont, Georgia Power Co., Gulf Oil, IBM, Johnson & Johnson, Los A n geles Tim es , Ohio Medical
Anesthetics, Pillsbury Co., Rockwell International, and Travelers' Insurance.
The tables below and in the next column
compare the profile and performance of the
candidates for the past three examinations.
The candidates' profile is similar to prior years.
The proportion of students taking the examination is higher in June because students take the
examination upon graduation. The pass rates
for this June are within the ranges experienced
on prior offerings.
Summary Profile of CMA Candidates

Educational Background
Undergraduate degrees
Advanced degrees
Employment Background
Industrial
Government
Teachers
Practicing CPAs
Graduating students
Average age
Average number of years
elapsed since last degree

18

June

Dec. June

1982

1982

1983

67%
33%

65%
35%

66%
34%

69%
6%
6%

74%
5%
5%

69%
5%
5%

7%
11%

8%
4%

7%
10%

31

31

31

5

5

5

June

Dec. June

1982

1982

1983

59%

47%

46%

46%

43%

50%

41%

41%

47%

49%

48%

39%

52%

38%

36%

Weighted average for
entire examination

49%

43%

44%

All five parts passed
in one sitting

22%

19%

20%

Completed examination by
taking and passing
remaining parts

46%

40%

38%

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

The December 1983 Examination
The December 1983 CMA examination is
scheduled to be given at 62 sites on December
14, 15, and 16. New sites have been established at DeKalb, III., Lexington, Ky., Miami,
Fla., and Westchester County, N.Y., for this offering. The application date for new candidates
is September 1 for the December examination.
However, new candidates who wish to take the
December examination and have the proper
forms should file their applications immediately.
Even though the application date has passed,
the Institute will make every effort to accept
and process new candidate applications. The
date for continuing candidates to register for
the examination is October 1. Continuing candidates who have not yet registered for the December examination should do so immediately.
Anyone desiring additional information regarding the CMA program should write or call
the Institute of Management Accounting, 215
City Center Building, Ann Arbor, Michigan,
48104, (313) 662 -1986.
Karl E. Reichardt, CMA
Manager— Examinations
Institute of Management Accounting
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You demand excellence from
your financial applications software, but it's hard to measure
when you're evaluating new
packages.
At Data Design, we measure excellence four ways:
• By service and support, and ours has been rated
by independent surveys as the
best in the business. That's because we use only experienced
professionals who know that
you need fast response.
• By productivity, which
requires systems designed the
way we design them —easy to
implement and use, yet flexible
enough to meet all your needs.
• By customer satisfaction, which we achieve with
problem- solving systems that
are kept up -to -date with regularly released enhancements.

• By results, which we
let you measure by giving you
acomplete customer list,
not just a few handpicked
references.
Of course, the best measure of excellence in software
is the excellence of the company behind it. When you get
to know Data Design, you'll
understand why we provide
the best support in the industry
and why we design excellence
into our Fixed Asset System,
Accounts Payable /Purchase
Control System, and our new
General Ledger System —all
written in ANSI COBOL for medium to large -scale computers.
See how well we measure
up to your needs. Call us at
(408) 730 -0100 from inside
California or toll -free from any
other state at (800) 556 -5511.

I
I
I
I
I
I

Please send information on the
following Data Design software:
Accounts Payable /Purchase Control
System
Fixed Assets Accounting System
General Ledger System

I

Name

I
I
I

Title
Company
Address
City

State

Zip

Phone

Mail to: Data Design Associates, Inc12 79 Oakmead Parkway,
Sunnyvale, CA 94086.
(800) 556 -5511
MA

.

I
I

I

ASS DESIGN

Data Sheet
Robert F. Randall, Editor

programmer intervention?
Is response time to the requests for change
always in weeks or months?
Do you have four -to -six data processing people full -time providing ongoing maintenance
to the system?
Are the users of the system satisfied with the
outputs and is the backlog of requests very
low?

FAF Votes to Keep 7 Board Members
Lauver Named FASB Member
Raymond C. Lauver, national director of accounting services for Price Waterhouse, has
been appointed to a five -year term as a member of the Financial Accounting Standards
Board, effective Jan. 1, 1984. Mr. Lauver, 55,
will replace Ralph E. Walters.

FASB Pension Rule Means
Big Liabilities for Many Firms
Almost half of those responding to NAA's latest
survey of chief financial officers of the 1,000
largest industrial companies would be forced to
show a new liability on their balance sheets if
the Financial Accounting Standards Board
adopts its proposed rules on pension accounting. Nearly a quarter of those firms projecting a
liability -22% —say the amount would be in excess of $50 million. Some 30% report they
would have to renegotiate their loan agreements to prevent technical default, and 21 % of
the companies incurring a net liability believe
their credit rating would be affected adversely
should the FASB proposal be adopted. An
overwhelming majority of the CFOs -81 % —responding to the survey disagree with the
FASB's preliminary views on pension accounting, but a solid majority -61 %— believe some
change is necessary. (See "Accounting for
Pensions" on page 24.) The survey, conducted
in July, drew replies from 264 firms, or 26 %.

Does Your General Ledger
Have 120,000 Miles on It?
If your financial reporting system is out -of -date,
it may be costing your company millions. For
example, an antiquated system cost one company an estimated $10 million in a lost customer. The summer 1983 issue of Price Water house's Today's Executive lists five questions
to ask yourself to detect the symptoms:
Is the general ledger five -to -10 years old?
Does every change for the system require
PO

Based on the recommendations of its Structure
Committee, the trustees of the Financial Accounting Foundation have voted unanimously
not to reduce the size of the seven - member Financial Accounting Standards Board. Proponents of a reduction in the size of the Board
from seven to five members suggested that a
reduction would increase the efficiency of the
FASB. But a substantial majority replying to an
issues paper, and Advisory Council members,
favored keeping the Board at the present size.

Thor Power Revisited
Companion measures have been introduced in
both houses of Congress that would allow companies with a net worth of $25 million or less to
write off unsold inventory over four years. The
bills are designed to alter a Supreme Court decision in the Thor Power Tool case that revoked deductions for unsold excess or obsolete inventory.

Who Audits the World?
Thirteen firms audit most of the leading companies in the world, according to a study by two
University of Connecticut researchers. In addition to the Big 8 these firms include Klynveld
Main Goerdeler, Binder Dijker Otte & Co., Fox
Moore International, Grant Thornton International, and Horwath & Horwath International.
The survey shows that different firms audit
showed strength in different industries. For example: banking, Peat, Marwick; insurance, Deloitte Haskins & Sells; mining/ petroleum, Price
Waterhouse; utilities, Coopers & Lybrand; retailing, Touche Ross & Co.; electronics, Peat
Marwick; automotive, Deloitte Haskins & Sells;
and industrial equipment, Arthur Andersen &
Co. The study, Who Audits the World, is based
on an analysis of large auditing firms and their
clients covering 10,786 companies. It is available through The Center for Transnational Accounting and Financial Research, School of
Business Administration, The University of Connecticut, Box U -41 A, Storrs, Conn. 06268.
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Strengthen your grip
on accounts payable
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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 receivers
• Micro - computer decision support features
• Check writing and reconciliation
• Employee expense accounting
And UCC APS is backed by one of the largest, most
experienced support groups in the software industry.

ucc

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

1 -8 0 0 -U CC-1 2 3 4
Afull rangeof applications and systems software products.
UCC Tower, Exchange Park, Dallas, Texas 75235
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Micros: Every Other Executive
At least 50% of all professionals in the U.S. will
be "automated" by 1990, according to George
F. Colony of the Yankee Group, a market research firm based in Boston. Automated executives use personal computers, enhanced PBX
systems, or other high tech tools. This last frontier is the new battleground in office automation, according to Mr. Colony. "Executives resist using these tools because they feel it is not
within their domain as decision makers to hit
keyboards and use video terminals," he explained. In fact, a recent Yankee Group survey
of corporate personal computer purchase and
use habits found that 68% of the 1,808 respondents use desk -top computers less than 30
minutes each day, 14% for 30 minutes, and
26% currently do not have desk -top computers. Because of the rapid expansion of software from more basic functions like word proces sin g and electronic s pread sheets to
high -level decision support systems, 96 %,
however, believe micro use among executives
will increase substantially.

Information Center Use Growing
Sixty -three percent of the 71 major corporations surveyed in a recent study by FTP have
implemented an information center within the
last two years, Information centers, where managers learn how to use software tools to develop their own reports from on -line data bases,
are being installed rapidly by such firms as
EXXON, Standard Oil of Calif„ the Bank of
America, and New York Telephone. In "Management Assessment of User Driven Technologies," 85% also reported plans to increase
the use of information centers by 1985. The
survey found 76% of the end users and 66% of
top management in favor of information centers
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while 51 % of programmers and analysts were
negative about such centers. The full study, including systems used in information centers, is
available for $90 from FTP, 492 Old Town
Road, Port Jefferson Station, N.Y. 11776.

New Sources for DP Trainees
Two major national financial institutions, Morgan Stanley & Co., and Lehman Brothers,
Kuhn, Loeb have instituted policies of hiring liberal arts majors for entry level data processing
positions. Their intention is to minimize the
"ivory palace" syndrome and make DP more
responsive to company user needs. Recruits at
Lehman Bros. are given general exposure to all
aspects of bu siness operat ions an d then
trained to apply that understanding to MIS
needs. Morgan Stanley moves trainees through
a fast -paced "up or out" program which has increased productivity but kept the DP shop trim.

Software Bestsellers
Home Accountant by Continental Software
continues to outsell other business packages,
according to the Eastman Publishing retail
sales volume survey. This program runs on
Atari, Apple, and IBM PCs. Hardisk Accounting
Series from Great Plains Software is running a
close second. Designed for small business
management and accounting, Hardisk comes
with a step -by -step operations manual and
cross - reference screen displays for Apple systems, Other bestsellers include General Ledger
(BPI), Peachtree Accounting (Peachtree Software), and Acc ou nting Plus (S oft ware
Dimensions).

John Diebold on Technology Integration
"Don't just automate— integrate," is the theme
for INTECH '83, Integrated Office Technology
Conference and Exposition, Oct. 31 -Nov. 3,
1983, McCormick Place, Chicago, III. John Diebold, founder and chairman of the Diebold
Group, Inc., will be the conference's featured
speaker. INTECH will explore the evolution of
the automated office and the integration of
technologies, functions, and people into productive office systems. For information contact:
National Trade Associations, Inc., (800) 6388510 or (301) 459 -8383.

Computer Business Report
Digital Equipment Corp. has purchased for $26
million the option to license Trilogy Ltd.'s un► ►67
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Accounting for Pensions
In Du Pont's case, depending on which transition alternatives
and interest rate assumptions were selected,
annual pension expense would vary by well over $100 million
and the effect on stockholders' equity could vary by almost $1 billion.

William E. Buxbaum is
vice president —
finance and chief
financial officer of
E.I. du Pont
de Nemours & Co.

The Financial Accounting Standards Board has issued its "Preliminary Views" on pension accounting. If adopted, the proposals would require recognition of a " n et p en si on li a bi li t y" an d a n
"intangible asset" in the balance sheet. Pension expense would be the sum of balance sheet changes in
the "net pension liability" and the "intangible asset, " excluding decreases in the "net pension liability" that result from company contributions. Certain smoothing devices would be incorporated to
cushion the impact of transition to the new procedure, yearly changes in market values of pension
plan assets, and so forth.
In connection with the project, the Board is conducting afield test of the proposals with the help of
the Financial Executives Institute. The field testis
designed to help assess the potential impact of the
proposals and to identify implementation problems.
As a panelist at the NAA's recent Annual International Conference in Houston, W. E. Buxbaum,
Du Pont's chief financial officer, critiqued the
Board's "Preliminary Views" on pension accounting. Here is a summary of his comments on the
FASB's proposals and his thoughts on what should
be done to provide the users of financial statements
with a better understanding of annual pension expen se an d the a mou nt of unfund ed pension
obligations.

By W. E. Buxbaum
Underlying my views and recommendations is my
belief that the private pension system is generally
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sound both as regards accounting and funding.
Well- publicized problem cases are the rare exceptions. But it is apparent that we —the preparers
and issuers of financial statements —are not doing
all we should or could do in the area of financial
communication. Users of financial statements
want more information about the way pension
costs are determined and better understanding of
unfun ded p ensio n obl igati ons. I beli eve th e
FASB's goal is to develop accounting and reporting procedures which will convey this information
in a rational and understandable manner. This is a
goal I fully support, and it is in that context that
my comments are offered.
At the outset I should make clear that I have
difficulty with the Board's "Preliminary Views"
as set forth in its document published last November under that title. And my concerns are shared
by the great majority of financial executives, public accountants, and actuaries with whom I have
discussed the subject over recent months.
What are our concerns? Certainly, we do not
oppose improvements in the reporting of this significant element of cost. Indeed, many of us have
long advocated such improvements. The problem
is that adoption of the proposal embodied in the
Board's "Preliminary Views" would represent a
step backward. Our major areas of concern with
the "P r el i mi n ar y V i ews " proposal are t h e
following:
Further distortion of corporate balance sheets,
Reduced comparability of reported pension
MANAGEMENT ACCOUNTING /OCTOBER 1983

These, in general, are our objections to the underlying concepts of the FASB's proposal. Let me
now get more specific.
Balance Sheet Distortion
First, a few observations regarding ,the balance
sheets of U.S. corporations. The FASB's pronouncements over recen t years reveal a clear
movement toward using changes in balance sheet
values to determine periodic earnings. This is the
essence of the present proposal. Such a mechanistic approach in this case and most others is wrong
and dangerous. There also is a tendency to search
out and record on the balance sheet every possible
liability which can be identified and quantified.
We seem to be moving from a going concern concept to a termination concept of accounting and
reporting.
The asset side of the balance sheet has not
shared in this accretion —it has, in fact, proceeded
in the opposite direction. The fixed assets of manufacturing and natural resource companies are
grossly understated for reasons we all know. Similarly, inventory values of companies on LIFO are
materially understated (in Du Pon t's case by
about $1.5 billion). As a result, the balance sheets
of most companies are not meaningful without
thorough analysis and interpretation.
I think we should step back and take a realistic
look at what we are trying to accomplish. Does it
make sense knowingly to understate assets and, at
the same time, record every measurable liability?
Th os e wh o su pp o rt t he p resen t prop os al o n
grounds of conceptual purity should take a closer
look at the shaky conceptual ground into which it
would be implanted.
Also, any changes as radical as that proposed
should take into account the practical realities.
Capital costs remain abnormall y high in this
country, principally because of a "risk element"
far above the historical range. Investors do still
look at financial position, and the balance sheet is
the principal tool used for this purpose — despite
its known shortcomings. I think there is some relationship between the high real cost of capital
and our defective balance sheets. Continued one sided actions to inflate the liability section of the
balance sheet can only further undermine investor
confid ence and, i n turn, co mpound the "risk
element."
There are also serious competitive implications.
Most of us are engaged, directly or indirectly, in
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competition with foreign companies. Such competition involves the markets for capital as well as
for goods and services. I have seen recent studies
which argue persuasively that the Japanese advantage in capital cost outweighs that of labor cost.
We should not take lightly the adoption of questionable concepts which would have the effect of
further debilitating corporate balance sheets, leading to further erosion of our competitive positions
in capital markets and in capital cost.
No one should be misled into believing that
proponents of the "Preliminary Views" do, indeed, stand on the high ground of conceptual purity. The fact is, many aspects of the proposal are
in direct conflict with established accounting principles and with the Board's own pronouncements.
For example, the "Net Pension Liability" embodied in their current views would be comprised of
several elements —none o f which meet s th e
FASB's own definition of a "Liability." The "Pension Benefit Obligation" is one element of the
"Net Pension Liability." For final -pay pension
plans, this "Obligation" consists in part of a provision for assumed future pay increases. These future pay increases are properly taken into consideration for pension funding purposes, but they do
not meet the FASB's Conceptual Framework definition of a liability, which is a "present obligation ... to transfer assets ... in the future as a result of past transactions or events." The corollary,
per Statement No. 5, is that a liability should not
be recorded in anticipation of future events, even
though it is probable that the events will occur
and the amounts involved are estimable. Logic
would seem to dictate that where there is no present liability for a future pay increase, there can
certainly be no present liability for a pension payment contingent on such a future pay increase.
Another element of the "Net Pension Liability"
is "Pension Plan Assets," stated at fair market
value. In order for these assets to be properly
treated as a "contra liability," they must be considered assets of the sponsoring company —which
they clearly are not. In a normal ongoing situation, the sponsoring company has control over
pension plan assets only in a fiduciary capacity;
they are dedicated to the exclusive benefit of employees and should not be portrayed as assets of
the sponsoring company.
A third element of the "Net Pension Liability"
is t he "M easu remen t Val uati o n Al lo wan ce"
which itself is comprised of several subelements,
representing actuarial gains or losses and the effects of changes in actuarial assumptions. One of
these is the offset or contra to actuarial gains or
losses on pension plan assets. Ironically, if the investment return on pension plan assets is greater
than assumed, that event creates an offsetting liability in the "Measurement Valuation Allow-

We seem to be
moving from a
concern
concept to a
termination
concept of
accounting.

going

costs, as among companies and as between periods for the same company,
0 Less acurate measurement of pension expense
and unfunded pension obligations, and
• Severance of the existing close relationship between pension costing and funding.
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The balance
sheets of most
companies are
not meaningful
without
thorough
analysis.

ance." Together with other deferred credits and
charges which collectively comprise the "Measurement Valuation Allowance," this element can
sccount for a significant portion of the "Net Pension Liability." It is hard to understand the conceptual justification for recording on the balance
sheet a value designed to operate as a smoothing
device which is neither an asset nor a liability.
Similar concerns apply to the proposed intangible asset, tentatively called "Deferred Pension
Plan Ammendment and Initiation Cost." Under
the prospective transition method, the "value" of
this asset is determined by the amount of the "Net
Pension Liability." Under the retroactive transition method, the "value" of the asset is determined on an entirely different basis. What conceptual support can there be for recording such an
amorphous intangible as an asset and for permitting the valuation of such asset to vary widely depending on which transition method is adopted?
Again, what is it we are trying to accomplish?

determination of pension expense. That's the bottom line —what is the best approximation of cost
to the company to provide for pensions?
I strongly believe that a better approximation is
achieved under existing pension accounting procedures than would result under the "Preliminary
Views" proposal. In addition to the extended period of noncomparability that would result from the
multiple transition methods:
Use of the year -end fair market value of pension
plan assets would make pension expense unpredictable and much more volatile.
Emphasis on the use of current interest rates for
return purposes would be inconsistent with the
lo ng -t erm n atu re of pen si on co s ti ng an d
funding.
The proposed method for amortizing actuarial
gains and losses and changes in actuarial assumptions would "front -end load" pension expense but would extend the total amortization
period for many years beyond current practice.

Reduced Comparability
As I noted earlier, I strongly support the objective of improved comparability both among companies and from period to period. But the determination of annual pension cost based on changes
in conceptually unsound balance sheet values is
not the way to achieve it.
Under the FASB's proposal, the initial balance
sheet effect and the ongoing charges to pension
expense could vary widely. For example, in Du
Pont's case, depending on which transition alternatives and interest rate assumptions were selected, annual pension expense could vary by well
over $100 million and the effect on stockholders'
equity could vary by almost $1 billion.
As you would expect, there is a trade -off between the initial charge or credit to stockholders'
equity and the amount of ongoing pension expense. The larger the initial net liability recorded —with an offsetting reduction in stockholders'
equity —the lower the ongoing pension expense.
But if no net liability were initially recorded, ongoing pension expense would be higher.
Presented with this wide range of alternatives,
some companies would probably opt for the minimum initial effect on stockholders' equity, while
others would select the alternative that resulted in
reducing ongoing pension expense. The effect of
these selections would materially affect both the
reported financial position and determination of
income for many years, thereby assuring noncomparability among companies for the forseeable future. Again, what are we trying to accomplish?
Less Accurate Measurement
In the context of a going concern, the really important issue in pension accounting is the proper
28

Thus, the present proposal would represent a
step backward in the determination of annual pension expense.
If annual pension expense is calculated in an
appropriate and consistent manner, the only liability that should be recorded is the excess of cumulative pension expense over contributions to
the pension plan -the same liability that exists
under current accounting practice.
Similar logic points toward disclosure of the unfunded pension obligation as determined under existing actuarial cost methods. While this actuarial
obligation in no way represents a liability in the accounting sense, it is, nevertheless, a useful indication of the extent to which companies have or have
not funded pension plan obligations. With appropriate explanation, this is meaningful information
for investors and creditors —but it could not be determined under the "Preliminary Views" proposal.
Severing the Tie Between Costing and Funding
For most companies, accounting for the cost of
pensions coincides very closely with the actuarial
funding method employed. Such methods have as
an objective the provision of an adequate fund to
meet pension obligations as they mature over the
long -term future. They properly smooth the effects of short-term differences between actual results and actuarial assumptions, recognizing that
many such differences will reverse and cancel out
over the longer term. FASB Concepts Statement
No. 1 states that financial reporting should help
financial statement users assess the timing and
amount of future cash flows. This goal is best
served by present practices whereby amounts
funded —cash outflows —are generally the same as
MANAGEMENT ACCOUNTING /OCTOBER 1983

those reported as pension expense. The FASB's
proposal would sever this relationship by imposing a cost measurement incompatible with accepted funding criteria.

tions. Similarly, details of the actuarially determined unfunded pension obligation should also be
made available.
The question may reasonably be asked: If actuarially determined unfunded pension obligations
are relevant, why shouldn't they be recorded on
the face of the balance sheet rather than in the
notes to the financial statements? The answer is
twofold. First, the actuarial obligation is no more
an accounting obligation than is the "Net Pension
Liability" proposed by the FASB. Second, because of the complicated nature of the subject, it is
better dealt with and explained in a coherent way
in the notes, which are an integral part of the financial statements. Any attempt to convey the
significance of this information in a capsule form
through one or two numbers on the balance sheet
would be of no benefit to investors.
In summary, I believe the FASB is making a
serious effort to improve pension accounting and
reporting. But their present proposal would produce results inferior to what we now have. Just as
the private pension system itself is generally
sound, so, also, are the existing accounting procedures for pension costs generally rational and
comparable from period to period. The right answer is better communication through improved
and expanded disclosures.
❑

Improved Disclosure Is the Answer
Improved pension accounting will not result
from further corruption of the balance sheet with
theoretical liabilities which would artificially
weaken a company's indicated financial position
and with intangible assets which probably would
and should be ignored by the financial community. These devices would only result in reduced
comparability, an open invitation to gamesmanship, and added confusion for statement users.
Annual pension expense and the amount of unfunded pension obligations are the best measures
the financial statement user has of the effect of the
pension plan on a company's operations. I believe
the needs of users would be best served if we focused on improving and expanding the disclosure
requirements, so that pension costs and obligations could be better understood and evaluated.
For example, in the interest of fuller disclosure
and better comparability, I believe assumptions
with respect to rate of return and pay progression
should be disclosed, and there should be a compatible relationship between these two assump-
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Why Accountemps
personnel
outperform
other temporaries.

i

S.

accounwmips.

f your accounting department has problems they
didn't count on. If your bookkeeper is backed up with work If
your data processing people have more data than they can
process. Accountemps specialists are available to help your staff
catch up —or prevent it from falling behind.
Accountemps employees are available at a moment's
notice to work a day, a week, a month or longer- And there's
almost no time wasted orienting our people because they're
slightly over - qualified to get the job done quickly, accurately
and cost effectively.
Call any one of 80 offices in the United States, Canada
and Great Britain. Accountemps will send you one specialist or
a staff of 25 right away. We help keep your temporary problems
temporary

Rent an Experts.
+' 1983 Rolxrt Half Inir'rnrtional Inc. All olTicc,+inderwndcntly owned and operalcd.

Pension Plans:
Exploring the Alternatives
For employers, sa lary redu ction plans can have
ma ny a dvanta ges over pension pla ns.

By Alfred DeBlasio, Jr.
Pension plans long have been considered the backbone of retirement income for individuals. In this
capacity, pension benefits have been a bargaining
point in union negotiations as well as a concern to
all employees. Much confusion surrounds this
area not only because of the many complex and
technical issues, but also because most of us cannot fathom the economic conditions that will prevail 40 to 50 years in the future. For these reasons,
it is useful to examine the objectives of pension
plans and discuss alternatives which could be
more beneficial to both employers and employees.
Provision for retirement income in the U.S. traditionally has come from three major sources.
This three - pronged approach assumes that an individual will have adequate retirement income
from private savings, the Social Security System,
and private pension plans on a combined basis.
These sources have come under increasingly close
scrutiny as to their ability to provide adequate retirement income. The examination of this retirement- income strategy has reveal ed several
shortfalls.
For example, savings and investments by persons age 65 and over amounts to only 15% of
their total income. In the future, earnings on individual investments will decrease as a percentage of
total income because these earnings tend to be
MANAGEMENT ACCOUNTING /OCTOBER 1983

taxed away by either legislated taxes or inflation.
Since World War II, net earnings on savings accounts after taxes and inflation generally have
been negative.
Likewise, the Social Security System, which
seeks to meet social objectives through intergenerational and intragenerational transfers, recently
has been questioned as a source for retirement income. From the beginning, Social Security has
been presented to the public as an "earnings- related" program on which the widespread public support has been based. The System has operated under the theory that an individual will contribute to
the program money which will be invested and returned to the individual during his retirement
years. The image now has changed to a "pay as
you go" program in which current contributed
dollars are being used for the payment of current
benefits. In effect, it has become a program of regressively designed benefits that result in progressive taxes to support it. At the same time, private
pension plans have come under examination because of the adverse effect of inflation and the escalation of unfunded past service liabilities.

Alfred DeBlasio, Jr.,
CPA, is chief financial
officer of Roller
Bearing Corp. of
America, Trenton, N.J.
Mr. DeBlasio received
his B.S. degree in
accounting from
American University.

Pensions: Obligations or Gratuity?
In providing a pension plan, a private employer
seems to have three broad objectives: to reward
employees who have rendered long service to the
company, to stimulate goodwill and the effort of
31

Private pension
plans have
suffered under
inflation and
the escalation
of unfunded
past service
liabilities.

the active workforce, and to reduce labor turnover
because to receive the benefits an employee must
render long service.
Regarding the desire to reward employees for
long service, the question of "What is the moral
obligation of the employer ?" has been raised. One
school of thought advocates that the worker has
rendered a lifetime of service but for one reason or
another he or she may not have acquired assets
for living in retirement. Having reached retirement age or in ill health, the worker may no longer be able to secure employment and, therefore,
the employer is responsible for maintaining him in
old age.
Historically, a large proportion of workers do
not make adequate provision for their old age.
Thus, the employer is faced with the alternative of
throwing them back on society with the knowledge that they will become objects of charity or
the employer must make some provision for their
remaining years. Hence, the employer is seemingly forced into providing some type of retirement
plan because dismissing the older workers with no
remuneration would result in an unfavorable reaction from employees still in service.
The other school of thought on the moral obligation of employers to provide for their employees
insists that there is no such obligation. This viewpoint asserts that the responsibility for providing
funds for old age rests primarily with the individual. The employer is under no moral obligation to
provide retirement income. Those in agreement
further contend that any attempt to relieve the individual of his responsibility is certain to have a
deteriorating influence upon private character by
diminishing individual self- reliance, thrift, and
self - respect.
The general attitude of employers has supported the premise that they are under no moral obligation to provide for retirement income. They feel
the issue is not the right of the worker to a benefit
plan but the obligation of the employer to a gratuity. Pensions also have been used as a means of
increasing efficiency by eliminating older workers
without raising any question of injustice or adverse reaction from the other employees.
Pension Plans Profile
Characteristics of employer pension plans usually include the following:
• Established unilaterally by the employer or as a
product of labor negotiations.
• Provide for contributions by the employer only
or jointly by the employer and employee.
• Benefits are related to the salary and service
history of plan members.
• Benefits become vested after a specified period
of plan membership.
• Retirement income options are offered to pro-
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vide actuarially equivalent benefits to employees who elect an income option for a surviving
spouse.
• The plans are based on the principle of reserve
funding.
• Plans are based either on the defined benefit or
defined contribution approach to retirement
plan funding.
• Earnings of invested assets help pay for the
co st s o f b en efi ts or in creas e t he benefit s
payable.
• Assets are invested in securities, mortgages, and
equity investments by a professional staff or
counsel.
• Employer contributions and the investment
earnings on the funds accumulated currently
are not taxable as income to the plan participants, and taxation is deferred until benefits are
received. This tax treatment recognizes the significant social and economic function of institutionalized retirement plans and that the pension
plans would be severely handicapped if currently taxable.
These characteristics have evolved over a period of 80 years. Although the current -day concepts
of pension plans were initiated around the turn of
the twentieth century, most pension plans prior to
World War I were operated an d fin anced by
unions. The pension benefit payout was minimal
since the mortality rate was high. Company -sponsored pension plans blossomed in the twenties as
part of industry's attempt to develop personnel
programs and to offset unionism. Interest in company pension plans was expanded by a change in
the Internal Revenue Code in 1942. This new revenue regulation permitted employers to deduct
the costs of pension plans at a time when profits
were high and rising.
Misuse and Regulation
Along with the increasing number of pension
plans and expanded coverage came abuses of pension plan assets resulting in the passage of the Employment Retirement Income Secu rity Act of
1974 ( ERISA). The objective of ERISA was to increase protection and guarantees for employees
covered by private pension plans. Responsibility
for carrying out the law's provisions was assigned
to the U.S. Department of Labor, the Internal
Revenue Service, and a new government corporation named the Pension Benefit Guaranty Corp.
The Act established a program that covered fiduciary standards, reporting and disclosure, participation, vesting, funding, and plan termination
insurance.
The key aspect of ERISA was that this was the
first time pension plan termination insurance had
been established. Participants acquired a legal
right to pension credit when they met a certain
MANAGEMENT ACCOUNTING /OCTOBER 1983

length of service requirement. In the past, vested
participants sometimes lost benefits because the
employer maintaining the plan went bankrupt or
the plan's total assets proved insufficient to pay
benefits. The Pension Benefit Guaranty Corp. insured against that contingency. Criminal sanctions also were designated for various violations of
the Act.
In retrospect, ERISA embodied excellent objectives but overreached in its implementing mechanism, forms, and paperwork. This has led to increas ed co st s, es peciall y fo r med i u m- an d
smaller -sized companies and, thereby, reduced the
incentive for the establishment of pension plans.
The Role of Unions
Today, pension benefits are a significant part of
collective bargaining negotiations. Union leadership has used pension benefit increases to improve
their power and influence over the membership.
The view of unions towards pension plans has
change since the antipaternalism attitude of Samuel Gompers, president of the American Federation of Labor circa 1900. Over time, union leadership has become concerned about pension benefits
as their original objectives of improving sanitary
conditions and wages have been met. Bargained
pensions, which are a post -World War Il development, still do not meet the problems of old age
security because their payment depends upon employment with a particular concern. Unions, however, will resist any plan that might take away a
bargaining chip. Consequently, any employer considering conversion of existing pension plans must
be ready for a fight from the international union
as well as the local.
Accounting Implications
Reporting practices for pension plans began to
be questioned seriously in 1972. This was the result of questionable investment and reporting
methods by corp oration s, culminating in the
bankruptcy of several major pension plans. A
1972 NBC television documentary, "Pensions, the
Broken Promise," triggered a long series of congressional hearings. When, as a result, ERISA
was finally passed, the Act maintained favorable
treatment for tax purposes until December 31,
1976, for qualified profit - sharing plans having the
option of receiving direct cash payments or of
having employers contribute amounts to the plan.
Section 401(k) of the Revenue Act of 1978 established new regulations and requirements for deferred arrangements.
Now, as a result of these regulatory steps, the
accounting profession unwittingly may influence
companies to seek alternatives to pension plans. A
current proposal by the Financial Accounting
Standards Board (FASB) would force companies
MANAGEMENT ACCOUNTING /OCTOBER 1983

to put their past service liabilities directly on the
balance sheet. Past service liability represents how
much a company owes the pension plan for employees' past service completed when the plan first
goes into effect, plus liabilities incurred when the
plan is improved. The potential of this proposal
could erase some corporate stockholders' equity.
Among the companies that have experienced difficulties with their pension liabilities are those that
have been under recent profit pressures and those
with older, highly unionized labor forces. Lockheed Corporation's unfunded vested liabilities
amount to 185% of the company's net worth
while LTV Corporation's unfunded liability is
121% of net worth.
Although the FASB has attempted to soften the
impact by allowing companies to put an intangible
asset on the balance sheet, there is fear that users
of the financial statements will not take this into
account. Thus, bankers and analysts will not consider the effect of the unfunded pension liability
when considering the debt to equity ratio. Because
past service cost is reflected in current dollars,
companies will attempt to eliminate the erosion of
the balance sheet by freezing pensions and offering alternatives.

The accounting
profession
unwittingly
may influence
companies to
seek
alternatives to
pension plans.

Exploring the Alternatives
Interest now has grown in alternatives to pension plans. In particular, salary reduction plans or
401(k)s have become popular because of the problems of the Social Security system and the Reagan
Administration's emphasis on self - sufficiency.
These concerns have prompted many corporations to look for methods ofimproving employee
retirement funds while minimizing their cost. Initially, the Individual Retirement Account (IRA)
was considered to be the vehicle which would provide the additional funds. In November 1981,
however, the Internal Revenue Service liberalized
regulations for savings plans established under
Section 401(k) of the 1978 tax code.
The methodology of the salary reduction plan is
quite simple. A percentage of an employee's income from either salary or bonus is deposited into
a qualified company savings plan. In addition,
companies can contribute to the plan on behalf of
the employee without the contribution being reported on the employee's W -2 (Table 1).
The plan requirements provide for antidiscrimination rules that prohibit discrimination in favor
of highly compensated employees. A highly compensated employee is defined as any eligible employee who receives more compensation than two thirds of all other eligible employees. Under the
general antidiscrimination rules, a plan must satisfy coverage and antidiscrimination requirements
applicable to all qualified plans. Deferred employer contributions must pass one of two actual de33

Table 1
401(k) Plan vs. a Traditional Thrift Plan

The short-term advantage
401(k)

Traditional
thrift plan
B
A
Compensation
Employee contribution

$50,000

$25.000

2,500

1,250

plan
$50.000

B
$25,000

2,500

1,250

A

(salary reduction)

(after tax)

47,500

23,750

9,530

2,560

2,390

1,675

35,580

19,515

'

50,000
25,000
Gross taxable balance
10,415
2,830
Estimated federal income tax
2,390
1,675
Estimated FICA tax'
34,695
19,245
After -tax spendable income
401(k) deferrals are subject to FICA tax after 1983.

The long -term advantage
Years of
participation

After -Tax Accumulation
401(k)
Traditional
plan
thrift plan

401(k)

advantage

5

$ 9,081

$11,629

$ 2,548

10

$26,499

$34,394

$ 7,895

15

$57,533

$77,772

$20,239

Courtesy of Peal Marwick Human Resources Consulting Practice

Figure 1
401(k) vs. an IRA

IRA
more than $2,000
annually

Maximum contribution

No

Withdrawals/
distributions

Subject to 10% penal ty tax if made before
age 59th

Taxation

Money accumulates
tax -free. Amounts
withdrawn or distributed are subject to
ordinary income tax

401(k)

As much as 20% of
annual compensation
(up to $30,000)
Withdrawal -in ''hardship" situations (defined by IRS); distribution -upon termination
of employment
Money accumulates
tax -free. Typically,
lump -sum distributions
are eligible for favorable 10-year averaging

Courtesy of Peal Marwick Human Resources Consulting Practice

ferral percentage tests.
In the first test, the average deferral percentage
of the eligible highly compensated employees
(highest one - third) must not be more than 1.5
times the average deferral of the remaining eligible employees (lower two- thirds).
The second deferral test involves a two -part
comparison. First, the average deferral percentage
of highly compensated employees may not be
more than three percentage points greater than
the average deferral of lower paid employees. The
34

second part of the test requires that the average
deferral percentage of the highly compensated employees may not be more than 2.5 times the average deferral percentage of lower paid employees.
These deferral compensation plans also must
include a nonforfeitabdity clause which requires
amounts deferred at an employee's election and
the related earnings to be nonforfeitable at all
times. This requirement differs from the usual
vesting requirements which allow employer contributions under profit - sharing or stock -bonus
plans to be subject to delayed or gradual vesting.
Also, these plans address the issue of the ability of
an individual to save for retirement by providing
for withdrawal restrictions. Deferred amounts
cannot be distributed any earlier than upon death,
disability, retirement, separation from service, the
att ain men t o f age 59 - 1/ 2 , o r upo n fin di ng of
hardship.
Benefits to Employees
Salary reduction plans benefit employees in
many ways. The income deferred by the employee
is not reported as W -2 earnings and, therefore, is
not considered for Social Security or other taxes.
The plans also provide for a greater deductible
contribution than is allowed under the new Individual Retirement Account provision. In addition,
salary reduction contributions are less stringently
regulated and withdrawal restrictions are more
favorable.
Salary reduction plans also have many advantages over Individual Retirement Accounts. Unlik e t he IRA, whi ch has a maximum limit of
$2,000 per person, the only limitation on these
types of plans is that it cannot exceed 15% of income. If the IRA holder withdraws money before
age 59 -/2 , he must pay a penalty of 10 % and is
taxed on the full amount withdrawn, at the regular rate. The salary reduction plan allows for
withdrawals for a number of reasons without a
penalty (Figure 1).
Even upon retirement, the salary reduction plan
is preferable for tax purposes to the IRA plan.
Under the latter plan ordinary income taxes must
be paid on the entire amount withdrawn, even if
the holder chooses to take the money in a lump
sum. On the other hand, salary reduction plans
allow for the use of a 10 -year averaging treatment
for lump sum withdrawals.
The one disadvantage of the salary reduction
plan is that because these plans reduce wages reported on W -2's, employees will receive reduced
benefits upon retirement. This drawback can be
mitigated by the fact that matching sums may be
used to offset the reduced benefit rate.
As a supplement to a pension plan, the salary
reduction plan is attractive. The biggest benefit to
the employee, however, is where these plans reMANAGEMENTACCOUNTING/OCTOBER
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place or are in lieu of a pension plan. The employee has rights of ownership over the money at the
time that the contribution is made. This allows
the employee's destiny to be not so closely tied to
the administration of a pension plan because the
employee can see the money in the account and
feel more secure.
Advantages for Employers
Salary reduction plans have numerous advantages over pension plans for the employer. Corporate savings occur because reduced wages result in
lower Social Security costs, unemployment benefits, and workmen's compensation. Cost reductions have been estimated up to 10 cents on the
dollar. These cost reductions usually will offset
the administrative costs incurred by offering such
a plan. Smaller companies also are becoming attracted to salary reduction plans because after the
initial start -up costs they are relatively inexpensive to maintain, as opposed to pension plan reporting which is expensive and burdensome.
A pension consulting firm reports that cost differentials are prompting several of its clients to seriously consider dropping their company -paid defined -benefit plans in favor of 401(k)s. The biggest
factor is the fees in that the Pension Benefits
Guarantee Corporation's insurance premiums will
soon rise from $2.60 to $6.00 or $12.00 per person.' Salary reduction plans do not require these
insurance premium payments.
In implementing the 401(k), the employer must
consider additional administrative requirements.
Payroll systems will have to be restructured to
keep a record of each eligible employee's compensation until year -end, whether or not he is in the
plan.

Trends and Outlook
Although the 401(k)s are a recent development,
many companies are offering or plan to offer these
programs to their employees. The FMC Corp.
converted its old company thrift plan to a new salary reduction plan that allows employees to deduct their savings contributions from their taxable
income. A typical example is a middle manager
who contributes 10% of her salary into the plan
but is saving $57 a month more and receiving $82
in additional take -home pay.' All of the increase
comes from federal and state taxes. Responses
such as this have pension specialists touting
401(k)s as a revolutionary force in the normally
static field. A partner in Hewitt Associates, a pension and benefits consulting firm, stated that 115
of her clients — mostly Fortune 500 companies —
were making plans to offer some type of 401(k) by
the beginning of 1983.$
These benefits and developments substantiate
that 401(k)s are mutually advantageous over current pension plans to both the employer and employee. In implementing this type of plan, the
largest adverse reaction will be in union shops
where union leadership will attempt to prevent a
loss of bargaining power. Employers will continue
to pursue the 401(k)s because of the cancer of past
service liability of current pension systems. From
the employees' standpoint, instituting these plans
is the first step in bringing more democracy and
individualism to the workplace. Under these plans
the employees' retirement benefits are more closely tied to the individual, not to one company or
industry.

Social Security
has changed
from an
'earnings
related' to a
'pay as you go'
program.

'Reed, Stanley, "Better than IRA's? 401(k) Pension Plans Generate Interest." Bar
rons, August 23, 1982- p. 12.
' /bid, P. 13.
"lbid. p. 13.

Vote on Constitutional Amendment
The final vote on the NAA Constitu tional amendment
permi tt in g di rect access t o th e Reserve F un d drew a
to t al vo t e of 2,686 wi th 2,389 in fa vo r a n d 297
opposed.
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REPORT OF THE PRESIDENT
AND EXECUTIVE DIRECTOR
suffered a m odest decline, largely
because of the depressed economy
in m any sections of the country.
Despite this, however, many chapters, including som e in areas of high
unemployment, increased their membership substantially — the result of
energetic leadership, outstanding
technical programs and a chapter
team spirit. The record of these
chapters show w hat can be done
when all these factors blend
together.

Louis Vlasho

Robert L. Shultis

It's been said that one m ajor c hange
or redirec tion of effort a year is
about all any organization can absorb. W hoever m ade that statem ent
failed to consider the enthus iasm
and the dynam is m of the NAA
membership and staff because the
last year has seen signific ant progress in at least six areas. W hat progress w e've made in any of these
areas, of course, has depended
upon the hard w or k and dedic ation
of predecessor administrations, just
as future administrations will build
upon the ac complishments of the
1982 -83 year.

level rather than having them subjec t to the fluctuations of the real
es tate rental market. W e expect that
our occ upancy costs per square foot
in the n ew build ing w ill approxim ate the highly favorable rate w e
are n ow pa ying , and w il l hol d at
this rate for the indefinite future.

Of m ajor im portance has been the
work of the building im plem entation
committee, which, despite problems
and unantic ipated governmental red
tape, has been able to ac quire the
land, arrange the financ ing, and
begin cons truc tion of the new NAA
national offic e building. This is
som ething in w hic h every m ember
can take pride, not only bec ause it
will be a hands ome structure when
it is com pleted, but also becaus e it
illustrates the stability of the
organization its elf. It offers the
Association the opportunity to k eep
our occupanc y c osts reasonably

Three developm ents within the past
year w il l h elp NAA to be furt her
recognized as the largest, most influential organization devoted to managem ent ac counting in the world.
They are: the prom ulgation of a
MAP statement of ethics for m anagem ent ac countants — a first for
NAA; the establishm ent of membership criteria for the Association; and
the appointm ent of a past national
pres ident and long -tim e NAA'er, Les
Ellis, to the Financial Accounting
Foundation. Each of them is a major
step toward our long -term objective
— that of s erving our mem bers in
the ac c ounting com munity by raising
our profes sional standards and
enhanc ing our influence on the
economic and accounting issues of
the day.
As m entioned elsew here in the annual report, our total m em bership

As a result of a program initiated a
year ago, the num ber of active student affiliates has alm ost tripled —
from 17 to 48. W ith approximately
60,000 accounting majors graduating each year w e view this as a
great potential that we are just
beginning to tap. The advantages
to NAA, of course, are obvious,
but the greater benefits w ill be
to the students them selves, m ost
of w hom w ill becom e m anagem ent
accountants sometime in the future.
W e are happy to report progress
tow ard this objective and, w ith the
current mom entum , hope to see
even greater progress in future
years.
Also, the Board authorized the
establishment of a full standing committee on academic relations to
becom e effective July 1, 1983. This
also emphasizes the importance
which your Association is placing
on the role accounting faculties and
students can play within the profession of managem ent accounting.
Great strides w ere also taken in the
International area w here, under the
active leadership of local m embers,
we have chartered a European regional council and a new affiliate in
Dusseldorf, Germ any. In March, representatives of m ost of the European affiliates gathered in Zurich —
the first time such a meeting has
ever taken place. From this m eeting
came the im petus to form the European Council m entioned above. The
enthusiasm and dedication of our
European mem bers augurs well for
the f utur e of NAA in this par t of
the w or ld.

PROFESSIONAL
SERVICES

Please read the details of the annual
report which follows. You will be
impressed and pleased by the
breadth of activities in which your
Association is involved and to
which it contributes.
Respectfully submitted.

wc

LOUIS VLASHO
President, 1982 -83

- Z_sROBERT L. SHULTIS
Executive Director

Seven major studies were published
— "The Minicomputer: To Buy or
Not to Buy ?," "Managing Corporate
Energy Needs: The Role of Management Accounting," "Graphing Financial Information," "Profile of the
Management Accountant," "Budgeting for Data Processing,"
"Transportation Accounting and
Control: Guidelines for Distribution
and Financial Management," and
"The Capital Expenditure Decision. "
Two additional research studies
were approved and are scheduled
for publication — "Information for
Corporate Directors: The Role of the
Board in the Management Process "
and "Planning and Control of Municipal Revenues and Expenditures."
Over the past year, the professional
staff worked on "mini" research
reports. These "mini" reports consist
of mail surveys, which were analyzed and the summary results published as articles in Management
Accounting. Six reports have been
published in Management Account Collecting Government
Receivables," "Current Collection
& Credit Practices," "Members'
Familiarity with FASB Statements,"
"Accounting for Warranty Costs,"
'"60% of Members Sampled Use
Microcomputers," and "Corporate
Policies Governing the Investment of
Short -Term Surplus Cash." Several of
these were picked up and reported
elsewhere in the business press.
"

staff

Lastly, the contribution of the
to the accomplishments of the organization over the past year must
be acknowledged. They remain
acutely aware of the budgetary
stringencies in this era of depressed
economy and tight money. Despite
several new projects and many added demands on its time, staff was
able to keep both the number of
personnel and expenses below
budget allowances.

The Research Department has had a
flourishing year in terms of current
output. For the future, the research
program is undergoing some significant changes which will benefit the
Association in subsequent years.

—

None of these programs, or any of
those mentioned in the body of this
report, would have been possible
without the selfless dedication of
thousands of members who have
volunteered their time and effort to
achieve the goals we have set. The
converse is also true. Most members
— especially the harder working
ones — repeatedly testify that the
more they put into the NAA, the
more they receive in return from it.

RESEARCH

mg

During the 1982 -83 year, NAA also
joined IFAC, the International
Federation of Accountants, and has
assumed the chairmanship of the
Management Accounting Committee.
It has been a pleasure to appoint
Robert Morgan, former FASB
member and long -time NAA member,
to this important position.

Nine major research studies have
been approved by the Research
Committee and are now in progress.
Six of them are being undertaken
jointly with other organizations.
Utilizing the resources of other
groups enables NAA to commit its
limited resources to produce more
output: the steering committee

meetings with the organizations involved in the research give the
Association a broader perspective on
a wide range of concerns and interests of the business community.
The fund - raising program was
relatively successful. A special
solicitation of firms represented on
the Association's Executive Committee contributed to the results.
Plans are under way to redirect the
Association's research efforts into
practice studies and investigations
which will help the representative
NAA member do a better job.

M ANAG EM E NT
ACCOUNTING
PRACTICES
The Management Accounting Practices Committee finished the year by
completing its work on Statement
on Management Accounting No, IC,
"Standards of Ethical Conduct for
Management Accountants." Statement IC represents a milestone in
the NAA's efforts directed toward
increased professionalization of
management accounting. The Association conducted a press briefing
just after year -end to introduce the
statement to the media. Another
significant event was publication of
"Management Accounting Terminology," a 112-page book of terms
and definitions particularly relevant
to the practice of management accounting. Earlier in the year, the
committee had published Statements
IA and 18 covering the definition
and objectives of management accounting. Other projects are nearing
completion and will result in several
Statements on Management Accounting on "Cash Management"
and "Accounting for Software." Advisory panels have been established
which provide useful input to the
MAP Committee's Subcommittee on
MAP Statement Promulgation.
The MAP Committee continues in its

ongoing role of introducing a management accounting perspective into
the process of establishing standards
for financial accounting and reporting. The Committee interfaces regularly with the Financial Accounting
Standards Board and Securities and
Exchange Commission. During the
past year, the Committee also submitted comment letters to The Institute of Internal Auditors, the National Council on Governmental
Accounting, the Internal Revenue
Service, the International Accounting
Standards Committee, and the
Financial Accounting Foundation.
Committee member Howard Siers
represented the NAA at a public
hearing conducted by the FASB Task
Force on Timely Guidance and
Implementation of FASB Standards.

were not well- attended. Overall performance for the year reached only
65% of budget.
A decision was made, in view of
the results of 1982 -83, to reduce the
number of courses in the coming
year to those which have had a
successful track record, to offer
several new or revised courses, and
to limit the number of sites for the
course presentations,

SPECIAL
CONFERENCES
Two special conferences were held
during the year — the Fourth Annual
Controllers' and a one -day update
on FASB's Pension Proposal.
The Fourth Annual Controllers' Con-

ities as a member of top management.
On March 16, an overflow crowd,
composed of more than 200 bankers, pension managers and financial
executives, listened to presentations
by leading financial and pension experts. The pension proposal of FASB
drew fire from industry and CPAs.
Few extolled the virtues of the document. Mr. Chironna of IBM, chairman of the conference and also of
NAA's MAP Committee, urged the
participants to review the proposals
and acquaint the Financial Accounting Standards Board with their
views.

PROFESSIONAL
EXTENSION
PROGRAM (PEP)
The professional extension program
continued to gain acceptance during
the period. About half of the programs were put on by the NAA
staff for companies, while the remaining 50% were sponsored by
local NAA chapters or councils. In
many cases, local colleges and
universities co- sponsored the PEP
courses with the NAA group.

A "hands -on" demonstration at one of the continuing education course series held
during the year. This one was in Tarrytown, N.Y, in July.

CONT INUING
EDUCATION
COURSES
The tendency for companies to
reduce discretionary expenditures
during periods of poor economic
achievement had a noticeable impact on attendance in the continuing education program during the
year. Although course offerings in
cities on both the east and west
coasts drew reasonably well, presentations in the depressed Midwest

ference, featuring the theme "Maintaining Financial Flexibility in the
Uncertain 80 "s, " was held at The
Greenbrier in White Sulphur Springs,
West Virginia, for two days in early
November. Prominent leaders in the
business world such as Hays T.
Watkins, chief executive officer of
CSX Corporation; Joseph Connor,
chairman of Price Waterhouse, and
William Donoghue, executive director, the Cash Management Institute,
spelled out the challenge ahead for
financial managers and how they
might share some of the responsibil-

The increasing success of this program is due in part to a change in
promotion policy. Chapters, educational institutions and CPA societies
were permitted to purchase course
materials, organize the program, and
arrange for their own instructors.
The sponsoring organizations thus
were able to charge lower fees, and
NAA, in turn, benefited from reduced out -of- pocket and administrative costs. It is anticipated that this
trend will continue.

CHAPT ER AND
COUNCIL- RELATED
ACTIVITIES
In recognition of the charge to make
more educational programming activities available at the local level,
the Chapter and Council- Related
Activities Section was formally established late in the year. Among the

materials made available initially
were five professional development
outlines for chapter and council use,
and one video - assisted program —
"Cash Management Techniques for
Smaller Businesses." These low -cost
offerings have been favorably received and put to use. Work commenced on five additional professional development outlines and six
more video - assisted programs. The
Chapter and Council- Related Activities Section has been assigned to
administer the newly- created ACE
program— Acknowledgment of
Continuing Education.

SELF -STUDY
P R OG R A M
During the year, two new courses

were informed of a special, limited
offering of five courses which were
being made available to the chapters at a substantial price reduction.
The chapters are being encouraged
to market the courses, and at prices
of their own setting. One of the
features of the proposal is that they
can participate in the revenues
deriving from their selling efforts.
The promotion will result in a savings to the course user and, at the
same time, will benefit the chapter
treasuries.

PUBLIC
RE LATIONS
An important element in the
Association's advancement of
management accounting as a

LZJ
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MAP Committee Statement 1B, "Objectives Of Management Accounting, " was introduced to the financial press in November, with excellent coverage resulting. The
panel listening intently as President Vlasho makes a comment included, from the
left, Paul Pacter, Executive Director of the Financial Accounting Foundation, Bob
Sweeney, Chairman of the Subcommittee on MAP Statement Promulgation, John
Chironna, MAP Committee Chairman, President Vlasho, and Executive Director Bob
Shultis. Barbara Thomas, SEC Commissioner, participated on the panel from her
office in Washington via speaker phone.
were introduced: "Integrated Accounting on Microcomputers," and
"Collecting Past Due Accounts."
Development started on four additional courses. The four under
development are expected to be
ready for marketing between October and March of the 1983 -84 year
In June, 1983, chapter presidents

separate and essential profession is
getting that message across to the
media. An opportunity to do just
that offered itself with the publication of MAP Committee's Statement
113, "Objectives of Management
Accounting." It was decided to introduce "Objectives" at a press
briefing. Working with Grey &
Davis, the same firm handling the

IMA public relations project, a very
successful briefing was held at the
Overseas Press Club in New York in
early November. In addition to excellent press coverage, fall -out from
the event has resulted in other important press contacts. We also
worked with Grey & Davis on attracting the press to cover the conference on accounting for pensions
held in March, with again favorable
media response, including a by -lined
article in the "New York Times."
Survey:
Accounting for Pensions
The chief financial officers of the
Fortune 1,000 companies were invited once again to respond to an
NAA questionnaire. This is the
eighth time the Association has asked this influential group to participate in one of our surveys. The
subject of the new survey was the
Financial Accounting Standards
Board's guidelines on accounting for
pensions. Reaction of the respondees
to the guidelines indicates widespread dissatisfaction with FASB's
proposals. At year -end responses
were still being analyzed. Plans are
to inform the press of the findings,
either by means of a press release
or possibly at a press conference.
The press also picked up wire service
coverage of the talk given at the Annual Conference in Houston by
Chrysler vice president Robert Miller.
The auto company's come -back from
near bankruptcy to sound fiscal
health, marked by early and
dramatic loan payback, caught the
imagination of the business world as
well as the press.

INST IT UT E OF
M A N AG E M E N T
ACCO UNT ING
Participation in the CMA program
continued at a high level. Despite
the slow economy in 1982 -83, the
program experienced a modest
growth in examination participants
and the number of parts taken. The
number of CMAs increased 25% to

3,794 as of June 30, 1983. The total
number of CMAs and CMA candidates is approaching 11,000. The
IMA made a positive contribution to
NAA's financial results in 1982 -83.
The past year saw a significant increase in efforts to promote the
CMA to management accountants,
financial managers, students, business management, and the public.
The public relations firm of Grey &
Davis was hired to aid the IMA in a
two -year national promotion program. Articles on the CMA have appeared in periodicals such as "Financial World," the "Stock Market
Magazine," "The MBA Newsletter"
and the "National Business Employment Weekly." A syndicated career
column on management accounting
and the CMA appeared in daily
newspapers throughout the United
States and resulted in several thousand requests for information. A
series of advertisements featuring
CMAs and indicating the nature of
industry support for the CMA ran in
the "Financial Executive," "Journal
of Accountancy," Management Accounting, "Personnel Journal,"
"The College Placement Journal"
and "The MBA Newsletter." Several
thousand requests for information
came from these sources. The results
of this program, begun at the midyear, should show in 1983 -84.
There continues to be industry support for the CMA. A number of corporations continue to offer CMA
review courses as part of their
financial management development
programs. Other companies provide
financial support to their employees
when they attend one of the more
than 30 review courses offered
throughout the United States.
The CMA is receiving increasing attention in the academic community.
There are now three CMA review
manuals prepared by university professors available to aid candidates in
their examination preparation. IMA
regularly receives requests for permission to use CMA examination
questions in textbooks. And the
CMA designation is often included

among the credentials desired by
colleges when recruiting new accounting faculty.

PUBLICATIONS &
MEMBER SERVICES
PUBLICATIONS
Improvements, both editorially and
graphically, continued to be made in
Management Accounting, the
Association's monthly magazine
distributed automatically to all
members and also subscribed to by
3,250 nonmembers. Many libraries
are included among the subscribers.
The monthly print order for this
publication is now averaging
100,000.

lished; four more have been conducted and are in the editing process. A half -dozen others are being
scheduled.
In the production area, a computerized typesetting system —the
same as that used by "Fortune" —
was leased from our magazine
printer. Eventually, all composition
for Management Accounting (and
possibly other NAA publications)
will be performed in -house and
transmitted by telephone to the
printer. All editorial personnel are
learning the system to permit direct
entry of original copy or corrections
by a department editor.
Management Accounting continued to be a valuable reference
source and educational tool.
Evidence of this was the receipt of
more than 300 requests for permission to reprint articles. As a further
aid to researchers and others, the
Management Accounting Digest
Service — offering copies of unpublished manuscripts at a nominal
fee —was started in November. By
the end of this reporting period,
more than 600 manuscripts had
been ordered.

NEW CHAPTERS
AND COUNCILS

NAA is an acknowledged leader in the
internationalization of management accounting. With eight affiliates in Europe,
the Association's influence on the Continent has been considerable. President
Lo u Vlasho officiated at the chartering
of the newest affiliate in Dusseldorf,
West Germany. Receiving the charter is
Robert F. Snyder of the Dusseldorf office
of Ernst & Whinney. He is president of
the new affiliate.
A series of interviews with corporate presidents and chief financial
officers who advanced to their present posts by way of management
accounting was inaugurated and
has proved highly popular. To date,
three interviews have been pub-

Domestic
Charters were approved for six new
chapters and one international affiliate. NAA now has a total of 335
chapters and 17 affiliates.
Charters were presented to the
Kankakee Valley (III.), Platte Valley
(Columbus, Nebr.) and Southwest
Florida (Ft. Meyers) chapters. Plans
are underway to present charters to
the Central California (Modesto),
Heart of Wisconsin (Wausau), and
Silicon Valley (Sunnyvale, Calif.)
chapters.
International
Dusseldorf (Germany) was the 17th
affiliate chartered and the 9th in
Europe. With the visit of the President and Executive Director to
Europe in the spring of 1983, plans

J�

the low point in NAA mem berships
seem to be at the mid -point of the
business recovery cycle.
This year was no exception. W ith

A n architect's rendering o f the A sso ciatio n's new wo rld headquarters. Land has
been purchased and arrangements f or f inancing are in pro gress. Gro und - breaking is
anticipated for mid - summer 1983, with o ccupancy expect ed f o r autumn a year later.

were developed for the expansion
and more visible presence of NAA
in Europe.
As a result of the visit, leaders of
the European affiliates of Belgium,
France, Frankfurt, Milan, Netherlands, Suisse Romande (Geneva),
Swiss (Zurich), Turin, and the newly
chartered affiliate of Dusseldorf
assembled in Zurich in May to
organize the NAA European Regional Council. Its charter was approved in June as the 25th Regional
Council of NAA.
Charter presentations for the
Dusseldorf Affiliate and the NAA
European Regional Council are
planned for early fall. Both events
will be held in Dusseldorf.

V I S I TS TO NA A OFFI CE
During their visit to the U.S., 20
members of NAA's Tokyo Affiliate
visited the national office and were
given a presentation of "Cash
Flow" techniques within U.S. companies. The student affiliate group
from the Baltimore Chapter, and
members of the Lancaster Chapter,
were also given a tour of the NAA
office during their visits to New
York.

COMMU NI TY
RESPONSIBILITY
The name of the Socio- Economic

Programs Committee was changed to
the Comm ittee on Com munity Responsibility to reflect better the aims
and objec tives of the As sociation in
its comm unity responsibility endeavors. In addition to the Pendleton

fewer applications for membership
than in previous years, and more
resignations and terminations, the
Association membership was reduced
by approximately 2,400 members.
However bleak the picture may
seem, the Association is fortunate in

Award sponsored by the Stuart
Cameron McLeod Society for excellence in assistance to disadvantaged
members of the business community,
two S 1,250 scholarships were
awarded to deserving students
studying for a degree in accounting.

having leaders in several depressed
economic areas who rose above the
occasion to produce membership
growths as healthy as 10 to 30 percent. W ith the upturn in the
econom y, the Association looks forward to increased m embership
grow th in the m onths ahead.

STUDE NT A FFI LI A TE
GROUPS

NE W HO ME
FO R NA A O FF I C E

This year saw the expansion of
NAA s tudent affiliate groups on
college campuses. The groups are
compos ed of NAA student members
enrolled at one or m ore recognized
institutions of higher learning,
operating as a voluntary organization under the sponsorship of one
or m ore NAA chapters. Their purpose is to further the objectives of
the Ass ociation and its student m embership ac tivities. A total of 105
chapters and 120 schools of higher
learning have been involved in the
form ation and operation of 48 student affiliate groups.
As a res ult of the sudden surge in
student group activities, our student
membership has increased from an
average of 5,000 student members
to a rec ord num ber of 6,600.

ME MB E RS HI P
NAA s eem s to follow a m em bership
cycle s om ew hat in reverse of the
norm al business cycle. As the normal business cycle proceeds to the
trough of a business cycle, NAA
membership begins to decrease due
to business decisions made at the
start of the recession. Conversely,

Plans are virtually com plete for the
relocation of the Association's w orld
headquarters. It is anticipated that
early in July (1983) final papers w ill
be signed w hich gives NAA ow nership of t he prope rty on w hich the
office building will rise.
The process hasn't been an easy
one. A stream that coursed its w ay

through the property caught the
attention of the Environmental Protection Agency. The result was a
public hearing and certain assurances regarding NAA's plans for the
stream . All has been resolved,
which included a m eeting w ith the
Governor of New Jersey. By the
tim e this Annual Report is
distributed, the property at 10
Paragon Drive in Montvale, New
Jersey, will be NAA's, and the construction process under w ay. It is
possible that a year hence, the NAA
office w ill indeed have been
relocated.
Regarding the Building Fund that
was launched in December, to date
actual contributions and pledges approach a quarter of a m illion dollars,

a very gratifying response. There are
plans to approach som e foundations

and large corporations to enlarge
the fund.

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
NATIONAL ASSOCIATION OF ACCOUNTANTS FOUNDATION, INC.

COMBINED BALANCE SHEET
June 30, 1983 and 1982
• A n 7

Combined
$1,093,304
5,842,290

311,155

329,794

865,153
373,986

347,013

$145,011

86,015
$8,158,051

84,079
$7,696,480

S

51,031,527

51,032,244

2,855,327
110,541
25,844
113,977
4,137,216
4,020,835
$8,158,051

2,774,029

—

—

—

I

—

—
-

—

—

—

—

—

—

—

—

54,348,033

145,011
$145,011

-

—

(61,060)

LIABILITIES and FUND BALANCE (DEFICIT)
$1,031,527 S
Accounts payable and accrued expenses
....
Deferred revenues
2,855,327
Membership dues
.....................
110,541
Building fund contributions
............
25,844
Research contributions (note. 1)
..........
113,977
— -Other
..............................
4,137,216
Total liabilities
......................
(472,209) 4,348,033
Fund balance (deficit)
. . . . . . . . . . . . . . . . . . . $3,665,007 $4,348,033

See notes to combined financial statements

—

Combined
S1,422,005
5,099,737

—

.

Memorial
Education
Fu n d _
S 7,205
137,806

—

.

Reserve
Fund
$1,323,641
3,085,452
—

Current
Operating
Fund
ASSETS
91,159
S
Cash (note 1)
. . . . . . .at. .cost
. . . .(note
. . . . 2)
. . . . . . . . . 1,876,479
Marketable securities
.......
Receivables net of allowance for doubtful
311,155
accounts (525,200 and $9,700)
..........
Furniture, equipment, leasehold improvements
865,153
and software (note 3)
..............
373,986
Land and construction costs
..............
61,060
Due from (to) funds
.....................
86,015
Other assets
. . . . . . . . . . . . . . . . . . . . . . . . . . . $3,665,007

1982

8,533
90,707
3,905,513
3,790,967
57,696,480

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
NATIONAL ASSOCIATION OF ACCOUNTANTS FOUNDATION, INC.

COMBINED STATEMENT OF REVENUES AND EXPENSES
AND CHANGES IN FUND BALANCE
Years Ended June 30, 1983 and 1982
1983

Current
Operating
Fund _

S

-

Memorial
Education
Fund

Combined

Combined

S -

$5,429,380
907,443

55,135,790
949,323

-

903,620
26,589

1,054,237
95,314

810,186
594,824
339,893
420,531
130,570
475
15,291
9,578,802

631,752
758,972
391,517
(275,707)
151,445
3,218
70,601
8,966,462

1,115,578
471,995
132,521
1,584,195

1,030,408
491,711
216,144
1,467,971

1 ,121,237
201,869
184,892
94,046
88,679

1,149,361
287,313
120,602
106,510
125,607

647,220
87,623

606,270

220,993
644,164
721,428
420,294
1,053,918
196,724
361,558
9,348,934
229,868
3,790,967

243,526
644,370
767,128
408,922
991,761
201,226
389,947
9,248,777
(282,315)
4,073,282

420,531
130,570
475

-

........

See notes to combined financial statements

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

(87,623)

16,688
143,323
-

551,101
4,043,555

-

(15,000)
$145,011

$4,020,835

-

-

(159,000)
54,348,033

-

.

Excess (deficiency) of revenues over expenses
Fund balance (deficit), beginning of year
...
Transfers
CMA special promotion program
87,623
.......
Video education program
15,000
National office relocation . . . . . . . . . . . . .
159,000
..............
Fund balance (deficit), end of year
S (472,209)

-

220,993
644,164
721,428
420,294
1,053,918
196,724
361,558
9,348,934
(337,921)
(395,911)

-

647,220
87,623

-

1,121,237
201,869
184,892
94,046
88,679

I b,bdd

-

..................

1,1 15,578
471,995
132,521
1,584,195

-

EXPENSES
Member services
Payments to chapters
...............
Other
.
.
.
.
.
.
.
.
.
.
.
.
.
..............
Marketing and membership
..........
Technical publications
Professional services . . . . . . . . . . . . . . . .
Continuing education program
.......
Research fund expenditures
.
.
.
.
Management accounting practices. . . . . .
.....
Public relations and promotion
.
.
.
....
Other
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
Institute of Management Accounting . . .
CMA Program
. . . .program
.................
Special promotion
..........
Finance
Accounting
.......................
Information services
................
General office
.
.
.
.
.
.
...............
Occupancy costs
.
.
.
.
...............
Administration
.
.
.
.
.
.
.
.
..............
Meetings planning
Annual Conference. . . . . . . . . . . . . . . . . . .

551,101

-

-

-

-

16,213

-

-

-

REVENUES
Membership dues
$5,429,380
. . . .of. .publications
..............
Advertising and sales
907,443
....
Continuing education program
registration fees and sales of material
903,620
Research fund contributions applied . . . . .
26,589
Institute of Management Accounting. . . . .
registration and examination fees
810,186
.....
Interest and dividends on investments
578,611
Annual Conference
registration fees. . ...
339,893
Gain (loss) on security sales
............
Registration fees for membership
.......
Contributions
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
......
Miscellaneous
15,291
.......................
9,011,013

Reserve
Fund

1982

$3,790,967

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
NATIONAL ASSOCIATION OF ACCOUNTANTS FOUNDATION, INC.

COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Years Ended June 30, 1983 and 1982

Reserve
Fund

Memorial
Education
Fund

Combined

Combined

S 551,101

S 16,688

S 229,868

S (282,315)

86,711
(420,531)
(103,952)

77,137
275,707
70,529

81,298
110,541
17,311
23,270
15,588,911
18,639

228,979

-

-

-

9,426,665

408,615
-

-

4,885
11,663,341
5,236

-

-

-

-

-

-

-

-

-

-

16,688

-

-

-

(420,531)
130,570

.

-

.

Funds provided from (used by)
Excess (deficiency) of revenues over expenses S (337,921)
Add (deduct) items not requiring (providing)
funds
86,711
Depreciation and amortization
. . securities
........
(Gain) loss on sale of marketable
(251,210)
Increase in deferred revenues
81,298
Membership dues
....................
110,541
Building fund contributions
............
17,311
Research contributions
.
.
.
.
.
...........
23,270
Other
. . . .sale
. . . .of. .marketable
. . . . . . . . . securities
. . . . . . . . . 5,753,631
Proceeds. .from
18,639
Decrease in receivables
Decrease in other assets . . . . . . . . . . . . . . . . .
. . . . .accrued
............
Increase in accounts payable,
expenses and other liabilities
...........
72,893
Increase (decrease) in interfund advances
. . . 5,826,373
Total funds provided

1982

1983

_
Current
Operating
Fund

-

-

-

200,631

-

8,951,1 1 1

394,172

-

12,173,601

604,851
14,425,827

152,515
11,853,564
50,465

-

-

-

717

-

717

373,986
1,936

-

373,986
1,936

-

-

-

-

-

604,851
5,080,544

15,736,018

Net increase in cash
...............
Cash balance, beginning of .year
........... S
Cash balance, end of year

................

See notes to combined financial statements

-

(159,000)
(246,623)

11 5,000)

25,962
65,197
91,159

301,608
1,022,033
$1,323,641

1,131
6,074
S 7,205

-

-

(15,000)

-

-

-

-

(87,623)

53,794
12,110,338

-

-

-

87,623
15,000
159,000
261,623

15,407,317

-

.....................

8,951,111

-

Transfers
CMA special promotion program
........
Video education program
.
.
.
.
.
.
.......
National office relocation
..............
Total transfers

394,172

6,062,034

-

.................

-

-

Funds applied
Purchase of furniture, equipment, leasehold
improvements and software
...........
Purchases of marketable securities
.........
Increase in receivables
.
.
.
.
.
.
.
.
.
.
........
Increase in land and construction costs
.....
Increase in other assets
. . . . . .accrued
...........
Decrease in accounts payable,
expenses and other liabilities
........
Decrease in deferred revenues . . .research
contributions
........................
Total funds applied

-

-

................

[57,893)
9,499,342

if 5,000)
410,303

328,701
1,093,304
$1,422,005

63,263
1,030,041
S1,093,304

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
NATIONAL ASSOCIATION OF ACCOUNTANTS FOUNDATION, INC.

NOTES TO COMBINED FINANCIAL STATEMENTS
June 30, 1983

The combined financial statements include the funds and accounts of the National Association of Accountants (Association) and the National Association of Accountants Foundation, Inc. (Foundation), a related entity incorporated on May
9, 1983 for the purpose of owning an office building which
will be leased to the Association. Included in the Current
Operating Fund is the financial data of the Foundation. The
combined financial statements do not include the funds and
accounts of chapters, regional councils, and the Stuart
Cameron McLeod Society.
Current Operating Fund
Revenue recognition
Membership dues are recorded as revenue during the applicable membership period and no portion of such dues is
allocated to subscription revenues in the combined financial
statements. Registration and examination fees are recorded as
revenue when the related program or examination takes
place. Advertising revenues are recorded as revenue when the
applicable publications are issued.
Furniture, equipment, leasehold improvements and software
Furniture, equipment, leasehold improvements and software
are recorded at cost. Leasehold improvements are amortized
on the straight -line method over the term of the lease or the
estimated useful lives of the assets, whichever is the shorter
period. Software is amortized on the straight -line method over
a period of five years. Furniture and equipment are depreciated on the straight -line method over their estimated useful
lives.
Reserve Fund
In June 1982 the Board of Directors approved future expenditures from the Reserve Fund for two purposes:
1. For the acquisition of land and the construction of a
building in Bergen County, Northern New Jersey and
for such moving and related costs as may be required in
an amount not to exceed 52,000,000. Of this amount
S 159,000 was transferred to the Current Operating Fund
during the 1982 -83 fiscal year. The additional funds to
complete the project were obtained through the issuance of 54,000,000 of Industrial Development Bonds by
the New Jersey Economic Development Authority (See
Note 6).
2. For the implementation of a comprehensive marketing
and promotional effort for the Certificate in Management Accounting Program in the amount of 5300,000.
As of June 30, 1983, S87,623 had been expended.
The cash is held by a broker and earns interest at a rate
which approximates the weekly 90 -day U.S. Treasury Bill rate.
Memorial Education Fund
The Memorial Education Fund has been established for the
purpose of supporting and furthering the educational goals of
the Association. Contributions for such purposes, and interest
earned on the Fund's investments, are recorded in the Fund.
The Board of Directors has approved a policy that once the
Fund reached S 100,000 the interest income may be expended.
The Fund is administered by a committee of trustees whose
actions are subject to the approval of the Executive
Committee.
The trustees, with the approval of the Executive Committee,
approved a transfer in the amount of 530,000 for the develop-

ment of a video program on the subject of working capital
management for small businesses all of which was expended
as of June 30, 1983. An additional transfer of S20,000 to
expand the video program was approved during the 1982 -83
fiscal year to be expended during the 1983 -84 fiscal year. At
June 30, 1983, 536,065 was available for future expenditures.
Research Fund
The Research Fund, which is administered by the Committee
on Research, has been established for the purpose of providing funds for the expansion of the research activities of the
Association. The policy of the Association is that funds contributed for research be included in the Current Operating
Fund and that expenditures for research will come first from
the amount of the Association's annual budget for this purbe charged to contributed
pose. Any excess expenditures
funds and remaining contributed funds will be deferred and
committed to future research expenditures. Funds contributed
for research with a specific dedication or restriction to a
specific research subject or project will be considered restricted
funds and accounted for as such.
The following is a summary of transactions affecting deferred research contributions for the 1983 fiscal year:
Bala nce Jul y 1, 19 82 . .... ... .... . S 8,533
Cont rib utio ns rece ive d .. ... .... ... 43,900
52,433
Research Fund contributions applied. 26,589
Balance June 3 0, 1983 ...... ...... $25,844
will

Note 1 — Summary of significant accounting policies

Reclassification
Certain amounts in fiscal 1982 have been reclassified for comparative purposes.
Note 2 — Marketable securities
Following is a summary of marketable securities by fund.
1983
Fund
Current
Operating
Reserve . . . .
Memorial
Education*

Cost

1982
Market

Cost

Market

51,876,479 51,925,852 52,549,566 52,532,844
3,085,452 3,633,818 3,140,475 3,080,400
137,806
137,806
152,249
152,249
$5,099,737 $5,697,476 55,842,290 55,765,493

*Includes accrued interest at June 30, 1983 and 1982
Note 3 — Furniture, equipment, leasehold improvements and software
As of June 30, 1983 and 1982, furniture, equipment, leasehold
improvements and software consisted of the following:
1983
1982
Furniture and equipment ...
$1,281,417
S 926,024
Leasehold improvements....
198,887
190,175
302,496
61,750
Software . . . . . . . . . . . . . . . .
1,782,800
1,177,949
Less accumulated depreciation
and am o rtizat ion .. ......

917,647
S 865,153

8_30,936
S 347,013

Note 4 — Pension plan
The Association has a noncontributory pension plan covering
substantially all employees. The Association's policy is to fund
pension expenses as accrued. Total pension expense was
approximately 5233,000 and 5235,000 for the years ended
June 30, 1983 and 1982, respectively. The actuarial funding

NOTES (continued)

Actuarial present value of accumulated plan benefits
Ve s t e d . . . .. . .. . . . . .. .. . .. . .. $ 1 ,8 23 , 39 8
Nonvest ed ... ... ... ... ... ...
128,375
T o t a l . . . . . . . . . . . . . . . . . . . . . . . $1,951,773
Net assets available for benefits .. $2,522,665
Under a deferred compensation plan for certain employees of
the Association a provision of S20,000 is being accrued annually to provide an amount, at age 65, equal to the present
value of anticipated payments to these individuals. As of June
30, 1983, $60,000 has been accrued and no payments have
been made.
Note 5 — Commitments
I he Association occupies office space under long -term lease
agreements, expiring in 1985, requiring minimum rental payments plus certain escalation charges. Rent expense, net of
sublease rentals of $69,188 and 565,858, was $420,294 and
$334,282 for the years ended June 30, 1983 and 1982, respectively. The aggregate minimum annual rentals under significant
long -term office leases are summarized as follows:

Year ending
Lease
Sublease
June 30
Commitments
Rentals
1984 ................
S477,916 . .... ..... ..S36,341
1985 ................
398,264............
—
Note b — New office facility
In July, 1983, the Foundation acquired land in Montvale, New
Jersey for the purpose of constructing an office facility which
will be leased to the Association for its National Headquarters.
It is estimated that the new building will cost approximately
55,000,000. Financing for the project is to be provided in part
by the Association, as mentioned in Note 1, and through the
issuance of $4,000,000 of Industrial Development Bonds by
the New Jersey Economic Development Authority. On August
17, 1983, the bonds were sold and the proceeds of the sale
are to be used by the Foundation in financing construction of
the facility.
The bonds are special obligations of the Authority, guaranteed by the Association and require interest payments semiannually on January 1 and July 1 of each year beginning
January 1, 1984 at the rate set forth in the maturity schedule
as follows:
MATURITY SCHEDULE
S71 5,000 Serial Bonds
Interest
Due
Interest
Due
Rate_
July
Amount
Rate
July 1
Amount
7.50%
1989
S
70,000
1984
550,000
5.50%
80,000
7.75
1990
1985
55,000
6.00
80,000
8.00
6.50
1991
1986
60,000
8.25
1992
90,000
7.00
65,000
1987
100,000
8.50
7.25
1993
65,000
1988
i

method used is the Frozen Entry Age Actuarial Cost Method.
Actuarial gains totaling approximately 572,000 are being amortized over a 10 -year period from July 1, 1976; the balance at
June 30, 1983 amounted to approximately $21,700.
Accumulated plan benefits, as defined by the Financial
Accounting Standards Board, are retirement plan benefits
earned to date by plan participants. Such benefits, calculated
as of the most recent valuation date (July 1, 1982), along with
net assets available for benefits, measured on a market value
basis, are presented below. The calculations are prepared
using an assumed rate of return of 6 112 percent on plan
investments.

The remaining 9 518 percent term bonds totaling S3,285,000
will be retired annually by redemption from July 1, 1994 to
July 1, 2008 by lot or other method as determined by the
trustee.
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ACCOUNTANTS' REPORT

Certifie d Public Acc ountants
420 Lexington Avenue
New York, NY 10170

The Board of Directors
National Association of Ac countants
W e have exam ined the combined balance s heet of the
National Ass oc iation of Ac countants and National
Association of Acc ountants Foundation, Inc . at J une 30,
1983, and the related com bined s tatements of revenues
and expenses and changes in fund balance and changes
in financial pos ition for the year then ended. Our examination was m ade in accordance w ith generally accepted auditing standards and, accordingly, included
such tests of the acc ounting records and such other
auditing procedures as we c onsidered nec essary in the
circumstances. W e previously examined and reported
upon the financial statements of the National Assoc iation
of Accountants for the year ended J une 30, 1982, com-

bined totals of w hich are included for com parative purposes only.
In our opinion, the combined financial statem ents referred to above present fairly the financial position of the
National Association of Accountants and National
Association of Accountants Foundation, Inc. at June 30,
1983, and the results of their operations and the changes
in their financial position for the year then ended, in
conformity with generally accepted accounting principles
applied on a basis consistent w ith that of the preceding
year.

August 10, 1983, except for Note 6 as to
which the date is August 17, 1983.

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
NATIONAL ASSOCIATION OF ACCOUNTANTS FOUNDATION, INC.

SUPPLEMENTARY INFORMATION (UNAUDITED)
constant measuring unit, today's
dollars, makes all years comparable.
When adjusted for the effect of
general inflation, the five -year
presentation more clearly portrays
the trends in revenues, expenses and
fund balances. No adjustment was
made for depreciable assets as they
are not a material factor. The
average Consumer Price Index for
the calendar year was used in lieu of
recalculating an average as of June
30 for each respective year.
Over the last five years, on a
historical cost basis, revenues have
increased by 46.2 percent and expenses by 54.6 percent. When adjusted for the effects of inflation,
revenues have decreased 1.1 percent
and expenses have increased 4.6 percent. During this same five -year
period, membership has increased by

=

*In thousands of dollars
* *Current Operating Fund

..............

1979

S5,135.8
1,054.2
949.3
631.8
391.5
885.6
9,048.2
9,248.8
S (200.6)

S4,402.6
1,019.7
637.0
527.2
242.4
438.1
7,267.0
7,818.7
5 (551.7)

53,986.5
819.4
452.9
471.8
335.1
609.7
6,675.4
7,019.4
S (344.0)

S3,894.0
849.7
401.5
339.3
248.8
428.5
6,161.8
6,049.0
S 112.8

S (395.9)
4,043.6
143.3
56.8

S (210.3)
4,147.9
135.7
60.6

S 341.4
3,249.1
120.2
59.7

685.4
3,020.2
104.7
63.2

9,591.1
9,803.7
S (212.6)

$8,487.9
9,132.2
5 (644.3)

S8,851.6
9,307.7
5 (456.1)

S9,107.1
8,940.4
S 166.7

S (419.7)
4,286.2
151.9
272.3
90,434
100

S (245.6)
4,844.7
158.5
247.0
90,202
99

S 452.7
4,308.3
159.4
217.7
89,230
100

S 1,013.0
4,4619
154.7
195.3
85,874
93

$

Historical Cost Financial Data Adjusted for
General Inflation (in Average 1982 Dollars)
Total revenues
s 9,01 1.0
Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,348.9
Excess of revenues (expenses) **
(337.9)
................ s
FUND BALANCES
Current Operating Fund
5 (472.2)
. . . . . . . . . . . . . . . . . . . . 4,348.0
Reserve Fund
. . . . . .Fund
.......................
Memorial Education
145.0
. . (1967
. . . . . . . .100)
.........
Average Consumer Price Index
288.6
Number of dues paying members at year end. . . . . .
89,265
.....
Number of employees at year end
93

CMA Special Promotion
Program
S 87,623
National Office
Relocation
159,000
Total
S 246,623
The erosion of the Current
Operating Fund and Reserve Fund
balances on a historical cost basis
becomes more pronounced when
adjusted for inflation.

Fiscal Years Ended June 30
1982
1981
1980

*

Historical Cost Financial Data as Reported
In the Financial Statements
1983
REVENUES
Member Dues
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . S5,429.4
Education
903.6
. and
. . . .advertising
...........................
Publications
907.4
.................
Institute of Management Accounting
810.2
..........
Annual Conference
339.9
........................
Other
620.5
.... ...............................
Total revenues
9,011.0
Total expenses . . . . . . . . . . . . . . . . . . . . . . .
9,348.9
.......................
Excess of revenues (expenses) **
S (337.9)
................
FUND BALANCES
Current Operating Fund
S (472.2)
. . . . . . . . . . . . . . . . . . . . 4,348.0
Reserve Fund
. . . . . .Fund
.......................
Memorial Education
145.0
. . . . . to
. . .total
. . . .revenues
.......
Percent of member dues revenues
60.3

4.0 percent. At the same time,
growth in revenue - producing activities has generated funds that
were used to provide services to
members.
It should be noted that during the
year ended June 30, 1983, with the
approval of the Board of Directors,
the following transfers were made
from the Reserve Fund to the Current Operating Fund:

$

FASB Statement No. 33, Financial
Reporting and Changing Prices, requires that certain large publicly held
companies present information about
the effects of changing prices and
encourages other organizations to
experiment with such information.
The accompanying five -year summary contains selected data for the
Association for the fiscal years ended
June 30, 1979 -83 on the basis of
historical cost and historical cost adjusted for general inflation.
The historical cost financial data
adjusted for general inflation is the
result of restating all historical
revenues, expenses and fund
balances in terms of dollars of
average 1982 general purchasing
power as reflected by the Consumer
Price Index. Restatement of the prior
year's reported results in terms of a

FINANCIAL
REVIEW
REVISED FORM AT
The financial reports for the year
ended June 30, 1983 have been
prepared on a columnar basis. The
column identified as Current Operating Fund also includes the activities
of the National Association of Accountants Foundation, Inc. The combined column includes the activities
of the Reserve Fund and the
Memorial Education Fund as well.
The financial report for the prior
year reflects the combined figures
for all three funds.
The change in format was made as
a result of the increasing interfund
activities and the addition of the
Foundation. If the format used in
prior years were continued, the
numerous transactions between the
Association and the Foundation, as
well as the transfers between funds,
could result in an unclear
presentation.

CURRENT OPERATING
FUND
Summary
For the year ended June 30, 1983
expenses exceeded revenues by
5337,921 compared to a prior year
deficiency of 5200,556. This deficiency includes the expenses incurred
for the CMA special promotion program and the video cassette education program totaling S 102,623 but
does not reflect the authorized
transfers from the Reserve Fund and
the Memorial Education Fund,
respectively, of the same amount.
As these were transfers between
funds, they are not reflected as
revenues in the Current Operating
Fund.
Revenues
The decrease of $37,208 in total
revenues was the net result of a
number of factors. Although memberships dues revenues increased by
S293,590, the positive effect of the
dues increase which went into effect September 1, 1982 was offset
by a decrease in membership of

1.3% for the year. Registration and
examination fees of the Institute of
Management Accounting increased
S 178,434 as a result of increases in
the rates of fees charged and in the
number of examination parts taken.
These revenue increases were offset
by a number of decreases, the most
significant of which was S 160,996
of interest and dividends on Reserve
and Current Operating Fund investments. A general decrease in interest
rates and a decrease in the principal
available for investment, resulting
from expenditures relating to the acquisition and construction of a new
office building in Montvale, New
Jersey and the purchase of new
computer hardware and software,
caused the decline.
Revenues from the Continuing
Education Program decreased by
$ 150,617, principally resulting from
fewer participants in the education
programs and a reduction in the
number of conferences and seminars
held during the year. There was a
net reduction of $41,880 in the line
item advertising and publication
revenues. Subscriber list rentals were
lower by S137,246 while advertising
and publication revenues increased
540,457 and $54,909, respectively.
Annual Conference registration fees
decreased by $51,624 as a result of
fewer attendees at the Houston
Conference as compared with the
Washington Conference in 1982.
The decrease in Research Fund contributions applied of 568,725 was
offset by a comparable decrease in
Research Fund expenditures.
Expenses
Expenses for the year were
$9,348,934 which is S100,157 more
than the prior year. Payments to
chapters were increased by $85,170,
reflecting increases in both the per
capita and competition point payments. Other expenses which increased included the cost of outside
facilities and meals for meetings,
space rentals, telephone and telegraph and postage. Salaries, wages
and fringe benefits decreased by
$4,780. Consulting, architectural

and legal fees incurred in connection with the new office facility during the 1982 -83 fiscal year were
capitalized and reflected as costs of
the new building, whereas similar
fees in the prior year which totaled
approximately $ 100,000 were
charged to expense:

RESERVE FUND
For the current year gains on security sales totaled $420,531 as compared to a loss of 5255,787 in the
prior year. Registration fees received
from new members totaled $ 130,570
as compared to $151,445 in the
prior year reflecting the decrease in
new member applications.
During the year authorized transfers
to the Current Operating Fund of
$87,623 for the CMA special promotion program and S 159,000 for the
national office relocation were
made.

M EM ORIAL EDUCAT ION
FUND
Contributions for the year totaled
$475 compared to $3,218 during the
prior year. Interest on investments
amounted to S 16,213 which is a
decrease of S3,152 from the prior
year, reflecting a decrease in interest
rates. During the year an authorized
transfer to the Current Operating
Fund of S 15,000 for the video cassette educational program was made.
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Converting Taxes
to Employee Benefits
Through a reduction in taxes that would otherwise be paid,
two capital accumulation plans provide tangible benefits
to employees at no cost to the company.
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Th e E c o n o mi c Recovery Tax Act o f 1 9 8 1
(ERTA) offered some well- publicized saving incentives in the form of All Savers Certificates and
liberalized IRA rules. A little noticed provision in
an earlier act, the Revenue Act of 1978, however,
having lain dormant for three years, threatens to
overwhelm these vehicles in terms of savings
volume.
This new tax incentive is unlike the IRA or All
Savers Certificates in that it is only available
through an employer- sponsored payroll savings
plan. Because the legislation permitting such
plans was included in Section 401(k) of the Internal Revenue Code, these plans generally are referred to as 401(k) plans. (The alternative designation, salary reduction plan, does not seem to have
caught on.)
ERTA also modified an existing law that allowed an employer to claim an additional I% investment tax credit if the amount made available
was used to fund a stock purchase plan for employees. A plan established under this law is currently known as a Tax Reduction Act Employee
Stock Ownership Plan (TRASOP). For capital intensive companies, the 1% investment tax credit
was substantial, and TRASOPs became wide-

spread in certain industries. For most companies,
however, and particularly labor - intensive companies, the tax credit was too small to provide significant amounts of stock for employees.
In an attempt to be equitable, ERTA changed
the basis for the tax credit from capital investment
to payroll. The tax credit available is equal to
0.5% of payroll for 1983, increasing to 0.75% in
1985. These plans have become known by the acronym PAYSOP or Pay Related Employee Stock
Ownership Plan:
The Concept of a Section 401 W Plan
A Section 401(k) plan is simple in concept and
works like this:
• Each employee eligible for the plan decides the
amount of pay to be saved.
• He signs a form agreeing to have his salary reduced by the amount of his monthly savings.
He then pays taxes based on the reduced pay.
• Each month the employer deposits this salary
reduction amount to a qualified plan.
• Un der th e ru l es for a q ual ified pl an , this
amount is deductible as an employer contribution and is not taxable income to the employee.
The effect of this arrangement is that the emMANAGEMENT ACCOUNTING /OCTOBER 1983

ployee avoids the taxes that would have been paid
had his /her savings contribution been made on a
more orthodox basis.
The Advantage to the Employee
In terms of current taxes, the employee avoids
the federal income tax that he would have had to
pay on his contribution. In addition, he also may
avoid state income taxes, although several states
have taken the position that they will not follow
the federal law in this case. Although initially
FICA taxes were avoided also, beginning in 1984
401(k) contributions are specifically subject to
FICA tax.
If distribution from the 401(k) plan were taxed
as ordinary income, the employee would be simply deferring federal income taxes. There is, however, a genuine tax savings inherent in such plans
because amounts distributed qualify for the benefit of "10 -year forward averaging." This is an extremely favorable basis of taxation because:

Comparison to IRA
Individual Retirement Accounts (IRAs) have
been promoted heavily since ERTA made them
available to all employees regardless of whether
they participated in a company - sponsored pension
plan. For an employee trying to decide whether to
contribute to a 401(k) plan or an IRA, three major factors favor the 401(k) contribution over the
IRA. Specifically:
The 401(k) contribution is free from the 10%
nondeductib le tax pen alty that i s assessed
against a withdrawal from an IRA prior to age
59'/2 (although the availability of cash, even at
a significant penalty, could potentially be regarded as an IRA advantage).
A 401(k) contribution is not specifically limited
to $2,000 (although whether an employee can
contribute more than $2,000 to a 401(k) plan,
or even as much as $2,000, is a matter of plan
design).
A distribution from the 401(k) plan generally is
subject to 10 -year forward averaging. On the
other hand, an IRA distribution is included in
full in taxable income in the year of distribution
and is therefore taxable at the employee's marginal tax rate.

The distribution is taxed in isolation, i.e., it is
not aggregated with any other income, and
The tax is computed by applying ordinary income tax rates to one -tenth of the lump sum
distribution and multiplying the resulting tax
by 10 (treatment is somewhat more complex for
distributions less than $70,000).
Table 1 illustrates the potential magnitude of
the tax savings for an employee who contributes
5% of his pay to a 401(k) plan for 20 years. The
figures illustrate that the tax advantages available
to the employee by saving through a 401(k) plan
are substantial. The savings, however, cannot be
withdrawn while he is employed by the company
except in a case of financial hardship and the rules
governing what constitutes financial hardship are
very restrictive. This stipulation may be a significant drawback for some employees.

Tax savings for
employees
under a 407 (k)
plan can be
substantial.

It should be noted that an employee is not precluded from making an IRA contribution by virtue of contributing to a 401(k) plan.
What the Company Should Consider
Many companies currently maintain qualified
savings plans to which employees contribute by
payroll deduction. Participation is encouraged
through a company matching contribution, typically 25 or 50 cents for each dollar contributed by
the employee. It is possible for such a plan to be
converted to a 401(k) plan by simply changing the

Table 1
Tax Savings on 5% Contribution to 401(K) Plan for 20 Years

Net tax
savings over 20 years

Annual pay

Total income
tax saved
over 20 years

Total income
on distribution
from plan

Income
tax

FICA

Total

$ 10,000
$ 20,000
$ 50,000
$100.000

$ 1,620
$ 5,270
$19,200
$48,200

$ 550
$ 1,100
$ 5,950
$14,700

$ 1,070
$ 4,170
$13,250
$33,500

$ 738
$1,476
$
0
$
0

$ 1,808
$ 5,646
$13,250
$33,500

Note: This table assumes that a single employee contributes 5% of pay to a 401(k) plan for 20 years. His pay is
assumed to stay level for 20 years, and investment earnings on his account have been ignored. The tax reductions scheduled through 1984 are allowed for in this table.
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The lack of
access to their
savings under a
401 (k) plan
may be a
drawback for
some
employees.

basis on which the employee contributes from
payroll deduction to salary reduction.
It may be possible for a company that currently
has no savings plan to establish a "stand alone"
401(k) plan, i.e., a 401(k) plan through which employees can save and receive the tax advantages
described above but to which the company makes
no contribution. It appears likely, however, that
such a plan would be used primarily by higher
paid employees, a result which might cause the
plan to fail to qualify with the IRS. Accordingly,
a 401(k) plan probably requires some company
seed money in the form of a matching contribution in o rd er t o at t ai n necessary level s of
participation.
The major impediment to converting an existing plan to a 401(k) plan, or establishing a new
plan, is the antidiscrimination test that any 401(k)
plan must pass to retain its tax qualified status.
This test limits the amount by which the contribution rate of the highest paid one -third of employees may exceed the contribution rate of the remaining employees. The written description of the
test is complicated. In practice it works as follows:

If the lower paid
two - thirds on
average contribute:
1%
3%
5%
7%
10%

... then the higher
paid one -third may
have an average
contribution of no
more than:
2.5%
6.0%
8.0%
10.5%
15.0%

Although this test is causing much concern, it
has, in fact, the advantage of being very specific.
Most IRS discrimination tests of benefit plans are
much more subjective, being based on facts and
circumstances. Moreover, the test is relatively liberal in that it permits higher paid employees to
contribute at a significantly greater rate than other employees.
It is, however, quite possible that lower paid
employees, being in a relatively low tax bracket,
will not be interested in the tax savings and will be
deterred further from contributing by the stringent withdrawal provisions. Because an eligible
employee who elects not to join the plan is included at a zero contribution rate for the antidiscrimination test, it is quite possible that a lack of enthusi as m fo r t h e pl an o n t h e p art o f l o w p ai d
employees could cause the plan to fail the test.
The experience of companies that already have
adopted 401(k) plans suggests that if the company
matches employee contributions to a 401(k) plan,
for example, by contributing 50cents for each dollar contributed by an employee, then sufficient
56

participation will be gained to satisfy the test. On
the other hand, a 401(k) plan supported solely by
employee contributions is likely to fail the test.
Another consideration is that the 401(k) plan
causes pay to be reduced for all purposes. As a
result, any payroll taxes that the employer pays,
e.g., FICA taxes, will be reduced. For a large employer the FICA tax savings could cover the cost
of administering the 401(k) plan.
The Characteristics of a PAYSOP
The other new employee benefit plan, the PAY SOP, has the following characteristics:
• A tax credit is claimed from federal income taxes due. The amount of the credit is 0.5% of the
payro ll o f pl an p arti cipants, increasing to
0.75% in 1985.
• This tax credit is contributed to a qualified
stock purchase plan and used to purchase company common stock.
• The common stock purchased is allocated tb
participant accounts, approximately in proportion to pay.
• Participants are 100% vested in all stock transferred to their account.
• Stock credited to a participant's account does
not result in taxable income until distributed.
Generally, distribution will not occur until the
participant leaves the company.
The major provisions of the PAYSOP are defined by law, and the only areas where there is any
design flexibility at all is in eligibility provisions
and t he b asis for allo catin g st ock among the
employees.
Considerations in Adopting a PAYSOP
For a company whose stock is not publicly
traded, a PAYSOP is unlikely to prove attractive.
Apart from the fact that the company may not
want stock in the hands of its employees, there are
significant problems associated with the valuation
of the stock.
Most publicly -held companies, on the other
hand, tend to see merit in having stock in the
hands of employees. With the government standing ready to provide a handout to provide stock to
employees, it is hard to understand why every
publicly -held company does not immediately
adopt a PAYSOP. The average employer spends
6.9% of pay on capital accumulation programs,
i.e., pension, profit- sharing, and savings plans.
Accordingly, the PAYSOP credit (0.5% of pay,
increasing to 0.75% in 1985) will allow the average employer to boost his funding for these benefits by about 10 %.
As far as the average employee is concerned, his
annual PAYSOP credit will probably amount to
MANAGEMENT ACCOUNTING /OCTOBER 1983

about $100 to $150. These are not large amounts,
and the program clearly should not be oversold.
The cumulative effect of these PAYSOP credits,
however, can produce a significant benefit for the
career employee.
A PAYSOP /401(k) Contribution
Regarding the problems that an IRS antidiscrimination test causes for 401(k) plans, an interesting design technique allows a PAYSOP to be
associated with a 401(k) plan in a manner that
may alleviate the problems caused by the antidiscrimination test.
The tax credit contribution to a PAYSOP may
be allocated among employees on a per capita basis under which all employees receive the same
doll ar con tri but ion (e.g., if th e t ax credit is
$100,000 and there are 500 eligible employees,
each eligible employee receives stock worth $200).
As a result of this allocation, lower paid employees receive a larger contribution, expressed as a
percentage of pay, than higher paid employees.

This contribution pattern is the reverse of that
which prevails for a 401(k) plan where lower paid
employees are likely to have a lesser contribution
percentage than higher paid employees. As a result, the antidiscrimination test will be satisfied
more easily by a combination of the 401(k) plan
and a per capita PAYSOP than by the 401(k) plan
alone. Such a combination of plans to satisfy the
401(k) antidiscrimination test is permitted.
Use of a per capita PAYSOP in this manner enhances the 401(k) plan by enabling higher paid
employees to contribute more to the plan than
otherwise would be the case.
Both plans provide employees with significant
benefits that are derived, not from company contributions, but from a reduction in taxes that
would otherwise be paid. The 401(k) plan allows a
direct reduction in the employee's own taxes, and
the PAYSOP converts a portion of the company
taxes to a stock account for each employee. These
benefits clearly make them worthy of serious consideration by all employers.
❑
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So You Still
Have not Adopted LIFO
Despite managers' fears, there is little evidence to suggest
that stock price is adversely affected by LIFO adoption.

By Clayton T. Rumble
As inflation began heating up in the 1970s, corporate managers turned with increasing interest to
the last -in, first -out (LIFO) method of inventory
valuation as a means of improving the quality of
reported earnings and deferring income taxes. Despite its considerable advantages, though, many
corporations still have not yet adopted LIFO for
one reason or another.
Certainly there are some very valid reasons for
not adopting LIFO: the likelihood of inventory
market value declining below LIFO cost; anticipated decreases in future costs due to technological advances, production efficiency gains, or economies of scale; the existence of net operating
losses without possibility of carryback or probability ofcarryover; and so on.
However, corporate managers consistently cite
a host of other reasons for not adopting LIFO,
and many of these reasons are not so well- founded. Let us examine some ofthe specious reasoning
behind LIFO decisions and attempt to allay the
less valid concerns. The task is to challenge corporate managers' traditional reasons for not adopting LIFO in an attempt to encourage more careful
examination of these reasons. Thus, my role here
is that of devil's advocate.
LIFO: Advantages and Disadvantages
The primary advantage of LIFO is that in toMANAGEMENTACCOUNTING/OCTOBER
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day's inflationary environment LIFO defers (not
avoids) income taxes by reducing income. The improved cash flow, then, can be profitably invested
or used to reduce borrowings. As long as each
year's LIFO layer remains intact, the associated
tax deferral continues in effect and earnings on
the tax deferral compound. Over the years these
earnings may amount to a sizable sum.
In addition to deferring income taxes, though,
LIFO has a great deal of theoretical justification.
By matching current costs against current sales,
LIFO produces a truer picture of income; that is,
the quality of income produced by the use of
LIFO is higher because it more nearly approximates disposable income.
In a January 27, 1981, New York Times interview, Reginald Jones, retired chairman of the
General Electric Company, was asked what evidence there was that managers are overly concerned with short -term profitability. He replied:
"I think that the most damning thing is that nearly two - thirds of the inventory of U.S. industry is
still accounted for on a FIFO ... basis, which increases both reported earnings and tax payments.
The reason for that is the unwillingness of management to face up to the lower reported earnings
that would result under LIFO ... or perhaps because most top executive contracts are tied to reported earnings."
Even though the primary advantage of LIFO —
reduced tax payments —is a function of lower in-
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The negative
impact of LIFO
on earnings is
not an
insurmountable
hurdle.
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come, the negative earnings impact ironically continues to cloud corporate managers' decisions
about the adoption of LIFO. Managers fear that
lower reported earnings will unfavorably affect
stock price, executive compensation contracts, minority stock valuations, and creditors' ratings. As
we will see, there is little evidence to suggest that
stock price is adversely affected by LIFO adoption. Furthermore, there is no need for LIFO to
affect executive compensation contracts, minority
stock valuation, or creditors' ratings.
The Internal Revenue Code (Code) and Treasury Regulations (Regulations) generally do not
govern financial accounting policies, but in the
area of LIFO, the conformity requirement expressed in the Code and Regulations has the effect
of controlling the use of LIFO in financial statements and other financial reports. Briefly, the
conformity requirement mandates that taxpayers
who avail themselves of the federal income tax
benefits of the LIFO method also must use LIFO
"... for credit purposes or for purposes of reports
to shareholders, partners, or other proprietors, or
to beneficiaries.... "'
In addition, the conformity requirement dictates the types of non -LIFO disclosures which can
be made in LIFO -based financial statements.
Were it not for the conformity requirement, companies could use LIFO to reduce taxable income
and use a non -LIFO method for financial statement purposes in the same fashion that the more
favorable accelerated depreciation is used in tax
returns and straight -line depreciation is used in financial statements. Thus, the LIFO conformity
requirement is the culprit behind the negative
earnin gs impact i ssue. However, regul ations
adopted in January 1981, although not going to
the extent of allowing the use of LIFO in tax returns and a non -LIFO method elsewhere, did relax the conformity requirement significantly, such
that it is now possible to present non -LIFO information very favorably in LIFO -based reports.
Executives of public corporations naturally
need to be concerned about their companies' stock
prices, but it appears that stock price effect should
be of minor significance in the LIFO decision.
Several studies have attempted to determine the
effect of LIFO adoption on stock prices. One
study 2 suggests the possibility of a negative market reaction in the short run, particularly where
the effect of the change to LIFO is large in relation to earnings per share. Limited evidence in
this study and the results of two other studies,
however, su gges t th at i n th e lo nger run (12
months) stock prices actually rise when companies adopt LIFO.'
Although the stock price effect studies were
made in the 1970s, the same results probably
would be achieved today for two reasons. First,

the investing public and financial analysts today
are more sophisticated in the area of inflation.
They tend to view the adoption of LIFO as a responsible management's practical means of dealing with the reality of inflation.
Second, the relaxed disclosure requirements in
the January 1981 Regulations make it possible to
present non -LIFO data in LIFO -based statements
in such a fashion as to mitigate any negative effects LIFO adoption might have on stock price. In
annual reports containing LIFO -based financial
statements, non -LIFO data generally cannot be
presented on the face of the income statement.
However, the non -LIFO data may be presented-in
the notes to the financial statements as in the 1981
Merck & Co., Inc. Annual Report:
... LIFO had the effect of reducing 1981
net income by $21,108,000 ($.28 per share)
... with a positive increase to cash flow of
$19,500,000... as a result of decreased U.S.
taxes.
Furthermore, other sections of the annual report
such as the financial highlights, president's letter,
management's analysis, and the income summary
may contain non -LIFO data in one of two ways.
First, the annual report section may be clearly
identified as a supplement to or explanation of the
primary income statement and the LIFO data
must be presented along with the non -LIFO data.
For example, Merck & Co.'s 1981 financial highlights section might have appeared as illustrated
in Table 1.
The second means of presenting non -LIFO data
in other sections of a LIFO -based annual report is
by disclosing the effect that using LIFO had on
particular data. In his letter to stockholders in the
1981 Annual Report, for example, Merck & Co.'s
president could have said:
The use of the LIFO meth od of valu ing
most of our domestic inventories reduced
net income for the year by $21,108,000 ($.28
per share) and increased cash flow by approximately the same amount as a result of
reduced income taxes.
Sections of an annual report containing such explanations of the effects of using LIFO are not requ i red t o be i d en t i fi ed as s u p p lemen t al o r
explanatory.
The rules outlined above apply to interim reports to shareholders, as well. Thus, non -LIFO
data can be very favorably presented in shareholder communications.
The same rules that govern annual and interim
reports also apply to shareholders' meetings, press
conferences, securities analysts' meetings, and
MANAGEMENT ACCOUNTING /OCTOBER 1983

press releases. At a securities analysts' meeting, an
analyst might ask what reported net income and
earnings per share would be if inventories had
been valued on a first -in, first -out (FIFO) basis. A
corporate official could appropriately respond:
"Net income and earnings per share reported on a
LIFO basis were $398,265,000 and $5.36, respectively. Had inventories been valued on a FIFO basis, net income would have been $419,373,000 or
$5.64 per share." Note that both LIFO and FIFO
data are presented. Similarly, if asked at a shareholders' meeting what was the effect of using
LIFO on net income and earnings per share, a

mula -based price. Also, parent corporations often
have contracts with minority shareholders of subsidiary corporations providing for the parent company's purchase of the minority shareholders'
stock at a price computed by a formula. Usually,
these stock valuation formulas, like the incentive
compensation computations, are based upon net
income, earnings per share, or book value. Once
again, though, it is a simple matter to amend these
contracts to state that all references to net income,
earnings per share, and book value relate to such
statistics computed on a non -LIFO basis. However, as with employment contracts and incentive

Table 1
Financial Highlights (Supplement to Income Statement, Page 40)

FIFO

company official could respond, "The effect on
net income and earnings per share of using LIFO
was $21,108,000 and $.28, respectively."
Another major concern of corporate managements considering LIFO is the effect LIFO adoption would have on individual executive compensation contracts and incentive compensation plans
for certain classes of employees. Executive compensation contracts and incentive compensation
plans usually are based upon net income, earnings
per share, or book value so that if there is no modification to these contracts and plans, the adoption
of LIFO would result in a decrease in the compensation of employees covered by such contracts and
plans.
Generally, it is a simple matter to amend employment contracts and incentive compensation
plans by defining income, earnings per share, and
book value used in such contract or plan computations as non -LIFO income, earnings per share,
or book value. However, when management presents computations of incentive amounts to executives and incentive plan participants (some of
whom may be stockholders), care must be taken
to identify such communications as supplemental
to the primary financial statements in the annual
report. In addition, the corresponding LIFO based data must accompany the non -LIFO data in
these communications.
Frequently, corporations have contracts with
shareholders which, among other things, provide
for the redemption of shareholders' stock at a forMANAGEMENT ACCOUNTING /OCTOBER 1983

Per share

$2,041,156,000

$5.64
—

$5.36
2.65
$26.30

$

$

—

$2,929,455,000
626,872,000
419,373,000
—

$

$

$2,929,455,000
586,264,000
398,265,000
196,830,000
$2,001,460,000
$

Net sales
Income before taxes
Net income
Dividends declared on common stock
Shareholders' equity

Amount

Per share

—

LIFO
Amount

LIFO can be of
benefit even
when inventory
quantities are
declining.

$26.80

plans, any reports presented to minority shareholders showing computations of the value of
their stock on a non -LIFO basis must be clearly
identified as supplemental to the primary financial
statements in the annual report, and corresponding LIFO -based data also must be presented.
Companies are frequently required to provide
financial information to trade creditors to establish, maintain, or increase trading lines. Some
companies fulfill this requirement by sending
copies of the latest annual report while others
complete credit forms supplied by vendors or by
distributing highly condensed financial data.
Corpo rate managers worry th at th e us e of
LIFO in creditor communications will affect credit ratings adversely because LIFO reduces income
and distorts liquidity, debt /equity, and earnings
coverage ratios. However, if certain requirements
are met, creditor communications can be prepared
in such a way as to present the desired, favorable
credit information and still preserve the federal income tax benefits of LIFO.
If a company using LIFO provides its annual
report to creditors, there are no special requirements; the annual report simply must be prepared
following the requirements outlined above. Special
rules, however, apply to vendors' credit forms and
condensed financial information supplied by the
company.
If the report contains both balance sheet and i ncome statement information and the company desires to show non -LIFO information, then the in61

come s tatement i nfo rmati on mu st be cl early
identified as supplemental to the company's primary presentation of income in its annual report,
and LIFO data corresponding to the non -LIFO
data must be presented . As an example of a vendor's credit report form, see Table 2.
Because creditors are mainly concerned with liquidity and capitalization , they often require only

balance sheet information . In a credit report, if income is to be shown on the non -LIFO balance
sheet of a company that uses LIFO in its federal
tax return and annual report, it may be done so in
either of two ways. First , the balance sheet may be
clearly identified as supplemental to the company's annual report and the corresponding LIFO
data must be presented for each item of non -LIFO

Table 2

The complexity
criticism of
LIFO may stem
from a lack
of firm
understanding
of the concept.

Vendor Company
123 Main Street
Anytown, New York
Dear prospective customer:
You have recently placed an order with the vendor company. However, before we can process your order we
mus t obta in the following credit information. Plea se provide the require d information and return as soon as
possible. This information will remain confidential.

Bank reference

Trade references

Name of bank: F / R 5 7 - N ATI ON AL FAN X
PO. B ox 12 34
Address:
/V cta Y ORK , M -y

XYZ COIVJPA /vy
Name:
Address: PO- Sox 13 3 - 7

Account number:
Person to contact: T o H i V S M / r H

Na me :
AB C COMP /+Ny
Address: 1 o - B o x 2 f - 6 8

/VEW

YORK, N . Y.

iVc W y oR k, N.
THE

/NFORMAr /D/

/, V T H E

BE,LOW

CUI CrP '.4 /V j i5

1982

T o

g AN 0 A1 _

/Nr-

fRIE A -

Y. O R O V

/o N

/VED

4 6 P O R %.

Financial information
Income statement f or theET

AR

ended

FIFO

LIFO

$V ,0 0 0, ao O

Sales

$q"0 00 ,0 00

Expenses:
Cost of sales
Selling and general

3 rO a 0 , 0 0 0

100, 000

1 00, 00v

2 00, 00C>
l o a,0 00
z 37-81,o0 o
65 `8,� oc

100, 0 0 0
3 0 0, 0 0 0

Other
Taxes
Total expenses
Net income

3, 6 0 0 , 0 0 0

3� 12,00a

V00 , p 0 0

Balance sheet as of t 2 / f ; If2Cash
Notes and accounts receivable
Inventories
Other current assets
Total current a s s e ts
Property, net
Total
Current liabilities
Long -term debt
Owners' equity
To tal
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/00,000
aSO , 0 00
/,000,000
So, 0 0a
2,

0o p, o t) o

/, O d o , 0 0 0
3, 0 0 0 , 0 0 0
/ 00 0, 000
3 00, 000
/, 5' 00, 0 0 0
B, doo, 000
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Table 3

Widget Corporation
Statement of Financial Position
December 31, 1982
The information shown below is supplemental to the company's primary
presentation of income and financial position presented in the 1982 annual
report.
Assets

FIFO
100,000
850,000
1,000,000
50,000

Total current assets
Property, net
Total

LIFO
$

Cash
Notes and accounts receivable
Inventories
Other current assets

$

data shown. Using the previous example, a company might prepare the condensed balance sheet
as sh own in Tab l e 3 for use in cred i t o r
communications.
The second means of presenting a non -LIFO
balance sheet and disclosing non -LIFO income is
by either showing the non -LIFO income parenthetically on the face of the balance sheet or showing it in a footnote to the balance sheet. In either
case, the balance sheet need not be identified as
supplemental. So, using the same example, the
balance sheet shown in Table 4 is permissible.
In addition, if a company which normally uses
LIFO desires to present a non -LIFO balance sheet
but not disclose income, it may do so without supplemental notation or explanation. In the above
example the parenthetical income reference could
be eliminated and the non -LIFO balance sheet
could be distributed without the supplemental or
explanatory notation.
Of course, we have discussed non -LIFO balance sheet disclosure in terms of creditors' reports
because it is to creditors that balance sheets only
are normally presented. However, these same
rules apply to balance sheets presented to other
parties, as well: shareholders, partners, other proprietors, and beneficiaries.
In any discussion of means of handling the negative impact of LIFO on the financial statements,
a comment on long -term debt indentures is in order. Managers should carefully consider the effects LIFO adoption would have on financial covenants contained in long -term debt indentures.
These covenants typically restrict retained earnings available for dividends or treasury stock purchases, impose borrowing restrictions, require a
certain amount of working capital, etc. Upon application, though, most lenders are willing to
amend indentures to provide that computations
made to test compliance with long -term debt covenants will be made on the more favorable nonLIFO basis. Lenders generally realize that the increas ed cas h fl ow gen erated b y LIF O o n l y
benefits their credit position.
As with miscellaneous reports to employees,
stockholders, or trade creditors, reports containing covenant compliance computations sent to
long -term debt trustees must be identified as supplemental to the company's annual report if such
compliance reports disclose income on a non LIFO basis. If income is not shown in compliance
computations these reports need not be labelled as
supplemental.
At this point, then, it should be evident that the
negative impact of LIFO on earnings is not an insurmountable hurdle. Prior to the adoption of
LIFO, however, corporate managers should examine each type of financial report issued by the
company and determine how each report should

100,000
850,000
700,000
50,000

2,000.000

1,700,000

1,000,000

1,000,000

$3,000,000

$2,700,000

$1,000.000
500,000

$1,000,000
500,000

500,000
600,000
400,000

500,000
442,000
258,000

Liabilities and equity
Current liabilities
Long -term debt
Equity:
Capital stock
Prior years' retained earnings
Current year's net income
Total equity
Total

1,500,000

1,200,000

$3,000.000

$2,700,000

Table 4

Widget Corporation
Statement of Financial Position
December 31. 1982
Assets
Cash
Notes and accounts receivable
Inventories
Other current assets
Total current assets
Property, net

$ 100,000
850.000
1,000.000
50.000
2,000.000
1,000,000

Total

$3,000.000

Liabilities and equity
Current liabilities
Long -term debt
Equity (including $400,000 current
year's income)
Total

$1,000.000
500.000
1,500.000
$3,000,000

be prepared to meet the conformity requirements
contained in the January 1981 Regulations.
Restoration of Market Writedowns
The second most commonly given reason for
63

Decreasing Inventory Quantities

of

A common misconception among corporate
managers is that there is no benefit to adopting
LIFO in a year when inventory quantities are declining. This reasoning is so common because
companies frequently engage in inventory reduction programs. The conclusion reached is that
LIFO should be adopted in a later year when inventory quantities are stable or increasing.
LIFO valuation, however, is a function of the
interplay
qu an t it y changes an d u ni t cos t
changes. Therefore, it is quite possible that even
though inventory quantities decline in the year of
adoption (or in later years, for that matter), such a
quantity decline will be more than offset by unit
cost increases. These circumstances, then, will
create an addition to the LIFO reserve and lower
income and tax liabilities. Many corporate managers have been surprised to learn from their accountants that LIFO could be of benefit even
when inventory quantities were declining.
LIFO Is Complex, bu t . . .
Complexity often is regarded as a deterrent to
adopting LIFO. Complexity in LIFO, though, is
largely a function of organization size and structure. LIFO computations tend to be more complex in large, multi- divisional, multi- product organizations than in smaller organizations handling
only a few types of product.
Large, complex organizations usually have relatively sophisticated accounting personnel who,
with some minimal training, would be able to implement LIFO with little difficulty. LIFO training
is available through state and national accounting
associations, CPA firms, university continuing
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education courses, and self -study courses. In addition, larger organizations usually have data processing equipment and staff which greatly facilitat e t he use of LIFO. So, even tho ugh LIFO
computations tend to be more complex in the
larger, multi- product organization, the personnel
and data processing facilities in such organizations generally can compensate for whatever complexities that might be involved.
LIFO can have the same relative benefit to
smaller organizations as it has for large ones.
However, until recently complexity really was a
problem for small businesses because of a general
lack of qualified accounting personnel and data
processing facilities. In 1981, though, the Treasury adopted Regulations [1.472- 8(e)(3)] designed
to simplify LIFO computations and eliminate disagreements with the IRS , particularly for the
smaller business. The 1981 Regulations enable
companies to use the Consumer Price Index or the
Producer Price Index to segregate their inventories into pools of like goods and to compute the
inflation index for each of these pools necessary
for determining the LIFO values.
In applying the simplified rules, "qualified
small businesses," those having average annual
sales of less than $2 million, enjoy more benefits
than larger businesses. First, qualified small businesses are permitted to have one inventory pool
which reduces the exposure to LIFO layer liquidations inherent in the use of multiple pools. Second, qualified small businesses may use 100% of
the computed inflation index in computing their
LIFO inventories, while larger businesses are allowed to use only 80% of the inflation index,
thereby somewhat reducing the LIFO benefit.
Admittedly, at first glance the "simplified"
LIFO rules are not so simple, and, as with any
new method, there will be a certain amount of
start-up time involved in learning to use the published indexes. However, most companies' array
of products does not change significantly from
year to year so that once the start-up time is invested in learning the application of the simplified
LIFO rules, little additional work is required in
this regard in succeeding years.
Apart from the computational complexity issue, LIFO accounting and bookkeeping are not
nearly as difficult as they are often made out to
be. LIFO valuation is an annual concept, and,
therefore, for purposes of interim reports to outsid e parti es , a company s hou ld est imate t he
change in its LIFO reserve for the fiscal year and
reflect in income through the interim date a ratable portion of the annual change. From a bookkeeping standpoint this can be accomplished in a
couple of ways. First,
the company does not
want the interim LIFO adjustments to appear in
its accounts or on its internal statements, then the
if

UF0 can have
the same
relative benefit
to smaller firms
as it has for
larger ones.

not adopting LIFO is that the beginning inventory
for the year of adoption must be adjusted to reflect cost. This means that any reserves against the
beginning inventory for subnormal goods (goods
unsalable at normal prices) or excess stock must
be restored to inventory and taxable income. Taxpayers report such restoration by filing an amended return for the year prior to LIFO adoption.
Prior to 1982, the IRS required taxpayers to
pay with the amended return any tax due on the
reserve restoration, and this requirement was a
significant deterrent to LIFO adoption, particularly for cash - strained companies. However, in
1981 Congress amended the Code (IRC Section
472(d)) t o allow t axpayers adopting LIFO to
spread the beginning inventory adjustment over a
three -year period beginning with the year of adoption. By so doing, Congress afforded taxpayers a
propitious means of financing the tax due on any
reserve restoration incident to the adoption of
LIFO and caused reserve restoration to be less of
a weighty concern in the LIFO adoption decision.
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"ANDONYOURWAYTOTHETOP,ALWAYS
REMEMBERTHEPRIORITIESJUNIOR-LIKE
SUPPLEMENTALGROUPLIFEINSURANCE."

Among the priorities in
your life, protection for your
family's future with life insurance shou ld be right a t the
top of the list. And, with the
rising cost of living, getting
extra protection is a wise
move... even if your company
offers life insurance among
its benefits.
Group Life Insurance
for NAA members is low -cost,
because of our group buying
power. You can get a lot more
protection for a lot less money.

And, if you change
Return the postage your job or relocate, your NAA
paid card today for a
insurance goes with you —
descriptive brochure.
automatically.
Any questions?
As long as you're thinkCall 203/726-7556
ing about it now, why not
or
send for free information
203/726
-4540
abou t how much you can
THE NAA LIFE INSURANCE PLAN
sa ve and how mu ch more
family protection you can get.
is underwritten
and a dministered by:
CONNECTICUT GENERAL
LIFE INSURANCE CO.
Association Unit C358
Hartford, CT 06152.

Does LIFO lead
to artificial
year -end
inventory
decisions?

interim LIFO adjustments could simply be made
on the trial balance and from there assembled into
the financial statements. Second, if there is no objection to recording interim LIFO adjustments in
the accounts, the use of a separate inventory valuation account and cost of sales account for the
LIFO adjustment will facilitate internal analysis
on a non -LIFO basis.
Of course, at year -end the annual LIFO valuation adjustment should be made in the books of
account and reflected in the annual financial
statements.
The complexity charge by both large and small
businesses, then, appears to be quite overworked
and stems primarily from a lack of a firm understanding of LIFO.
Balance Sheet Misstatement
Another concern about LIFO commonly expressed by corporate managers is misstatement of
the inventories on the LIFO balance sheet. Particularly over a period of rapidly rising inventory
quantities and prices, the use of LIFO can lead to
a valuation of inventories that is significantly less
than current replacement cost. However, this misstatement can be mitigated by presenting inventories valued on a non -LIFO basis and deducting
the LIFO valuation reserve either on the face of
the balance sheet or in the notes to the financial
lostatements. The following presentation, whether
on the face of the balance sheet or in the footnotes, allows the financial statement reader to see
the non -LIFO inventory valuation and enables
him to adjust the entire balance sheet to a non LIFO basis by adding the LIFO valuation reserve
to the assets and equity:
Raw materials
Work in process
Finished goods

XXX
XXX
XXX

Total
Less reduction to LIFO cost

XXX
XXX

Total

XXX

Balance sheet misstatement, then, should not be
a significant deterrent to adopting LIFO.
Year -end Inventory Decisions
A frequent criticism of the LIFO method is that
its use leads to artificial year -end inventory decisions. Managers considering LIFO worry that
they will likely be forced into heavy purchases or
delayed sales at year -end in order to preserve
LIFO tax benefits accumulated in prior years.
Such tax - motivated inventory management may
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be inconsistent with the realities of the economic
environment. Often, when business turns down, a
company must reduce its inventories as a matter
of sound cash flow planning, but it is in such unfavorable business conditions that the company can
least afford to pay higher taxes occasioned by the
liquidation of previously accumulated LIFO layers. Without question, inventory levels should be
closely monitored when using LIFO, particularly
in the latter part of the fiscal year, to avoid unnecessary liquidations of LIFO layers. However, the
tax aspects of LIFO inventory management normally should not take precedence over normal
business considerations such as general business
conditions, product demand, productive capacity,
financing ability, and cash flow planning. If business conditions and sound operational and financial planning dictate the reduction of inventory
levels and the consequent liquidation of LIFO layers, then a company should adjust its inventory
levels accordingly, secure in the knowledge that
income taxes on the liquidated layers were deferred and responsibly employed for a period of
time.
Furthermore, since inventory planning is a necessary management function anyway, the use of
LIFO should cause little, if any, additional work
in the area of inventory management.
Thus, since LIFO is only a tax deferral and
should not require undue additional inventory
planning, it appears that concerns about artificial
inventory management are greatly exaggerated.
Corporate Distributions of LIFO Inventories
Prior to 1981 it was possible to avoid income
tax on LIFO layers by distributing the inventory
to shareholders in a partial or complete liquidation. However, Congress closed this loophole in
1980 by requiring corporations that adopt plans of
liquidation after 1981 to treat as taxable gain the
difference between the LIFO value and the FIFO
value of the inventory distributed.' (Note: there is
a transitional rule applicable to corporations
adopting plans of liquidation in 1982 and completing such liquidations before 1984. For companies meeting these requirements, the first $1 milli on o f in come ot herwi se t ax ab le in a LIF O
inventory distribution is exempt from tax.)
Likewise, when LIFO inventory is distributed
as a dividend or in a stock redemption, the difference between the LIFO and FIFO value of such
inventory is taxable to the corporation.
Therefore, with the current requirements that a
corporation "recapture" its LIFO benefits in liquidation or when paying dividends or redeeming
stock with LIFO inventory, the LIFO valuation
method has become entirely a means of tax deferral. As such, then, LIFO is not unlike other common tax deferral methods such as accelerated deMANAGEMENT ACCOUNTING /OCTOBER 1983

preci at i o n , Do mes t i c In t e rn a t i o n al Sal es
Corporations, and installment sales treatment.
In today's inflationary environment LIFO valuation is a powerful tool for deferring the payment
of income taxes and improving the quality of reported earnings. Despite its significant advantages, though, corporate managers continue to
avoid its use, citing a host of specious reasons.
Whereas once some of this reasoning may have
had a measure of validity, the LIFO rules enacted
by Congress in 1981 go a long way toward taking

the teeth out of these arguments. For many companies therefore LIFO now merits careful consideration because its adoption is potentially very
rewarding.
'Reg. 1.472.2(e)(1)
'Robert Moren Brown, "Short Range Market Reaction to Changes to LIFO Accounting Using Preliminary Earnings Announcement Dates;' Journal ofAccounting Research. Vol. 18, No. t, Spring 1980.
'Ray Ball, "Changes in Accounting Techniques and Stock Prices:' Empirical Research in Accounting: Selected Studies. 1972. Supplement to Journal ofAccounting
Research, Vol. 10 and Shyam Sunder, "Relationship Between Accounting Changgeess
and Stock Prices: Problems of Measurement and Some Empirical Evidence.'• Empiriml Research in Accounting. Selected Studies. 1973. Supplement to Journal of
Accounting Research. Vol. 11.
'IRC Section 336(bNl).

Management Accounting Practices
8• •
su bst a n ce d ef eas a nce. Th a t d ra f t
aroused considerable adverse commentary, including a letter from the MAP
Committee. Upon reexamination, the
Hoard now believes that by placing risk free assets irrevocably in trust, the debtor no longer has a "probable future sacrifice of economic benefits," which is
the definition of a liability for accounting purposes.
The Board also issued a proposed
statement on "Accounting for Futures
Contracts." If adopted, the standard
would require recognition of changes in
the market value of open futures contracts as gains or losses in the period of
change unless a contract qualifies as a
hedge of a present exposure or relates to
a qualifying anticipated transaction. For
co n t ract s th at qu al i fy as hed ges,
ch an ges in mark et valu e gen eral l y
would be reported as adjustments of the

carrying amount of the hedged item.
That accounting method would not apply, however, if the futures contract is
intended to hedge an item that is reported at fair value, which frequently occurs
in connection with futures contracts
used as hedges by investment companies, pension plans, and broker dealers.
Changes in market value of such contracts would be recognized immediately
in income. Requests for copies of proposed statements should be sent to the
FASB in Stamford.

IASC on Business Combinations
The Intern ation al Account ing S tandards Committee issued IAS 22, "Accounting for Business Combinations."
Statement 22 is substantially similar to
the exposure draft and provides that the
purchase method of accounting should

be used for business combinations that
are acquisitions and the pooling of interests method should be used for those
considered "uniting of interests." The
statement is available from the American In stitut e of C PAs, Order Dept.,
1211 Avenue of th e Americas, New
York, N.Y. 10036.
NAA's MAP Committee commented
on IASC Exposure Draft 25, "Disclosure
of Related P arty Transactions." The
NAA letter expressed support for the
proposed statement, but recommended
that, to enhance comparability with FAS
57, the final statement should provide
that related party transactions eliminated
in the preparation of consolidated or
combined financial statements need not
be disclosed in those statements. For
copies of NAA comment letters, please
write to Ms. Patricia McLaughlin at the
NAA national office.
❑

Computers and Accounting
22..
tested wafer circuit technology. The investment represents a 9% stake in Trio logy which plans to introduce in 1985 an
IBM - compatible mainframe capable of
processing 32 million instructions per second using the new wafer circuitry....
Commodore International Ltd. ended the
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fourth quarter with $26.7 million in earnings, an increase of 63.8% over 1982, and
was the only major manufactu rer of
home computers to post a profit following the latest round of price cutting
among home computer makers .... Intel
Corp., creator of semiconductor memory

and the world's leading producer of microprocessors, reported net income of
$24.3 million for the three months ended
June 30, compared to $8.2 million a year
ago. Intel's 8088 microprocessor is used
in the fast - selling IBM personal computer
and other derivative products.
❑
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How to Plan for a Small
Business Tax Audit
Knowing where all the business records are
is not enough when the IRS audits a small business;
the management accountant must manage the audit from start to finish.

By Gary L. Merz

Gary L. Merz is a tax
accountant with
Brockway, Inc.,
Brockway, Pa., and an
instructor at Clarion
State College from
which he holds a MBA
degree. A former IRS
agent, Mr. Merz is a
member of the
Pennsylvania
Northwest Chapter,
through which this
article was submitted.

In the small business environment, the management accountant generally has a limited staff at
best, and no tax department to reply upon. When
notified of an impending audit, the firm therefore
is faced with two options. First, it can engage an
outside accounting firm, usually the return pre parer, to represent it before the taxing authority.
This is not only expensive, but does not really give
the firm adequate control over the conduct and
progress of the audit. The second option is for the
management accountant to manage the audit.
With only limited knowledge of taxation, the
management accountant should be able to handle
his firm's audit because he or she has the greatest
insight into the business records available and the
information which makes up its tax return. While
serving as an IRS agent, I found this to be particularly true in dealing with the least complex situation: a small business, operating in just one state.
Nature of the Audit
An income tax audit generally involves either
the federal government or a state agency. While
both organizati ons audit "inco me," they take
somewhat different approaches. The federal audit
is conducted by the Internal Revenue Service. Its
employees are generally very professional and are
trained accountants. I normally began such audits
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by reconciling the books to the tax return. Next, I
attempted to verify all or part of the income and
deductions shown on the return and checked for
compliance with areas of the tax code that are either different from accepted accounting practices
or do not exist for accounting purposes.
Examples of the former would include depreciation, officers' life insurance premiums, and the
like. An example of the latter would be the investment tax credit. Other records which you should
have available are the various ledgers and journals, year -end trial balances, and supporting detail. Certain balance sheet accounts, such as the
accruals and prepaid expenses, also will be examined. Your workpapers will be used to establish
these amounts.
On the other hand, the state accepts federal taxable income as correct and works forward from
that point. Most states adjust the federal taxable
income in order to arrive at taxable income for
state purposes. The state auditor will not likely
wish to reconcile your records to the federal return. He will want to begin with the federal return
and work with those records that relate to the
state adjustments for state taxable income. Generally speaking, the time and amount of detail needed for the state audit is substantially less than that
required to satisfy the federal auditor.
It is difficult to say exactly which records will
be required during the course of your audit. Based
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on my experience, those records that will be needed can be classified into five major groups as
shown in Table 1.
Preparing for the Audit
To achieve your goal of an acceptable settlement with the taxing body, it will be necessary for
you to not only become more familiar with the tax
return, but to do some planning for the audit. This
planni ng begi ns wi th th e p reparat ion o f t he
return.
The management accountant must be familiar
with the contents of all tax returns. Because he
provides the data used to prepare the return it is
not as difficult a task as it may appear. This is the
first step in planning the audit. When you find an
item which may attract the attention of the examiner or which is unusual in any respect, you and
your staff must begin to develop background information that will support your position.
For example, tax credits, depreciation, compensation of officers, or deductions which are unusual for your trade or business invite further examination. During the precontact analysis of the
tax return of a larger machine shop I noted a helicopter listed on the depreciation schedule. Because it had been acquired during the tax year under ex ami n at i o n I had vis io ns of maj o r
adjustments to depreciation, expense, and the investment tax credit. This item, quite unusual for
this type of business, became part of my audit list
of items to examine.
Your supporting information for such items
may be reconciling schedules, or it may be a narrative which outlines the rationale for your decision. It is important to have thorough explanations of what went into the return and the thought
behind it. Audits rarely take place while the information is still fresh in your mind. Generally, the
audit will take place anywhere from 18 to 24
months after you file the return. Obviously, not
every detail can be retained for such a period. Detail of this type, unless recorded contemporaneously, also can be lost through staff turnover.
A mini mal s elect ion o f t ax li teratu re al so
should be a part of every management accountant's library. A tax guide, current Internal Revenue Code and Regulations, and selected IRS publications are an excellent base. Such literature
pays for itself many times over if it is consulted. If
you manage your firm's audit, you will need it.
You will also be surprised at how often it helps at
other times during the business year.
Conducting the Audit
You will be notified of your audit either by mail
or by a phone call from the examining agent. If
you receive a letter, you should contact the examiner by phone. Instead of a prefunctory call just to
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arrange the appointment, use this call to gain information that may be helpful in managing the
audit. You can learn about the issues by simply
having a pleasant conversation with the agent. By
asking what data the examiner will need, you will
pick up some clues as to the issues on which he
will concentrate. This advance preparation will
help you in securing the proper documentation.
The initial phone contact also should be used to
create a proper working relationship. Be as helpful as possible in setting up the appointment. An
attitude of professionalism and cooperation is necessary for the successful management of the audit
and it all starts on the phone.
Once contacted, the management accountant
should establish a master audit file. This file pro-

Above all,
don't
antagonize the
auditor; he
may retaliate.

Table 1
Required Records for Tax Audit
• Records of original entry
General journal
Cash receipts and disbursements journal
Accounts receivable journal
Accounts payable journal
• Ledgers and subsidiary ledgers
General Ledger
Employee earnings sheets
Job cost ledger (if applicable)
• Detail
Vendor invoices
Contracts
Daily employee timesheets
Purchase orders
Physical inventory sheets
• Income tax records
Tax return copies — Federal, state, and local
Tax work papers— reconciliations, schedules
Prior audit reports
Estimated tax payment records
Depreciation schedules
• Other
Employment tax returns
Corporate minutes book
Bank records
Miscellaneous supporting data

vides a chronological record of the course of the
audit. You should have at your fingertips all data
relative to the audit. Items to be included in this
file include:
• Tax return(s) under audit,
• Correspondence relating to the audit,
• Notes of meetings and convers ations with
examiner,
• Copies or lists of information provided to the
examiner,
• Audit reports and follow -up correspondence;
• Time sheets.
Prior to the initial meeting, you should assess
69

Ask what data
the examiner
will need and
you may learn
where the
audit is
targeted.

the firm's vulnerability and the nature of probable
issues, by reviewing the tax return and background file previously mentioned. You should try
to anticipate questions that the examiner might
possibly raise; then prepare an answer to each of
these questions in detail. A ready and responsible
answer to an examiner's question may resolve the
issue without having to go into even greater detail.
The accounting manager of the machine shop I
audited had prepared a separate file containing
detailed information relative to the helicopter.
The file contained details of its use and the rationale for its acquisition. In this case, the machine
shop specialized in custom parts for large coal
stripping equipment. To better serve customers in
its multicounty market area, the high priority
parts were delivered by air. By providing me with
a reasonable explanation and supporting documentation for what initially appeared to be a quesionable deduction, the management accountant
effectively stopped further examinaton of that
issue.
To avoid any confusion about such issues, it is
important that you have only one individual on
your staff handling all communication with the
examiner. In a truly small business, this may be
yourself as the management accountant. This liaison person should present all information to the
examiner, accept information requests from him,
and be present when the agent talks to others concerning tax matters. You should caution your
staff and other employees not to speak with the
examiner out of the presence of the designated individual. This person also should keep complete
notes of all oral contacts with the examiner. When
these guidelines are not followed I have seen several things happen:
• An employee with an axe to grind or grievance
can do great harm by telling the auditor of an
alleged wrongdoing. The examiner, after hearing such an allegation, must act to determine its
validity. Even when it proves false, it takes
valu abl e t ime an d can co lo r t h e au d it o r's
viewpoint.
• Individual employees may not be aware of a
complete transaction; therefore their partial answers may be incorrect or misleading.
• The result in either case may be confusion,
wasted time, or an unfavorable audit adjustment. The d esignated individual, acting as
moderator, can supply complementary detail to
ease confusion and misunderstanding. He can
also intercept completely false information before it reaches the examiner.
• A primary byproduct of the contemporaneous
record of contacts is an exact record of what
information was supplied to the examiner. This
makes it easier to determine if the examiner has
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based his decisions on opinion or preconceived
notions rather than the facts presented.
Information the examiner photocopies also
should be controlled. All copying should be done
by an employee and then only if approved. If the
examiner desires a copy of a particular document,
ask "Why ?" If the answer is reasonable, have the
copy made. Once the copy is made, enter it in
your record of information supplied. Because all
information made available generally is not copied, your records should differentiate between
documents reviewed and those copied.
If the examiner asks you to copy the complete
general ledger and subsidiary accounts, should
you? No, because this is not reasonable. To expedite your audit you want him to work at your
place of business. If the agent copies every record,
there is a good chance that it will end up in a
drawer in his office, substantially extending the
length, and possibly the depth, of the audit. In the
final analysis, what you decide to permit the examiner to copy will depend upon the circumstances and your judgment.
It is also desirable to keep a record of not only
the examiner's working audit hours, but those of
you and your staff as well. A time record sets the
examiner on notice that you are monitoring his
progress. It also serves as an indicator of your cooperation and provides you with data for the budgeting process.
These combined procedures assure that the examiner is receiving correct and factual information, and that you have full knowledge of all informat io n recei ved by th e ex ami ner. The latt er
assurance is crucial because the examiner must (or
should) make adjustments based solely on the information he has received.
Don't Volunteer Information
Likewise, don't be in a hurry to answer any
questions, other than those that are routine in nature. Such q uesti ons mi ght d eal wi th du ties,
names of key employees, and so on. Think all
questions through. If you understand what the examiner is asking, you are in a better position to
answer and to present supporting information.
If the examiner asks to see the accounts receivable, ask if he wants all of the detail or just the accounts receivable trial balance. He may only want
the trial balance, at least as a starting point. He
may be satisfied then with one or two specific accounts. This simple clarification may save you the
time and effort of dredging up all of the accounts
receivable detail.
If you don't know the answer to a particular
question, do not be afraid to say so. Credibility
and honesty are extremely important in establishing a proper working relationship with the examMANAGEMENT ACCOUNTING /OCTOBER 1983

iner. This does not mean that you should volunteer information. On the contrary, gratuitous
information often opens a new area for exploration. Let the examiner ask the questions.
On a number of occasions small talk led me to
adjustments which were not anticipated in my
original audit plan. Casual mention of an officer's
life insurance policy, OSHA fines, or lobbying efforts may lead to the disallowance of deductions
and the resulting increase in tax.
There are other points to remember when dealing with the examiner. First, recognize the examiner is a fellow professional doing a difficult job.
He generally has little choice in his assignment because he must audit businesses that fall within his
agency's master plan. He may be unfamiliar with
your business or industry or even so familiar that
he is bored with the very idea of another audit of
it. He is under time restrictions — "X" hours allotted for the audit of a business of your size or type.
There is also great pressure from his management
to complete the audit as soon as possible with
both tax due and you in agreement. The latter will
be to your benefit, as you will see. The examiner's
greatest problem is the stress arising from the natural adversary relationship of such a situation.
Combine this with the additional stress of working on another's "turf' and you can see the difficulty of the job.
You can help by suggesting a logical starting
point for the audit. The examiner will be unfamiliar with your records, and will appreciate your explanation, particularly if the accounting records
are complex.

On the interpersonal level, never attack the examiner on either a personal or professional level.
You must be polite and professional. The examiner is a human being and will almost always react
to your detriment if antagonized. Remember that
you may have to "horse trade" at the conclusion
of your audit i n order to obtain an agreeable
settlement.
Both you and the examiner will have issues
which you feel more strongly about than others.
Your examiner may be under pressure to have an
agreement or simply doesn't want a confrontation.
If you are on good terms at audit's end, you may
be able to deal for a better settlement. You may
agree to two or three small, one -time adjustments
while holding firm on a potentially more significant item. By "trading" your small items for the
larger item, or vice - versa, you can come out ahead
of the game. If you have not laid the groundwork
of cooperation and professionalism, you probably
won't have the opportunity to mitigate the audit
results and reach an agreeable settlement at this
level.
By paying attention to these guidelines, management accountants can successfully manage income tax audits, even with only limited knowledge of taxation. Your knowledge of how the firm
operates gives you a powerful advantage over an
outsider in managing an audit. There is certainly
less duplication of effort and potentially substantial cost savings. Even if an outside representative
is brought in, the same principles apply: you
should still take a very active part in managing the
income tax audit.

Remember:
information
you volunteer
can raise new
questions and
open new
areas of
Inquwry.

Management Information Systems
10-4
safely backed -up (saved) on disk. It
helps to keep the distinction in mind
between computer memory and permanent storage —then if the problem
in memory is destroyed it can be retrieved from disk.
• Try your problem. If it's a financial
spread sheet application, start with a
simple layout and calculations that
can be checked on your calculator
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until you have gained confidence in
the computer and in your own capabilities. If you have selected a good
software package, you won't have to
know how to program.
Some estimates indicate that by 1990
one out of two professionals will be using a computerized workstation of some
kind. As the price of computer hardware goes down and software capability

expands, use of these systems can only
increase. The personal computer explosion is only the latest round in the acceptance of computers in the workplace
that was started by punch cards and is
headed toward a fully integrated system
of business automation tools. The challenge for management accountants in
the'80s is to achieve a level of computer
literacy to guide their organizations to
success in the technology age.
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The ERTA Bonus: R &D
Can Reduce Your Taxes
Almost every business can benefit from the new tax regulations,
and taxpayers can save billions of dollars over the next five years
with careful research and development planning.

31. The base period amount is $50,000 ($100,000
x 6/12).The 1981 credit should be the difference
A 25% credit for incremental research and ex- between $70,000 and $50,000, or $20,000, x 25%
perimentation expenses made after June 30, 1981, equals $5,000 tax credit. In 1982 the research exand before January 1, 1986,is one of the business penditure is a total of $150,000. The credit would
incentives provided under the Economic Recovery apply to the difference between $150,000 and
Tax Act of 1981. This provision may prove to be $120,000 (the average of 1980 expenditures of
Arthur L. Rouselle, Jr., the most significant provision for many taxpayers. $100,000 plus 1981 expenditures of $140,000),or
is tax manager for
Because a wide variety of corporate research ac- $30,000, x 25% equals $7,500 tax credit. In no
Dow Jones & Co. He
holds a B.A. degree in tivities qualifies for the credit, virtually all busi- case may the base period research expenses comaccounting and data nesses can benefit from the tax incentive. By rec- prise less than 50% of the qualified research exprocessing from
penses for the tax year for which the credit is beTrenton State College. ognizing and planning research activities that
A current NAA national qualify for credit, businesses can maximize their ing computed. Thus, iflittle or nothing were spent
director, he is a past
on research during the base period, half the curpresident of the tax savings under the new provision.
Princeton Chapter,
The tax credit is based on the excess of "quali- rent expenditures would qualify for the tax credit.
through which this
The term "research or experimental expendiarticle was submitted. fied research expenditures" for the tax year over
tures" used in the Internal Revenue Code Section
the
average
yearly
amount
for
expenditures
durCertificate of Merit,
1982 -83 ing the three immediately preceding years. The 174 means expenditures incurred in connection
credit applies to qualifying amounts paid or in- with the taxpayer's trade or business that reprecurred after June 30, 1981,and before January 1, sent research and developmental costs in the ex1986.The base period for the first tax year to perimental or laboratory sense. Qualified research
which the credit applies is the preceding year. For expenditures generally include all costs incidental
the next year, the base period is two preceding to the development or improvement of an experiyears. Because the credit is available only for ex- mental or pilot model, a plant process, a formula,
penditures after June 30, 1981,another transition- an invention or similar property, and the improveal rule provides for the reduction of the base peri- ment of already existing property.
In addition, there is a trade or business requireod amount to reflect the portion of the first year
ending after June 30, 1981,in which the credit is ment with respect to research expenses. The R&D
credit is available only for research expenses inavailable.
For example: Taxpayer A is a calendar -year curred in "carrying on" a trade or business. This
taxpayer. In 1980 he had $100,000 of research ex- requirement is more stringent than the condition
penditures; in 1981 he had $60,000from January that allows the expensing of R &D expenditures
1 to June 30 and $70,000 from July 1 to December and that stipulates that research costs need be in-

By Arthur L. Rouselle, Jr.
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curred only "in connection with" a trade or business. It limits the credit to situations where an existing trade or bus iness is conducted by the
taxpayer. Start -up expenses and financing arrangements are not eligible as qualified R &D expenses. The credit is available, however, for joint
ventures formed by existing businesses for the sole
purpose of conducting research on behalf of the
ventures.
Identifying Qualified Expenditures
Qualified research expenses are incurred with
respect to in -house research, contract research,
and basic research.
IN -HOUSE RESEARCH
There are three categories of expenses in which
the credit applies to in -house research: wages of
employees involved in research, supplies used in
research, and renting/leasing of personal. property
or the rights to use personal property.
Wages Employee wages that are paid for someone's directly supporting, performing, or supervising qualify as eligible research wage expenditures.
Fringe benefits and other amounts not subject to
withholding taxes are not eligible. Wages for
which a targeted jobs tax credit is claimed also do
not qualify.
If an employee performs services that both
qualify and do not qualify, the wages that qualify
may be allocated for computing the total wage expense. Under the "substantially all" rule, all of
the employee's wages will be attributed to qualified services if at least 80% of his time is devoted
to eligible research services during a tax year.
Examples of research wage expenses that qualify for credit are those of:
• A research scientist who supervises other laboratory scientists but who may not actually
conduct experiments,
• A laboratory assistant who enters research data
into a computer,
• A secretary who types the reports of research
results,
• A worker who machines part of an experimental mo d el o r wh o mai n tai n s t h e res earch
environment,
• A l ab orat ory wo rk er who clean s research
equipment.
Examples of research wage expenses that do not
qualify are those of:
• Employees in general an d admin i st rat ive
services,
• Officers and employees involved in the general
supervision and maintenance of the business
and its physical plant,
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• Payroll personnel preparing salary checks for
laboratory scientists.
If a company can answer "yes" to any of the
following questions, then the activities represent
direct support: Are the activities incident to, and
necessary for, the research? Are they customary
and usual in the research? Do they take place in
conjunction with the research activity?
Additional costs that may be considered direct
research support are:
• Costs of inputting research data on a punched
card or computer tape in preparation for entry
into the computer,
• Expenses incurred for maintaining instruments
used in research activity,
• Salaries of a librarian in the research library,
• Wages paid to drivers who transport research
equipment to the research site.

Research
expenses that
qualify for
credit pertain
to in- house,
contract, and
basic research.

Supplies The amounts paid or incurred for supplies used in the performance of research also are
eligible as research expenses for the R &D credit.
If expenses for the supplies are related to general
purposes, however, they do not qualify. Supplies
eligible for the credit, for example, include those
used directly in experiments performed by a laboratory scientist, in entering data into a computer
as part of conducting the research, or in machining a part of an experimental model. Tangible personal property, other than land and depreciable
property, used in the conduct of qualified research
also is eligible for the R &D credit.
RentedlLeased Personal Property. Qualifying
R &D expenditures in this category must be paid
to another taxpayer. Intercompany charges are
not eligible for the credit. Neither is an intracompany transfer or a transfer between commonly
controlled taxpayers. It may be advantageous to
lease rather than purchase personal property to be
used for research because the qualifying expense
would be greater.
Taxpayers evaluating whether to lease or buy
research equipment must weigh the pros and cons
of leasing vs. buying. Rental payments for use of
tangible property qualify for the credit. The depreciation expense for the same property purchased and capitalized, however, is not a qualified
R &D expense. Section 168(c)(2)(A) (ii) prescribes
a three -year, rather than five -year, class life for
the recovery deductions under the Accelerated
Cost Recovery Sys tem (ACRS ) for res earch
equipment. This same classification reduces the
investment tax credit to 6% from 10 %. It would
appear that the ideal situation would be to construct a lease under Section 168(f) (8) with a corporate lessor. The taxpayer then might get a credit
on research expenditures for leasing the equip73

ment and be able to negotiate favorable lease
terms by shifting the ACRS deductions and tax
credit to the lessor corporation. This strategy is
overruled by Temp. Regulation 5c 168(0(8) -1(b),
however, which states that for the purpose of Section 44F(b)(2)(A)(iii), "if a lessee would be considered the owner of property without regard to
section 168(f), any amounts paid under the lease
shall not be considered amounts paid or incurred
for rights to use the property."
Contract Research
Contract research is a qualifying research expense when amounts are paid or incurred for the
performance of research by an unrelated party under a written research contract for the benefit of
the taxpayer. The credit will be available for 65%
of the amount paid for contracted research. This
will be the only expense that the taxpayer paying
for research can claim as R &D credit.
However, if, for example, on December 15,
Table 1
Identifying Expenditures That Do not Qualify for the Credit
Items that may not be taken into account for the tax credit are:
• Acquisition or improvement of land used in research
• Acquisition or improvement of depreciable or depletable property used in
research
• Acquisition of another person's model, patent, or production process (Activities of obtaining a patent, including making and protecting a patent application and an attorney's fees expended in making and perfecting a patent application do, however, qualify for the R &D credit.)
• Adaptation of an existing capability to a particular requirement or customer's
need as a part of a continuing commercial activity
• Construction of copies of prototypes after construction and testing of the
original prototype have been completed
• Consumer surveys
• Consumer testing
• Efficiency surveys
• Engineering follow - through during commercial production
• Management studies
• M arket research testing and development (such as advertising or
promotionals)
• Ordinary and routine testing or inspection of materials or products for quality
control
• Planning for commercial production and trial production runs
• Research done outside the United States
• Research in the social sciences or humanities

1982, a calendar -year taxpayer paid $100,000 to a
research firm pursuant to a contract but the research firm conducts all of the contract research
during 1983, the $100,000 is eligible in 1983, not
1982, at 65 %. The basic research expense paid under a written contract with a tax - exempt university, college, or other scientific research organization also qualifies for 65% of the amount paid.
Basic Research
Basic research is defined as any original investigation to advance scientific knowledge not having
a specific commercial objective. A special rule
permits the credit to apply to corporate expenditures for basic research by a college, university, or
qualified fund distributing monies to such entities.
In general, qualified expenses will be treated under this rule as contract research expenses incurred in carrying on a trade or business, and
65% of the amount will be eligible for the credit.
Six limitations and conditions that apply to basic research are:
1. Expenses for basic research outside the U.S. do
not qualify.
2. Expenses for basic research in social services or
humanities do not qualify.
3. Individuals and unincorporated businesses cannot take a credit for any payments for basic
research.
4. Subchapter S corporations, personal holding
companies, and service corporations do not
qualify.
5. Basic research must be performed under a
written contract between a corporation and a
qualified organization (i.e., a college, a university, a vocational school, or a 501(c)(3) scientific organization that is operating primarily to
conduct scientific research and is not a private
foundation).
6. Basic research may be performed with a corporatio n an d a qual ified fu nd u nder Section
501(c)(3). Even though the fund itself does not
perform the basic research, it must be operated
exclusively for the purpose of making grants
for basic research to colleges, universities, vocational schools, and qualified scientific research organizations.

• Research to find and evaluate mineral deposits, including gas and oil
• Research funded by another person, or any government entity, by means of
a grant or contract
• Routine design of tools, jigs, molds, and dyes
• Routine, periodic, or cosmetic alteration or improvement of existing products,
commercial production lines, or other ongoing operations
• Routine data collections
• Routine software development When a significant risk is involved in writing the
software program, however, the costs of developing the program are qualified
R &D expenditures.

Specific expenditures. that do not qualify for
the credit are shown in Table 1.
Calculating the Credit
The 25% credit applies to current -year qualified research expenditures in excess of the average
expenditures incurred during the three years preceding the computation tax year. It is computed
on the excess of qualified research expenditures
for the current taxable year over a moving average
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of those paid or incurred in this base period.
There are several special transitional rules that
phase in the base period for the first and second
tax years after June 30, 1981.
1981 FIRST -YEAR COMPUTATION
In the first taxable year the credit applies, the
base period is the preceding year only. The tax
credit is computed on the increase of qualified research expenditures. There is a special transitional
rule for computing base period expenditures for
the first taxable year ending in 1981 because the
tax credit applies only to qualified research expenditures after June 30, 1981. The base period expenditures of the prior year are multiplied by a
fraction —the numerator being the number of
months between June 30, 1981, and the end of the
taxpayer's fiscal year.
For example, let's say a calendar -year corporation paid research expenditures. See Table 2 for
the computation.

Table 2
1980 base period qualified expenditures
Qualified expenditures 1/1/81 - 6/30181
Qualified expenditures 7/1/81 - 12/31181

$1,000,000
700,000
800,000

Example: the 1981 tax credit is calculated as follows:
Qualified expenditures after 6/30/81
Less: 1980 base period expenditures allocation
(6/12 x 1,000,000)

$ 800,000
500,000

Research credit base
Rate d 25%
1981 R&D tax credit (Section 44F)

300,000
x .25
$

75,000

Table 3
Example: The 1982 credit is calculated as follows:
Taxable year 1982:

1982 SECOND -YEAR COMPUTATION
In the second taxable year, 1982, the credit is
computed on the amount that the current year's
qualified research expenditures exceed the average
of the preceding two years (1980 and 1981). In
this example the allocation of the first -year base
period expenses is not used. See Table 3.
1983 THIRD -YEAR COMPUTATION /REGULAR
COMPUTATION
The three preceding years constitute the "base
period" for purposes of computing excess expenses eligible for the R &D credit in the third
year. The base period amount is a three -year moving average.
A special rule limits the potential credit by requiring that the base period research expense be
not less that 50% of the qualified expenses for the
determination year /tax year. This 50% rule is applicable to both existing and new businesses and
to the first- and second -year computations. The
1983 .computation is shown in Table 4.
Let's say the company in the prior examples
had $4 million of qualified research expenditures
in 1983 (double the 1982 amount). Its research
credit would be limited by the 50% rule as shown
in Table 5. If the corporation had no qualified research expenses in one or more of the 1980 -83
base period years, or if it were a new business, the
credit would be unaffected in this example. The
50% minimum base period amount would have
limited the credit to the same $500,000.
Next, say a taxpayer which was not in existence
in 1980 had qualified research expenditures of
$1.3 million in 1981, $2 million in 1982, and $1.5
million in 1983. The credit would be calculated as
shown in Table 6. In the event a corporation has a
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1982 qualified research expenses
Less: base period expenses
1980 $1,000,000
1981 1,500,000

$2.000,000

Total . 2,500,000
(a) Average (2,500,000 =2) $1,250,000
(b) 50% minimum (2,000,000 x 50 %) 1,000.000
Greater of (a) or (b)

1,250,000

Credit base
Rate @ 25%

X

1982 R&D tax credit (Section 44F)

550,000
25

$ 137,500

short taxable year within the base period, the research expenditures are to be annualized.
A taxpayer carrying on a trade or business but
who has no qualifying expenditures during one or
more transition years would still count those
year(s) as zero qualifying expenses. A new business —not one in existence during a base year —is
considered to have research expenses of zero in
that year.
Aggregation of Expenditures Rule
In the case of a related group of corporations,
all members of th e same cont rolled (rel ated)
group are treated as a single taxpayer for credit
purposes. The Section 52 -50% control test also
applies here. Any credit allowable to each member is limited to the member's proportionate share
of the increase in qualified research expenses giving rise to the credit. (See Section 4417(f)(1)(i) and
B(ii).) This rule also requires the aggregation of
all qualified research expenditures of partnerships,
proprietorships, and any other trades or businesses (incorporated or not) that are under common
control with the taxpayer.
75

Acquisitions and Dispositions of Business
Ownership

Table 4

Taxable year 1983
1983 qualified research expenses
Less base period expenses:
1980
1981
1982

x

Total
(a) Average (4,500,000 _ 3)
(b) 50 % minimum
($2,800,000 50 %)
Greater of (a) or (b)

$2,800,000
$1,000,000
1,500,000
2,000,000
4,500,000
1,500,000
1,400,000
1,500,000

Credit base
Rate r̀iii 25 %

X

1,300,000
.25

$ 325,000

1983 R &D credit (Section 4FF)

Table 5

1983 qualified research expenses
Less base period expenses:
1980
1981
1982
Total

$4,000,000
$1,000,000
1,500,000
2,000,000
4,500,000

_

(a) Average (4,500,000 3)
(b) 50 % minimum (4,000,000 x 50 %)
Less: greater of (a) or (b)
Credit base
Rate at 25 %

1,500,000
2,000,000
2,000,000
2,000,000
25

R &D credit (Section 44F)

$

x

500,000

For example, let's say that a controlled group of
five corporations has qualified research expenditures during the base period and taxable year as
shown in Table 7A. Treating the five corporations' research expenditures as if made by one taxpayer, the total amount of incremental expenditures eligible for the credit would be $10,000. No
amount of credit is apportioned to A and B because A and B's qualified research expenditures
did not increase in the taxable year. The full
$2,500 credit would be allocated to B, C, and D
on the basis of the ratio of each corporation's increase in its qualified expenditures to the sum of
the increases in those expenditures as illustrated
in Table 7B.
If, in the 7B example, Corporations A and B
had no expenditures in the taxable year, the whole
controlled group would show a decrease in aggregate expenditures. In th at case, no amoun t of
credit would be allowable to any member of the
group even though C, D, and E actually increased
their research expenditures in comparison with
their own base period expenditures.
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If, after June 30, 1981, a taxpayer acquires the
major portion of a trade or business, the prior
owner's qualified research expenses for that portion are added to those of the taxpayer for purposes of determining the qualified research expense for the tax year and the base period.
The Tax Act of 1981 also provides rules for
computing the amount of incremental expenditures if, after June 30, 1981, a taxpayer disposes of
a major portion of a trade or business, The credit
allowed the taxpayer for a taxable year ending after the disposition generally is to be decreased by
the amount of the taxpayer's qualified research
expenditures attributable to the proion of the
business that has changed hands. This rule permits a taxpayer who operates two businesses to
sell one and earn a credit for increased research
expenditures in the retained business.
The base period expenditures of a taxpayer who
disposes of a trade or business will be increased if,
during the three taxable years following the year
of disposition, the taxpayer reimburses the acquisitor for research on behalf of the taxpayer. In this
case, the amount of the taxpayer's qualified research expenditures for the base period for that
taxable year will be increased by the lesser of. the
amount of decrease allocable to that base period
or the product of the number of years in the base
peri o d mu l t i p l i ed by the amo u n t o f t h e
reimbursement.
Under both the business acquisition and disposition rules, a taxpayer is not to be treated as acquiring the major portion of a trade or business
merely because the taxpayer acquires some assets
used in the trade or business. Instead, this determination is to be made on the basis of whether the
acquisition involves the transfer of a viable trade
or business that can be operated by the taxpayer.
Contribution of New Manufactured Equipment
to Universities for Research
If a manufacturer of new scientific equipment
donates it to a college or university for research or
experimentation, he is allowed a tax deduction
equal to his tax basis (cost) in the property, plus
50% of any appreciation (but not to exceed twice
the basis). For example: Manufacturing Corporation A constructed a computer with a fair market
value of $40,000 and a construction cost (basis) of
$16,000, then donated it for research. Corporation
A can deduct $28,000 (basis $16,000 + 1/2 the
$24,000 appreciation). However, if the fair market
value were $50,000, the contribution deduction
could not exceed $32,000 (basis $16,000 + 1/2
the $34,000 appreciation, but not more than twice
the basis, $16,000).
MANAGEMENT ACCOUNTING /OCTOBER 1983

In order to qualify for this deduction, the taxpayer mus t have co nstructed the con tributed
property and have made the contribution within
two years of construction. Also, the recipient
must use the property before anyone else uses it,
and at least 80% of this use must be for research
or experimentation in the physical or biological
sciences. In addition, the recipient may not transfer the property in exchange for money, other
property, or services, and the taxpayer must receive a written statement from the recipient stating that the 80% use and nontransfer of property
requirements will be met.
Credit Limitations and Carryovers
The amount of currently allowable research
credit in each taxable year is limited to the determination year's income tax liability first reduced
by credits such as the foreign tax credit, investment credit, work incentive (WIN) credit, and
targeted job credit.
Unused credits produced by either insufficient
tax liability or limits on a credit passthrough for a
particular year may be carried back over, Carry backs of three years and carryforwards of up to 15
years operate basically in the same way as for other credits. In the case of carrybacks to taxable
years beginning before July 1981, the earlier years
are treated as if the credit had been in effect during those years.

currently is examining whether these provisions
should remain in effect. They are due to expire
next year.
Along with the increase in the foreign tax credit
for multinational firms engaged in resedreh, this
tax provision is an additional incentive to increase
U.S. R &D to qualify for the R &D credit. Foreign
research is not eligible for either the R &D credit
or Reg. 1.861 -8 relief. But U.S. -based research is
eligible for both. So, multinational taxpayers
should shift R &D operations to the United States.
Proposed Regulations on R&D Credit
The Internal Revenue Service has issued proTable 6

qualified research expenses
Less base period expenses:

1983

$1,500,000

1980
1981
1982

$

Total
(a) Average (3,300,000 = 3)
(b) 50% minimum (1,500,000x 50 %)
Greater of (a) or (b)
Credit base
Rate at 25%
1983 R &D credit (Section 44F)

-01,300,000
2,000,000
3,300,000
1,100,000
750.000
1,100,000
400,000
.25

X

$ 100,000

Allocation of Foreign Research Expenses
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Table 7A

Total

$205,000

Increase

Decrease

-0-010,000
60.000
20,000

$(60,000)
(20,000)
-0 -0-0-

$90,000

(80,000)

40,000
30,000
20,000
80,000
45,000

$215,000

Net increase to allocable expenses
Total credit available (25% x $10,000)

$

$100,000
50,000
10,000
20,000
25,000

$

A
B
C
D
E

Expenses of
taxable year

$

Base period
(avg.)

_

Corporation

$

10,000
2,500

Table 7B

D
E

increase

increase

$10,000
60,000
20,000

11%
67%
22%

$90,000

100%

R&D tax

credit
$

R&D expenditure

Corporation
C

%

Research and experimentation expenditures
must be apportioned by taxpayers between their
domestic and foreign source income. Under the
1981 Recovery Act, portions of Reg. 1.861.8 are
suspended for the first two years beginning after
August 13, 1981. The effect of this suspension is
an increase in the taxpayer's foreign tax credits
and, consequently, a lesser U.S. tax liabiltiy because the taxpayer will allocate all expenditures
for research conducted in the United States during this period to U.S. source income, regardless
o f wh e r e th e i n co me was related to the
expenditures.
Section 861 determines which income and related deductions will be U.S.- source items and which
income and deductions will be considered to originate from foreign sources. Generally, expenses
will be categorized based on the income to which
they relate. For example, expenses incurred solely
to produce U.S.- source income will be allocated to
that income. Expenses that cannot be allocated
solely to U.S.- or foreign- source income must be
apportioned to each. Two methods of apportioning R &D expenditures that are "not definitely allocable" (per Reg. 1.861 -8(a) through Reg. 1.861 8(e)) are the sales method and the optional gross
income method. The U.S. Treasury Department

275
1,675
550

$2,500
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posed regulations under Section 174 to instruct
taxpayers about what circumstances enable them
to claim the R &D tax credit. It also indicated that
amendments to the proposed regulations under
Section 174 would not supersede the Revenue
Procedure 69 -21 method of accounting for computer software development costs. Revenue Procedure 69 -21 allows firms to expense their software
development costs rather than capitalize them.
The proposed regulations indicate that the IRS
wants computer software programming expenses
capitalized and written off over the useful life of a
new system. These regulations will restrict the tax
incentive to software development. Development
expenses will be written off in that year and the
taxpayer may take the 25% tax credit. It appears
that only "new or significantly improved systems"
will be eligible for the credit.
The Treasury Department has indicated it favors a three -year extension of the 25% R &D tax

credit, which is due to expire January 1, 1986.
The Treas ury's testimony at a May 27, 1983,
hearing of the Senate Finance Subcommittee on
Taxation and Debt Management about bills S.
1194 and S. 1195 indicated it wanted to extend a
number of tax incentives for research activities
and training including deductions for donations of
computers to primary and secondary schools and
institutions of higher education. The incentives
would also foster university research and scientific
training.
Maximizing Tax Savings
The list of potential qualified research activities
is endless. The R &D tax credit can save the taxpayers billions of dollars over the next five years,
and almost every business will be able to benefit
from the new regulations. By properly planning
their research activities, taxpayers can realize
their full share of this tax incentive.

Perspectives
4-44

decade, it is important that we understand the hows and whys of the changes
of the past.
The profession had a fairly narrow
horizon in the mid -1950s when accountants were concerned mainly with the
numbers, and generating those numbers
required hours upon seemingly endless
hours of work and analysis. Between
1955 and 1965 things began slowly to
change. The computer —in its earliest
form —was being used more and more.
During the early 1960s, one of my training programs included instruction on
the subject of "punch card accounting."
In 1965 the nation's economy was in
a p erio d of h igh growth marked by
many mergers, and public stock offerings. Unfortunately, accounting standards and principles were fairly loose
and permitted creative practices that
later came back to haunt us. The period
1970 to 1975 saw self - reform measures
and less flexible accounting principles.
From 1975 to 1980, the accounting
profession was moving toward new and
expanded areas of service in our various
businesses. We were asked to do such
things as prepare (1) buy /lease analyses;
(2) businessmen's reviews on acquisition
prospects to help ferret out problems
before acquisitions were made; (3) evaluations of market potential, competi78

tors, investment opportunities, products
and positions; (4) analyses of foreign
currency translations following the issuance of Statement 52 by the Financial
Accounting Standards Board; and (5)
information regarding the LIFO method of inventory valuation which can reduce the tax impact of inflation on the
company's inventory.
Today's business environment demands that every significant increase or
decrease in volume of transactions, every technological advance in recording
and processing financial information,
and every increase in the professional,
regulatory, and legal accounting requirements be anticipated and closely
followed. We mu s t u nd ers t an d the
economy and our industry, along with
the critical controls that must be functioning effectively, if a reasonable standard of corporate accountability is to be
ensured.
In the next ten years, I see us becoming more involved with changes in accounting, dealing with inflation, pensions, financial projections, cash flow
determinations, and, possibly, human
resources.
Someone once said, "You can't do today's job with yesterday's methods and
stil l b e in bu siness tomo rro w." The
computer is helping us to overcome this

problem. We can input and retrieve information, perform sophisticated statistical analyses, prepare custom reports
and s o forth. The co mputer frees us
from much of the routine of summarization and calculation, and enables us to
devote more time to strategic decisions
that we are now called upon to make.
It's as much the tool of the future as the
pencil has been the tool of the past.
I do not want to overwhelm you by
mentioning too many of the changes
whi ch have occu rred in th e pas t 25
years but rather to support my claims
regarding the diversity of opportunity
and stimulating challenge in our profession. To realize our full potential, we
must commit ourselves to excellence
and keeping our management and technical skills up -to -date.
As professionals, we must strive for a
well- rounded lifestyle providing ample
time and resources for personal, family,
professional, and community activities.
NAA's programs are designed to help
us achieve many of these personal and
professional objectives. They have been
of immeasurable benefit to me throughout my career.
It is a truism in our profession that
once you stop growing, you start dying.
We cannot allow this to happen.
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NAA Research
By A. Rashad Abdel- khalik"
Financial Reporting by Private Companies:
Diagnosis and Analysis

The Financial Accounting Stand ards
Board recently published a report on Financial Reporting by Private Companies: Diagnosis and Analysis. The basic
research was funded by the FASB, the
National Association of Accountants,
and the University of Florida, where the
principal researcher was employed when
the research phase was completed. Presented here is a summary of the report.
NAA is offering this book free to its
members. Please use postcard in this issue or write "Free Book," NAA, 919
Third Ave., New York, N. Y. 10022. Request must include NAA membership
number, shown on top line of magazine
address label.

Private companies are different from
public companies in that their securities
are not publicly traded. This difference
has given rise to the issue of whether
there should be different accounting
standards for the two types of companies. Over the years, several committees
of the American Institute of CPAs have
considered that issue.
Because the AICPA committees had
identified certain problems that they felt
resulted from existing accounting standards, the AICPA referred the matter
to the Financial Accounting Standards
Board. In 1978, the FASB suspended
the requirements for disclosure of earnings per share and segments for private
companies, but the AICPA expected
the FASB to do more to alleviate private companies of the burden of accounting requirements considered to be
unnecessary and complicated.
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In trying to assess concerns about financial reporting by private and small
public companies, the FASB concluded
that (a) there was no public consensus
regarding the specifics of the perceived
problems or their possible solutions and
(b) more information was needed about
the specifics in order to focus on developing possible solutions. For instance,
the efforts by AICPA committees involved public accountants, but not managers and financial statement users of
those companies. In addition, the public
accountants had expressed diverse views
on the issues. Also, the limited research
by academicians regarding those companies had no t provided co nclu sive
results.
Accordingly, in 1981, the FASB undertook a major effort to obtain additional information about the practices
and perceptions of managers, bankers,
accountants, and others involved with
financial reporting by private companies. As part of that effort, the FASB
commissioned this research study.
Meanwhile, the AICPA has continued its consideration of the issues. In
1983, its Special Committ ee on Accounting Standards Overload has issued
a final repo rt in which the FASB is
urged to reconsider and simplify certain
accounting standards that are widely
perceived to be unnecessarily burdensome and costly, especially for small,
private companies.
RESEARCH APPROACH

This study focuses on three principal
groups involved with financial reporting
by private companies— management of

those companies (managers), lending officers of commercial banks (bankers),
and public accountants (accountants or
practitioners). Each group has a different vantage point that must be considered in obtaining and interpreting feedback about the issues.
The research approach adopted for
each of the three groups involved several sequential steps in obtaining and analyzing information. After reviewing the
authoritative literature on the subject,
the researchers conducted exploratory
interviews with a few managers, bankers, and accountants. The purpose of
that initial step was to identify and delineate the essential issues that the research design should deal with.
The exploratory step was followed by
extensive individual interviews with 29
bankers, 18 managers, and 31 accountants in eight states. Those interviews
were used to obtain additional information regarding issues generated from the
exploratory interviews and to embellish
the research design.
The interviews were followed by survey questionnaires, one for each of the
three groups. The questionnaires addressed similar issues, but the questions
were tailored to the special characteristics of each group.
DEPARTURES FROM GAAP

Financial statements should be helpful to the intended users in making decisions. Choices about accounting standards should be based on the
information needs of those users. In addition, the constraint that the benefits of
information must exceed the costs of
providing and using it has to be considered. Accordingly, this research focuses
on those information needs and on the
costs and benefits of using generally accepted accounting principles (GAAP)
fo r fi nan ci al rep o rt i n g b y pri vat e
companies.
Private companies prepare financial
statements that are used primarily by
managers an d bank ers. Accoun tants
frequently participate in the preparation
of those financial statements, but the direct cost of financial reporting is borne
by the companies. However, the results
obtained from interviews and surveys
indicated that accountants generally are
more concerned with the cost of financial reporting than are managers. NoneMANAGEMENT ACCOUNTING /OCTOBER 1983

theless, both groups perceive that the
main cause of increased fees of accountants is inflation . Proliferation of accounting standards was perceived to
have caus ed only about 20 % of the
increase.
The evidence also indicates that departures from GAAP occur moderately
frequently for certain accounting standards, particularly for small companies.
The cost of compliance and perceived
lack of relevance to owners were rated
as the primary reasons for those departures. In addition , certain accounting
standards are perceived as overly complex, accounting for leases, deferred income taxes , and pensions being at the
top of the list. Because of the difficulties
with certain accounting standards, accountants and the nonrandom sample of
managers believe that a special set of
GAAP would be beneficial at least for
private comp anies consi dered to be
small in size. Managers in the random
sample and bankers did not share that
view.
GAAP financial statements for private companies are perceived to benefit
both managers and bankers . Managers
find GAAP financial statements to be
useful in making decisions and in facilitating borrowing . Bankers find that
GAAP financial statements provide reliable and understandable data that are
helpful in making lending decisions.
Furthermore, bankers have been accustomed to relying on accountants as
the experts who provide the standards
and verify adherence to them. Thus,
bankers expressed concern about deviations from GAAP. They seem to feel
that widespread deviations would dilute
the credibility of the "expert" judgments they rely on . Nevertheless, bankers reported encountering deviations
fro m GAAP . Although dealing with
those deviations is situation -specific, in
general , bankers revealed more tolerance of departures from GAAP than
would have been deduced from their almost exclusive preference for adhering
to GAAP.
Given their reliance on accountants
as experts regarding financial information, bankers tend to associate GAAP
financial statements of private companies with outside accountants. That is,
they do not distinguish between the role
of GAAP and the role of verification or

review by outside accountants in pro- main of the AICPA), or is it a standards
viding useful financial statements. Thus, setting problem ( th e do mai n o f th e
bankers tend not to distinguish ques- FASB)? Based on the interviews, questions regarding accounting standards tionnaires, and review of the available
setting from those involving the applica- literature and committee reports, the retion of acocunting standards . Conse- searchers conclude that the problem has
quently, their responses often reflected a elements of both practice and standards
mingling of the two functions.
setting. Both organizations, the AICPA
and the FASB, share the responsibility
of maintaining the credibility of finanCOST- BENEFIT CONSIDERATIONS
The research findings indicate that cial statements, including providing a
bankers, managers , and accountants satisfactory resolution to the problem at
❑
perceive cost -benefit considerations dif- hand.
ferently. That difference in perception
brings questions about financial reporting by private companies into the politi- *Mr. Abdel- khalik, Weldon Powell Procal sphere, which is common when con- fessor of Accountancy and director of the
flict of in t eres t , not th eo ry or office of accounting research, University
rationality , dominates the issues. Re- of Illinois at Urbana - Champaign, was
search cannot resolve political prob- principal researcher on the project. His
lems; those problems have to b e re- co- authors are: William A. Collins, assoso lved by t h e j o i n t wo rki n g an d ciate professor, University of Oklahoma;
directives of interested organizations.
A David Shield s, assistant professor,
As the researchers see it , the problem Rice University D.A. Snowball, associate
of cost - benefit considerations for report- professor. University of Florida; Ray G.
ing by private companies lacks clear Stephens, assistant professor, Ohio State
identification with one authoritative University; John H. Wragge, assistant
body: Is it a practice problem ( the do- professor, University of Delaware.
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Spectators and well - wishers present at the site for the symbolic start of
construction pose for a group portrait.

Ground Broken for New Building
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NAA past presidents present for the ceremony included, (l-r), Clem Erdahl, A. P. Bartholomew, Les Ellis, Late Fox, Bob Scharff, Ettore Barba telli, Grant Meyers, and Lou Vlasho. Shovel- wielder is current president
Charlie Smith.

Cu lmi nati n g mo n th s o f act ivit y by
NAA member volunteers, architects,
bankers, lawyers, public officials, and
staff personnel, a groundbreaking ceremony— complete with the traditional
gold shovel —for NAA's new national
office was held on Monday, August 8.
More than 50 people, representing all
segments of the building project, gathered at the sit e -10 P aragon Drive,
Montvale, N.J. —to witness NAA President Charles T. Smith, Jr., turn the first
shovelful of dirt. (Two weeks later, massive earthmoving equipment was moved
in and actual construction began.)
Immediately prior to the on -site activities, NAA officials completed signing the formal documents which gave
the Association title to the land and
committed it to constructing the new office building —a $4.5 million investment
overall. Projected time schedule is 10
months for construction of the building
and an additional two months for interior t rim. It i s an tici pated th e actual
move from New York will be made in
September or October 1984.

i

Building Fund Contributors

NAA Chairman Lou Vlasho (c) and Ettore Barbatelli, past president and
chairman of the building committee (r), chat with the architect, Albert
Eichstaedt.
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To d at e, members an d fri end s of
NAA have pledged support of the new
building to the extent of more than a
quarter of a million dollars. To formalize this aspect of the project, President
Smith has appointed Warren Byrne,
chairman of the Building Fund Committee. Mr. Byrne's major job will be to
broaden the base of contributors and
add a substantial quantity to those who
have already pledged support.
To date, do nati ons h ave been received in the name of or in memory ofMANAGEMENT ACCOUNTING /OCTOBER 1983
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Frank O. Olsson
Carl G . Orne
William J. Pawelec
Pennbank
Luiz Collazo Perez
Gordon J. Phillips, Jr.
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Pioneer Hi -Bred
International, Inc.
Thomas C. Pitney
Pomona Valley Chapter
Charles A. Rainaud
Ramon E. Ramirez
John M. Ray
John F. Reid
Robert F. Richards
Kenneth O. Richmond
Richmond Lee Chapter
Ronald Rind
Ivan W. Robertson
Albert Roeper
Carlos Roig
Mark Romboli
Mr. and Mrs. R. L. Rosenbl att
Tom Rubin
David J. Salisch
Adolph T. Samuelson
Quentin E. Samuelson
Savannah Chapter
Michael K. Scheiner
Bernard Shenkman
Gordon A. Shofied
Lloyd W. Smith
Elroy J. Snouffer
Mrs. Herbert Sperry
William F. Stewart
Stuart Cameron McLeod Society
Susquehanna Valley Chapter
Eugene F. Svatek
TBS Industries, Inc.
Irving Tessler
Robert E. Todd
Daniel Travieso
Tulsa Chapter
Henry S. Turner
Jacqueline A. Valentic
Fred Van Alstyne
Harold A. Van Deest
Norman H.S. Vincent
Virginia Council
Charles C. Ward, Jr.
Ward Leonard Electric,
Co., Inc.
William Warshauer, Jr.
George C. Watt
Kenneth E. Wire
Thomas Wood
Rolfe Wyer
George Young, Jr.
Lillian Y.C. Yu
Darlene M. Zaborsky

Contributors
Morris Adler
Ursel K. Albers
Thomas A. Andruskevich
Jaime Aviles
Joseph M. Bafaro
Lyle L. Bare
David Barron
Jack F. Bassett
Ashley N. Beasley
William F. Bentz
Mark Berid
Reginald S. Bickford
Richard Bieganski
Dorothy Bishopp
John Blears, Jr.
Christine J. Blossom
Joseph A. Bogovic
Ellis G. Bohon
Astika Botejue
John L. Brigham
Nicholas P. Brown
Richard D. Brown
James E. Caldwell
Benjamin J. Canto
W.S. Carr
Charles P. Cedergren
R.F. Chandler
Thomas Chin
Dr. Frederick D.S. Choi
David E. Clementi
Seymour I. Cohen
Dana A. Cole
Kenneth Collins
Matthew Ira Cooper
Leslie W. Cox
Douglas R. Crane
Charles K. Crum
John A. C unningham
Jeanne M. Davidson
Orlen C. Davis, Jr.
R.G. Deland

Joseph A. Devore
Donald J. DiClemente
George R. Donnell
Oliver J. Edwards
Herbert C. Eichhorn
Ralph N. Elliott
Gerald O. Enright
Adolf J. Enthoven
Marjorie E. Fenelon
Joseph W. Ferioli
Robert R. Ferrier
Henry D. Fick
Kenneth A. F ilo
Jerry L. Ford
Mr. and Mrs. J. C. Freeman
Louis Freidenberg
Iluminada R. Gaerlan
Alexander Georges
Stanley A. Gilbert
Andrew J. Glassanos
Aaron B. Goldberg
Robert J. Gonnella
Richard E. Green
Judy Haevers
Lester G. Hansen
David C. Howard
John H. Howe
Charles R. Huber
Richard T. Hunt
Phillip R. Johnson
A. Carrol Josey
Albert D. Kaiser, Jr.
J.G. Kelley
J. R ay Kile
Deborah B. Klaes
Allan M. Kline
Patricia L. Knight
Robert J. Knueven
Laura M. Kochel
Shirley A. Koehler
Virginia Kunkel
Mr. and Mrs. C. W. Lamden
Clarence Langer
Thomas Leahy
Lorien C. Lee
Willis A. Leonhardi
Larry L. Lincoln
Robert J. Linley
Mortimer Lugo
Mary E. Lynch
Robert E. Malcom
Richard B. Mansfield
Alvin Marn
Mervin L. Martin
Alvin A. Matsumoto
Naja Barrett Maxwell
Paul J. Mayer
Ralph C. McBride
Marilyn K. Minarik
Robert E. Montague
Jim Moyle
Roger P. Murphy
Mortimer (Mike) Odermatt
Timothy P. O 'Hara
Ralph Olenick
Donald A. Pabst
H.L. Pardoe
Arthur D. Peffer III
Janet C. Pendergraph
Martin Peyer
Gerard P. Pignata
Lee Ping
R.K. Portman
Richard H. Prall
Thomas J. P urcell III
Gordon Putnam
Racine- Kenosha Chapter
Nadette Raymond
Warren Rivera
George P. Robertson
Gaeton F. Roccamo
Frank M. Romney
Mark S. Rutherford
Mr. and Mrs. D. J. Schepker
Garry M. Schliefke
Laura Schwartz
A.A. Schweighauser
Joel M. Segal
Kazuo Senda
Martha R. Shapiro
Daniel K. Shimokawa
Melvin J. Shoup
Theodore Simon
Howard Sirota
Dennis Sizemore
Richard J. Slais
Slippery Rock State College
Student Chapter

Douglas J. Smith
Joseph E. Sokolowski
T. Christopher Stambaugh
Roger J. Steinbecker
J.D. Stoeberl
Oscar, Beverly and
Holly Suarez
Stephen J. Sullivan
William S. Suns
Carl E. Thoresen
Charles W. Tucker
Upper Finger Lakes Chapter
John K. Valere
Lawrence R. Van Deusen
Winslow O. Vickerie
Leonardo B. Vila
Charles R. Wagner
Richard W. Wagner
Robert 1. Weafer
Marilynn R. Welch
Norman V. Werling
Richard M. Westing
Paul and Diane Willey
Paul C. Wirth
Robert E. Wisniewski
Roger D. Wollstadt
R.A. Yearlin
Douglas Zaccaro
John C. Zampetti

Others
Michael V. Accardi
L.M. Barrick
Thomas Burgos
D.A. Davisson
Kavin Dunham
Charles R . Dupree
Charles R. Duval
David Frac
Clarence C. Householder
Alan J. Inman
Kenneth J. Kakaty
Christopher Loesch
Stanley Miller
Maria K. Parks
Lewis D. Petry
James M. Schulte
Lee W. Shirley
R.L. Sikes
William B. Stoddard, Jr.
Donald W. Strom
Martin A. T hilmony
George Tomasi
Thomas A. Tucci
Virginia Skyline Chapter
Mr. and Mrs. W.T. Woods
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In the Library
Tax Shelter Financing Through the
R &D Limited Partnership
James K. Lafleur, John Wiley & Sons,
605 Third Ave., N. Y. 10158, 1983, 402
pp.— Getting a new business on its feet,
including the financing, is a difficult undertaking. This book, by the president
of an American Stock Exchange firm,
discusses a practical way to use the tax
advantages of limited partnerships to
accomplish this objective.
The first five chapters are based on
the author's research on the subject, primarily taxes, plus an evaluation of the
type of investors who might be interested in participating. Chapter 6 provides a
practical approach to forming an R &D
limited partnership. The author covers
the fol lo wi ng s ub jects t ho ro ughl y:
choosing the project, determining the
basic business structure, preparing the
key documents, marketing the offering,
and managing the business.
There are more than 300 pages of appendix material from which a serious
entrepreneur or investor could develop
a complete package. It is a pleasure to
see that a businessman can write such a
readable, useful book.
International Tax Summaries 1983—
A Guide for Planning and Decisions
Coopers & Lybrand International Tax
Network, Alexander Berg, Editor, John
Wiley & Sons, New York, N. Y. 10158,
1983, approximately 900 pp.—This volume covers relevant details of the tax
systems of 93 countries. Comprehensive
summaries are given for all the major
European, South American, and Asian
trading partners of the United States, although relatively few readers may be interested in the tax policies of Iran or
Vanuatu.
One of the most desirable features of
this volume is that a standardized format has been prepared for each country.
Each chapter starts with income taxes
on corporations, income taxes on individuals, and income taxes on nonresidents. These sections are followed by
summaries of other significant taxes,
computation of taxable income and related consi derat ions. Fu rt hermore,
where appropriate, the editors have a
84

Miriam Redrick and Stan Stec, Editors

commentary on the best method of investing in each country.
For 19 major countries, specimen
corporate tax computations are provided. Thus, for example, a German corporation not distributing any dividends is
shown to pay an effective rate of 63.3 %,
while with a full distribution of earnings
the effective tax rate is shown as 60 %.
Particularly useful information is
provided to help the reader select the
best form of business entity by a nonresident. Is it better in a particular country
to form a local subsidiary corporation
or operate as a branch?
This book will not substitute for the
detailed knowledge offered by a professional tax adviser, but it will resolve
many problems.
Each chapter averages between 10
and 15 pages per country. The presentation is nontechnical and readable —not
full of tax jargon. The material in this
volume is current, and the editors plan
to issue an annual replacement volume
to keep it up -to -date.
Kohler's Dictionary for Accountants
W. W. Cooper and Yuji Ijiri, Editors,
Prentice Hall, Inc., Englewood Cliffs,
N.J. 07632, 1983, 574 pp.— A perennial
best seller, this revised edition has some
4,500 terms, roughly a 50% increase
from the previous edition. NAA's Management Accounting Practices (MAP)
Committee is in the process of preparing its own glossary of terms relating to
management accounting. Preparing a
dictionary, including selection of the
terms and writing definitions that are
internally consistent, is a difficult job.
The editors of this edition are to be congratulated. Any management accountant interested in keeping up with the
"state of the art" will want this sixth
edition both for the company library as
well as a personal copy. This book is a
reference volume for use in the library
only.
Microcomputer Buyer's Guide: Helps
You Choose The Small Computer
You Need
Tony Webster, McGraw -Hill Book Co.,
1221 Ave. of the Americas, New York,

N. Y. 10020, 1983, 150 pp.—The vast
majority of this book consists of pictures and brief descriptions of the capabilities of the products of about 160 microcomp uter manufact urers. Prices,
capabilities, and software are discussed
in a practical format.
Unfortunately, the author avoids recommendations. The early chapters provide backgroun d on hardware, peripherals, and software. There's a brief
analysis of Japanese competition, as
well as fund amental descriptions of
some of the basic operating systems and
software plus popular application software packages. All in all, a good reference guide.
The Sporty Game
John Newhouse, Knopf, Inc., 201 East
50th Street, New York, N. Y. 10022,
1982, 442 pp.—The title of the book refers to the high -risk nature of the commercial jet airplane business, which, according to the author, is comparable to
betting at the racetrack. For all practical purposes, the aircraft market has diminished to the point where there are
now only two viable airplane manufacturers and three potential suppliers of
jet engines. The real question is, given
the buyers' market, whether even these
firms can survive profitably.
From the point of view of a management accountant, perhaps the most interesting aspect of the book is the author's description of how difficult it is to
estimate production costs. The author
quotes an executive of one supplier who
states that "no two airplanes are alike,
and the more versions you make, the
higher the cost. Another customer may
even want variations in the airplanes already earmarked for him. Furthermore,
by the time he has bought the third or
fourth airplane— sometimes even the
second —there are improvements, some
of which may have to be folded into the
planes already delivered." What is the
real cost? How do accountants do their
jobs in that environment? The answer is
"not very well."
The author's gambling analogy probably is quite apt. The book is well written and makes interesting reading.
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Taxes
12 4-4
of an attorney for daily luncheon meetings with other members of his law firm
is not deductible as an ordinary and
necessary business expense.
In the case at hand , Mr. Moss was a
partner in a law firm specializing in litigation. The firm had an unwritten policy of meeting every day during the noon
court recess at a restaurant conveniently
located near the courts and its office for
the stated purposes of deciding scheduling assignments, discussing issues and
problems raised in the morning court
sessions, advising each other on how to
handle certain pending matters, and updating the senior partner on settlement
negotiations. The partnership deducted
the cost of these daily luncheon meetings and , in turn, Mr. Moss claimed his
share of the firm 's expense on his individual tax return.
From the perspective of the partnership, the luncheon meetings were considered part of the attorney ' s working
day and not as an hour of reprieve from
business affairs. The individuals did not
feel free to make alternate plans or to
eat elsewhere . Thus, the partnership
considered the expense incurred as an
ordinary and necessary —and deductible— business expense.
The IRS, however, did not focus on
the circumstances which prompted the
partners to meet each day, but rather on
the fact that the individuals were having
lunch while they were together. Thus,
while the meeting may have been ordinary and necessary to the business, the
outlay for meals was a personal nondeductible item.
In agreeing with the IRS, the Court
pointed out that the traditional view of
the courts has been that if a personal
living expense is to qualify as a business
expense, the taxpayer must demonstrate
that it was "different or in excess of that
which would have been made for the
taxpayer's personal purposes." Thus,
the Court asserted that while it was well
aware that business needs dictated the
time and place for the daily meetings,
and that these meetings contributed to
the success of the partnership,
"... ot her co sts con tribut ing to
the success of one's employment
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are treated as personal expenses.
Commuting is obviously essential
to one's continued employment,
yet these expenses are not deductible as business expenses. . . . Daily meals are an inherently personal expense, and a taxpayer bears a
heavy burden in proving they are
routinely deductible."
Accordingly , the Court appears to
have established the general rule that
expenses for meals which are an everyday occurrence are not generally or routinely deductible, except in perhaps unusual situations.

Letters
17-4-4
able costing techniques to price their
products. In the long term, businesses
go broke this way. It is only during the
short term or as a survival strategy to
resolve significant idle capacity that a
firm should consider the use of variable
pricing. Under no circumstances should
this be confused with the economic theory referenced earlier or considered a
strategy to achieve equilibrium between
marginal costs and revenues.
Ronald S. Bella, CMA
Vancouver, Wash.
The Conclusion Is Overstated
In the article " How Firms Use Cost
Data in Price Decisions" (July '83), the
authors ' simplistically provocative conclusion to this complex and deserving
issue is as overstated as the "myth" they
attempted to "unequivocally destroy."
For example, the authors make no
mention of a contradictory study dated
April 1980 and sponsored by the Management Accounting Practices Committee of the NAA. Over half of the $100 mil li on - and -up
man u fa ct u ri n g
respondents formally identified fixed
and variable expense for product pricing
decisions and used cost - volume - profit
analysis at least half the time in making
ex i s t i n g an d n ew prod uct pricing
decisions.
This subject is certainly worthy of a
more comprehensive analysis.
Paul F. Smith
The ARO Corp.
Brvan, Ohio

ADDTAX
EXPERTISE
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COMPUTERIZED
BILLING SYSTEM

There's nothing more predictable than
taxes...and nothing more changeable
than tax rates. Published information is
not standardized and frequently is not
current. Only SALESTAX'p' Magnetic
Tape Service offers current sales and
use tax rates in a computerized file that
covers all 42,000 locations in the U.S.
and Canada... constantly up- dated.
We'd like to send you information on
all services provided by Vertex Systems.
There's the SALESTAX Magnetic Tape
Service, or you can keep up with changing local taxes through the Vertex
NATIONAL SALES TAX RATE DIRECTORY

with its monthly up -date service. In addition, the Vertex PROPERTY TAX DIRECTORY provides complete filing and payment requirements, tax rates, and
assessors' names and addresses. Send
today for the complete story on these
services.
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People in the News
Promotions and New Positions
Trust Company ofGeorgia has promoted Susan Langston, Atlanta North to
vice president; Terry Cagle to assistant
vice president; and Judy Smith to assistant vice president.
Ron E. Schutz, Bellevue Eastside, has
join ed F irst Int erst ate Bank as vice
president and commercial lending officer in th e C o mmerc i al Ban ki n g
Division.

controller- treasurer at Tempo Graphics,
Inc. i n C ar o l S t re a m. . . . James R.
Bearrows was promoted to vice president- finance at Woodland Services,
C o . . . . William Smutny is now controller at Saco Industries, Inc.
John P . Hegman, Dayton, has been
named controller and financial officer of
Cassano's Pizza & Seafood.

Bruce Beers, Binghamton, was promoted to vice president of finance at Endicott Forging and Manufacturing.
Pat McM urray, Boise, has been promoted to vice president and manager
for First Security Bank.
Elliot S. Grupp, Boston past president,
recently joined Electronic Protection
Devices, Inc., Waltham, as vice president- administration and finance.
Theodore E. Schuster, Bridgeport, has
been promoted to plant controller at the
Stratford plant of Dresser Industries. . . . Daniel Mills has been promoted
to assistant vice president at Flaherty
Giavara Ass ociates.... Daniel Kovlak
has been promoted to senior manager
and Matthew Farrell, manager, at Peat,
Marwick , Mitchell & Co.... William
Lucas, at Fairfield University, has been
promoted to treasurer and vice president- finance.
Mark E. Hoffman, Buffalo, has been
named controller of Nuttal Gear Corp.
Kenneth D. Green, Calumet, is now
controller, Inland Steel Mining Co.
Michael Cartie, Central Minnesota, has
become vice president of operations at
Citizens State Bank in Brainerd.
Ronald J. Abluton, Charlotte Blue, is
now vice president, finance for PQA
Incorporated.
Ralph E. Wydra, Chicago has become
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cou nt ing and fin an ci al syst ems for
PRI's GASCO divisi on.... Barry Mizuno was recently promoted to controller of Theo H. Davies Hamakuas Sugar
Co. . . . Clifford Tsuji is now vice president at Hawaii Omori Co. ... Terence
Enriques is now vice president-controller at Surfline Hawaii.
Patrick J. Doyle, Illowa, has been promoted to vice president- controller at
St ar F o rms, In c. .. . Judith A. Pobanz
has been promoted to secretary- treasurer at K.I. Willis Corp. in Milan.
Elizabeth Ann Fallis, Indianapolis, has
joined the Athletic Department Sporting Goods as controller.

J '
EISNER
East Bergen - Rockland

PYLIPOW
St. Louis

Jack Fleming, Denver, has been appointed controller of the Int erwest
Communications Companies.
James W. Hamilton, Des Moines, has
been promoted to controller at Iowa
Po wer & Li gh t C o. . .. P att i Art i zer
will assume her new duties as controller
for Quality Health Care Specialists in
Fort Dodge, Iowa.
Michael C. Eisner, East Bergen -Rockland, recently was named vice president- corporate controller, Sony Corp.
Robert L. Shirel, Evansville, has been
elected corporate vice president and
controller of South Central Communications Corp.... Larry Drennan is now
vice president ofSunbeam Plastics.
Terry W. Thompson, Greater Ozarks,
has been promoted to controller ofPaul
Mueller Co.
David Thornburg, Greater Topeka, has
been promoted to assistant controller at
Victory Life Insurance Co., .... Carol
Eickman has been promoted to controller, The Garlinghouse Company.
David M. Gillespie, Hawaii, recently
accepted the position of director of ac-

Peter T. Moe, Kalamazoo, has been
named a vi ce pres id en t for F irst o f
Ameri ca B ank . . . . Russell Kneen has
been named as president of Bronson
Health Care Group, Inc.
Charles Settle, Kansas City, is now vice
president- accounting and finance with
Power Flame, Inc.
In. Macomb County - Michigan, William
M. Husak is now controller at Parameter Driven Software in Birmingham.
Ronald D. Frohock, Michigna, was promoted to director of corporate accounting at Whirlpool Corp.... Dan Cavanaugh has recent l y b een ap po in ted
treasurer of Nibco, Inc.
Waldemar W. Danielson, Minneapolis
Viking, is now treasurer, DeVAC, Inc.
Walter C. Anderson, CMA, Morristown, has been appointed treasurer /controller of Main Steel Polishing Co.
Gregory F. Napps, Muscle Shoals, has
been n amed p res i den t o f Cert ifi ed
Alarm of Alabama.
Liberto J. F azziola, New York, has
j o i n ed t h e Wo rl d Healt h Med ical
Group as controller.... Seymour (Sy)
Lesser is now vice president, finance, at
Hearst /ABC /Viacom Entertainment
Services.
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Richard R. Morris, North Central Ohio,
is now vice - president of administration
for the Inquirer Printing Co.
Joseph E. Hagen, Oakland County, is
now the controller of Michigan Special
Products, Inc.
Thomas J. Sonneborn, Olean- Bradford
Area, was recently promoted to division
controller at Dresser Manufacturing in
Bradford. Tom Harenda has replaced
hi m at Dres s er Cl ark as finan cial
manager.
Ralph E. Otto, St Louis, has been elected executive vice president and chief operating officer of John Fabick Tractor
Stanley R. Pylipow was elected se....
nior vice president, chief financial officer and to the board o f directors of
Fisher Controls International, Inc. He
is an NAA national vice president.
Ted Hansen,Syracuse, has been promoted to vice president and controller with
Hoffman Air and Filtration Systems.

Joe Crabtree, Minneapolis Northstar.
Dan A. Crossmire, Erie.
C. R. Cuttle, Piedmont-Greensboro.
Norman W. Dunzweiler, Cleveland.
Charles W. Dittmer, New Orleans
Elmer J. Elhardt, Trenton.
John K. Gai n es , Ro ckf or d past
president.
Harley K. Hagen, Racine - Kenosha past
president.
Robert E. Hartmann, Lehigh Valley
past president.
William H. Henderson, Jr., Birmingham- Vulcan.
Prentice R. Loomis, San Diego.
William H. McLean Jr., Baltimore.
E. Edward Morris, Mid- Florida past
president; past national director, 197476. SCMS.
Joe M. Shaver, New York.
J. Douglas Stone, Wichita past president; past national vice president, 197374. SCMS.
Arthur F. Vollman, Orange County.
R. A. Walker, Toledo past president.

Mack Malone, Tyler Area, is now contro l l er of Tal ly -Ho Pl as ti cs in
Jacksonville.
Donn Patton, Valley Forge, has been
promoted to vice president of finance
and administration for the Philadelphia
Flyers Hockey Team.
James R. Kresge, West Georgia past
president, will be taking the position of
corporate controller with Coca Cola of
Miami.
Ronald L. Baldwin, Wichita, has been
promoted to senior vice president -finance of Fourth National Bank and to
treasurer and chief financial officer of
Fourth Financial Corporation.

Emeritus Life Associates
Claude J. Adkins, Houston Blue Bonnet
past president; past national director,
1979 -81. SCMS.
Donald L. Alexander, Cincinnati past
president.
Roy H. Anderson, Phoenix.
Fred J. Arnold, Springfield,
Nevin N. Bibler, Seattle.
Perry W. Blacketer, Kansas City.
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Falls, 1951. ELA.
Fred L. Neureut her, 62, New York,
1982.
Robert L. Rinehart, 56, Central Arkansas, 1978.
Pelham A. Rowan, 51, Member -atLarge, USA, 1959.
Eileen C. Scott, 60, Seattle, 1975.
Leon L. Scott, 80, Washington, 1949.
ELA.
K. R. Smith, 53, Los Angeles, 1958.
Sol Sok olo w, 58, Fort Lauderd ale,
1978.
Dean C. Steele, 77, Delaware past president, 1955. ELA.
G A. Steeves, 82, Calumet, 1952. ELA.
Charles Stewart, 69, Calumet past president, 1956. ELA.
Milton D. Stiles, 85, Baton Rouge,
1943. ELA.
Herbert F. Taggart, 84, Ann Arbor past
president, 1931. ELA. SCMS.
Donald M. Wells, 76, Mohawk Valley
past president, 1929. ELA.
Frank A. Willenberg, 87, Mohawk Valley, .1926. ELA.

In Memoriam
Michael M. Bakalian, 35, Member -atLarge, USA, 1975.
Alvin E. Baker, 64, Northwest Keystone,
1977.
Lonnie H. Bearry, 39, Baton Rouge,
1970.
Paul Beck, 89, Washington, 1952.
Dino F. Bucei, 50, Detroit, 1967.
Ian S. Clews, 56, Member -at- Large,
New Zealand, 1968.
Rex E. Day, 60, Northern New York,
1956.
Paul I. Downing, 60, Ithaca - Cortland,
1977.
Francis Goldsmith, 59, Rio de Janeiro,
1971.
Paul Hermann, 59, Beaver Valley, 1957.
Vernon C. Hoffman, 72, Cincinnati past
president, 1940. ELA, SCMS.
Milton Kublin, 76, Miami, 1963.
Barry Lerner, 41, Brooklyn- Queens,
1971.
William S. Lima, 56, Pomona Valley Inland Empire, 1962.
James E. Lowery, 49, Washington,
1979.
Charles S. Lowrimore, J r., 59, Wilmington. 1983.
Ben R. Mark, 72, Waterloo Cedar Falls,
1946. ELA.
Helen V. Moodie, 68, Waterloo Cedar

The one book
you'll turn to for
tax strategies...
PERSONAL TAX PLANNING
for Professionals and
Owners of Small Businesses
Provides complete tax planning advice from
highly experienced tax attorneys—
• how to d evise your own tax and financial
strategies for the 1980s
• tax p lanning for personal inve stments. including real estate, stock, and tax shelters
• setting up or leaving a business or practice
at lowest tax cost
• inc orporatio n o f profe ss io nals and b us iness owners after TEFRA
• compe nsatio n and retirem ent planning
434 pages, hardcover, 1983. This book will
be supplem ented regularly to keep it up to
date.
0 Please send me this new book t$90, plus $6
shipping; CA residents add sales tax)
( Tx-36630111)(n)
Name
CA State Bar No.

Firm
street /suite no
city /ziP
SENO YOUR ORDER TO

California Continuing Education of the Bar
Dept. TAX 27. 2300 Shattuck Avenue
Berkeley. CA 94704
Source. 071G
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Now you don't have to p ut your old
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Periphonies, an Exxon affiliate, has developed a new interface that permits
banks to link up with almost any personal computer. As a result, customers
will no longer have to own a particular
brand of computer in order to do business with their bank. In addition, the
company has integrated its voice -response technology into the system. Users can be led through bank transactions with a natural - sounding human
voice, as well as with words displayed
on their screen. For more information,
phone (516) 467 -0500.
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Information System Resources has introduced a new concept in microcomputer software training: instructions on
audio cassettes. Called Sound Training,
the kits instruct users on how to use
such software packages as WordStar,
Mail Merge, CP /M and WordCraft.
Soon to come are cassettes covering
MULTIP LAN, Su percalc an d ot her
maj o r so ft ware p ackages . Con tact
Jeanne Nash, (612) 452 -7913.

Republic Technology Corp., a subsidiary of Republic Steel Corp., is offering
a computer time - sharing service complete with systems, software and professional staff assistance services. It is a
means for companies to obtain computer services without investing large sums
of money and many years in developing
programs. Time sharing and programs
are being offered in such areas as standard costs and management reports and
human resource management systems.
The systems can be modified to meet
customer requirements. Contact Lee
Doverspike, (216) 622 -4617.

.

Davis & Associates, Inc. has introduced
a new Project Cost /Management Information Syst em for microcompu ters.
The PC /MIS system extends powerful
project planning, scheduling, budgeting
and performance monitoring capabilities directly to project managers. Developed to help plan, manage and control a
variety of consulting projects, the PC/
MIS assists users in testing and evaluating cost implications, and tracks cost plus -fixed fee, unit rate and lump sum
contracts. "Built -in" audit routes check
time -sheet and direct expense data entries against project budgets. For additional information, contact Dr. Sidney
Davis, (404) 875 -0793.

A new computer security system has
been developed by Western DataCom
Co. Compatible with all computer systems in use today, Lineguard 3000 has
been designed to stop unauth orized
dial -up access. The module intercepts
all incoming computer access calls and
verifies callers' code numbers. If verified, the caller hangs up and waits for a
call -back, which connects the caller
with the computer. Invalid entry codes
are denied access to th e modem and
permanently recorded for management
evaluation. Phone (216) 788 -6583.

phone Dick Malko (414) 476 -3300.

The Forum Ltd.'s Business Requirements Planning (BRP) courses now are
available on video tape. BRP is a step by -step management process that provides all the levels and functions in a
manufacturing company with an understanding of what is required to make its
business plan a reality. The series consists of 16 tapes, which is 10 hours of
viewing, and is supported with workbooks. For more information, or for a
free BR P Intro ductory Vi deo Tape,

.

No w man agers can s en d ch art s o r
graphs acro ss to wn —o r acros s t he
country —in a matter of minutes with
Executive Presentation Systems Corp.'s
new EPS / COMM p ack age. E P S /
COMM al lows an EP S compu ter to
communicate with most other computers, including subscription databases,
and send or receive files by phone. In
addition, with EPS /COMM, computers
can answer the telephone and transfer
files when managers are out of the office. For information, phone Leo V.
Cheeseman, (404) 447 -8401.

hardware or software in the closet; you
can exchange it! The National Software
Exchange, a computer shop and software library, is publishing a newsletter,
"SWAP," which brings together interested traders of computer hardware and
software. Should you want to change
payroll packages or some other item,
you can trade or sell your old programs
for something else. The Exchange also
has game and educational diskettes on
hand for immediate sale or exchange.
Phone (201) 783 -6000, or write the Exchange at 700 Bloomfield Ave., Montclair, N.J. 07042.

&

Software Technology for Computers,
Inc. (STC) has unveiled a unique software program for personal computers
which enables users to tailor applications to their particular requirements
with virtually no programming knowledge. With THE CREATOR, users can
either develop their own individualized
applications or adapt "ready-to-customize" application programs, eliminating
the need for multiple, expensive software packages. To customize an application, the user simply answers a series
of English- language questions and THE
CR E ATOR d o es t he p ro grammin g.
Applications include financial planning,
budgeting, invoicing, and general ledger. For more information, write to the
co mpan y at : 153 Cali fornia Street,
Newton, Mass. 02158.

Madeline Krakowsky, Editor
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NothinggetsyouoverthehurtllesGkeFORESIGH7:
ISAFinancialPlanningSystems.
The best strategies win in business, too. And planning ahead is what our
ISA FORESIGHT Financial Planning Systems are allabout.
They're easy-to -use financial modeling systems, written in English with flexible
formats, instant reporting and immediate answers in all areas of business planning. Forecasting, "What if" questions. Sensitivity analysis. Data consolidations. Complete financial
routines, and much more.
Also available, FORETAX to speed and simplifyyour tax reporting, and
FOREGRAPH to provide high-levelbusiness graphics. Plus MicroFORESIGHT, which
allows your management decision - makers to use personal computers and mainframe data
to perform their own specialized analysis and planning.
ISA FORESIGHT Financial Planning Systems are installed and supported by
the industry's best professional and technical team, They're already at work for nearly 300
major firms, including many Fortune 500 companies.
Shouldn't your companyhave FORESIGHT too? For information, write or call
the ISAInformation Center, P.O. Box 47975, Atlanta, Georgia 30362. Phone(404) 441 -8800.

Wumers.Withtherecordtoproveit.
C

14831NFORMATION SYSTEMS OF AMERICA, INC.

A UNITED TELECOM COMPANY.
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INFORMATION SYSTEMS
OF AMERICA

Why successful retention
programs start long
before the biting process

Wby employment
contracts are now more
advantageous to

employers
How to reduce long.

range payroll casts by
spending a little more at
the rigbt time

Wbi cb "cu st o mi zed "

techniques tailor strong
appeals to different
indiv iduals

Why one of the most
obvious and economical
methotis of keeping good
employe& ij"ofterti

How t o u se i n cen t i m
ot her t h a n mo n ey t o
encou ra g e loya lt y

What to do when one of
your best emp lo yees
qui t s

Too much turnover can be costly and disruptive.
Too little turnover and your best people
can get frustrated by slow advancement.
This valuable booklet will help you hold on
to your best employees. It's written by Robert
Hall; the author of How to Hire Smart; The
Robert Half Way to Get Hired in Today's Job
Market (Rawson- Wade/Bantam); and the soon
to be released, Robert Hatrs Success Gui ie 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 lb Keep Your Best People"
(Mail this coupon to Robert Half International, Inc_,
P.O. Box 4157, New York, NY 10163.)
Name
I Title
I Company
Address
city
I Gip

State
Telephone (

)
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=accounting, financial and edp personnel specialists
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