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The ad that started 1"tall...

Last fall we introduced our new general ledger software package, CLIENT STRATEGIST", with this
advertisement. We wanted you to be aware of a truly
outstanding and incredibly versatile tool for accountants, auditors and financial consultants. The tremendous response from all across the country told us that
we achieved that goal.

Today, we're happy to announce that CLIENT
STRATEGIST"" is now available complete with a tutorial and new reference manual that will make it even
easier for you to use.
What that first advertisement said, which created all
that excitement, can be summed up in these four
powerful pluses:

• CLIENT STRATEGIST` runs on the most popular business computers including the IBM PC, XT
and its compatibles!
• CLIENT STRATEGIST" interfaces with Lotus 1 -2 -3 and dBASE II as well as most of the other widely
used electronic spreadsheets and databases!
• CLIENT STRATEGIST " produces a complete set of working papers and lead sheets!
• CLIENT STRATEGIST' handles up to 32,000 transactions, 10,000 accounts in the Chart of Accounts
and up to three levels of client consolidation!

This all adds up to more time for you to devote to the
more profitable ways of serving your clients — consultation not write -ups.
CLIENT STRATEGIST`' is
YOUR KEY TO ACCOUNTING PROFITS!
CLIENT STRATEGIST'"
is a trademark of Dynamic Business Software Inc.

IBM PC and XT are trademarks of IBM Inc.
Lotus 1 -2 -3 is a trademark of Lotus Development Corp.
dBASE 11 is a trademark of Ashton -Tate
®RESTONPUBLISHINGCOMPANY.INC.

For a demonstration or for more information about
CLIENT STRATEGIST`m contact

In the United States:
Reston Publishing Company, Inc.
A Prentice -Hall Company
11480 Sunset Hills Road
Reston, Virginia
1- 800 -336 -0338

4$

In Canada:
Prentice -Hall Canada Inc.
1870 Birchmount Road
Scarborough, Ontario
MIP2J7
(416) 293 -3621

If you're serious about business
management, forecasting & control,

Look beyond
the'CALCS
To BUSINESS MODELER...
... it's the one software system that is as easy to use as an electronic
spreadsheet but offers powerful analysis, forecasting and reporting
capabilities for any business person.
Look At BUSINESS MODELER:
• Multi -user
• Easy to use —no technical expertise
required
• Model size limited only by disk capacity
• Simplified calculation processing
• Consolidation at multiple levels
• Interfaced with General Ledger
• Graphics capability built -in
• Easily cost - justified
• Compatible with IBM, NCR, Wang /VS,
HP -3000 and Prime computers
BUSINESS MODELER has been installed at over 500 locations in
some 30 countries around the world, and has been adopted as
a standard by many of the Fortune 1000 corporations.

Call today to see BUSINESS MODELER in operation.
800 - 426 -7462 312- 789 -9160
BUSINESS M ODEL SYST EM S INC.
2625 Butterfield Road
Oak Brook, IL 60521
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Paying Bills the Electronic Way

24

By Robert L. Caruso
Corporate trade payments via electronic transfer came closer to reality after the National
Automated Clearing House Assn. and 11 corporations recently conducted a successful
pilot program. The director of cash administration at Westinghouse Electric concludes it
could mean savings of $2.3 million in processing costs alone for his company.

Getting the Most from Your Forecasting System

28

By Gadis J. Dillon
Even if you have created an elegant forecasting system, it will not yield the benefits expected unless you interact with it continuously. Here is the way experienced managers use
a forecasting system in order to contribute to decision making on a real -time basis.

Minimizing Export Cash Flow Delays

33

By Neil Leary
Effective management of export payment transactions begins with the decision on the
method of sale. Because trans - border funds flow is subject to several types of delay, cash
managers must match the country with the appropriate method in order to ensure timely
payment.

Small
Business

A Look at Accounting for Small Manufacturers

40

By George F. Hanks and Pamela L. Murphy
A study of small manufacturers found that they were surprisingly weak in even rudimentary
accounting controls. The authors provide insight into the reasons why and some methods
of achieving significant improvements.

Systems

Telecommunications: AT &T Has a Few Suggestions

45

By Elliott Lynch
Many companies are entering 1984 with communications systems that really are nothing
more than over - expanded, ineffective carryovers of long- outdated technology. AT &T has
developed a framework of systems assessment that can help companies make telecommunications decisions that will not only save money in the long run but which will enhance
productivity and profit now. Here's how two companies benefited from the method.

Financial
Statements

Proposed: a New Statement of Changes

49

By Julie V. Bryant
Financial analysts recognize the need for a more comprehensive statement of changes in
financial position. Because of the flexibility of APB 19, the current statement can be vague
and is open to management manipulation. An easily implemented, enhanced statement
can provide useful information for both external and internal users of financial reports.

Auditing

A Guide to Auditing Insurance Programs

53

By Henry A. Revzan
The internal auditing of insurance programs can be transformed from an auditor's nightmare into a highly beneficial examination of the company's vulnerability to risk with just a
little basic knowledge of the coverage options. This review provides a practical glimpse of
what accountants should expect of insurance programs.
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Hospitals

A New Treatment for Health Care Costs

58

By Leonard E. Berry
The Social Security Amendments of 1963 will bring significant changes in the way hospitals do business. Management accountants will have to be heavily involved in making the
necessary changes in the financial and accounting systems under the new pricing scheme,
which is based on diagnosis - related groups (DRGs).

Conference

Seattle '84: Managing Change

63

By Robert F. Randall
U.S. comptroller general Charles A. Bowsher will address keynote luncheon at Annual
Conference, June 24 -27.
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PERSPECTIVES

The Certainty of Change in our Community
And Social Responsibilities
In past months' columns I have addressed the certainty of change
in many areas that affect our profession. I'd now like to briefly discuss a changing area which I believe can have a great influence
and impact on ourselves, our communities, our country, and the world —our responsibility as good citizens.
Over the years, I am certain that you
have heard many of your friends and acquaintances say "W hy don't they do
something about crime, the bad roads,
the school system, the deficit (or numerous other problems in our society) ?"
Well, my answer, which you may think is
overly simplistic, is that there is no one
else out there but us. They are us!
Sure, we have our politicians and emCHARLES T. SMITH, JR,
ployed
executive directors and staffs of
President, 1983 -84
numerous organizations. But we elect or
select these individuals and underwrite their costs. Therefore it behooves us to see that we get our money's worth by getting things
done. And our interest and involvement are absolutely essential.
Rapid change is affecting this area, as government becomes
leaner and federal spending for community and social purposes is
being reduced or eliminated entirely. While some of the slack is being taken up by the states and local communities, there is an increasing need for us as individuals and professionals to do more,
Normally, our businesses provide significant assistance to worthwhile programs. But the recent recession has put a dent in corporate efforts —one that probably will not be straightened out until the
economy once more becomes robust.
A recent study of 600 chief executive officers conducted by The
Mutual Benefit Life Insurance Co. bears this out. The majority of
respondents, 61 %, said that the economy over the past two years
has been "a deterrent to corporate involvement." And they acknowledge that they'd prefer to meet their obligations to the community through philanthropy rather than through volunteerism. In
fact, although 70% of the CEOs said that they encouraged their employees to volunteer, many said they did not have a systematic program for doing so.
Other survey results are equally interesting. A minority of about
33% —many of them at the helm of small, young firms — believed
that they could best benefit the community "by being good businessmen and good employers and not by spending time on other
people's boards or by donating money," Many mentioned that their
firms would be doing more if their profit margins were wider; and a
few pointed out that it is hard to allocate resources to other groups
when the company itself is struggling to stay alive.
Most of the business leaders interviewed, however, perceived
some benefit to their own organizations from being involved in community affairs. Seventy -four percent said that a corporation benefits
0-0- 44
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"There must be a way
I to get hi her earnings
for my client."

'

"Haven't you
heard about
Dean Witters
Active Assets
Accounts ?''

j
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i

a

Assets offers higher earnings • Exclusive Expense Analyzersm to help
Dean Witter's plusActive
a unique combination of benefits you individuals code checks in 20 different
from any bank or brokerage firm. categories.
ActiueAssets can'tForgetindividuals,
our regular Active
• Business Expense AnalyzersM to code
Assets
Account
is
ideal.
business checks in 30 different categories.
Accounts.
For smaller companies, sophisticated Professional guidance.
asset management techniques used by
Foryour
• Advice from a professionally - trained
large corporations are available with our Dean Witter Account Executive to keep
clients. And new
Active Assets Account for
you abreast of investment opportunities
Businesses, Non -Profit Organizations
and
ideas from one of the top research
foryourself. and Institutions.
groups in the field.
All it takes is $20,000 in cash and /or
securities to open either account and
receive these benefits:
Higher earnings.
• Automatic investment of every dollar
every day.
• A choice of 3 money market funds.
s4etst,
• $25 million insurance on the securities
in your brokerage account —not including
money market fund shares.
• For individuals, trusts and non- profit
organizations, interest from a federally insured deposit account.
Instant cash access.
• Unlimited check - writing in any
amount and check - cashing privileges —
even on weekends and evenings.
Free VISA''' cards to charge purchases
or get cash worldwide.
• Margin loans available —with no fixed
repayment date.
• Commission -free traveler's checks.
Simplified business and tax
records.
• One easy -to -read monthly statement
that details all account activity,
• Special Year -End Tax Summary for
help at tax time.
01984 Dean Witter Reynolds Inc.

For more complete information,
including charges and expenses, send for
a prospectus. Read it carefully before
investing or sending money

r ------------ - - - - --

1- 800 - 526 -7443 Ext. 918

' Dean Witter Reynolds Inc.
Client Information Services
P.O. Box 5013, Clifton, NJ 07015

Member s1PC
@ A 6 5 M A C 4/84

Please send me, without cost or obligation, a prospectus
and a (please check)
"Guide to higher earnings,"for individuals.
"Proposal for businesses, non-profit organizations and
institutions. "
Organization
Your Name_
Address
City

State

Zip

Business Phone
Home Phone
Dean Witter clients, please give your Account Executives
name and office:

A member of the Sears Financial Networ k

DE"WITTER
Worth asking about."

Opinion
Robert L. Shultis

PLUG
Recently our special order department received what was probably one of the largest —if
not the largest — single orders for a research
publication that we've ever received. It was for
500 copies of Information for Corporate Directors by John D. Aram and Scott S. Cowen, both
of the Weatherhead School of Management,
Case Western Reserve University, Cleveland,
Ohio. The order was from a major legal firm
and its intent was to give a copy of this publication to every professional on its staff.
That's high praise, indeed, so while traveling
to some committee meetings recently, I decided to use the flight time to read it. (That's sort
of a confession from the Executive Director. Although he tries, he doesn't read everything that
comes out of the NAA shop.) But this one I did,
and I'm glad I did because it offers considerable insight into the opportunities that management accountants have to further their own careers and t o b roaden top managemen ts'
perspective of what management accounting is
and what it can and should do for them.
The authors zero in on what they feel is the
major role of a corporate board of directors —
that of "value creation." The success of a company— frequently through the contributions of
the board — creates value for its owners, the
shareholders, And to do this, the directors
need, among other things, management information. To quote one director referred to in the
study, "If I am faced with having to approve a
decision recommended by management, I want
access to all information the CEO used to form
his recommendation. Any less than this puts
me at a disadvantage." Another offered the following: "I determine my information needs by
asking one simple question: What information
do I need to know to run this business? Once I
answer this question, I begin to determine
whether I'm getting this information. If not, I
want to know why!"
Aram and Cowen then describe the experience of three companies in developing successful, "value- creating" boards. Of particular
6

interest to the management accountant is the
case study of the Sherwin- Williams Co. which
outlines in detail the managerial structure and
management information system which the
CEO and his associates developed and which
contributed to the dramatic turnaround in the
fortunes of the company. The format and content of the various reports— budgets, forecasts,
actuals— should serve as useful thought starters for any management accountant interested
in helping improve the effectiveness of his or
her managem ent an d the fortu nes of the
company.
In fact, the whole book —well written, well edited—is replete with good ideas that the
management accountant could use. The key, I
think, is the initiative which the management
accountant shows in seeking out useful information and experimenting with new ideas, new
data, new formats. Too often we have a tendency to keep our noses too close to the desk
and fail to show the initiative that we should. If
there has been one common thread that runs
through the CEO interview articles we've been
publishing, it is that the individuals who have
started as management accountants and
moved up in the executive hierarchy haven't
been satisfied with things as they are. They
have sought ideas from many sources and
have communicated those that they thought
were useful to the appropriate higher levels.
The comment is sometimes made that "the
boss doesn't want new ideas; he's blocking my
path." True, occasionally, but not very often.
Most bosses get all too few ideas and welcome
them when they do get them.
Now, before I climb down off my soapbox
this month, let me express my mystification
over a situation which has existed since I had
the privilege of joining the NAA staff, and maybe before that as well. If one accepts the premise mentioned above that we can all use a
few thought starters, why is it NAA has trouble
selling —and even giving away to its members —the research reports which the Association has published? The researchers and the
Research Committee under the chairpersons of
the past few years have published an impressive series of books which have made major
contributions to accounting literature. In addition, the books are attractively formatted, well
written, and well edited. They are easy to read.
Yet we have trouble distributing them at whatever price to those who could use them. Order
a copy of the new study on Information for Corporate Directors, for example, whether you are
involved with your board or not. I'll bet you'll be
pleasantly surprised at how valuable it will be to
L]
you.
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Announcing a Remarkable
Advancement in
Financial Software:
It Works.
General Ledger Financial Control
Accounts Payable/ Purchase Control
El Fixed Asset Accounting
Capital Project ManagementSystem
To learn how these systems work for a broad
range of medium to large size companies on most
major computer systems, call today at 800 -556 -5511
(408- 730 -0100 in California), or complete and mail the
coupon below.
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D
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Please send me additional information on your:
General Ledger System
Accounts Pavablel Purchase Control System
Fixed Asset Accounting System
Capital Project Management system
My need is: Immediate Short Term Long Term
I am interested in attendinga free seminaron financial
application software.
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1279 Oakmead Parkway, Sunnyvale, CA 94086
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Finance and accounting managers at hundreds of
major corporations have found they can rely on the
financial software systems by Data Design.
Why? Our Financial Applications Software
Packages —all of which are developed by Data Design
—are given the most extensive reliability testing in the
industry, guaranteeing ease of use and trouble -free
installation.
We have enjoyed less than a five percent
employee turnover rate in over a decade (industry
average is 30%) so you can be confident that the person who developed the Data Design system you
bought is still with the company. Ready to provide the
responsive, knowledgeable support— through implementation and beyond —that is consistently rated
the highest in the software industry in nationally
recognized independent software surveys.
Follow -up maintenance (each customer is assigned their own personal Account Manager), telephone
consultation and a 24 hour emergency hot -line service
are included with the purchase of each system. So are
full installation assistance and in -depth training (at
Data Design or at your facility).
There are many reasons why we have attained a
reputation for supplying the finest financial applications software packages and service available. Among
them are the shared commitment of our employees to
product quality and service (we are 100% employee
owned) and their high level of data processing and accounting skills -40 010 have graduate degrees in
business management.
Our reputation for excellence has been built on
years of providing the highest quality mainframe
software for:

MAC ?

The U.S_ Department of Defense (DOD) has
proposed a plan by which a board would be established within the DOD to replace the now defunct Cost Accounting Standards Board
(CASE). The board would be responsible for
recommending approval of modifications to
and interpretations of Cost Accounting Standards (CAS) that were issued by the CASB.
With the CASB not in existence, there is no
governmental entity to grant waivers and exemptions to the cost accounting standards that
are incorporated into defense contracts, or to
consider changes to the standards.
As envisioned in a DOD concept paper, the
new CASB would have eight members, including one representative each from the accounting profession, industry, and academe. Support ing the board would be the CAS
Committee, an advisory body whose members
would predominantly come from the defense
establishment. That committee's role would be
to perform research and to prepare issues papers and exposure drafts under the guidance of
the board.
The DOD developed the plan for a new CAS
board after receiving notification from the Department of Justice that DOD is legally free to
adopt, reject, or grant exemptions to the cost
accounting standards based on a recent decision in the case of Boeing Company vs. United
States 680 F.2d. 132 (Ct. cl. 1982), cert. denied, 103 S. Ct. 1728 (1983).

MAP Committee on Income Taxes
NAA's Management Accounting Practices
(MAP) Committee submitted to the Financial
Accounting Standards Board its position on the
Board's Discussion Memorandum, "Accounting
for Income Taxes." In its letter, the MAP Com-

FAF Approves GASB Plan
Trustees of the Financial Accounting Foundation (FAF) have approved the procedures by
which a Governmental Accounting Standards
Board will establish standards for financial accounting and reporting by state and local govreplace the Naernmental units. The GASB
tional Council on Governmental Accounting, a
part-time voluntary body affiliated with the Municipal Finance Officers' Assn. NCGA Statements will remain in force until replaced or
modified by the GASB.
While agreement on the structure of the
GASB was reached in July 1983 by the FAF,
governmental groups and others, further progress was delayed until the parties could resolve questions of jurisdiction, Under the plan
now approved, the GASB
establish standards for state and local governments, and the
have jurisdiction over other reporting
FASB
10, 110-68
will

DOD Proposes New CASB

will

Louis Bisgay, Editor

will

Management
Accounting
Practices

mittee expressed its support of present -day accounting (comprehensive allocation) under
APB Opinion No. 11, noting that the changes
MAP would recommend "are, in total, not sufficiently important to warrant revising the existing
literature."
As noted in its earlier comments on accounting for employers' pension costs, the Committee believes that earnings generally are best
determined directly as the difference between
revenues and expenses for the period, rather
than being indirectly based on changes in assets and liabilities. Accordingly, the Committee's view is that the determination of income
tax expense should emphasize the income
statement, with proper matching being a primary objective. Comprehensive allocation best
matches the components of pretax financial reporting income with their related tax effects.
Comprehensive allocation improves the usefulness of reported profits; earnings are likely to
be more predictable than under the alternatives
presented as a result of consistent accounting
for identical facts and circumstances.
Mindful of the significant growth of deferred
taxes on companies' balance sheets, the Committee suggested that a more informative display of deferred taxes on the balance sheet
and improved footnote disclosures might allay
many of the criticisms of present practice.
Th e fu ll t ext of t he MA P Com m itt ee's
comment letter is available without charge from
MAP at National Association of Accountants,
919 Third Ave., New York, N.Y. 10022. NAA's
position will be presented this month at the
FASB's public hearing in New York.
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"THANKS TO COMPREHENSIVE .. .
A new home in the
sunbelt, my own
airplane and an
accounting practice
worth over half
a mil l io n ! ' "

Tom Budziszewski
Houston, Texas

When I was a teen in the mid sixties, Iwanted to do three things:
Play football, fly airplanes and work
with numbers.
I was an and 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 20/20 — and in order to
be a captain at that time, that's what
was required.
So it was my aptitude for figures
that led to my ultimate career choice
— accounting.

program that cr eates an awareness of

the COMPREHENSIVE sy stems, you

COMPREHENSIVE, to help attract and
pre -sell new clients.

can relo c ate and set up a practice
anywhere in the U.S.

Systems and support
What makes COMPREHENSIVE SO

Check it out

special, in my opinion, is the training,
systems and support. With

Sometimes I feel I'm living out a
dream — adjusting to my increased
incorne and improved lifestyle. There's
no way I could have done it without

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

How I started
I got off to a slow start, though.
Part-time and summer jobs 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 co uld hand le
the responsibilities of a controller, he
noted: "You've only been here three
years ... so wart."
I knew it was time to start looking.

every month.

Hundreds of clients!

chisee can expect to attain these
sales, profits or eamings. 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 completed over 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 501%)
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 5500,000 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 1961 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

COMPREHENSI VE It' s phenomenal!

If you're thinking about taking that
Texas -sized step of owning your own
business. COMPREHENSIVE can help.
I know you're not about to invest your
hard - ear ned money on just my say -

so. Check it out ... get the facts.
After giving you the facts,

COMPREHENSIVE will give y ou 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.

That's right — hundreds of clients.
As of now,

1 have more than 200
accounts." My goal is to reach 300400. It 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
61/2 years I've built a practice with a
market value of over $500,0001
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

Then I saw a COMPREHENSNE" ad

in the Cleveland Plain Dealer.. .

What is COMPREHENSIVE?
COMPREHENSIVE is the nation's

Legalese
These sales, profits or earnings
are of a specific franchise and
should not be co nsidered as the
actual or potential sales, profits or
earnings that will be realized by
any other franchise. The franchisor
does not represent that any Fran-

D. (800)
T. Hagel
(a TollCall
Free
323 -9000
Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868

Starting my own practice

I'd like to know more about:
Expanding

,

Relocation

Name

COMPREHENSIVE practice provided the

largest hanchisor of its kind, providing
accounting, bookkeeping, tax and
business consultation services for
small businesses of all types.
Currently, over 350 independent

accounts per firm is 31.

;

means to pursue my love of flying.
Address

Nationwide opportunities
W hen I joined COMPREHENSIVE, I

decided to spend my life where the
weather was nice, and where I could

COMPREHENSIVE f ranchisees like
myself pr ovi de fast, ef fic ient and
complete monthly ser vi c e to 23, 000
business c li ents acr oss the c ountr y.
Plus — we' re bac ked by a pr of es-

sional team skilled in accounting
systems, practice management, sales
marketing, taxes and more. W e're also
supported by a national advertising

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

,

City

State

Phone

(Best time to call

Zip

,
,

1

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

,

'

This is not 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.

,

,

MA -4
L m m m m m m m i m m m m i n i m m m m m i m m i

COMPREHENSIVE° ;

The right arm of America's small busviesses. •� •'

Management
Information
Systems
Gerald R. DeMaagd, Editor

How Computerized MIS Data Bases
Contribute to Financial Reporting
The essential characteristic of a management
information system (MIS) is its ability to provide
information in a form which is both accurate
and useful to management. The capture, storage, and retrieval of financial data in computer based financial reporting systems has provided
increasingly powerful reporting capabilities for
accountants.
Over a decade ago in the classic, Profitability
Accounting, Robert Beyer and Donald J.
Trawickil outlined the concept of a unified accounting system able to satisfy both the objectives of traditional custodial accounting and the
objectives of managerial accounting. They envisioned a multidimensional classification system in which accounting data would be cross c las s ified s o as t o s at is fy virt u ally an y
decision - making or control requirements. Both
financial and managerial requirements would
be integrated in a single comprehensive MIS.
The System Realities
Although never fully realized in every respect, the dream of a comprehensive, flexible
financial reporting system is a reality in many
companies today. More than any other factors,
larger computers and improved general ledger
software packages have made this possible.
The declining cost of data storage also has had
a beneficial effect, but the much heralded database management systems (DBMS), such as
IBM's IMS /DL1, have made almost no discernible difference to end users of automated general ledger systems.
What a computerized system can provide is
speed, accuracy, and the ability to store and
manipulate a larger volume of detailed data
than would be practical in a manually posted
general ledger. There also is less need for sub10

sidiary ledger and control accounts. A computer system can calculate automatically accrual
and reversal journal entries, and even generate
inter - company accounts among subsidiaries.
General ledger software packages like the
McCormack & Dodge G/L PLUS and MSA's
(Management Science America) General Ledger System are designed to provide maximum
flexibility in account coding and reporting. Any
chart of accounts can be used, including differing charts of accounts among subsidiaries of a
corporation. Responsibility reports can be generated for any level of the organization that can
be identified.
Some microcomputer general ledger software exhibits some of the same limitations
found in mainframe general ledger software of
the past. A typical example is the requirement
that a specific range of account numbers be
used by type of account: 100 for assets, 200 for
liabilities, and so forth. Earlier systems often required maintenance of a structure of internal
computer "sorting codes" or keyed reports on
the account /center number itself. Systems of
this kind limit the levels of summarization possible and require additional work on the part of
the accounting staff to maintain them.
Flexible Data Presentation
The real contribution that automated general
ledger /financial reporting systems have made
is their capability for creating alternate presentations of data from the financial data base.
The various ways account data can be reclassified for management purposes become limited
only by the level of detail included in the data
base and the alternate product line, project, or
other special codes identifying it.
With the use of such a system, the major
task in implementing management reports for
profitability accounting then becomes the capturing, prorating, or allocating of the costs and
revenues associated with the alternate account
codes. It's best if the required detail dollar
amounts and account codes are calculated in
computerized subsystems such as accounts
payable and fixed assets, which can be integrated with the general ledger data base.
The remaining unassigned and indirect costs,
of course, must then be allocated to product or
profit centers. Most mainframe general ledger
software packages include a cost allocation
module to assist with this process. The capabilities and ease of use of this feature, however,
vary considerably among vendors.
Data -base technology will begin to make
more of an impact on financial reporting capabilities in the 1980s. Inverted list processors
► ► 68
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When yo u look at the

numbers, there's no better
accounting software for
your small business clients
than the Great Plains'"
Hardisk" Accounting
Series!
fake o u r Gen eral
Ledger program, for example. Great Plains lets
you arrange your financial
statements an y way you

like. And it handles up to
2000 separate accounts,
multip le com panies, and
individu al p rofit centers,
all with exten sive aud it
trails.
And Great Plains
takes the pain out of o ther
accounting tasks, too, from
paying bills to tracking
inven tory. With programs
you can use individu ally

or together: Accounts
Receivable, Accounts
Payable, Payroll, even
Inventory Management
with Point of Sale
I nvo ic i ng .

So when it comes to
crunching numbers, simple arithmetic will tell
you that Great Plains is
number one, To find out
more here's the number

to call: 701-281-0550. Or,
write Great Plains Software, 1701 S.W. 38th St.,
Fargo, N.D. 58103.
'Great Pkdns Softwuuv nuns on the
IBM PC computer, IBM XT, Apple Ile,
Apple III oron any IBM mm {wtible.

GROW YOUR BUSINESS
ON GREAT PLAINS.

Data Sheet

standing Committee on Regional Councils; and
Warren W. Byrne, Illinois Northeast, chairman
of the Building Fund Committee.

FASB Splits Pension Project

U.S. Attacks CPA Rule
One of the last barriers to unrestricted competition for clients by CPA firms may be about to
fall. The U.S. Justice Department has filed its
first law suit against the Louisiana State Board
of Accountancy seeking to overturn its ban prohibiting "direct uninvited solicitation" by CPAs.
Such laws, which are on the books in several
states, are said to be anticompetitive, encouraging higher audit fees. Small firms, on the other hand, generally defend these bans as necessary to protect them from unfair competition by
large, national firms. The American Institute of
CPAs eliminated its prohibition against uninvited solicitation in 1979 and Justice Department
pressure has caused accountancy boards in
Kentucky and West Virginia to drop such bans.
The suit is scheduled for trial this summer in
New Orleans.

Big Demand Seen for EDP Auditors

Conference Board Sees Gains, Risks
Economic expansion is spreading from the
United States to Europe, according to an economic overview released by the Conference
Board's Brussels office. It projects real GNP
growth in Western Europe to accelerate from
0.6% in 1983 to 2% in 1984, with West Germany and the United Kingdom leading the recovery. It sees three major risks, however. The discrepancy between low "domestic" inflation and
rising world prices is boosting export orders
and inventory building to an extent which does
not correspond to the trends in final demand.
Second, the costs of corporate borrowing remain extremely high and a recession may follow a boom period of two to three years once it
is realized that long -term business profits do
not match those posted in the early months of
the recovery. Finally, increased worldwide interdependence in financial markets may aggravate the risk of a sharp economic downturn. As
for the U.S. economy, the Board worries that
massive budget deficits may eventually lead to
a "crowding out" of private investment, posing
a future threat to economic stability. Three facdelay this squeeze including improved
tors
cash flow, a slowing rate of economic growth,
and the continuing surge of foreign capital.
On the other side of the coin, cash flow gains
will soon disappear; the Federal Reserve may
try to pump up a slowing economy, thus causing a new round of inflation; and increased forcause an increase in the aleign capital
ready large U.S. trade deficits.
will

The proliferation of computers— expected to
grow in number to hundreds of thousands in
the next few years —will have a dramatic impact on accounting, according to Source Finance Personnel Services' "1984 Accounting
and Finance Salary Survey." Not only will individuals with data processing experience have a
competitive advantage, but the demand for
EDP auditors should increase dramatically. Another highlight of the survey: Women now represent more than 40% of today's college accounting majors, and this number is expected
to reach 45% by 1985_

The Financal Accounting Standards Board has
divided its project on pension accounting into
two projects. One will focus on accounting for
pension benefits; the other will address accounting for other postemployment benefits,
such as health care and life insurance. In another action, the Board decided not to add the
subject of accounting for leases to its agenda.

will

Robert F. Randall, Editor

President Smith's Appointments
President Charles T. Smith, Jr., has appointed
Joseph L. Brumit, past national president, to
succeed Robert Morgan as NAA's representative to the International Federation of Accountants (IFAC) and chairman of the Financial and
Management Accounting Committee. In other
appointments, James B. Edwards, CMA, Columbia, has been named chairman of the new
12

Business /Accounting Briefs
Theory Y, Theory Z, and now Theory G. What is
this latest motivational ploy? Vegetable gardening, Theory G, may be the answer to improved
productivity, a better working environment, and
more satisfied employees says Gardens for All,
The National Assn. for Gardening.
D
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Wby Accountemps
personnel
outperform
other temporaries.

s.,
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accoun

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 Expertsm
V 1983 Ruben Half Intcm2tional Inc All uflic" independently owned and operated

Charles Pridemore, Editor

Ergonomics vs. "Terminal Burnout"
There is a great deal more to the video display
terminal (VDT) issue than the question of
health hazards. The reality is that VDTs are a
part of the automated office and they are not
going to go away. In fact, more than seven million people now work with terminals in the U.S.
alone. The current ratio is one electronic keyboard for every three white collar workers. By
the end of 1987 that ratio will be one -to -one. A
new VDT is installed somewhere in the U.S. every 13 minutes. This means over the next five
years, the U.S. market will soak up almost 8120
billion worth of office automation hardware
alone, $200 billion including software and services. In order to help companies more efficiently incorporate electronic tools into their operations , and to mitigate the pot ent ial
personnel problems, there is a growing concern for ergonomics —the relationship between
persons and machines. Dataspan, a New York
training corporation, has introduced an ergonomics skills training program designed to help
VDT users increase productivity and accuracy,
reduce fatigue levels, improve concentration,
reduce back and neck strain, and eliminate
"terminal burnout." Companies that have implemented the training report up to a 70% increase in rate (or speed) of document production, a 50% reduction in errors, and an average
10% increase in productivity. Eighty -five percent experienced an increase in health and
comfort levels. For more information, contact
Dataspan, 575 Madison Ave., Suite 1006, New
York, N.Y. 10022.

Software Taxation Seesaw
For the third time in six months, a state high
court has dealt a setback to software vendors
and users, ruling that software is tangible per14

Financial Software Journal
There finally may be a definitive source for information on financial software. Microthought:
The Journal of Financial Software has been introduced by Microthought, Inc. The new magazine's focus on articles pertaining to the selection and use of financial software packages.
It also features listings of available packages
and reviews of software for specific applications. Intended to help accounting, tax, banking, and financial planning and investment professionals sift through the countless software
offerings available for their specialities, the bimonthly publication has been distributed initially to 100,000 industry professionals. Caroline
Carr, associate editor, reports that the journal's
goal is to provide timely, useful information in
nontechnical language. Contact: Microthought,
2811 Wilshire Blvd., Suite 640, Santa Monica,
Calif. 90403.
is

Computers
and
Accounting

sonal property and, therefore, subject to state
sales taxes. The Supreme Court of South Carolina ruled against a bank data processing department's contention that it purchased knowledge and services and not tangible property in
acquiring a noncustomized personnel package
in 1979. The court ruled that the magnetic tape
on which the program was delivered was "in a
form which could be seen, weighed, measured,
felt, and touched and was, therefore, tangible
personal property." At the same time, the court
made the distinction that if the program had
been delivered via phone lines or if a programmer or data entry operator had keyed in the
code, the final product would not have been
subject to the tax. Observers indicate the action is characteristic of a trend by states to tax
all software in order to increase their tax revenues. Currently, more than 12 states have tax
codes that differentiate between custom and
prewritten software, applying sales taxes only
to the latter. Purchasers of software must evaluate the situation carefully in their own states,
because the definition of custom software varies greatly from state to state.

Computer Industry Update
Software Arts, which created the popular VisiCalc program, filed papers in federal court in
Boston seeking to end its contract with Visicorp, marketer of the program. Software Arts,
based in Wellesley, Mass., said Visicorp failed
to use its best efforts to market VisiCalc. Visicorp, of San Jose, Calif., said it would fight the
ac tion. .. . Victor Technologies, Scotts Valley, Calif., filed for bankruptcy protection.
C
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How do you keep up -to -date
with new human resource
management and payroll software?
Here are 7 ways for you to learn at Cyborg's
tuition -free software seminars.
1. There will be discussions of current trends and developments in the
human resource management and
payroll. and how they affect the
management and the processing of
information. These discussions will
be lead by experts in these fields,
not just salesmen.
2. Common problems will be discussed and solutions will be offered. Cyborg's approach to these
problems will be analyzed.
3. You will have the opportunity to
meet with a highly select group of
your peen. We have invited a number of Chief Financial Officers. Human Resource Managers and Payroll Administrator from major
corporations in your area.
4. You will be introduced to
Cyborg's new Human Resource
Management software package.
This is an entirely new product that
will offer you incomparable flexibility and simple solutions to your
problems. It's the most sophisticated software package ever designed
to be totally controlled by the user,
not by the data processing department.

5. There will be additional opportunity to exchange ideas with your
peers at a complimentary luncheon.
The luncheon will feature a guest
speaker from Deloitte, Haskins and
Sells. an international accounting
and consulting firm.
6. You will be introduced to
Cyborg's Payroll software package.
which may be totally integrated
with Cyborg's Human Resource
Management software. Cyborg's
software is industry independent
and very portable. It runs on IBM,
Honeywell. Univac. Prime, CDC,
Burroughs. NCR, Hewlett -Packard, DEC and Data General hardware.
7. There will be on -line demonstrations of Cyborg's products. You
will be able to see how they reflect
current trends and satisfy the requirements that were discussed in
the preceding sessions.

LOCATIONS
ATLANTA, GA APRIL 10
BOSTON. MA APRIL 12
CHICAGO, IL APRIL 4
DALLAS, TX MAY 8
DETROIT, MI APRIL 24
LOS ANGELES, CA MAY 17
MINNEAPOLIS, MN APRIL 26
NEW YORK, NY JUNE 5
SAN FRANCISCO. CA MAY 15
TORONTO, CANADA MAY 30
WASHINGTON, DC JUNE 7

Act now. Sign up for the tuition free seminar in your area. The locations are listed above. Simply fill in
the coupon and send it to us, or give
us a call and ask for seminar reservations.

� - Yes, I plan to attend
Yes, I plan to attend the complimentary luncheon.
I �n �No�—�Please�send�more�information.
coupon and business card to:
I Mail
John Kluska
Cyborg Systems, Inc.
I 2�N.�Riverside�Plaza�•�21st�Floor�•�Chicago,�IL�60606

Cybopg Systems, Inc. I Name
2 North Riverside Plaza
I Title
21 st Floor
I Company
Chicago, IL 60606
(312) 454 -1865
Telex: 9102216009

I

Address

I

Seminar Location—

Chicago

•

Phone

New York

•

Los Angeles

—�—� —�—

•

Atlanta

•

_

—

Dallas

Date

•

Ontario

LetterS

TO THE EDITOR

MIC ROS YST EMS
OPPORTUNITIES
Career Positions
The nation's leading developer of
microcomputer software for practicing professionals is seeking highly
motivated, seasoned executives.
Director of Educat ion) Consulting
Services —Guide AMYs 300010 annual
growth as a leader in nationwide education and consulting. Extensive knowledge of MAS consulting, accounting,
and DP systems is required.
Product Managers —These "end -toend" project management positions require DI'systems and hands -on applications experience in general, tax, legal,
AIE, or financial institution accounting.
Send resume in confidence to:
Personnel Director
Accountants Microsystems, Inc.
3633 - 136th Place SE
Bellevue, Washington 98006
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Project A.

Project B.
Cost of project: $10,000 per year for 10
starting 10 years from now.

1
95,700

100,000

—4,300

2
91,400
100,000
—8,600

$

PV of benefits
PV of costs
NPV

$

Cost of project: $100,000. Benefits: $32,000 per year for five years.
Assumption

$

years.
Where a shorter project life is present
(as for project A over project B), the
correct use of a discounting method
does not ignore these timing differences

umn 3 we accept only project A.
Column 1 is found by applying the
present value tables or formulas to be
found in any finance or accounting textbook (or programmed into financial calculators). Column 2 is derived by assuming that the 20% interest rate is to
be compounded continuously, giving an
effective discrete interest rate of about
22.14% (e• 2 - 1). Because that rate is
higher than 20 %, the NPV for both
projects becomes lower. And it lowers
the NPV of project B enough to make it

$

We were pleased to find Dr. Thorben
Thomsen's thought - provoking article,
"Dangers in Discounting," in the January issue. While this article admirably
simplifies some rather complex ideas for
the readers, we feel that certain points
should be p res en t ed i n defense of
discounting.
Discount rates should be weighted averages of the cost of capital over future
periods. In capital budgeting, different
rates will often be used where lives of
projects vary significantly. Consequently, the use of a single (20 %) rate for
both projects A and B may be incorrect
as one project provides a return in five
years while the other persists for 60

in cash inflows. One should not lose
sight of the fact that with a quicker inflow of cash, the opportunity exists for
reinvestment and additional earnings.
Discounting, in effect, values these
prospects and in doing so is not creating
a "distortion."
Manson P. Dillaway
Associate Professor of Accounting
Judy E. Maese
Assistant Professor of Finance
New Mexico State Univ.
Las Cruces, N.M.

$

Discounting Can Be Valuable

3
$101,100
100,000
+1,100

years. Benefits: $60,000 per year for 50 years

of benefits 10 years from now
of benefits now (line 1
discounted for 10 years)
PV of costs
NPV (line 2 — line 3)
PV
PV

We have received several requests to clarifythe calculations in Dr. Thomsen's article.Following is Dr. Thomsen's explanation of how he arrived at the present
value of Projects A and B (page 38).
The calculations are shown for the
two projects under three different assumptions (See table above):
1. Discrete compounding at 20% and
discrete year -end flows.
2. Continuous compounding of interest
(effective rate of 22.14 %) and discrete year -end flows.
3. Continuous compounding of interest
at 20% and continuous flows.
To indicate the tentative nature of the
results, the final NPVs are given to only
two significant digits. The results in the
article were those given in column 3 assuming continuous compounding and
continuous flows. In column 1 we accept only Project B. In column 2 we reject both projects A and B. And in col-

$299,967

$270.987

$299,986

48,446
41,925
$ +6,500

36,674
39,053
$ 2,400

40,600
43,233
2,600

not acceptable. The reason is that long lasting projects are extremely sensitive
to interest rate changes. Column 3 is derived by assuming that the flows take
place throughout the year (a more realistic assumption than that they take
place only on Dec. 31) and also that the
interest is compounded continuously.
For column 3 the formulas used are the
same as in column 1, except that (I +i)-t
is replaced everywhere it occurs by e-it,
where i is the interest rate and t is the
time Some accountants may rest in calm
assurance that, after laboriously learning the "ins" and "outs" of present value techniques and having acquired a finan ci al cal cu l at o r or pers o nal
computer, their PV results represent the
whole truth and nothing but the truth- unshakable and absolute. Nothing could
be further from the truth! PV models
are only rough approximations to the
real world and should be used with a
► ► 19
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Over 60 Years of Professional Service

AC CO UN TA NT S
MERGERS - REFINANCING - INVENTORY - LEASI
MACHINERY - NEW EQUIPMENT - EXPANSION - I
BACK - RECEIVABLES FINANCING -DEBT CONSC
PARTICIPATION LOANS - TAX SHELTER - AC
REFINANCING - INVENTORY - LEASING - AC
EQUIPMENT - EXPANSION - REAL ESTATE
FINANCING -DEBT CONSOLIDATION - BA
SHELTER - ACQUISITIONS - MERGERS ACQUISITIONS - MACHINERY - NEW EQ
SALE -LEASE BACK - RECEIVABLES FI
BANK PARTICIPATION LOANS - TAX S
REFINANCING - INVENTORY - LEASIN
EQUIPMENT - EXPANSION - REAL ESTATE
FINANCING - DEBT CONSOLIDA SHELTER - ACQUISITIONS - MER
ACQUISITIONS - MACHINERYSALE -LEASE BACK - RECEIVA
BANK PARTICIPATION LOANS REFINANCING - INVENTORY. LEA
EQUIPMENT - EXPANSION - REAL E
FINANCING - DEBT CONSOLIDATI
SHELTER - ACQUISITIONS - MERG
ACQUISITIONS - MACHINERY - N
SALE-LEASE BACK - RECEIVAB

Cash flow problems. Business refinancing.
Debt consolidation. In any situation where
your clients need immediate cash. NAC is
ready to help with up to 100% of your
clients' money needs.
Because we are THE cash support source
for people with pressing business needs...
one of the nation's most experienced specialists in secured lending. Your clients' needs
are highly individualized and so are our solutions — programs custom designed to help
with inventory loans, sale -lease backs, equipment loans, equipment leasing and financing,
refinancing and money for mergers and
acquisitions
Last year we provided more than $4
billion in cash assistance for companies
in every type of business and industry.
We'd like to help your clients, too, so call

NAC. Now.

There are a hundred reasons
why your clients need cash support...
. . . and that's one good reason to call NAC!
TheCommercial Finance Company

ESIab hshe d in 192:

National Acceptance Company of America

' . ':

Bank ers Bldg., 105 W est Adams St., Chicago, Illinois 60603

SERVICE

(312) 621 -7500
REGIONAL O FFICES: C hicago / Atlanta / Denver / Hunt Valley (Baltimore) / L os Angele s / Overland Park (Kansas) / Phoenix
Salt Lake City / St. Louis / San Jose / Santa Ana / Seattle / Southfield (De troit) / Tampa / W e stlake (Cleveland)
Accounts Rec eivable - Inventory Loans - Eq uipment Loans - Eq uipment Leas ing and Financing
Sale -Lease Back - Re- Financing - Money for Mergers and Acquisitions

Taxes
Israel Blumenfrucht and
Jerold M. Weiss, Editors

Taxpayer's Repentance Does Not Make
Fraud Statute Inoperative
The U.S. Supreme Court recently ruled that if a
taxpayer files a false or fraudulent return but
later files a nonfraudulent amended return, the
IRS may assess an additional tax "at any time."
In general, the tax Code allows the IRS to assess an additional tax on a taxpayer "within
three years after the return was filed." If a false
or fraudulent return was filed, and later corrected, the three -year statute of limitations does
not apply.
Two related cases, with essentially the same
fact patterns, were argued before the U.S. Supreme Court. In each case the taxpayer originally filed a fraudulent tax return, but later filed
a nonfraudulent amended return for the same
year. The IRS assessed an additional tax on
the taxpayers more than three years after the
amended returns were filed.
The primary issue confronting the Court was
whether the filing of a nonfraudulent amended
return causes the fraud statute of the Code to
become inoperative.
Justice Blackmun, in writing for the majority
opinion, concluded that the language used in
the Code was "plain and unambiguous." He
stated that:
"The substantive operations of the fraud
provisions of the Code itself confirm the
conclusion that the Code permits assessment at any time in fraud cases regardless of a taxpayer's later repentance_ It is
established that a taxpayer who submits a
fraudulent return does not purge the fraud
by subsequent voluntary disclosure; the
fraud was committed, and the offense
completed, when the original return was
prepared and filed."
The Court, however, pointed out that a different result would apply for taxpayers who fail to
file a timely return for a given year. The Code,
18

in a separate subsection, states that "in the
case of failure to file a return, the tax may be
assessed , , . at any time." The Court analyzed
Congress' intent in preparing a separate statute
for nonfilers and concluded that if a taxpayer
failed to file a timely return, the IRS can assess
an additional tax only within three years after
an untimely return is filed. The Court stated:
"It is settled that this section ceases to
apply once a return has been filed for a
particular year, regardless of whether that
return is filed late and even though the
failure to file a timely return in the first instance was due to fraud."
Thus, the Court concluded that Congress intended to provide for greater remedies for a
taxpayer who fails to file a return than for a taxpayer who files a fraudulent return and desires
to amend the wrongdoing.

Nontaxable Transfers of Property to
Corporations and Partnerships
Favorable tax treatment is provided by the Internal Revenue Code for certain transfers of
property to corporations and partnerships. In
order to take advantage of the favorable tax
treatment, specific conditions stated in the tax
law must be satisfied. In this regard, transactions are generally required to be constructed
in a manner that complies with both the substance and form of the Code requirements.
Two recently issued revenue rulings, however,
indicate the IRS has adopted a more liberal position of emphasizing form over substance in allowing successive transfers of property to be
treated separately and thereby permitting each
to quality as a nontaxable transaction.
Section 351 of the Code provides that no
gain or loss will be recognized if property is
transferred to a corporation by one or more
persons solely in exchange for stock or securities in such corporation, and immediately after
the exchange such person or persons are in
"control" of the corporation. "Control" means
the ownership of at least 80% of the total combined voting power of all classes of stock entitled to vote and the total number of shares of
all other classes of stock.
A similar, but even less restrictive provision,
applies to transfers of property to a partnership.
Section 721 of the Code provides that no gain
or loss will be recognized by a partner upon the
transfer of property to a partnership in exchange for a partnership interest. This provision, unlike Section 351, does not require the
0-110- 32
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NEEDTOKNOWABOUT
SELECTINGACCOUNTING
SOFTWARE

keen sense of their sensitivity to changes
in assumptions.
C Torben Thomsen
Professor of Accountancy
California State University
Fresno, Calif.
A Basket for NAA

A quantitative analysis of the eight
leading accounting software
systems.❑•❑Champion❑•❑Peachtree
•❑BPI❑•❑State❑of❑The❑Art❑•❑MBSI
•❑Great❑Plains❑•❑Open❑Systems❑•❑IUS

As an NAA member, I wan► to let you
kno w t hat I great ly app reciate t he
prompt and most helpful assistance provi ded by t he NAA res earch li brary
staff. Ackerley Communications, Inc.
will soon be completing the purchase of
the SuperSonics basketball team. The
copies of articles on accounting and tax
matters for professional basketball have
been helpful in getting more quickly oriented with these issues.
L. B. Blakeney
Secretary/Treasurer
Ackerley Communications, Inc.
Seattle, Wash.
A CPA Is Not a Certified
External Auditor
I read Mr. C.E. Rawlinson's letter (Dec.
'83) with interest. He seems to labor under the same misconception possessed
by many other external auditors: that a
CPA is a certified external au ditor.
Wh at ab o ut al l t he s mal l business
CPAs, tax practices, etc.? The very productive dialogue in process which draws
"CPA" and "CMA" into comparison is
that both are standards of accounting
excellence (or should be). The most instructive and productive approach probably would be to have one uniform Professional Accountant exam followed by
specialty exams and certificates. We already have certificates for the internal
auditor (CIA) and management accountant (CMA). There should likely also be
a certificate for external auditors. If additional experience requirements need
to be set by a state board to ensure a
specialty ability (e.g., rendering an opinion on financial statements), then the
board in charge of that area could so
require.
Steve Jenkins
Jacksonville, Fla.
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"A GUIDE TO ACCOUNTING
SOFTWARE FOR MICROCOMPUTERS"
was written for small and medium
businesses, consultants, accountants
and computer dealers who are faced
with choosing from a myriad of software
systems. Eight leading accounting
software systems are analyzed, compared and evaluated. The functional
modules reviewed for each are: accounts
receivable, accounts payable, inventory
control, sales order processing, general
ledger and financial reporting, and
job cost.

"Overall, this is a very useful book The charts
present a lot of information In a small space. The
narrative gives a lot of opinion. which Is what your
readers will want. Jerry S Huss. CPA
Publisher, CPA Digest

'W e do consulting work and sell microcomputer
systems to small businesses. and these types of
businesses getting into the computer field are
often confused about what kind of software to
buy. A book like this Is greatly needed "

Matrices cover 96 features across the 6
functional areas. Additional matrices
compare 296 data elements, functions
and reports for each system by
functional area Plus an analysis of the
systems by industry and company size
and weighing each systems strengths
and weaknesses.
Certainly, all the information you need ti:
help you make the right software
decision for your company or client.
$75 plus postage, if not satisfied return
in 30 days for refund.

David B. Umon
Resident
The Sierra Management Group

Computer Training Services
5900 Tudor Lane
Rockville, Maryland 20852
Please rush me
copies of A Guide to Accounting Software
for Microcomputers"
_ TITLE
NAME
PHONE
FIRM
ADDRESS
STATE
ZIP
CITY
MY CHECK FORS
(At $75 per copy plus 2.50 postage and
handling per order) is enclosed.
VISA /MASTERCARD
Circle the card used
CARD NO.D01:1001:1El
Exp. Date

E101:11:1

000El❑I1❑
❑ 0❑
❑ ❑ E
-1❑ 0
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Accounting
Education
Stanley M. Hunt, Contributing Editor
Manageme nt Accounting as a Prima ry Caree r Choice

"We want, through the CMA, through
increased understanding by the educators, and through better communications to students, a greater awareness that management accounting is
a challenging field, worthy of consideration as a primary career choice —
not as an afterthought o r a fallback
position."
This quotation is from a December
speech given by NAA Chairman Louis
Vlasho to the annual meeting of the
Federation of Schools of Accountancy. Mr. Vlasho currently is vice president and controller of Hobart Corp.
Mr. Vlasho observed that not long
a g o mo s t a c co u n t i n g g r a d u a t e s
chose entry -level public accounting
jobs as the starting point in their careers. After a few years, however,
many accountants switch to management accounting.
C o l l e g es t o d ay ar e grad u at i n g
ab o u t 60 , 0 0 0 acco u n t an t s yearl y.
Many aspire to careers in public accounting, but only a small percentage
join the ranks of public accounting,
an d an even smal l er p e r ce n t a g e
spend their entire careers in public
accounting. So while public accounting will always be an excellent career
objective, graduates need to realize
the more numerous opportunities in
man agement accou nti ng and financial management.
Mr. Vlasho emphasized that the
management accountant is becoming
an essential member of the management policy team and less and less
just a recordkeeper. A large share of
the accountant's job is forward looking. The accountant doesn't merely
report results —he influences results!
The increasing NAA presence in
20

the academic community was described by Chairman Vlasho. A new
Committee on Academic Relations
has begun to operate within the past
six months (see below). The chairman
of this standing committee sits on
NAA's Executive Committee.

The Federation of Schools
of Accountancy (FSA)
The FSA was organized in 1977 to
provide a forum in which accounting
educators and practitioners could exchange views and seek solutions to
common problems. FSA now has
members at 26 major U.S.
universities.
As stated in its 1983 annual meeting program, "The ultimate goal of the
FSA is to improve the quality of accounting education, especially that
portion directed to those preparing for
c a r e e r s a s p ro fes s i o n al acc o u n tant s." At FS A's seven th ann ual
meeting in Houston, Texas, on December 5 and 6, 1983, attendees
heard two major speeches. One of
these, by NAA Chairman Vlasho, is
summarized above.
The second speech was given by
Donald R. Sloan who is deputy chairman and chief operating officer of
Peat, Marwick, Mitchell & Co_ He
spoke on the topic, "The Accounting
Profession in 20 Years and Its Impact
on Education and Research." He
stressed that public accountants must
become "knowledgeable advisers to
business" on a global basis.
A student lyceum was held in conjunction with the annual meeting. The
28 students participated in financial
reporting and auditing cases by role

playing as "management" and "auditors." Their activities were video
taped and played back so the students could see themselves in action.
Dr. Gary A. Luoma, an NAA vice
president, is the 1984 president -elect
for FSA. Dr. Luoma also is a CMA and
the director of the School of Accountancy of Georgia State University.
John F. Chironna, chairman of NAA's
Committee on Management Accounting Practices (MAP), is a member of
the FSA Board of Directors. He is director of accounting practices at the
IBM Corp.

Activities of NAA's Committee
on Academic Relations
The National Association of Accountants recently establish ed a new
standing committee, the Committee
on Academic Relations. The Committee is chaired by Herbert C. Knortz,
executive vice president and comptroller of ITT, and includes representatives from colleges, corporate financial management, and CPA firms.
Major responsibilities of the Committee are (a) to increase the awareness among faculty and students that
management accounting offers rewarding careers and (b) to facilitate
interactions of management accountants and financial managers with the
academic community. Some of the
Committee's activities include:
1. Exploring the possibility of cosponsoring management accounting symposiums for professors
and practitioners.
2. Identifying faculty members at colleges to serve as liaison with the
academic relations program.
3. Publishing a semiannual management ac coun ting ed u cat ion
newsletter.
4. Providing financial support for doctoral research.
If you have suggestions or comments send them to: Dr. James Bulloch, Institute of Management Accounting, 215 City Center Building,
Ann Arbor, Mich. 48104.
C
Mr. Hunt is a General Mills' Loaned
Executive to NAA.
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111EIMPORTANTTHINGS
TOKNOWBEFOREBUYINGANEW
BUSINESSPHONESYSTEM:
There are at least 100 different manufacturers
making over 2,000 different phone systems for
you to choose from.

You can choose PBX, PABX, CPE or CPS —
systems that have their operational hardware on
your premises under your maintenance.

2

Some are not very good. Some are okay. A few are
exceptional.

3
4
5
6

To sort out the good from the bad, the top
engineers, technicians and customer consultants
at Ameritech Communications studied and
inspected hundreds of those systems to find the
best -of -the -best.

Or you can choose to go into THE CENTREX
UNIVERSE —with systems, large and small, that
make it easier, better and more economic than
ever before.

They found the very few that were unquestionably the best -of- the -best in a variety of system
sizes and types from smallest to largest and from
the simplest to the most complex. From a variety
of different manufacturers.
Then we put the Ameritech name on these few
best -of- the -best systems.

You can only buy or lease one of these systems
backed by the Ameritech name from the
Bell Communications Companies in
Illinois, Indiana, Michigan, Ohio
and Wisconsin.
— - -- , -

9

Your phone company wants one thing for you: the
world's best phone call. Every time, time after

time. As for the Bell Communications Companies,
that means doing all they can to sell you the
best -of- the -best in business phone systems.
Here's an pffen As much as our Ameritech experts
already knew about phones before they started
their "best -of -the- best" search, they learned a lot
more. We'd like to share what they learned with
you. Find out "What The Phone Company Knows
About Business Phones." Ask for our free book.
It will make your own search easier and better,
even if you don't buy from us.
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serves you through:
Illinois Bell Communications
Indiana Bell Communications
Michigan Bell Communications
Ohio Bell Communications
Wisconsin Bell Communications

We want to help you.
Give us a chance.
Give us a ring.

1-800-564-2444
Or write: Ameritech Communications,
Box 2674G, Highland Park, IL 60035

Now that you don't have to buy your phones from the phone company,
isn't it nice to know you can?
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II:

Software international has
nearly two decades of experience in doing one thing
with exceptional expertise:
providing on -line, financial
applications software for mainframe and mini computers.
We give you the special
touch you need to anticipate
and manage an increasing
flow of numbers with accuracy
and ease. When financial
and accounting professionals
want to run with confidence,
they run with Software
International.
Software internationaig
software packages include;
■ General Ledger and
Financial Reporting
■ Accounts Payable
■ Payroll and Human
Resource Management
* Accounts Receivable
■ Fixed Assets
Management.
• Forecasting, Modeling
and Reporting
■ Micro - Mainframe
Smart Link" and Query.
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Call or write:
Software International
One Tech Drive
Andover, MA 01810
1-800- 343 -4133

In Massachusetts c8111- 800-322-0491
Software Interna w nalElectric Sok ared

subsidiary
Products Company-
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we conducted an R &D project in conjunction
with the National Automated Clearing House
Assn. ( NAC HA). Th e NAC HA d eci d ed t o
launch a research study to determine if there was
sufficient interest among corporations to warrant
the development of electronic corporate trade
payments and, also, if it was feasible to send corporate trade payments through the automated
clearing house (ACH).
What Is an ACH?
The concept of an automated clearing house
(ACH) first emerged as a solution to what many
experts believed to be a problem in the ever -growing number of checks. In the early 1960s, more
than 12 billion checks were written annually in
the U.S. By the early 1970s,bank experts predicted that number would escalate to 44 billion in the
early 1980s and that the check processing system
would collapse in that decade because of limited
processing capacity.
As a result, a group of imaginative bankers envisioned replacing checks with electronic payments. They proposed that funds be electronically
transferred through a telecommunications network linking banks, savings and loan associations,
and credit unions. Figures 1 and 2 on page 26
flowchart the old paper payments method versus
the electronic transfer method.
In 1972, the seeds of such a network were
planted in the bellwether state of California with
the formation of the first automated clearing
house. Today, there are 30 ACH associations nationwide, representing 11,000 commercial banks,
3,500 thrift associations, and 22,000 companies
and rep lacing more t han 40 0 mi lli on checks
annually.
ACH payments flow through an interregional
exchange network covering the entire United
States. Most of the regional ACHs use the clearing facilities, delivery methods, and settlement
services operated by the Federal Reserve, although some use private processing facilities as
well. Membership within each of the regional
ACHs is compos ed of commercial banks and
thrift institutions that utilize ACH services.
Today, direct deposit continues to be one of the
most popular and widely used ACH services —
payroll, pension benefits, interest/dividends, annuities and insurance benefit payments are automatically deposited into customer accounts via
the ACH network, as are U.S. Treasury payments
such as Social Security.
The ACH is also used by consumers to pay insurance premiums, mortgage or loan payments,
utility bills, and many other recurring payments.
Within the past few years, corporations have begun to recognize the benefits of the ACH, and, as
a result, new cash management services such as
MANAGEMENTACCOUNTING/APRIL 1984

corporate trade payments were developed. The
ACH also is used for cash concentrations and
disbursements.
NACHA Conducts Pilot Test
Between June and October of 1981,extensive
on -site interviews were conducted with accounts
receivable, accounts payable, treasury personnel,
and, in some cases, corporate planners and data
processors at 11 corporations, including Westinghouse Electric Corp. As part of the pilot, we conducted a cost - benefit analysis in a very structured
fashion.
Electronic corporate payments would impact
on processing and cost savings in a number of
ways: The first area is banking cost savings. The
Monetary Control Act of 1980in essence required
the Fed to pass on charges to its member banks.
The banks in turn pass them on to their corporate
customers. Therefore, processing costs in a paper
environment are going to increase. We thought
perhaps that moving dollars and data electronically would be more cost effective.

jib
Robert L. Caruso is
the director, cash
administration, of
Westinghouse Electric
Corp.

Corporate trade payments transmitted
electronically may be the wave of the future
because of the millions saved in paper handling costs,
says a Westinghouse cash manager.

We also considered administrative cost savings.
Manual data entry, paper processing, postage, and
document storage continue to rise in cost; therefore, an electronic environment should reduce
costs in this area. Float impact is an area that has
to be considered as well. Let's go through the pros
and cons of electronic payments in a little more
detail, starting with processing cost savings and
how we analyze them.
Analyzing Accounts Receivable
On the wholesale side of our business, we use a
collection network of some 34 automated wholesale lockboxes throughout the country. An automated wholesale lockbox is a service offered to us
by our various banks whereby we instruct our customers in certain geographic regions of the country to mail checks and remittance detail related to
those checks to P.O. boxes. The banks pick up
this information and take it to their processing
centers. For the most part, this is all done manually with paper.
There's a cost in handling transactions this
way, and, of course, a potential for error. We conducted a study and solicited a few of our banks to
review the situation. We wanted to know what the
25

savings would be if collection information and
dollars could be transmitted electronically in a
structured format.
To process, to handle, and to transmit information in a paper -based environment, the bank
charges us approximately $1.05 per item or check.
A check has several documents attached to it. On
the average, at Westinghouse there are about 11
invoices per check. On the other hand, sending an
electronic transfer with 10 or 11 invoices cost us
about 15 or 20 cents. Therefore, we save about 85
cents an item in processing or banking costs.
There are also some administrative cost savings
because of the elimination of paper. When there is
manual data entry at the bank level, you have a
lot of "kickout." In our highly automated system
the information is transmitted from the banks to
our computer center and generally has an application rate of about 85 %. That means it reaches the
Figure 1
Paper Payments

S e nd s o r d e r
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Electronic Corporate Trade Payments
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ACH

customer's account and is transferred to the specific invoices automatically.
What happens to the other 15 %? It kicks out of
the computer, the banks have to send us copies of
the remittance detail and the checks that they
handle, and people have to look at the rejects from
the computer and manually determine how the
cash is to be applied.
In an electronic environment, the middle man is
eliminated. You go from the originating bank to
the receiving bank with no manual intervention.
This direct link will greatly reduce the error rate
and related administrative burden. We estimate
the cost savings generated by reduced administration to be about 79 cents per item.
We would also realize a reduction in handling
an d s t o rage o f p aper, wh ich co n servat i vel y
amounts to approximately two cents an item. So
we have a potential cost savings on the collection
side alone of $1.66 per item.
Since we handle roughly about 840,000 collection items a year at Westinghouse that translates
into potential savings of $1.4 million in processing
costs on the receivables side alone.

Buying
corp's
bank

We are fortunate to have a very highly automated payable system as well. Fifty -seven to 62%
of our divisions and subsidiaries feed into our centralized headquarters accounts payable system.
They key in information relative to payments they
have to make to their vendors, it goes through
software programs that drive the check printer,
and checks are printed and mailed from the Pittsburgh office.
We went to our headquarters accounts payable
bank and asked it to give us a review of what it
would cost us to carry out this activity in the
ACH environment. Banking cost savings, the difference of paying a vendor via a check or paying
through the ACH, is about 15 cents an item.
That's not quite as vast as in the receivables side
because there's less manual intervention. The cost
of checks, envelopes, postage obviously goes away
when you're doing it electronically. That adds up
to about 25 cents an item, and, of course, if postage cost s go up again, this co st s avin gs will
increase.
Cost savings relative to paper handling, storage,
and the ability to retrieve items amount to about
four cents an item; therefore, total savings on the
payable side is about 44 cents an item, which is
very close to what Sears, another participant in
the study, found it to be.
Currently, we process about two million checks
a year at Westinghouse. If we could convert totally we would have cost savings of approximately
$880,000 on the payables side.
What about the float impact? This concern
MANAGEMENT ACCOUNTING /APRIL 1984

seems to be the key issue among corporate treasurers and perhaps the most misunderstood issue regarding the corporate trade payments system, Float .
is the result of physical paper float. It's a function
of time. It's the time the check is in the mail; it's the
time the check is in processing; and it's the time the
check is in clearing, which is the area that the Federal Reserve is really concerned about.
As a corporate cash manager, I find that the
largest segment of float is mail time and check
processing time. Check clearing is less than one
day on the average. But, in any event, you have to
remember that float is a two -edged sword, even
for a sophisticated cash management company. It
slows the inflow of good funds in your account,
but, on the positive side, it slows the outflow of
good funds from your account.
The objective, however, is to identify float in order to control it. You can identify float, you can
quantify it, and you can control it in an electronic
environment.
Float loss is based on the payables side. But
consider, for example, if we had "X" dollars of
checks to be paid in a month, and on the average
those checks were in the mail, in processing, and
in clearing for four days, obviously we would give
up the interest on that float —if we were foolish
enough to send an electronic payment the same
day we would issue or mail a check. However, we
are not going to do that.
In the electronic environment you have total
control over the transfer of funds. You can time
the funds transfer so the vendor gets good, collected funds in his account the same date that he
would get good funds on a cleared check. When
this is done you neutralize the impact of the float,
you control it, and then you can zero in on the
processing cost efficiencies.
Next Player, U.S. Government
In summary, I'd like to review why we're interested in electronic corporate trade payments. It's
part of our strategic plan to develop technology
that will improve productivity. Not only are we
looking at the final loop of the corporate trade
payments, but we also have pilot programs in
place where some of our key customers are submitting orders electronically into our computers.
Currently, when an electronic order is placed, a
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paper invoice is still issued, but in Phase I1, an
electronic invoice will be created, and, finally in
Phase III, the CTP —an electronic payment —will
flow back to Westinghouse.
We envision this development as something
that's going to happen in the future. Timing is a
question, but we see it coming because of anticipated cost savings in the areas of banking and administration. We firmly believe that paper processing is going to co ntinue to b ecome more
expensive, and, therefore, moving into the electronic environment will be cost effective over a
long period oftime. Processing cost savings can be
readily identified because electronic processing is
more efficient than moving paper through our internal network for cash application and payables
applications. The float issue, we feel, can be identified, neutralized, and resolved.
We're looking for a phased -in implementation

The objective is to identify float so you can control it.
You can identify float, you can quantify it, and
you can control it in an electronic environment.

of as many vendors and customers as are willing
to participate with us over the next three to five
years; we've dedicated R &D funds to this project
through 1984; and we have a project manager
who will work with interested vendors and customers to accomplish this implementation.
We've already talked to the U.S. government,
and it is, in fact, dedicated to using corporate
trade payments to handle payments of less than
$25,000 to vendors. We do a great deal of government business and there are many other companies in the same position. Because of this situation
a large number of banks are going to have to be
prepared to handle corporate trade payments. We
will be in the government program. Indeed, representatives already have been to see us about a pilot
program to accept payments through the corporate trade payments mechanism. For these reasons, we believe that electronic trade payments
will become more widely accepted in the coming
year.
D
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Getting the Most
from Your Forecasting System
Dig out those forecasts and compare them
with actual results —then factor that into your decision making.
Repeat the exercise again and again.

Gadis J. Dillon is
associate professor of
accounting at the
University of Kentucky.
He has a Ph.D. degree
from the University of
Michigan. He
submitted this article
through the Blue
Grass Area, of which
he is a member.
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By Gadis J. Dillon
During the lunch break at a recent continuing
professional education course on financial forecasting, two co- workers were discussing how the
course might be applied in their firm. One said,
"After what we heard this morning, I suppose we
really should pull last year's forecasts out of the
files and compare them with actual results." Going by this comment, it was apparent that their
firm was not realizing full benefits from its forecasting system.
Unfortunately, such a situation is not an isolated incident. As discussion leader for several sessions of the forecasting course throughout the
U.S., I have encountered far too many participants whose companies engage in formal forecasting activities but realize only a part of the potential benefits. Too often, corporate decision makers
think in terms of a forecast as a document that
lists a set of expected results, rather than in terms
of a forecasting system as an integral part of the
managerial decision- making process. A comprehensive forecasting system should be useful for decision making throughout the operating cycle, not
just for developing plans at the beginning of the
period.

Let us discuss the elements of a comprehensive
forecasting system and suggest several ways a
company may strengthen its system and reap increased benefits. The elements are presented in
roughly the same order as they would be performed during an initial pass through the system,
but special attention is given to activities after the
initial forecast is prepared and reviewed. These
activities, such as the key variable monitoring system described below, are the activities most likely
to be omitted. They are also the ones where increased benefits can most likely be realized.
The elements of a sound forecasting system' are
illustrated in Figure 1. While each element is discussed individually here, forecasting should be
viewed as a dynamic process. There should be interaction of the elements through frequent review
and updating of both the input data and the forecasting techniques. Forecasting is also a repetitive
activity. Each successive pass through the system
should improve the forecasts and the forecasting
system.
Developing Individual Assumptions
Individual assumptions are the critical raw materials of the forecasting process. The quality of
the assumptions defines the quality of the foreMANAGEMENT ACCOUNTING /APRIL 1984
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casted information . There is no one method that
may be used to estimate all assumptions; different
types of assumptions require different techniques.
Also, not all assumptions are developed at the
same time. Some assumptions must be used as the
basis for further assumptions . For example, assumptions about the amount and timing of cash
collections from customers must be based on estimates of the amount and timing of sales, expected
average collection period , expected bad debt experience, and other assumptions.
Figure 1 illustrates how internal and external
historical information , corporate goals, and management 's plans provide input information for developing individual assumptions. Corporate goals
and management 's plans for achieving those goals
are a major determinant of most assumptions. For
example, if the firm expects to expand into new
product lines then the estimated manufacturing
cost functions will be different than if no expansion is planned.
Historical information, both external and internal, provides a foundation for developing individual assumptions. In the absence of other information, historical amounts provide the best estimate
of expected future amounts . Given additional
data, t hese i nitial estimates can be mo dified
through assumption development techniques to
project individual assumptions.
A wide variety of specific assumption development techniques exist; they fall into the two general classes of quantitative and qualitative techniques . Quantitative techniques , which when
strictly applied rely exclusively upon historical
numerical data and relationships, may be simple
or complex . Projecting a historical average into
the future is an example of a simple quantitative
technique. If bad debt experience in the previous
five years averaged 1% o f cred it sales, it might be
assum ed th at th is 1% b ad d eb t rate will co n tin u e.
Sim ple q u a n tita tiv e tec h n iq u es ca n b e ef fec tive
and accurat e in stab le situ atio n s, b u t m o re co m plex meth o ds are o ften n eed ed .
Sophisticated statistical tech n iq u es, rely in g o n

procedures such as mathematical extrapolation or
regression analysis, also may be applied in developing individual assumptions . The widespread
availability of computers , especially microcomputers, has significantly increased the use of sophisticated quantitative assumption development
techniques.
The major deficiency of quantitative techniques
when applied alone is their exclusive reliance on
historical data and relationships, ignoring potential changes in those relationships in the future.
Conversely, qualitative techniques for developing
assum ptio ns rely on ind ividu al exp ertise and exp erience and thu s permit greater flex ibility in assessing futu re ch an ges. Th ey s u ffer, ho wever, fro m
MANAGEMENT ACCOUNTING /APRIL 1984

lack of definition and reproducibility.
Historical events experienced by the individual
may provide a basis for a qualitative assumption,
but the procedures followed often cannot be explicitly stated . Future sales of a mature product
line expected by an experienced salesman, even
though he may not be able to list all the factors he
considered and cannot describe the assumption
development process so that others may reproduce it , is an example of a qualitative assumption
development technique. The strongest forecasting
systems integrate quantitative and qualitative assumption development techniques.
Assumptions may be further classified as internal or external to the firm. Generally, internal assumptions are to some extent associated with
management ' s decisions and thus subject to management 's control. External assumptions are usually beyond management's control. There is little
that one firm can do to affect external variables
such as tax rates, inflation, or interest rates. ExterFigure 1
Elements of the Forecasting Process

F—

i
Corporate
goals

S

External
historical
information

i
Management's
plans

II
As sum ptio n
1 de ve lop m ent
te c hniq ue

Ind ividual
as s um p tio n

I

As s um p tio n
de velo p me nt
te c hniq ue

As s um p tio n
de velo p me nt
te c hniq ue

As s um p tio n
de ve lop m ent
te c hniq ue

Ind ivid ual
as s um ptio n

Ind ividual
as s um ptio n

Ind ividual
as s um ptio n

I
I

t

I

i
i

I
�

Forecast integration
model

I

1

t
1
1
1
I

Key variable
monitor
system

Forecasted information
(statements)

�
Analysis and
review of forecast

I

I
1

Operating
decisions

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

- - - --

Results of
operations

Comparison
forecast vs. actual

29

nal assumptions are thus more difficult to project
accurately.
Integrating Assumptions

Key variables
must be
identified —and
monitored.

Once the individual assumptions are developed,
they must be integrated into a set of forecasted financial statements. The distinction between developing individual assumptions and integrating
them is not always obvious. As noted above, one
assumption is often a necessary input to developing other assumptions.
Given the individual assumptions, the best
model for integrating them into financial statements is the accounting system used to gather, accumulate, and report historical information about
the firm. The relationships inherent in the historical accounting system can lie readily defined and
applied, and those relationships lend themselves
well to computer applications. Once the model of
the firm is constructed, it can be used to prepare
forecasted statements for successive future time
periods. Even more important, the computerized
model permits the user to ask "what if' questions
an d q u ick l y ass es s t he i mp act o f chan gi n g
assumptions.
The quality of the forecasting process often can
be improved by "decomposing" the individual assumptions. Decomposition is the process of reducing the forecasting process to the most basic assumptions. For example, the forecast of sales
revenue could be done by projecting past sales
revenues using some time series trend procedure.
Sales revenues, however, are a function of several
more basic factors. A more useful model might
decompose sales revenues, projecting unit prices
and sales volume in units. Sales volume might be
further decomposed as a function of total demand
for the product and the firm's expected market
share. Those alternative situations are compared
in Table 1. This is a naive example, but it does
illustrate assumption decomposition.
Analysis and Review
Every organization that formally prepares forecasts will develop some assumptions and will prepare some forecasted statements. Further, the
forecasted results, especially earnings and cash
flows, will be carefully examined. If the initial
forecast is especially undesirable, management's
plans may even be modified. Unfortunately, for
many firms the forecasting process stops here.
The remaining elements illustrated in Figure 1 are
often ignored.
Analysis and review, the next elements of a
comprehensive forecasting system, entail more
than just determining whether forecasted results
are acceptable. The individual assumptions and
the forecasted statement amounts should be evaluated for reasonableness, both individually and
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jointly. Individual evaluation can be done by comparing the assumption with data from sources not
used in developing that assumption. For example,
if manufacturing costs are estimated based on engineering studies, comparisons with historical cost
information for the firm and the industry could be
made. Ratio analysis is a useful technique for joint
evaluation of two or more assumptions. The forecasted ratios can be compared with historical ratios for the firm and the industry to assess assumption reasonableness.
When the forecast is prepared at the start of a
period, analysis and review can include evaluation
of alternative plans and strategies. Especially with
a computerized forecasting system, different plans
can be evaluated quickly and easily as "what if'
questions are asked. Thus the initial analysis and
review of the forecast may result in changes in assumption development techniques, changes in the
forecast integration model, or changes in management's plans. This analysis also should identify
the key variables in the forecast.
For example, consider the analysis performed
by a small manufacturer of wooden furniture and
accent items. Several quality grades of wood could
be used to produce certain items. The higher the
quality of the materials, the lower the spoilage
rate and the total labor costs. Given information
about the relationship between materials quality
and production efficiency, this company has modeled the production process using a microcomputer and an electronic spreadsheet software package.
The expected cost of the various grades of wood
and of labor are input to the model, and the mix
of quality of materials and spoilage that gives the
most economical production is selected.
Key Variable Monitor System
Few participants in the financial forecasting
course mentioned above have a formal system for
identifying, mon ito rin g, an d res p o n d in g t o
changes in the variables most important to achieving the forecast. Yet, especially in light of the fact
that many key variables are beyond management's
control, a quick response to changing conditions
is crucial to continued corporate success. An effective key variable monitoring system requires
that key variables be identified, that they be frequently examined, and that relevant information
be communicated to decision makers on a timely
basis.
Key variables are those assumptions which may
fluctuate and whose fluctuation will have a significant impact on forecasted (and actual) operating
results and financial position. Both internal and
external assumptions may be key variables. Special attention, however, should be given to external variables because management generally cannot affect external variables, but can only react to
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them. Tentative initial identification of key variables may be done intuitively, based on an understanding of the firm's operations. This identificati o n s h ou l d t h en b e co nfi rmed b y fo rmal l y
analyzing the forecast integration model using
techniques such as sensitivity analysis.
Sensitivity analysis can measure the relative size
of changes in expected results such as reported
earnings, given defined changes in individual assumptions. Variables can be tested individually or
in groups. By changing the test variable or variables while holding all others constant, the integration model can be run several times. The sensiti vi ty o f earni n gs o r cas h fl o ws t o t h e t es t
variables can be evalu ated by comparing the
change in forecasted results with the change in the
test variables. The key variables are those with the
greatest relative impact on results.
Once the key variables are identified, they must
be monitored. The more automatic the monitoring
system, the more likely variations from original
assumptions will be seen and reported on a timely
basis. Just as a standard cost system automatically
identifies variances between standard and actual
costs, so should the key variable monitor system
automatically point out differences between forecasted and actual values of key variables.
The specific key variables will differ from firm
to firm, and monitoring techniques will vary for
different variables. Procedures to monitor certain
internal variables already exist in many companies, especially manufacturers with standard cost
accounting systems. Information about other internal variables, however —such as inventory
turnover or uncollectible rates —may not be reported by some historical accounting systems until the end of the accounting period. Reporting internal i n fo rmat i o n o n a t i me l y bas i s an d
comparing actual values with assumptions are important parts of a key variable monitor system.
External assumptions generally are noncontrollable, so special efforts should be made to monitor
and react to changes in external key variables. The
specific impact of changes in external assumptions
is 'often difficult to quantify in terms of impact on
financial statements. Yet because the impact is not
easily defined, external key variables deserve special attention.
Most firms already informally keep track of
some external variables. For example, most corporate managers regularly read The Wall Street
Journaland other financial and industry publications. Information, however, may be collected and
compared on a hit or miss basis. A key variable
monitor system should formally identify key variables, collect timely information about actual values, compare actual values with assumptions, and
report significant differences and their likely impact on financial statements to decision makers.
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The final component of a key variable monitor
system is a means of communicating information
about changing conditions to managers responsible for the firm's operations, in such a way that
operating decisions can be modified on a timely
basis. Internal lines of communications must be
opened between the forecasting function and the
managerial decision - making function. In particular, if operating managers are involved in the forecast preparation process, they are more likely to
seek and use information from the forecasting
system.
An example of an effective key variable monitoring system is the one operated by the small furniture manufacturer discussed above. Prices for
different grades of wood are monitored on a weekTable 1
Decomposing Individual Assumptions
Simple model:
Past sales revenue

=>

Projected sales revenue

More sophisticated model:
Past total demand
= >
Projected total demand
Past market share
= > (X) Projected market share
Management decision = > (X) Unit selling price
( =) Projected sales revenue

ly basis. Any time prices change, the new prices
are run through the production forecast model. If
under the new price structure a different grade of
materials, with a different expected spoilage rate,
would result in a more economical production
process, then the purchasing process is adjusted to
purchase the more cost- effective grade.
Comparison Forecast vs. Actual
Just as key variables should be monitored and
differences reported during the operating period,
forecasted and actual operating results should be
compared at the end of each period. This comparison should be done for the interim period as well.
Revised forecasts, based on updated historical information and revised individual assumptions, can
then be prepared. These revised forecasts can be
used for making new plans and adjusting operating decisions. The widespread availability and use
of computers makes forecast revisions and comparisons of forecast - versus - actual figures much
easier.
The thrust of the forecast- versus - actual comparison should be to determine why the actual results differed from the forecast, rather than to
merely calculate differences. Any forecast will be
absolutely accurate only by coincidence, so the
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One forecast
assumption
often follows
from another.

quality of the forecasting process should not be
measured by the size of differences between forecast and actual operating results. Rather, quality
depends on the usefulness of the forecasting system in making and modifying plans and operating
decisions.
To the extent the differences between forecast
and actual were due to noncontrollable variables,
the key variable monitor system should be reviewed to ensure that it functioned properly. To
the extent the differences were due to controllable
variables, the procedure for making and revising
operating decisions should be reviewed.
There are no firm rules for how often forecasts
should be compared with actual, but the comparison should be done frequently during the operating cycle. If delayed until the end of an accounting period, the comparison may be too late to be
useful.
Getting the most from your forecasting system
requires that operating decisions be made in consideration of information from the forecasting system as well as other sources. Both initial manageri al p l ans at t h e b egin n i ng o f t h e year an d
revisions of those plans made throughout the year
should consider original and revised forecasts.
The key variable monitor system and frequent
comparison of forecasts with operating results, if
used effectively, should generate better operating
decisions and thereby improved earnings and cash
flows.
Benefits of a Forecasting System
The firm which installs and uses a comprehensive forecasting system should realize several
benefits. These include improved plans and operating decisions at the beginning of the operating

cycle, more timely responses to changing environmental conditions, and an enhanced understanding of the factors important to the operations of
the firm. These benefits are not just available to
large corporations. Small business can apply the
same principles and realize similar benefits.
The forecasting system is a model of the operations of the firm. Management can experiment on
this model to determine the likely impact of strategic plans and tactical operating decisions. The
more faithful the model to actual operations, the
more useful these experiments. Also, the more
faithful the model and the better management's
understanding of the relationships built into the
model, the more likely successful innovative strategies will be developed.
Once corporate goals are established, management's plans can be developed and operating decisions made to implement those plans. As new information becomes available, decisions can be
revised. Without an appropriate forecasting system, these plans and decisions cannot be evaluated
as quickly and effectively. Management can only
react to adverse conditions, often after it is too
late to respond properly, rather than anticipate
and make timely response. A comprehensive forecasting system, properly used, increases the likelihood of successful operations of any organization.
❑
'Comprehensive forecasting systems should have several common characteristics.
An excellent discussion of system attributes is contained in Guidelines for Systems
for the Preparation of Financial Forecasts (Guidelines), issued in 1975 by the Management Advisory Services Executive Committee of the American Institute of
CPAs. Guidelines contains 10 specific attributes appropriate to a good forecasting
system. To summarize, Guidelines recommends that the forecast should reflect the
same accounting principles as historical statements and be based on the best information reasonably available. the most reasonable assumptions, and management's
plans. It should report the most probable results of operations and financial position, while also providing information about the likely impact of variations in assumptions. Forecasts should be prepared with appropriate care by qualified personnel and should include adequate documentation of both the forecast and the
forecasting pros lures. Regular comparison of forecasts with actual results should
be made. Finally, adequate review and approval of the forecast is necessary.

Taxes
1844
transferring partner or partners to be in
control of the partnership after such
exchange.
In Revenue Ruling 83 -84, the IRS described the following fact pattern: Colors Corporation owned 80% of a subsidiary, Blue. Colors transferred assets
used in its business to Blue solely in exchange for additional shares of Blue's
stock. As part of the same plan, Blue
transferred the same assets to another
subsidiary, Purple, a newly formed corporation in which Blue will be an 80%
shareholder. Purple retained the assets
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received from Blue for use in its business and Colors and Blue retained the
s t o ck recei ved b y t h em i n t h e ex changes. In Revenue Ruling 83 -156, a
similiar fact pattern was presented but
the ul ti mat e recip ien t o f the assets
transferred was a partnership rather
than a corporation.
The issue raised by this situation is
whether the transfers involved are to be
integrated and viewed as one substantive transfer or whether the form of the
transaction is to govern and each transfer is viewed separately. If they are considered one transaction then the parent

did not receive any stock from the subsidiary that ultimately received the assets and the transfers would be taxable.
Each transfer viewed separately, however, would sat isify the cri teria of the
Code and would be nontaxable.
In the Revenue Rulings, the IRS decided that, although the two transactions were part of the same plan, each
transfer is to be viewed for tax purposes
as a separate transfer, and as such the
transactions will result in no recognition
of gain or loss. Thus, greater weight was
given to the form of the transactions
rather than their substance.
❑
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Minimizing Export
Cash Flow Delays
In most international transactions, the timing
of payment can determine profitability.

International cash management has become an
important topic among executives whose companies are active in the international marketplace.
The term can be interpreted in numerous ways,
however, depending upon the perspective and responsibilities of the individual within the corporate organization, so a definition of the process of
international cash management is in order.
For the corporate financial officer, international cash management is an extension of domestic
cash management — account balance monitoring,
mobilizing surplus funds for investment, and forecasting cash flow. The same basic domestic treasury operations are employed in the international
marketplace.
Within this context, two major components of
international cash management can be identified.
The first represents cross - border cash movements
that arise from incoming funds such as export
payments, subsidiary dividends, and outgoing
funds such as royalties and disbursements. The
second component, intra - country corporate funds
flows, is analogous to the current domestic cash
management function. There are major differences, however, such as local banking systems, legal and regulatory limitations, local payment
MANAGEMENT ACCOUNTING /APRIL 1984

practices, foreign exchange exposure management, and accounting regulations.
My area of concern is the first area, cross -border funds flow, and specifically, export payment
procedures. To assess the export payment process
properly and to identify potential delays (i.e. float)
that are associated with trade transactions, a basic
understanding of the various sales methods is required. This understanding is essential because the
flow of funds is determined by the sales method,
and the timing of cash flow is dependent partially
on the payment method used.
The terms of an export sale, including sales
method, are arranged between the buyer and the
seller prior to shipment. The actual payment will
flow through the facilities of a U.S. commercial
bank at some point in the process. Selection of the
sales method by the exporter depends on such factors as the credit standing of the buyer or importer (commercial risk), market competition, existing
foreign exchange restrictions, and the political
and economic conditions in the country of import
(country risk). Having assessed these factors beforehand, the exporter typically will negotiate
terms with the importer. Most exports from the
U.S. are made by one of the following sales methods: cash in advance, open account, documentary
or draft collection, and letter of credit.
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Although the exporter indeed ultimately does
get paid, unfortunately many times the timing of
the funds or cash flow does not meet his original
expectations. In most transactions, timing of payment can determine profitability. An unexpected
d el ay can cau s e a t r an s ac t i o n t o b ec o me
unprofitable.
International Sales Methods

The flow of
funds in an
export
transaction is

determined by
the sales
method.

The four international sales methods and the
various payment mechanisms are:
CASH-IN-ADVANCE
Sales by cash -in- advance represent a small percentage of export sales. Cash flow is not an issue
because of the inherent characteristics of this sales
method . This is the most secure sales method for
exporters.
OPEN ACCOUNT
Because the goods are sent directly to the customer overseas and the customer is responsible for
initiating payment, this sales method is the least
secure of the four . Figure 1 illustrates how the
documents are sent first to the importer, then how
payment normally is made. The transaction is
very similar to a domestic sale.
DOCUMENTARY COLLECTION
The basic difference between a documentary
collection and an open account sale is that the
documents, along with a draft, are sent to a foreign ban k which th en is respo n sible for having the
im p o rt er eith er p ay th e p rin cip al or "a ccept " the
draft an d agree to p ay th e prin cipal amount at the

maturity date. If terms, i.e., 30, 60, 90 days, are
granted , the documents will be accepted to mature. The advantage of a documentary collection
versus open account is that the exporter has evidence of debt in the importer' s country if the importer should fail to meet the obligations. Two
types of collections are used , direct and regular.
Figure 2 shows a regular collection. When using a
direct collection, the draft and documents are sent
directly to the foreign collecting bank, eliminating
the routing through a U.S. bank . A copy of the
collection letter is sent to the U.S. bank and the
payment flows back to the U.S. bank.
Two basic terms on documentary collection:
• Documents against payment (or sight). The exporter provides t ransi t fin ancing only. Although , technically, payment could be received
as soon as the collection documents including
the on -board bill of lading are delivered to the
foreign collecting bank , usually payment will
not be made until the goods have arrived and
are available for pickup . Documents always
should arrive at the foreign bank before the
goods. If not , a courier should be used, given
the cash flow implications.
• Documents against acceptance (or time). The
exporter provides financing beyond the transit
time. There are two means of establishing the
due date: either from some specific date (bill of
lading, invoice, and so on ) or from document
acceptance or sighting . Establishing the due
date from a specific dat e, is always preferable.
The draft in this case is a tim e -dated o ne (vs. a
tim e -sight draft, which allows t he im p ort er to
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extend the negotiated financing period at the
exporter's expense). Document presentation is
critical if a time -sight draft is used.

ments are made, payment becomes a vital concern. Regular international payment methods
include:

The payment flows associated with documentary collections are very similar to those for open
account, which was explained previously. The foreign collecting bank initiates a payment message
(via a cable or airmail payment order) to the U.S.
sending bank. If the collection is sent to a foreign
bank which does not maintain a U.S. dollar account with the sending bank, a third U.S. bank is
required to settle the transaction. The payment is
initiated overseas and flows into the United States,
primarily via commercial bank accounts.

CABLE REMITTANCE
Use of Telex or S.W.I.F.T. (Society for Worldwide Interbank Financial Telecommunications) is
the fastest means of remitting payments. If the
transaction is denominated in dollars, the U.S.
collecting bank must have a dollar account from
the foreign bank in order to make payment directly. The telex or S.W.I.F.T. message instructs the
U.S. bank to debit the foreign bank's account and
credit the exporter's account, thereby settling the
transaction on the U.S. bank's own books. If the
U.S. bank does not hold a dollar account from the
foreign correspondent bank, another U.S. bank
which does have such an account would be required to make payment to the exporter's bank.
Adding a third bank usually takes at least one additional day, and often more than one, especially
when the U.S. receiving bank sends a check to the
exporter's bank.

LETTER OF CREDIT
This sales method is the most secure means of
exporting and also the most complicated from a
documentation standpoint. The importer opens
the letter of credit with the issuing bank in his
country, the issuing bank in turn selects the U.S.
bank. Under this sales method the exporter has
little control over which foreign banks are chosen.
Payment normally originates in the U.S. when the
exporter presents documents to the U.S. negotiating bank which then forwards the documents on
to the issuing bank abroad. Because the payment
is document- generated, rather than customer -initiated, document preparation is critical. Figure 3
illustrates the document and funds flow associated
with letter of credit sales.

An unexpected
delay in
payment can
make a sale
unprofitable.

MAIL REMITTANCE
Payments sent via the mail are of two general
types, corporate and bank. A corporate payment
is the importer's check payable either within the
U.S. or overseas. When selling in U.S. dollars the
exporter must be cognizant of where the check is
drawn. If it is payable in the U.S., collection time
parallels that of any domestic check. If not, collection time could be very significant. If an exporter
accepts a dollar check drawn on and payable to a
foreign bank (location), it means that it is, in ef-

How the Exporter Is Paid
Once the sales method is selected and shipFigure 2
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Last year, our National Cai
1,500 professionals like you
This year you too can participate by calling Dave Smith, CPA,
toll free at 1 -800- 821 -7700, ext. 800C. It's free!
Source Finance, the nation's largest non - franchised recruiting
firm specializing in the accounting and financial professions, has
developed a unique career program.
The Source Finance Accounting and Finance Career Conference
is designed to help you evaluate career path alternatives in your
area and in 34 other major markets across the U.S. Key hiring
executives from leading organizations in your area will be
available through the Conference to explain their organizational
structure — and where you might fit in. You'll learn what they offer
in the way of compensation, management potential, professional
exposure, initial position assignments, education and certification
assistance and more.
These firms present the broadest possible cross - section of career
opportunities for any accounting or financial professional having
two to six years of work experience. The organizations are diverse
in size, industry, location and type of position available. Each has
something special to offer that might better use your experience
and education to broaden your career potential. The Conference
is a simple way for you to rapidly investigate a wide variety of
career alternatives while maintaining complete confidence.
Thousands of specific position openings currently exist within
Conference participants. A brief summary of these openings is
presented:

Our National Career Conference
happening

Public Accounting — To$45,000
Opportunities exist at every level of public accounting. Big 8,
National, Regional and Local CPA firm Conference participants
have expressed interest in persons with two to five years
experience in audit, tax or management services. This is an
outstanding opportunity to move from a local to a national firm or
vice versa. Starting salaries range from $19,000 to $45,000.

Auditing — To$48,000
Many of the large industrial organizations participating in the
Conference view internal auditing as the ideal position for CPAs to
make the transition from public to industrial accounting. They look
upon this group as a pool of future executive talent. Typical titles
include Edp Auditor, Internal Auditor, Audit Supervisor, Audit
Manager, Director of Audit, Director of Internal Control, etc.
Starting salaries range from $20,000 to $48.000.

Cost Accounting — To$35,000
A wide range of companies participating in the Conference are
looking for Cost Accountants. Persons experienced in job cost,
standard cost, process cost and/or cost analysis are in very high
demand. Many organizations offer a career path leading to plant
or division controllership. Several of the higher level positions
require individuals capable of designing and installing
computerized standard cost systems. Starting salaries range from
$18,000 to $35,000.

leer Conferences put over
in better financial positions ...
Financial�Planning�/Analysis�—�To�$49,000
A wide variety
ty of alternatives are available for Pprofessionals
interested in achieving high visibility and recognition for their
creative insight and resourcefulness. The types of backgrounds
sought are varied and include those with experience in ACME or
CPA firm consulting, budgeting and financial planning, securities
analysis, etc. Typically, an MBA or equivalent is preferred. Unique
management opportunities exist, such as Manager of Financial
Analysis, Senior Financial Analyst, Director of Corporate Planning,
Manager of Securities Analysis and Director of
Mergers /Acquisitions. Starting Salaries range from $20,000 to
$49,000.
General�Accounting�—�To�$46,000
A broad range of openings exists for those with general
accounting backgrounds. Typically, these are supervisory or
management positions directing a combination professional and
clerical staff. Requirements include a degree in accounting with a
preference for graduate study and /or a CPA. A number of small to
medium sized firms provide openings that stress growth and
personal contribution. Starting salaries range from $18,000 to
$46,000.
,000

Assistant�Controllers�—�To�$46

The potential for significant professional growth under the tutelage
of an experienced Controller is provided by several prestigious
Conference organizations. Typical experience requirements

include a minimum of two years experience in public accounting
or industrial experience as a Cost Supervisor or Internal Auditor.
These positions are considered "fast track" and will lead to
Controllerships in a short time. Starting salaries range from
$30,000 to $46,000.

Tax Planning and Management — To $50,000 +
A number of Conference participants (including several CPA
firms) offer exceptional growth opportunities for professionals
having at least two years of experience in taxation, a CPA and an
advanced degree in taxes, business or law. Typical titles include
Tax Supervisor. Tax Manager and Director of Tax Research.
Starting salaries range from $22,000 to $50,000 +.

Call today at 1- 800 - 821 -77009ext. 8000.
Smith, CPA today, tonight or this weekend at
Call Dave
ave Smith,
extension SOOC. Our special Career Conference
toll free lines are open twenty-four hours a day, seven days a week
including Saturdays and Sundays. As soon as we receive your
inquiry, one of our professional staff will get back to you about
Conference dates for your area, specific opportunities available
and�how�you�may�enroll�in�the�Conference�—�and�your�confidence
will be protected. If unable to call, write:
4 � 1
■

Source FMC F GO

P.O. Box 7100, Department A3, Mountain View, CA 94039
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The world's largest recruiting firm
devoted exclusively to the
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fect, extending credit terms and providing additional financing.
Bank payments take two forms: drafts and airmail payment orders (APO). In both cases the importer already has made payment to the foreign
bank. The importer is not enjoying the disbursement float, the foreign bank is. Bank drafts usually are payable within the U.S. and clearing times
approximate those of domestic checks. APOs are
forwarded by the foreign bank to a U.S. correspondent where a dollar account is maintained.
The U.S. receiving bank makes payment to the exporter. As with cable transfers, if the exporter
does not bank with the U.S. receiving bank, the
U.S. bank may send a check.
Evaluating Cash Flow
Cash flow and Days' Sales Outstanding (DSO)
can be examined in the context of questions about
the various transactions and their cycles:
OPEN ACCOUNT
Are the invoice date and the shipment date the
same? If not, how much additional financing is the
exporter providing because the two dates differ?
As with any sale, DSO can be affected by the
datings on the various export documents. For example, DSO can be measured from either the invoice date or the shipment date. If the due date is
figured from the invoice date and shipment takes
place before the invoice is printed, the exporter is
financing the importer's inventory for the difference in dates. Typically, this delay is caused by
the exporter's in -house accounting flows.
How many deposit accounts from overseas banks
does your international processing bank have? How
38
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Opening
bank

significant are the dollars in those accounts?
The more such accounts your international processing bank has, the more likely it is that your
overseas transactions can be settled quickly on the
processing bank's books, simply by debiting the
overseas bank's accounts and crediting yours.
How does your customer (importer) pay you? By
check? Drawn on a foreign bank? On a U.S. bank?
By wire transfer? From a foreign bank? From a
U.S. bank? Is your account credited the same day?
When your bank receives payment, how are you notified? Can you use it to post the receivable?
Once the invoice comes due, the buyer will initiate payment, following the remittance instructions shown on the invoice. When the sale is denominated in U.S. dollars, the buyer will pay his
bank the local currency equivalent necessary to
satisfy the U.S. dollar debt, and ask this bank to
make payment to the exporter. The bank typically
will remit the U.S. dollars through one of the U.S.
dollar accounts that it maintains at banks in the
United States. Often the timely receipt of payments is correlated directly to the collecting
bank's correspondent network and to the remittance instructions on the invoice. For customers
not following payment instructions, direct contact
is most effective in getting their cooperation.
DOCUMENTARY COLLECTIONS
With the time date - time -sight draft issue raised
earlier, other considerations include:
Is the collection regular or direct? How are the
documents being sent to the foreign collecting
bank? Do they arrive before the shipment? On the
bank collection form, is the "remit by cable" box
being checked? If a time sight collection, how does
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my bank notify me ofthe due date?
On the payment side, the questions and issues
are identical to open account sales, but bear repeating because they are so critical.
How is payment being made: Wire, cable, check?
If by wire, how large is my bank's correspondent
account network? How am I notified ofthe incoming payment? Is the information timely and sufficient enough to post the receivable?
A bank's ability to deliver information in a
timely manner is critical. Many banks have automated their documentary collection processing,
thereby eliminating the need to maintain paperbased files. Normally the service will include a
tracing system for late payments and periodic
summary management reports (i.e., paid and outstanding items). For the exporter who has volume, the automated system has many benefits.
The selection of a good bank to handle an exporter's collection transaction typically has been
based on the following considerations: "They always have been our collecting bank," "Their collection fees are low," or "Good personal service."
While these reasons are important, they cannot
be the sole criteria; cash flow must be considered.
As for fees, they may be minor when compared to
the i nves tment los s th at mi ght be occurring.
When one analyzes a U.S. bank's ability to handle
documentary collections two questions should be
asked: how many and how large are the U.S. dollar accounts from foreign correspondents held by
the U.S. bank, and, second, how sophisticated is
the bank's information delivery system?
LETTERS OF CREDIT
With today's competitive pressures facing exporters, letter of credit terms are becoming less
prevalent, and currently are estimated at less than
20% of export sales volume. The change from
customer - generated payments, open account, and
documentary collections to document - generated
payments is partially the reason corporations have
had rising DSO from foreign sales.
There are numerous places in a letter of credit
transaction where cash flow delays can occur.
Most are critical especially when selling on a sight
basis. These questions and answers survey the
main issues:
What is the quality of the documents submitted
for bank negotiation? How often are we faced with
discrepancies? Are the discrepancies due to a
freight forwarder? Is the sales force granting terms
and conditions that are impossible to meet?
How quickly does the freight forwarder obtain
the bill of lading from the carrier, assemble the remaining documentation, and submit it to the negotiating bank? Are any delays the result ofaccounting work ,flows?
A benchmark for discrepancies is 10% of all
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letter of credit sales. If the percentage of discrepancies is significantly above that figure, a serious
look at the cause of those discrepancies may be
warranted. Freight forwarders usually can turn
documents around, obtain a bill of lading and so
on, and present the documents to the bank on average in less than three days.
On the payment side of the transaction the
questions and issues differ from open account and
documentary collections because payments are
document- generated.
How quickly are the documents negotiated? Are
we promptly informed of discrepancies? How are
we paid? Who pays the negotiating bank? A third
party? How often are these time delays?
If a third bank (a second U.S. bank) makes payment under a letter of credit, this is called a reimbursement credit. Many times a reimbursement
letter of credit is used because the preferred U.S.
bank does not have a dollar account from the foreign bank. Payment is faster when the U.S. negotiating bank can charge the opening bank's account
maintained with them. Each component can and
often will delay the exporter's cash flow. So under
a letter of credit sale, where payment takes place
in the exporter's country and is document- generated, significant delays can and do exist. Exporters must constantly address the following letter of
credit points to maximize cash flow: Acceptability
of letter of credit, document preparation in- house,
efficiency of freight forwarder, and the negotiating
bank's foreign correspondent account network.
Export sales are becoming increasingly important in terms of dollar flows and unlike the domestic cash management systems, which are fine
tuned, there still exist significant cash flow delays.
The company that treats its export cash flows
with the same focus and control that it practices
on the domestic side undoubtedly will improve its
profitability.
I have found the following approach to be most
effective:
1. Define your current system and determine the
logic behind it. My experience has shown that
it is important to include the credit, traffic, and
treasury departments at this stage to create a
positive teamwork environment.
2. Analyze the current system, qualify time delays, and conduct cost/benefit analyses. It will
become quite evident at this stage which portions of the transaction cycle offer the most
economic potential for change.
3. Design the new system along with new policies,
procedures, and services. All three departments will play an active role at this stage and
in its implementation.
4. Evaluate the new system's performance. Never
assume that all recommendations have been
completed and maintained.
❑

A bank's ability
to deliver
information in
a timely
manner is
critical.
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A Look at Accounting
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In our sample of 29 firms, 55% had wea k cash control
while 6 9 % had less tha n a dequa te cost a ccounting systems.
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A company's profitability depends on its ability to
control costs, as well as its ability to generate revenues, a fact that is overlooked by many small
companies. Small manufacturing firms face many
of the same accounting and control problems as
large firms. The smaller the company, however,
the less likely it is to possess the in -house expertise
and other resources required to deal with those
problems and the greater the probability is that
the company is losing hard -earned dollars because
of a lack of control.
We undertook a study in an effort to provide
information that might be helpful to small manufacturing firms by identifying the most serious
problem areas and by providing possible measures
for correction. Efforts to improve accounting and
related controls seem to be especially worthwhile
in view of the country's existing economic situation and the resulting cash squeeze for firms of all
sizes.
We studied 29 small manufacturing firms with
the following specific objectives before us:
1. To evaluate the quality of four particular aspects of the accounting and control systems.
2. To determine if any demographic factors, such
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as size or type of ownership, were related to the
quality of the accounting and control systems,
and
To make specific recommendations to correct
areas that we observed to be particularly weak
or common to many of the firms.
Targets for Change
Over the past five years, information was gathered on the accounting systems of approximately
75 small manufacturing firms in eastern Indiana.
These data were collected by graduate students
who conducted on -site studies. From the total, 29
of the firms were selected for this study based on
the completeness of the information received by
the researchers.
We decided to center our investigation on four
key aspects of control that we felt represented the
essential features of an adequate manufacturing
accounting system. The four were:
1.
2.
3.
4.

Cash control,
Materials control,
Cost accounting, and
Performance evaluation.

An individual sheet was prepared for each firm
with information on the four key features and a
MANAGEMENT ACCOUNTING /APRIL 1984

code number to ensure each firm's confidentiality.
Four accounting professors evaluated each of
the four aspects of the 29 firms' accounting systems on a five -point scale ranging from "very
weak" to "very strong." The scores from the four
evaluators were averaged to obtain one score for
each firm on the four subsystems. The demographic features of firms were not made available
(except that all were small firms) because we did
not want th os e fact o rs to in fl u en ce th e
evaluations.
Company Profiles
The composite demographic profile of the selected manufacturers reveals the following facts:
1. Approximately 67% had been in business over
30 years.
2. 27% had less than 20 employees, 36% had 20
to 40 employees, and another 37% had more
than 40.
3. About 62 % produce for customer order.
4. 59% had no computerization, 31% had some,
and 10% had a high degree.
5. Slightly less than 45 %n were family owned

on the quality of certain aspects of the accounting
system. Other factors studied were age of the firm,
employee size, and whether the company produces for inventory or customer order.
The nature of ownership seemed to be involved
in three of the accounting subsystems included in
the study: cash control, material control, and cost
accounting, as seen in Table 2. Corporations and
sole proprietorships had better cash control systems than the family firms. Corporations seem to
have a better handle on material control and cost
accounting than both proprietorships and family
firms.
The degree to which a firm had adopted computerization in its accounting system was evaluated and classified as high, average, or none. There
appears to be a strong correlation between the degree of computerization and the adequacy of control systems in the firms studied. Table 3 summarizes these results.
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Small Firms, Big Problems
One conclusion from the data seems clear —the
small manufacturing firms studied in this project,
with very few exceptions, are weak in all four ac-

Table 1
Overall Evaluations of All 29 Firms'

Materials control
Cash control
Cost accounting
Performance
measurement

31.0
27.6
34.5

(9)
(8)
(10)

82.8

(24)

3.4

No.

Somewhat
stro ng 2
No.

%

No.

20.7
27.6
34.5

Adequate
%

No.

Somewhat
weak
%

Very
weak
%

Portions of accounting
system evaluated

(6)
(8)
(10)

34.5
27.6
27.6

(10)
(8)
(8)

13.8
17.5
3.4

(4)
(5)
(1)

(1)

13.8

(4)

0

(0)

'Results are given in percentages with number of firms in parenthesis.
firm was judged sufficiently impressive to merit the fifth category "Very strong."

2 No

while 28% were sole proprietorships and another 28% were corporations.
The findings generally indicate that the accounting systems of the small manufacturers in
this study are weak in each of the areas investigated (see Table 1). Over half (51.7 %) of the firms
had very weak or somewhat weak material control
systems. Fifty-five percent had weak cash control
while 69% had less than adequate cost accounting
systems. Finally, a very large number of the firms
(86 %) made little or no attempt at measuring the
performance of their operations beyond the use of
the income statement. We found these overall
findings surprisingly dismal.
Our study of demographic features seems to indicate that only the degree of computerization and
the nature of ownership might have some bearing
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counting systems investigated. The obvious question that follows is, "Why is this so?" Perhaps it is
because they are all small firms and do not have
the in -house expertise to develop and maintain
more sophisticated systems. It may also be that
the managers of these businesses do not feel the
added expense of additional accounting control is
necessary. Whatever the reason, critical assets
such as materials and cash are apparently not being properly safeguarded and performance is not
being evaluated except in an overall, firm -wide
sense through the use of the income statement.
The results concerning the nature of ownership
point to the probability that the further the owner
is from the daily operations of the firm, the more
accounting controls improve. If the owner (or
owners) is involved in the daily operation of the
business, he may feel there is less of a need for
41

Table 2
Nature of Ownership

A very large
number of
firms made
little or no
attempt at
measuring
performance.

Cash control
Family
Individual
Corporation
Materials control
Family
Individual
Corporation
Cost accounting
Family
Individual
Corporation

No.

Somewhat
strong
%

No.

Total
firms

No.

23.1 (3)
25.0 (2)
37.5 (3)

61.5 (8)
0
(0)
0
(0)

7.7 (1)
50.0 (4)
37.5 (3)

7.7 (1)
25.0 (2)
25.0 (2)

13
8
8

53.8 (7)
12.5 (1)
12.5 (1)

7.7 (1)
50.0 (4)
12.5 (1)

15.4 (3)
25.0 (2)
75.0 (6)

23.1 (3)
12.5 (1)
(0)
0

13
8
8

30.8 (4)
50.0 (4)
25.0 (2)

46.2 (6)
37.5 (3)
12.5 (1)

23.1 (3)
12.5 (1)
50.0 (4)

(0)
0
(0)
0
12.5 (1)

13
8
8

accounting control, substituting his own personal
control. In some cases involving very small firms,
this situation may be adequate. In most situations,
however, improved accounting controls would
provide more objective and more complete results
for management. Further, the lack of a strong and
comprehensive accounting system could inhibit
the growth of the firm.
The presence of computers in a firm's accounting system seems to be related to better controls.
Perhaps this relationship exists because a firm's
manual accounting records must be in reasonably
good shape in order to convert to a computerized
system. It may also be that firms adopting computers have more progressive managers who have
always recognized the benefits of good accounting
control. Whatever the reason, the increasing popularity of small computers in business bodes well
for improved accounting systems in small firms.
Business firms, regardless of size, may be able
to operate profitably in spite of neglecting such
critical areas as control over assets and costs and
performance measurement when economic conditions are favorable. When the prevailing business
conditions are in a slump, however, added attention to the four facets investigated in this study is
critical. Firms cannot afford the luxury of loose
control over assets, costs, or performance.
The Road to Improvement
The small firm can take several steps to improve accounting and management controls without incurring significant additional costs. By instituting a few basic concepts and implementing
them with relatively simple and inexpensive procedures, a small firm may upgrade its control over
assets and costs and be in a position to evaluate
performance more effectively.
One of the most fundamental control ideas absent in a number of companies is the separation of
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Adequate
%

No.

Somewhat
weak
%

%

Very
weak

duties among employees. That is, the same employee should not be responsible for different aspects of the same transaction. For example, the
person authorized to order materials should not
be at all connected with the receipt of the goods.
By the same token, persons having access to the
firm's physical assets such as materials or cash,
should not have access to the records pertaining
to those assets such as inventory cards or customer accounts involving cash.
Such a separation of duties may seem to be a
difficult task for small firms with few employees.
Often, however, a slight realignment of duties
among current employees or the owner /manager's participation in one small way can accomplish
this objective.
Many of the firms in this study that were deficient in their control over assets could tighten
those controls in four areas:
1.
2.
3.
4.

Physical control,
Records of assets,
Checks and verifications, and
Formal procedures.

Several of the firms studied had very loose or
non - existent physical control over their assets,
particularly materials. Even for very small manufacturing firms, it is essential to maintain a record
ofreceipts, issues, and on -hand amounts of materials by line item. These records are not only a
safeguard against pilferage but necessary if any attempt is to be made at improving efficiency in the
use of materials. Some of the firms in the study
basically maintain no inventory. They manufacture only for customer order and buy no materials
until a specific order is secured. Under these circumstances several of these firms apparently see
no need to maintain records of materials. While
inventory records may not be needed in such cases
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for determining when an order should be placed,
they are necessary for the reasons stated above to
p reven t theft an d to all ow p erf o rma n ce
evaluation.
Checks and verifications conducted by employees and owners can be a strong addition to a firm's
control system. Within the context of this study,
the checks and verifications would consist primarily of comparing records to physical assets. This
control feature is possible, however, only if the records are maintained. Some of the checks and verifications that can be performed by the owner or
manager would include such things as opening the
mail occasionally and listing mail receipts before
giving them to the employee making the bank deposit and, later, tracing them to the cash receipt
journal; periodically checking or actually preparing the bank reconciliation; personally supervising
the physical inventory of materials and comparing
counts to inventory records; and periodically test checking accounts receivable and payable. The
owner can alleviate the apparent distrust demonstrated by these measures if he also submits some
of his work to cross - checking by the firm's foreman or accountant.
Finally, to maintain better control over assets, a
firm should formalize at least some critical functions concerning assets. For example, some of the
companies in the study simply ordered materials
by phone and maintained no record of the order
other than the estimate that had been prepared for
the bid to obtain the job. Further, in a few firms,
several different people placed orders. As a result,
those firms had no real knowledge of what was
ordered, when, and by whom. To correct this deficiency does not mean that the company must
adopt an elaborate purchase order system. The
corrective action could be as simple as using pre numbered order memos that are filled out when a
phone order is placed and filed in a central location until the goods are received. Obviously, a solution can be designed to fit the resources of any
size firm.

The receipt of materials is also an area that was
weak in most of the firms studied. Few used receiving reports or anything similar. Materials
were often received by the handiest plant employee and no record was kept of exactly what was
received. Again, the solution may be a simplified
modification of a receiving report system, but it
should be formalized and enable management to
pinpoint responsibility.
Formal procedures should be established for
dealing with cash. For example, cash receipts
should be listed by the person opening the mail
before they are given to the employee who prepares the bank deposits. The bookkeeper need not
even physically handle the checks but may work
from a listing of them. These types of procedures
should not only be in use but formalized by prescribed forms and written instructions.
Cost accounting was another general area in
which the companies in the study were deficient.
Almost 70% were judged to have inadequate cost
accounting systems. A good cost accounting system serves two main purposes for a manufacturing firm: it allows the identification of cost which
is necessary for control, and it allows the firm to
compare actual costs incurred on work done to
costs that were expected to be incurred. Cost accounting systems also are used for valuing work in- process and finished -goods inventories and the
computation of cost -of -goods sold for financial
statemen ts, but , from a management p oint of
view, these benefits are secondary.
All of the companies studied were job shops but
not all had job cost systems in use. In fact, several
made no attempt to keep track of actually incurred co st at all . Undoubt edly, man agers of
small manufacturing firms often feel that their operations cannot justify the expense of a job cost
system. However, an effective job cost system can
be very simple using off -the -shelf time tickets and
job cost sheets duplicated in- house. Even if only
direct materials and direct labor are assigned to
jobs, the effort will probably be worthwhile. With

There is some
evidence that
the more
automation,
the better the
accounting
controls.

Table 3
Degree of Computerization

%

Cash co ntro l
High
Average
Low
Cost accounting
High
Average
Low

No.

Somewhat
stro ng
%

No.

Adequate
%

No.

%

Somewhat
weak

Very
weak

Total
firms

No.

0
33.3
29.4

(0)
(3)
(5)

0
33.3
29.4

(0)
(3)
(5)

33.3
22.2
29.4

(1)
(2)
(5)

66.7
11.1
11.8

(2)
(1)
(2)

3
9
17

0
11.1
52.9

(0)
(1)
(9)

0
44.4
35.3

(0)
(4)
(6)

66.7
44.4
11.8

(2)
(4)
(2)

33.3
0
0

(1)
(0)
(0)

3
9
17

MANAGEMENT ACCOUNTING /APRIL 1984

43

The further the
owner is away
from daily
operations, the
better the
accounting
controls.

this in formati on, man agement can determine
where costs are being incurred, and make comparisons to original estimates (on the bid). This will
determine how well the operation was performed
and yield feedback information that may be useful
in preparing future bids. While this comparison
step seems so obvious, few firms actually took that
step.
The comparison of actual to expected is, in fact,
the crux of the last area to be discussed, performance measurement. Measuring performance
should be accomplished at three different levels;
the individual employee, the job, and the firm
overall. The latter is accomplished by the use of
the income statement and, in virtually all cases,
was the only level on which the investigated firms
evaluated performance. In order•to measure how
well individual employees are performing, the
firm must be able to measure some aspect of their
performance, such as time expended on a job or
operation, and then have something with which to
compare that actual measurement. Small firms
could collect actual time spent through the use of
time tickets; the standard for comparison is more
difficult. Most small companies probably would
have trouble justifying the development of a standard cost system because the cost, even for a small
firm, would be high. An alternative is to use the
time tickets to develop expected requirements for
certain jobs or operations. This course of action
has the possible shortcoming of having current
and past inefficiencies built in to the expectations
(standards). Nevertheless, this system would allow management the means to initiate objective
employee performance evaluation.

Evaluation of the firm's performance on each
job cannot be accomplished by job shops without
a job cost system. As previously mentioned, with
cost collected by job, the results can be compared
to estimates and performance evaluated.
These and the other procedures recommended
above are all modifications of accepted accounting
procedures used by firms of all sizes. Their introduction into a small manufacturing firm can be
accomplished in exchange for a modest amount of
time and cost. When they are instituted, it is essential that they be written down along with other
accounting procedures and consolidated into an
accounting manual. An accounting manual provides three main benefits:
1. Standardizing procedures helps prevent a drift
into variations that may circumvent built -in
control measures,
2. Stating the procedures in detail and writing
them down often highlights weaknesses in
those procedures and leads to improvements,
3. Written procedures are a great benefit to supervisors in training new personnel and to the new
employees in performing their jobs properly.
Many small firms may have some difficulty in
implementing the suggestions made here because
they have virtually no in -house accounting capabilities or because the people who do have the expertise do not have sufficient time to undertake
additional projects. In such cases, it may be necessary to obtain outside assistance. This approach
may represent a sizable one -time cost, but it will
benefit the company for a long time to come.

Perspectives
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from employee involvement in volunteerism, with 45% citing an enhanced
compan y image an d 4 1% citing improved emp loyee morale as t he key
benefits. In addition, about half of the
respondents thought that employee volunteerism boosts productivity; only
10% believed it had an adverse affect.
The report also noted that the commitment to increase support each year
varies greatly between smaller companies (with sales of less than $5 million)
and Fortune 50 0 companies. In line
with this finding, 39% of the CEOs interviewed said they have increased their
level of support for volunteer activities
during the past two years, but only 26%
said they planned to augment support
next year.
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So I think the mandate for us as individuals is clear. Since many companies
have been forced to cut back on their
community and social responsibility
commitments, we should all step in to
try to take up some of the slack. We
should all work a little harder in our
volunteerism and contribute whatever
we can to support needed community
and social programs.
The things we can do are all fairly obvious and I don't want to belabor them.
Many of us are already serving on cultural, civic or educational boards. We
also work in church groups, neighborhood committees, professional groups,
and social clubs. And we try to give our
fair share to support worthwhile causes
and organizations.
To sum it up, it is clear that we can

help fill the breach left by lessened government and corporate community social res ponsibi lity sp ending and efforts—by investing more of our time
and money in worthwhile causes.
It can be tremendously rewarding to
help our cities, communities, and those
less fortunate than ourselves. Because at
the same time we are helping ourselves,
our families, our companies, and our
profession. Those of us who quickly
grasp the opportunities resulting from
the certainty of change in our community and social responsibilities will certainly benefit. Your chapter's Community Responsibility Committee will be
happy to assist you in doing so. Remember that self - motivated people
make and fulfill commitments while
others only make promises.
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Telecommunications:
AT &T Has
a Few Suggestions
The revolution in telecommunication technology
has given companies an opportunity to realize
substantial savings and improved productivity.

By Elliott Lynch
If anything is certain at the outset of 1984, it is
that the telecommunications industry will never
be the same. The newly implemented reshaping of
AT &T has resulted in a large number of competitive vendors offering a wide option of telecommunication equipment and network services.
The AT &T divestiture, coupled with an emerging trend of companies becoming more "communications- intensive," has spurred many firms to
analyze closely their communications systems in
terms of both cost and "state of the art" technology. These two case histories demonstrate how
these concerns can be balanced and benefits derived from changes such as those recommended
by the AT & T marketin g staff. The co mpany
names have been changed intentionally to retain
confidentiality.
A Case Study: Fastprint Company
A medium -sized printing company, Fastprint
had experienced tremendous sales growth over the
last fi ve years . Th e accumu lat ed 40 % sales
growth during this period created a sharp increase
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in its work force, in turn dictating a need for
growth in telephone service and capabilities.
Because telephones had to be added, the controller of Fastprint requested an analysis of the
present communications system. One fact was
kn own —a rap id ly gro wi ng firm had nearly
reached its capacity in adding to its telephone system. An analysis of the equipment revealed that
capacity limited increases to only eight more connections. It was obvious, therefore, that the addition of major equipment was necessary to meet
Fastprint's growth requirements.
There were several options available, each of
which certainly would increase Fastprint's outlay
of annual communications - related dollars. For example: Should a major equipment addition alone
handle Fastprint's communications requirements?
Were other alternatives available for Fastprint?
Would these alternatives enhance Fastprint's
profitability? What would the cost and resulting
payback be? How much would not enhancing
Fastprint's existing communications cost?
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North Carolina at
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Accessing the Current System
A system study was initiated in order to exam45

&

Table 1

ine the costs and benefits of a major communicaThus, Fastprint's current annual telephone and
tions system upgrade; however, the benefits of an commu nication s ex pens es were: Equipment,
improved system could not be measured without a 159,400; long distance, $50,800, and productivity
close examination of the costs of the present sys- and miscellaneous losses, $18,000.
tem weighed against the expected cost and beneTo determine what the present system would
fits of any improved system.
cost over an extended period (closely tempered
The costs of Fastprint's present system included with the existing tax depreciation schedules), the
not only monthly equipment rental fees, but long company controller requested a five -year analysis
distance network costs as well. Moreover, hidden based on historical cost data. One known factor
costs had to be considered. Fastprint's hidden was AT &T's traditional 5% annual increase for
costs largely consisted of profits lost because of Fastprint. Second, its network costs had increased
low employee productivity with the present sys- 35% annually based on trending information
tem and lack of controls for customer - related long from the three previous years. This 35% increase
distance chargebacks.
in network costs was attributed to Fastprint's agAnnual communications equipment expenses gressive sales strategies, growth, and a historical
were $59,400 and annual network costs totalled 5% long distance inflation rate, In addition, em$50,800. Network costs included:
ployee productivity and miscellaneous expenses
were assigned a 5% annual increase. Table 1 porAll outward bound long distance expense,
trays the projected communications - related costs
Collect calls from the company's clients, and
for the company over a five -year period.
Collect and credit card calls made by the comThe information chart gave Fastprint access to
pany's outside sales force.
relevant information, including historical communications expenditures, present communications
Equipment and network costs were obvious be- expenditures, and projected five -year expenditures
cause they represented annual administrative ex- based on historical data.
penses in Fastprint's budget. The hidden costs,
employee productivity, and miscellaneous costs, Deciding on Strategy
were not so obvious. After careful study it was deWith this data available Fastprint focused on
two areas of concern: annual network costs, which
represented 41% of the present communications
base and would rise to 51% in five years from
Fastprint Co.
$50,800 annually to $168,732 annually; and, anFive Year Projected Costs
nual lost productivity in the existing communica(Existing Configuration)
tions system, which would increase to almost
$22,000 annually in the fifth year.
Productivity
Totals
Equipment
Netw ork
Misc.
The projected communications rental increase
$123,700.
$ 54,900.
$ 50,800.
$18,000.
was not a concern because Fastprint preferred a
$ 14,125.
$ 57,645.
$ 68,580.
$18,900.
lease vs. purchase arrangement to more easily take
$172,955.
$ 60,527.
$ 92.583.
$19,845.
advan tage of rapid technological changes. A
$209,377.
$ 63,553.
$124,987.
$20,837.
leased system, if tier A pricing had been satisfied,
$257,342.
$ 66,731.
$168,732.
$21,879.
would
allow strategic exploration of these new
$908,499.
$303,356.
$505,682.
$99,461.
products without encountering balloon payouts.
Fastprint had experimented with an alternative
network service to combat rising long distance extermined that Fastprint's annual productivity and pense. This network alternative did save money
miscellaneous losses totalled more than $18,000! when used properly but employees were reluctant
The reasons for this figure were:
to take advantage of its full potential because access to all calling points in the nation was not
Complex programming changes in the present available. A second network alternative was chocommunications system software that had to be sen that would give the company nationwide acmade by telephone company personnel and co- cess. A complete network analysis for Fastprint
ordinated by Fastprint's personnel.
projected a 27% five -year savings of $136,534.
With Fastprint's present method of placing
Additional equipment had to be added to Fast long distance calls frequently up to 20 digits print's present communications system, however,
had to be dialed to place one long distance call. to accommodate the new network alternative, The
Long distance calls were tracked manually with additional equipment also included the capability
a tally sheet stroke for each call in order to ar- of company personnel to dial frequently used long
range client- billb acks for lo n g d i s t an ce distance numbers with an abbreviated three -digit
speed dialing code. Fastprint also opted to impleexpenses.

Year
Year 2
Year 3
Year 4
Year 5
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Another mid -sized printing firm — Caslon
Co. —had experienced rapid sales growth with declining profits because of rising production expenses. After meeting with Caslon's president to
discuss the firm's business objectives, AT &T's
marketing staff found the company's days sales
outstanding to be 64 days compared to an industry average of 45 days. Caslon's president agreed
that the 19-day discrepancy was unacceptable.
Caslon's collection period was computed as
follows:
Accounts receivable (A /R)
Average daily sales

Thus:

868,622
13,622

Revising Credit Policy
Caslon's president agreed that acceptance of a
proposed AT &T collections program would depend upon benefits outweighing costs. The following collection policy was recommended:
• Establish a written collections policy to be distributed to customers.
Replace the present method of mailing letters
with an outgoing telemarketing effort to obtain
commitments for payment or negotiate acceptable payment schedules.
Contact each overdue account through telemarketing 35 days after invoice mailing instead of
the present 90 -day letter.

Benefits of an
improved
system must be
weighed
against current
costs.

Table 2
Fastprint Co.
Projected Long Distance Expense
New network
configuration

XYZ client
billbacks

1
2
3
4
5

$ 37,084.
50,063.
$ 67,586.
91,241.
$123,174.

$ 5,563.
7,509.
$10,138.
$13,686.
$18,476.

Totals

$369,148.

$55,372.

$

Year

$

Caslon's DSO Rings a Bell

counts. The present method of sending letters did
not obtain a commitment for payment. Moreover,
there was confusion over whether accounting or
sales had ultimate collections responsibility.

$

ment a management i nformati on syst em t hat
would track and summarize all network activity
giving the company accurate access to geographic
trends as well as additional control over long distance expense. This meant costs could be allocated
to departments as well as extensions and Fast print's additional hardware expense would be only
$50,070 over five years.
The new management information system also
allowed Fastprint to combat the second concern
triggered by data from the information chart: rising lost productivity. Fastprint now could accurately track long distance calls that could be billed
back to clients. Table 2 illustrates the impact that
accurate client billbacks would have on the company's communications expenditures.
In summary, Fastprint will spend $50,070 over
the next five years for hardware and software enhancements (including automatic route selection
of 13 WATS lines) for its existing communications system. This will be more than offset by a
five -year savings of $136,534 in network expenditures and $55,372 in recovered costs from network client billbacks. The end result is a projected
$141,836 net benefit over five years. Obviously.
today's phone systems represent a significant tool
for management and can no longer be ignored
when considering cost control.

Table 3
Caslon Co.
Present vs. Proposed System
Present Performance (1982 mid -veer
Sales
Accounts receivable
Average daily sales
Collection period

$2,452,066.56
$ 868.622.29
$ 13,622.59
A/R
Sales -360 (180,
because these are
mid -year figures)

= 64 days

868,622.29
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13,622.59
= 63.76 days
Proposed performance
$2,452,066.56
13,622.59
45 days
Collection period x
average daily sales
45
13,622.59
= $613,016.55
x

Sales
Average daily sales
Collection period
Accounts receivable

=

Caslon's cost of money at the time of the study
was 17 %. The same formula was used to compute
the financial benefit if the collection period could
be reduced to the industry standard of 45 days.
We found that a $43,452 reduction in interest expense would be realized if the collection period
could be reduced.
A discussion of present collection procedures
with Caslon's treasurer found that no written collections policy was in place. Also, no cyclical time
frame was in motion for contacting overdue ac-
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• Direct collections efforts to the person who can
authorize payment.
• Use existing personnel time to implement the
telemarketing program and delegate ultimate
collections responsibility to this group.
• Plan each collections call and keep consistent
records on each call.
• Install a dedicated WATS line for telemarketing efforts to prevent contention for existing
lines with other departments. Caslon's treasurer

It is vital to
examine
hidden costs
such as lost
productivity.

Table 4
Caslon Co.
Net Benefit
Benefit from reducing Caslon's
collection period from
64 to 45 days:

$43,452.97

132 WATS calls per month
X 5 minutes /call X $20.00
per hour X 12 months

$

Cost of solution:

Installation of WATS lines
'Additional personnel expense
Other expenses
Total expense
Net benefit
Payback - year one
cost /benefit ratio = 10.7

$

$

Monthly rental of one intrastate
WATS and one interstate WATS
68.25 X 12 months

2,640.00

823.00
600.00
0.00

0.00
$ 4,063.00
$39,389.97

Personnel time now used to type and mail collection
letters will be used to implement the telemarketing
program.

estimated 132 calls per month should be made
to make the program successful.
Advantages of New Methods
Caslon was convinced the proposed collections
program would red uce A/R days out standing
from 64 to 45 and result in $255,605 being collected faster in accounts receivable. This benefit multiplied by the corporate cost of capital (17 %)
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equated to a $43,452 savings in annual interest expense. Table 3 details the benefits of the proposed
collections system.
In order to analyze the net benefit of the proposed collections program, the cost of the new
system also had to be determined. That net benefit
is shown in Table 4.
Caslon accepted $39,389 as the net benefit of
the proposed system. With Caslon's authorization
to proceed with the new program, the AT &T account team and Caslon agreed upon an implementation schedule that included the installation of
additional network facilities to make the telemarketing calls and a training date for AT &T to train
the company's collections personnel. A schedule
also was set to monitor the new program. This
would measure the effectiveness of Caslon's new
collections efforts and allow for adjustments
where necessary. The end result of this project
was a "win -win" situation for AT &T and Caslon.
The company would pay AT &T $4,000 for additional network services while Caslon would realize more than.$39,000 in reduced interest expense.
These case histories illustrate how two companies used various communications options as tools
to increase profits. Not all companies can expect
identical results. By closely analyzing present systems, however, one may find that there are options available today that will improve telecommunications efficiency.
It is vital that a company delegate final communications responsibility to a communications manager. This manager should stay abreast of industry trends through exposure to trade journals and
participation in industry associations. Knowledge
of telecommunications industry trends allows new
technologies to be explored. Of course, these responsibilities should include full company support
to ensure that communications policy conforms to
the business plan, and to gain consensus for whatever expansion is undertaken.
As companies grow, so do their external and internal communication needs. Therefore, annual
assessments of this ever - changing environment
will enable management to control productivity
and costs which have become a significant factor
in today's fast -paced business environment.
11
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Proposed: a New Statement
of Changes

By Julie V. Bryant
Since 1971, when the Statement of Changes in Financial Position (SCFP) was first required by
APB 19, financial analysts have gradually been
losing confidence in it. APB 19 failed to define a
statement format and now there are three formats
in use: cash, working capital, and all- inclusive
(most companies use cash or working capital).
One example of the uselessness of this statement
and how it can be used by management to avoid
revealing potentially damaging information, is the
failure of the SCFP of W.T. Grant & Co. to demonstrate the company's inability to generate cash.
W.T. Grant was a net user of cash while its working capital shown in the SCFP remained stable.
Because of the cost of idle cash and borrowing,
management has a growing need for cash flow information. It knows that cash flow is the ultimate
measure of debt - paying ability and can be used effectively in judging a company's ability to meet
debt requirements, to maintain regular dividends,
and to finance replacement and expansion costs.
Presenting only cash flow information has its
problems, though.
MANAGEMENTACCOUNTING/APRIL 1984

The primary disadvantages to cash flow data is
that it is erratic and cyclical. Short -term variations in cash receipts and payments may have no
effect on long term performance. Cash flows also
can be manipulated by management through the
timing of short -term loans or other large payments. Many consider cash flow information too
narrow, too conservative, and not descriptive of
actual operations.
Working capital information is necessary for
management. The presentation under APB 19 can
be confusing, however, because it incorporates additional information such as transactions which
affect noncurrent accounts only. What I propose
is an expanded format for the SCFP which will
meet the requirements of APB 19 and provide additional information to overcome the limitations
of the current format.

■

W.T. Gra nt & Co. wa s a net user of ca sh,
but its working capital shown in the statement
of changes in financial position remained stable.

Julie V. Bryant is an
auditor with the
Defense Contract
Audit Agency. She has
an MBA degree from
California State
University, Hayward.
An NAA member, she
submitted this article
through Oakland East
Bay Chapter.

Expanded Definition of Funds
It is obvious that both cash flow and working
capital information are important in decision
making. But, instead of providing each separately,
we can expand the present statement to include
both. APB 19 requires an inclusive statement on
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the changes in a company's financial position. In
the January 1974 Journal of Accountancy Buzby
and Falk suggested a pyramidal framework for
the SCFP.' I propose to amplify on this idea using
an expanded statement. The information would
flow as seen in Figure 1. A case study was performed on a small company (M &M Company) using the revised format (see Tables 1, 2 and 3 for
statements).
Companies preparing SCFPs that incorporate
the benefits of cash and working capital would
Figure 1
Information Flow for SUP

overcome the statement's present limitation and
still fulfill the APB's requirement for a broad concept of "funds." See Table 4 for a summary of the
advantages and disadvantages of cash flow and
working capital information.
The breakout of cash using the direct method is
a true representation of cash transactions during
the period. The operations subtotal under column
1 (see Table 1) represents the actual cash received
from sales. This avoids the confusion of the add back method and is not merely an approximation.
Totals for cash, under Total Resources Provided,
Total Resources Applied, and Net Change provide comparability with other companies over
time, because the amounts are not influenced by
internal accounting decisions. The Net Change in
cash is a measure of the cash available for debt
requirements, dividends, and reinvestment. This
information is available for bankers, creditors, and
management. Because working capital also is presented, this format overcomes the disadvantage of
cash flow only statements. Its usefulness is greatly
expanded by this broad presentation. The working
capital information also allows for some smoothing of erratic timing variations and gives information necessary for liquidity and future capacity
analysis. The statement now directly relates to

Table 1
M&M Company
Statement of Changes in Financial Position
Year Ending 19x2

Cash

&

(1)

(2)
Accruals
adjustments

(3)
Working
capital

(4)
Other
resources

(5)
TOW

Total provided

177

595

1

1

3
89
139

3
89
139

827

827

$1,042

LQ3J8

$1,004

$

56
13
645
10
133
56

$ 30

$

913

30

$ 275
$

$

$

$ 595

$

177

$

$(3 8)

6,789
(5,623)
(1,011)
22

$

Other provided

215

(15)
(23)

$

Bank advances
Rebates
Revenue subsidiary
Principal repayment
Other revenue

$

Provided from ops.

$6,804
(5,600)
(1,011)
22
$

Sales
Purchases
Operating expenses
Depreciation

$

Provided

275

$1,102

275

$1,279

50

61

$

275
275

$1,218

-0-

61

$

943

$

$

$

Lm)

86
13
645
10
133
56

$

129

$

Net change

$

Total applied

$

Applied
Taxes
Interest
Principal payments
Other assets
Casualty loss
Cash reserve
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• Cash line items: sales reflect dollars collected as
a result of sales from current and prior periods;
purchases reflect the dollar outflow for salable
items. (Balance sheet accounts)
• Working capital line items: sales reflect current
year sales (regardless if paid for or still receivable); purchases reflect salable merchandise received. (Income statements accounts)
The direct method provides for an accurate accounting of changes in cash. The indirect method
is only an estimation of cash because the accounts
receivable and payable (A /R and A/P) ending
balances are included in this figure. The direct
method is justified in that if one is going to provide and use cash information it should accurately
reflect cash.
A separate column (col. 4) for Other satisfies
the APB requirement for the statement to be all inclusive. This column would include such items
as: exchange of assets, conversions of stock and
debt instruments, stock dividends and splits, and

Table 2
M &M Company
Income Statement
for year ending 19x2
Sales
Cost of goods sold

$6,789
5,623

Gross margin
Operating expenses

$1,166
1,011
$

Income from operations
Other income

&

$

Income before interest and taxes
Interest
Taxes state sales

155
143
298
13
56

-

$

Income before taxes
Taxes

$

Income before extraordinary items
Extraordinary item- casualty loss net of taxes
Net income

$

changes in the balance sheet. This format avoids
the disadvantages of a strictly working capital format by breaking out cash. Short-run or longer -run
liquidity analysis can be performed by using either
cash (col. 1) or working capital (col. 3) These figures can have supporting schedules, if necessary
to directly tie back to the balance sheet. By using
the direct method, listing by major categories and
less netting, the term working capital takes on a
more concrete meaning.
The only significant problem encountered was
how to arrive at adjustment /accrual figures (col.
2) to tie in sales and purchases between cash and
working capital. This stems from the application
of the direct method of arriving at income from
operations.
Using the direct method, it is important to understand that under cash and working capital the
line items for sales and purchases do not reflect
the same transactions.

229
30
199
133
66

debt restructuring.
Since the SCFP has gained equal footing with
the balance sheet and income statement, it should
be treated with equal diligence and respect. This
statement currently is prepared on a worksheet
basis using adjustments from balance sheet accounts and net income. This statement should
complement both the income statement and balance sheet; it should not present simply a rearrangement of the information in them. One would
hardly expect the income statement to be prepared without using the information in its nominal accounts (by strictly making adjustments to
changes in balance sheet accounts).
It is time that the SCFP is given a set of nominal accounts to enhance its preparation. In order
to accomplish the expanded format, we require
separate nominal accounts for certain cash and
working capital accounts. For example, cash deposits and checks will need to be categorized by
major items such as receipts of accounts receivable, proceeds from sale of bonds, payments on
accounts payable, purchases of inventory, pur-

Table 3
M &M Company
Balance Sheet
years ending 19x1 and 19x2

Total assets

$1,332
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x2
144
450
507
47
86
83

$1,317

Liabilities
Accounts pay.
Notes
Current liab.
Loans
Bonds
Stock
Retained earnings
Total liabilities

x1
396
50
104
30
51
20
681

$1,332

x2
$

15
465
525
146
108
73

$

$

x1

$

Assets
Cash
Accts. rec.
Inventory
Other current assets
Building
Other assets

360
50
77
6
57
20
747

$1,317
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Table 4
Summary of Cash and Working Capital Statements
Working capital

Cash

Advantages:

Advantages:

1. Liquidity measurement
2. Long -term perspective

1. Investors and creditors primarily
focus on cash

3. Traditional and most widely
understood method

2. Financial analysts desire cash
information

4. Predictor of bankruptcy when
caused by long -term problems

3. Virtually no allocation and
accruals

5. Good surrogate for cash

4. Good basis for comparison

6. Less allocation and less
accruals than net income

5. Ultimate measure of debt paying
ability
6. Only discretionary resource of
management
7. Index of creditor's margin
8. Available cash important in inflationary times

Working capital

Cash

Disadvantages:

Disadvantages:

1. Although popular, not most useful

1. Timing variations can produce
erratic patterns from year to
year
2. Amounts can be subject to
management manipulation

2. Accounts receivable and cash
can be offset to hide firm's
problems.
3. Classification of accounts to
working capital can be confusing
4. Includes some allocations and
accruals

1. Cash requirements: changes in cash, changes
by line items;
2. Effective use of borrowing:
• cash /debt -every dollar borrowed results
in x dollars in cash,
• working capital /debt -every dollar borrowed results in x dollars in working capital,
• also ratios by statement categories;
3. Effective operations:
• cash /NI -every dollar earned results in x
dollars in cash,
• working capital /NI -every dollar earned
results in x dollars in working capital
• also ratios by statement categories;
4. Economic growth: changes in working capital;
5. Potential for growth: increasing or decreasing
trends in working capital;
6. Trends: changes in cash and working capital
over time; and
7. Competitiveness: with respect to industry
ratios.

3. Too narrow for general use
4. Schedule is an estimate when
prepared to date

5. Does not show funds available
for payments of debts and
dividends

chases of investments, and so on. Extraordinary
items, financing items, and items of separate material amounts should be disclosed separately.
A similar breakdown is required of accounts receivable and accounts payable in the working capital section. Accounts receivable should show receivab les from s al es , fro m o perat i on s , and
nonoperations. Accounts payable should show
payables for inventories, purchases and other (i.e.,
maintenance and repairs, insurance, utilities). The
breakdown of working capital items is necessary if
there is a material difference between operating
and nonoperating, extraordinary, or financing
items. Deferred credits and charges would normally be single line items, unless individual items
are material which would be disclosed separately.
This SCFP Can Be Computerized
The use of separate nominal accounts for the
SCFP is easily adaptable to computerization and
would greatly facilitate the accumulation of useful
information and the time required to prepare the
SCFP. In general, management's use of accounting data is for decision making (strategic and operational) and planning. The SCFP is a tool in this
process. Its use can be enhanced by this format by
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expanding formalized data and by making available useful ratios. Management needs to constantly evaluate:

This format will aid management in making
better - informed decisions, by causing them to take
the time to become aware of changes in both cash
and working capital.
Many of the same ratios will be useful for financial analysts and statement users to measure the
quality of the company's income and cash management. The information provided by this expanded SCFP can be used as an index of creditor's
margi n ; and , ultimately, as an in d icato r o f
competitiveness.
In the past, SCFP` has enjoyed limited application. Financial analysts and statement users desire
a statement sufficiently defined to allow comparability with other companies and periods.
This proposed expanded format provides information based on all three possible formats while
also providing a comprehensive and integrated report on all changes in financial position. This format allows some flexibility with regard to line
items, while still requiring general format categories. The expanded format allows for easy analysis
of cash, working capital and total, by operating,
nonoperating, extraordinary, and financing categories with respect to resources provided and
applied.
The format of the SCFP is comprehensive, integrated, and easy to understand and analyze. Its
adoption as an expansi on of the statement of
changes may provide a useful tool for management and readers of funds statements.
'Stephen L. Huzby, and Haim Falk. "A New Approach to the Funds statement,"
Journal of Accountancy, January 1974.
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A Guide to Auditing
Insurance Programs
Accountants need to understand what to look for
in insu ra nce coverages a nd funding approa ches
to ensure that the company is managing risks effectively.

By Henry A. Revzan
When an internal auditor reviews a company's insurance program, the adequacy and limits of the
company's coverage may be the most critical issue
to examine. Many accountants are uncomfortable
in auditing corporate insurance programs; yet, the
total audit process involves verifying assets and
reviewing the controls and protection that insulate
these assets from undue risk.
Thus, the accountant needs to understand what
to look for in coverages and funding approaches
that will contribute to the completeness of the audit. We have found it very helpful to start from a
position of understanding just what the insurance
options are.
Business insurance generally falls into the two
categories of first and third party coverages. First
party coverages respond to losses to the insured's
own interest in property because of ownership,
use, contract, or implied legal responsibility.
Third party coverages concern casualty liabilities
to employees and members of the public.
At the audit's outset, the accountant assembles
all current insurance policies. In this process, a
schedule of coverages can help identify the pertinent contracts and show the structure of the overall account. Next, the accountant reviews all poliMANAGEMENT ACCOUNTING /APRIL 1984

cies for completeness as there should be no gaps in
the numbered endorsements. Sometimes, underwriters, brokers, or consultants address important
issues in letters, such as the intent of coverage.
Consequently, we recommend the review of correspondence for relevance to the audit. Again, these
procedures presuppose knowledge of coverage
categories and functions.
First Party Coverages — Property Insurance
A good starting place for understanding coverages in general is first party property insurance,
which seeks to recover losses from covered perils.
Such perils are insured in one of two ways; either
specifically stated (i.e., named perils of fire, lightning, windstorm, hail, and so on), or specifically
exclu ded in an "al l ri sks" form. The two approaches not only differ in breadth of coverage,
but they also differ in the insured's burden of
proof once a loss occurs. With "named perils"
coverage, the burden of proof is on the insured.
He must establish that the loss resulted from a
covered peril. Conversely, in an "all risks" policy,
the insurance underwriters must prove the applicability of an exclusion; otherwise, coverage is
presumed.
It is our experience that companies normally
should use an "all risks" form. There is little dif-

l� '

Henry A. Revzan is a
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Accountants
may need the
assistance of an
insurance
professional to
determine
coverage
needs.
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ference in cost relative to the degree of protection however, coinsurance requirements should be reafforded.
moved or waived. Under hard market conditions,
Regardless of which type of policy is chosen, it underwriters frequently demand a professional apis critical to examine the limits on all property in- praisal to verify values and to obtain a waiver of
surance policies. It is axiomatic that the limits coinsurance. Nevertheless, in today's soft insurshould compensate the insured for his loss. Sound ance market environment, a signed statement of
financial planning suggests a limit of 100% of the values often will suffice. In either case, you should
value of its building, contents, and stock for a sin- take the necessary steps to remove any coinsurgle- location business. A multiple - location business an ce o bl i gat io n s fro m a pro perty in s urance
needs a blanket limit, which makes available to program.
any loss the sum of the limits at each location.
Blanketing the limits protects against the deleteri- Business Interruption Insurance
ous effects of unintentional underinsurance at any
In addition to damage to tangible property,
one location. For that reason, we consider blan- such as buildings, contents, and stock, a company
keting mandatory where appropriate.
can suffer a first party loss due to the passage of
time following a loss. Business interruption is the
Two Basic Loss Definitions
most common form of so- called "time element"
You also should examine how losses are recov- coverage. In its most elementary form, this proered. The two basic choices consist of "actual cash tection insures manufacturers and mercantile opvalue" and "replacement cost." Actual cash value erations for the loss of net earnings and the incurnormally is defined as replacement cost less depre- sion of continuing expense due to an operational
ciation. This differs from book value, and accoun- shutdown that results from a loss. Some compatants should not confuse the two. "Replacement nies, for example, use quality control testing stacost" insures the depreciation factor not covered tions that monitor finished goods produced by dounder "actual cash value." Replacement cost cov- mestic or foreign manufacturing locations. The
erage is more expensive than actual cash value be- loss of even one such facility could cause a back
cause of the additional depreciation factor at risk. up and eventu al shu tdown o f manu facturing
Typically, insurance underwriters require the plants as well as a possible cessation of sales.
insured to rebuild or restore his property in order
Annual or semi - annual signed statements of
to collect for replacement cost loss recovery. If a values in the form of business interruption workcompany has no interest in continuing in business sheets generally will support a business interrupafter a major or total loss, actual cash value loss tion waiver of coinsurance.
recovery makes more sense. On the other hand, if
Business interruption coverage is useful for
a company intends to replace the property, it must businesses that can afford to be shut down. Many
take pains to determine the coverage guidelines on businesses, however, such as service organizarebuilding. Some policies dictate restoration on tions, newspapers, banks, and so on, must continthe same site; others allow alternative site selec- ue to operate at any cost. They should purchase
tion but limit the amount of the recovery to the "extra expense" coverage which pays for the excost of rebuilding at the loss site. If there is a pos- traordinary costs associated with continuing opersibility that your company might relocate after a ations after an insured loss. Examples include
loss, ask you agent or broker to get an endorse- such items as additional rental payments, the cost
ment allowing alternative site relocation.
of leased business machines, and moving costs.
One must remember, however, that business interCoinsurance
ruption insurance, per se, provides extra expense
To compel insureds to declare accurate values coverage to the extent it reduces the amount of
for premium determination purposes, underwrit- the business interruption loss, subject, of course,
ers often impose coinsurance requirements. The to the available limits. In addition, business interconcept of coinsurance is expressed as a percent- ruption and extra expense have joint applicability.
age of values. An 80% coinsurance requirement
Extra expense coverage can be a valuable supmeans that insured values must equal no less than plement to business interruption insurance in at
80% of the replacement cost or actual cash value, least two ways. First, most significant businesses
depending on the type of loss recovery in force.
have extra expense exposures in their nonmanuIf an insured fails to live up to the coinsurance facturing facilities. A loss to an office or warerequirements and suffers a partial loss, he will re- house, for example, may not impact on producceive a proportionately decreased loss payment. In tion sufficiently to trigger a business interruption
the event of a total loss, the policy's limit should claim. Continuing those nonproduction functions,
apply apart from any coinsurance considerations. however, may lead to the incursion of additional
Insureds may accept coinsurance as a method or extra expenses.
to control premiums. Under most circumstances,
Second, business interruption claims tend to be
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complex and thus difficult to resolve. If an insured
has extra expense insurance, loss adjusters will
sometimes agree to include controversial items
under its aegis. This benefit alone can often justify
the cost of extra expense coverage, which, incidentally, usually is a modest fraction of a location's
basic fire insurance rate. From an audit standpoint, some amount of extra expense insurance
should be considered mandatory in a portfolio.
Deductibles
Deductibles play an important role in stimulating an insured's loss prevention efforts. Also, deductibles eliminate maintenance losses that lead to
wasteful dollar trading with underwriters.
Insurance companies grant premium credits for
levels of self - assumption above minimal levels. At
a certain point the rate of available increases flattens out, making self - assumption of risk less attractive even for large risks, as shown in Figure 1.
Economics dictate the choice of deductibles.
One must compare the premium credit in dollar
terms to historical and projected losses that would
be assumed within the deductible area. It makes
little or no sense for insureds to maintain very low
deductibles when their loss history discloses a

tions— mainly on -site injuries such as slips and
falls. An intermediate form of this insurance protects against premises exposures and claims arising out of the acts of independent contractors.
The broadest form of fundamental coverage is the
comprehensive general liability (CGL) form that
not only insures premises, operations, and independent contractors, but also insures products liability and completed operations.
For most companies, only the comprehensive
general (CGL) form is acceptable. Even so, the
CGL form contains numerous exclusions and restrictions. Underwriters will modify or remove
many of these for an additional premium. You
may need the assistance of an insurance professional to study your exposures to determine if additional coverage extensions are required. Nonetheless, for a premium charge of approximately
10 % -15% of the CGL premium, you can ordinarily secure a package of extensions that includes
coverage for nonowned watercraft, common law
torts, damage to leased premises, worldwide products liability, and so on. For the reasonable cost
involved, extended coverage packages represent a
sound value.
Workers' compensation statutory controls gov-

It is critical to
examine the
limits on all
property
insurance
policies.

Figure 1
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paucity of claims. Likewise, a high deductible cannot be considered rational for a client with impaired working capital.
Coverage and Insurance Choices

Third party liability and workers' compensation
insurances constitute the casualty segment of the
insurance business. Statutory workers' compensation when fully insured is written on an unlimited
basi s, so insu red s n eed not pu rchase excess
coverage.
General liability insurance takes several forms.
Owners, landlords, and tenants' coverage is the
most basic, insuring only premises and operaMANAGEMENT ACCOUNTING /APRIL 1984

ern much of workers' compensation and the standard policies used throughout the country. Separate endorsements pertain to special exposures
such as those created by the Longshoremen and
Harbor Workers' Act, Federal Employer's Liability Act, and Jones Act.
A separate per accident limit ordinarily applies
to employer's liability exposures. Employer's liability comes into play when workers choose to
sue under common law rather than to collect
guaranteed benefits under statutory compensation. Insurance companies usually write employer's liability to $100,000 per accident, although
$500,000 has become more common as umbrella
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liability underwriters are demanding additional

Some amount
of extra
expense
insurance
should be
considered
mandatory.

amounts of underlying coverage to insulate them
from noncatastrophic losses. The ongoing erosion
of workers' compensation as a sole remedy for
work - related injuries has focused attention on employer's liability and has emphasized the need for
adequate limits in both primary and excess insurance. It also emphasizes the principle that a client's primary casualty program ideally should be
written with the same underwriter to prevent loss
adjusting disputes for claims that fall in "grey
areas."
If the company's workers' compensation premiums in an y o ne s tat e ap p ro ach $250,000 or
$300,000, the company might wish to consider

self - insurance of the exposure. For example, one
client manufacturer had workers' compensation
premiums of $335,000 net of all dividends and applicable discounts. After self- insurance, the total
cost of risk (i.e., losses and other direct costs) declined to just over $230,000, a 30% or so savings.
Self - insured workers' compensation programs
involve significant retentions, perhaps to $100,000
per accident or more. Companies can purchase
"specific" excess insurance to protect against individual catastrophic losses, and, where consistent
with individual state law, companies also may
purchase "aggregate" protection to provide a
cushion against a frequency of losses within the
self - insured area. With self - insured programs,
companies must secure claims, loss control, and
other services, including legal, from outside vendors. They also must post security, usually a surety bond, with the appropriate state regulatory
agency.
Self - insurance can represent a good alternative
to full insurance where the insured's loss record
and loss control measures indicate successful performance. Certain cash flow plans, however, especially when coupled with open or competitive
workers' compensation rating now available in
some states, can produce equally attractive results. Finally, another benefit of self- insured
workers' compensation may be the tax deductibility of some reserves. The Ninth Circuit Court of
Appeals in Crescent Wharf and Warehouse v.
C.LR. held for the deductibility of reserves on a
current basis for any loss, provided the liability is
fixed and the amount ascertainable. The IRS has
taken a negative view of this holding, but other
recent cases have supported the doctrine.
Cash Flow Programs
Accountants also must understand and appreciate insurance cash flow (so -called retrospectively
rated) programs that, unlike guaranteed cost coverage, closely correlate premiums to actual losses
that become known. Generally, these programs
have "cost plus" features that are driven by "in-
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curred " los ses, defin ed as paid and reserved
claims or just "paid" losses. Despite looking like

full first dollar coverage because of the existence
of an insurance policy, incurred loss and paid loss
programs arguably are forms of formalized self insurance. Within predetermined maximum and
minimum limits, the insured pays the underwriter's fixed costs and adjusted losses (either incurred
or paid depending on plan design). In addition to
the availability of a maximum premium to contain
all losses, more frequently than not, individual
losses are limited by agreement between the insured and underwriter to, say, $100,000 per loss.
The tax treatment of incurred loss and paid loss
insurance programs can differ, but this is not always clear. Under paid loss programs, insureds
give underwriters a letter of credit or note payable
to secure the insured's reserves carried on the underwriter's books. Some tax experts argue that
while the cost of the letter of credit, the amount of
paid losses, and the amount of the underwriter's
fixed costs would qualify for a current tax deduction, the sum represented by the note or letter of
credit would not. Others disagree and assert the
entire amount, including the potential liability
created by note or letter, is tax deductible. Under
a standard incurred loss program, the amount of
reserves, which are reflected automatically in the
premium, probably can be deducted on a current
basis.
In many ways "issued policy" plans resemble
paid loss programs. Under an issued policy approach, an underwriter provides a first dollar coverage insurance policy. He adjusts all losses and
makes the appropriate statutory filings. To the
world it appears that the company enjoys full coverage. In reality, however, the company has a separate agreement with the underwriter whereby it
must reimburse the underwriter for paid claims
up to a certain predetermined limit. The program
may or may not include aggregate protection for

the possible accumulation of self - insured losses.
The attachment point and limit of the aggregate
protection should be monitored as part of the
audit.
Modified self - insurance, which includes a significant retention or deductible over which catastrophic protection applies, and captive insurance
companies involve a number of issues. If your
company uses such insurance coverage, you may
want to retain professionals in the various disciplines to conduct aspects of the audit.
Umbrella Liability Insurance
A proper audit should extend to the excess or
umbrella liability portion of the company's insurance portfolio. The most important and obvious
consideration concerns the total available protection. Catastrophe excess covers have become quite
MANAGEMENT ACCOUNTING /APRIL 1984

inexpensive, costing $250 to $300 per million in
some cases, although there are some indications
that the market for such insurance is tightening.
While no one can possibly tell how much excess
protection is appropriate, even small companies
should purchase total excess limits of no less than
$5 or $10 million. Large corporations frequently
purchase limits to $100 million or more. Some
fairly recent hotel disasters illustrate the fact that
on e can never bu y to o much of t hi s ki nd o f
coverage.
Umbrella policies generally provide: excess limits over scheduled underlying insurance; and primary coverage, usually subject to a modest self insu red reten tio n, for los ses no t covered by
underlying insurance. An important part of the
audit should center around the completeness and
accuracy of the schedule of underlying insurance.
Loss adjustment problems can be averted only if
that insurance schedule is totally accurate and if
the underlying limits conform to the umbrella un-

derwriter's minimum requirements.
Accountants likewise should check the policy
period of the umbrella contracts vis -a -vis those
underlying policies that include annual aggregate
limits. If a discrepancy exists, a gap in coverage
could result, as most umbrellas stipulate they will
not drop down over aggregate limits reduced outside the umbrella's own policy term. As with all
insurance policies, the auditors should check the
contracts for exclusions or endorsements that restrict coverage in vital areas such as products liability and watercraft liability.
These suggestions provide only a basic approach to insurance program audits. We have not
touched on certain important coverage areas, including fiduciary liability, directors' and officers'
liability, boiler and machinery, aircraft, or crime
insurance to name a few. Nevertheless, these recommendations should assist you in developing a
sound audit and in providing a greater service to
management.
❑
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A New Treatment
for Health Care Costs
PAGING MANAGEMENT ACCOUNTANTS:
You are needed in the hospital office to help medical care institu tions
ana lyze a nd hold down costs u nder the new Prospective Pricing System.

By Leonard E. Berry

Leonard E. Berry ,
CPA, is a professor of
accountancy at
Georgia State
University in Atlanta
and has a doctorate in
business
administration. He is a
member of Atlanta
North Chapter, through
which this article was
submitted.
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The Medicare prospective pricing system enacted
by Congress in March 1983 will have a profound
impact on the financial management of hospitals.
Significant changes are coming in the way that
hospitals do business. In the center of all this
change will be the management accountant. Why?
Because cost accounting and cost control will become the vehicles for success in this new environment where market forces will dominate. Gone
are the days when a dollar spent, no matter how
inefficiently, would be reimbursed by third -party
insurers. The new reimbursement scheme calls for
prospective fixed prices based on diagnosis - related
groups (DRGs).
To succeed in this environment, hospitals will
have to track their costs by DRGs, which they
don't do now. They will have to control costs
closely in order to survive. If they are good at it
(and that is the incentive built into the system),
then they will not only break even but could make
a "profit." A dollar saved will become a dollar
earned that the hospital can keep.
This is where the management accountant enters the picture. Because the hospital's service
product in effect will be a DRG and the hospital

manager will need to know the accurate cost of
each of these, the hospital's cost accounting system will have to be significantly revised. Why? Because there are about 450 different DRGs and
hospitals currently do not track costs by DRG.
The final cost objective will become the DRG itself replacing present ones, such as patient days,
procedures, visits and the like. The latter will be
backed up a step and become intermediate cost
objectives.
But how did all of this come about? What does
the new law mean? What are the detailed challenges for hospital management accountants?
How Prospective Pricing Came About
The significant rise in health care cost and related insurance payments have long concerned
hospital administrators and government officials
alike, as well as taxpayers. For years the Health
Care Financing Administration and other government agencies have studied new approaches for
controlling Medicare reimbursements to hospitals
in particular. One approach —the potential use of
DRGs —is very relevant because it will be the cornerstone of the new prospective pricing system.
The term DRG is a classification for illness
cases. While earlier DRGs were designed for use
MANAGEMENT ACCOUNTING /APRIL 1984

by physicians to assess the validity of various
treatment patterns, the latest version is designed
to aid in measuring resource consumption needed
to treat a specific DRG. The purpose is to connect
DRGs to hospital payment systems. Under prospective pricing, DRGs will be used as an aid in
predicting patient care costs.

DRGs are st ructured around vari ables that
help predict the length of hospital stay and cost
behavior. The key variables used are: specific operating room procedure, primary diagnosis, age of
patient, and certain complicating conditions.
There are four steps used to determine the DRGs
(see Figure 1).

Figure 1
Structuring Diagnosis — Related Groups (DRGs)

The new
pricing system
will be phased
in over a three year period.

International
coding of
diseases(ICDs)
9th revision

Assign ICDs
to major
diagnostic
category

OR
procedure
required?
NO

YES

Medical
partition

Surgical
partition

Principal
diagnosis?

Procedure
category?

Is
age or
specified
complications
a factor?

Age
a factor?

YES
YES

DNG

F

RG

NO

_

NO

Specified
complication?

Age'?

DRG

YES

DRG

MANAGEMENT ACCOUNTING /APRIL 1984

DRG

DRG
Age?.

DRG

DRG

59

Under
prospective
pricing, a
sound cost
accounting
system may
mean the
difference
between
hospital success
and failure.

Step 1.Diseases are assigned to mutually exclusive groups called Major Diagnositc Categories
(MDCs) based on which body organ system was
affected. The disease /illness is identified by the
International Coding of Diseases (ICDs) -9th
Revision coding scheme. There are 23 MDCs
identified. An MDC example is MDC number 1,
"Diseases and Disorders of the Nervous System."
Step 2. MDCs are split into either a medical
partition or a surgical partition. The criterion
used for this splitting process was whether an operating room (OR) procedure was required for the
case.
Step 3. The surgical partition is subdivided
based on the type of procedure that the patient received. Some procedures are further subdivided
based on the age of the patient (i.e., an older patient in some procedures would require more resource consumption). The surgical partitioning ultimately results in the patient's discharge case
being assigned to a specific DRG.
Step 4. Those patients not having a surgical
procedure are assigned to a medical partition.
These cases are further subdivided based on the
principal diagnosis, then by age or other complicating factors, and then ultimately assigned to a
specific DRG. This entire process resulted in the
identification of467 DRGs.

• After the phase -in period, the DRG payment
rate will be fixed at the beginning of the year.
There will be a national average urban or rural
rate for each DRG, adjusted for differences in
area wages.
• Additional payments will be made for "atypical" or `outlier" cases. These cases include patients whose length of stay exceeds the average
for the DRG by either a fixed number of days
or a fixed number of standard deviations.
Challenges to Hospital
Management Accountants
The prospective pricing system is revolutionary
in that it cuts the past relationship between Medicare revenues and costs. Because hospitals will be
faced with fixed - pricing, their costs must be controlled within the limits of the resultant revenues.
Hospitals must now assume the risk for differences between average costs ofeach DRG and the
fixed DRG price.
What is the role ofthe management accountant
in this new environment? What challenges must
be faced?
Improved Cost Accounting System

Under prospective pricing a sound cost accounting system is so essential that it may determine the difference between success and failure of
The Prospective Pricing System —an Overview
the hospital itself. To provide relevant informaThe Medicare prospective pricing system was tion in this new environment it must be capable of
approved by Congress in March 1983 as part of aggregating costs for each DRG —and there are
the Social Security Amendments of 1983. The sys- 467 of them. This is analogous to tracking costs
tem applies to all hospitals (with a few exceptions) for 467 jobs in a job order cost system in industry.
and to most inpatient services provided by these Hospitals do not have experience in such detailed
hospitals. (Many health care experts believe that record keeping. The system must be capable ofreother third -party insurers will eventually adopt cording each and every cost of patient services
this type of system.) The system will be phased in and tracing these through intermediate cost objecover a three -year period beginning October 1, tives to the final cost objective —the DRG. Such a
1983. Other relevant highlights ofthe new system system will not only require the accurate recording of direct costs but it will require more accuare:
rate cost allocation techniques to charge indirect .
costs
to the DRG. The simple step -down ap• A prospectively determined payment rate for
each Medicare discharge will be established proach probably will not be accurate enough.
Basically, under the prospective pricing envibased on the DRG into which the discharge is
classified. This system applies only to inpatient ronment hospital managers will need relevant cost
costs; capital- related, medical education, and information to decide which services should or
outpatient costs will continue to be paid on a should not be provided and what form the services
retroactive, reasonable -cost basis.
should take. Previously, this was not a real prob• During the phase -in period (1983- 1986), the re- lem. The physician decided which patients would
imbursement will be a mixture of the hospital - be accepted, the services required, and the hospispecific, cost per case amount established by tal provided them for as long as the physician
The Tax Equity and Fiscal Responsibility Act wanted. This will change. Now managers and
of 1982 ( TEFRA), the regional average price physicians will need to consider how much it costs
for the DRG, and the national average price for to provide a particular service to a patient. With
the DRG. (The requirements of TEFRA are this information managers can answer some critinot discussed here because much of its Medi- cal questions: Is the relevant cost of the DRG
care requirements will be replaced by the end of more than the reimbursement that can be expected? Can that service be provided by another apthe three -year phase -in period.)
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proach such as on an outpatient basis? Are there
other health care alternatives that could be used,
such as referrals to other organizations, to cut the
hospital stay? For example, health clinics, nursing
ho mes , an d the like may be accep t ab l e
alternatives.
The system to provide this information should
not be separate from, but must be a part of, the
cost accounting system discussed above. There
should be an integrated information system that
provides all information to the various subsystems
in the hospital organization.
The use of DRGs in the cost accounting and
pricing system makes accurate medical records an
absolute necessity. Accurate diagnostic coding is
critical. Upgrading the medical records function,
including training these personnel, will become
important. The integration of medical and accounting records also may be necessary.
The managing and motivation of physicians
will become very important. They control the
three important variables that influence patient
costs: length of stay, prescription of services, and
patient mix, (i.e., which patient is admitted). Physicians will have to be educated in cost control
and case -mix management under prospective pricing. Hospital management must develop effective
incentives for physicians and put new emphasis on
monitoring medical staffs.

to be brought into the evaluation process. A ratio
example in this content might be to determine the
standard length of hospital stay for each specific
case by DRG. Then, the actual length of stay
could be tracked for each physician. The standard
and actual could be compared and variance determined. The focus here is on the case, the output,
and not the input.
Traditional standard costing and variance analysis will continue to be used but will become more
important. Further, timely feedback of relevant
control information will be essential.
The preceding discussion centered on measuring and evaluating productivity. Management accountants also should present management with
effective methods for improving productivity in a
long -term sense. For example, better long -range
planning along with capital budgeting techniques
will be necessary to ensure that only capital equipment necessary to achieve the overall objectives of
the hospital are acquired. This would include the
subjection of each potential capital acquisition to
a strict cost -benefit analysis. Further, better methods will be needed to monitor the utilization of
capital assets once they are acquired. Increased
volume or new services should be considered for
under - utilized equipment or perhaps the underutilized assets could be profitably sold to another
hospital.
One major concern under the prospective pricBetter Methods to Manage
ing environment is that cost control will be overProductivity and Cost Control
emphasized to the detriment of quality. Such a
In the management of productivity under retro- distortion, of course, must not happen. Good
active reimbursement the focus was on inputs. Be- quality health care is the realoutput of hospitals
cause all allowable costs would be reimbursed, the and must continue to be provided to patients.
main concern was to identify all costs regardless Quality assurance programs will become very imof how inefficiently they were used. Under pro- portant. While management accountants will not
spective pricing the focus must be on output and be directly involved in designing and implementinput. The output is the patient discharge case as ing these programs, they must recognize their imidentified by the correct DRG. Essentially, hospi- portance and support their use.
tals must now manage the actual profitability of a
The new prospective pricing system will bring
given patient case. The output (the price per case about revolutionary changes in the way that hosor DRG) will be fixed; therefore inputs must be pitals do business. All of these changes cannot
minimized, requiring cost control, good case mix even be thought of at this time. At the focal point
management, and fewer patient days per patient. of these changes will be the way in which hospiThe traditional ratios and standards will contin- tals account for their costs. New accounting sysue to be used. Such ratios as medical supplies used tems and methods will have to be devised. These
per patient day and number of nursing hours per changes and new demands by hospital managers
patient day, and many others, will still be needed will present new challenges to management acto evaluate the operating efficiencies of hospital countants. If hospital management accountants
departments. Under prospective pricing, however, successfully meet these challenges then they will
the measurement of productivity will have to go a have provided a valuable service to the health care
step further and include the patient case as the profession and will have enhanced their profesoutput. In order to do this, the physician will have sional status in the process.
❑
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Hospitals do
not have
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the detailed
record keeping
needed under
the new
system.
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NAA
Research
By Robert W. McGee

Accounting for Income Taxes

In the past few years, accountants
have been increasingly dissatisfied
with the rules relating to accounting
for income taxes. The present rules,
established in 1967, are complex and
difficult to follow. The deferred tax account has been growing larger each
year on many corporate balance
sheets and shows no sign of reversing in the immediate future. The studies that have been done indicate that
increases caused by depreciation will
almost never reverse, and the recent
adoption of the Accelerated Cost Recovery System (ACRS) of depreciation is adding to this large, confusing
balance. Bankers and financial analysts often treat deferred taxes as part
of stockholders' equity, because it
does not resemble a liability in the
true sense.
The Financial Accounting Standards Board has been studying the issue for more than a year. The
comment deadline for responding to
its discussion memorandum on the
topic was January 31, 1984. Hearings
will be held later this year, and an exposure draft will be issued in the
fourth quarter. A final statement is
scheduled for issuance in 1985.
In order to learn the views of the
NAA membership on accounting for
income taxes, a survey was mailed to
2,376 randomly selected members of
NAA who are controllers. The survey
was mailed in early December 1983
and included a nine - question questionnaire, a cover letter, and a booklet
published by a major CPA firm explaining the issues in question.
Three hundred four (304) responses were received. Eleven of these
were excluded from the survey be62

cause of incompleteness or because
the respondent was a nonprofit entity,
bringing the number of usable responses to 293, a response rate of
12.3%.
The present method, required by
APB Opinion No. 11 since 1967, is
comprehensive allocation. Under this
method, tax expense is equal to tax
return taxes plus the tax effects of all
timing differences. The partial allocation method would include the tax effects of only some timing differences.
The flow- through method (no allocation) would not provide for deferred
taxes; tax expense would be equal to
taxes appearing on the tax return.
Flow - Through Method Chosen
When asked which method of accounting for income taxes they preferred, 62% of controllers representing the smallest companies (annual
sales of less than $10 million) favored
no allocation, with 29% favoring comprehensive allocation, and 9% favoring partial allocation. The next largest
group (annual sales between $10 -$25
million) favored the flow- through
method (48 %) over the comprehensive (41 %) or partial - allocation (10 %)
methods. The third size category (annual sales between $25 -$50 million)
also favored flow- through (48 %) over
comprehensive (40 %) or partial allocation (12 %). It was only in the largest size category (annual sales of
more than $50 million) that comprehensive allocation (48 %) was preferred over flow- through (39 %) and
partial allocation (13 %). For three of
four size categories, the flow- through
method was the first choice.
For those respondents favoring

partial allocation, 47% favored requiring tax deferral for all timing differences except those not expected to
reverse. A distant second choice
(22 %) favored requiring deferred taxes only for those timing differences
where the aggregate amount is expected to decrease. Sixteen percent
would require deferral for all short term and reversible long -term timing
differences. Six percent favored anot her ap proac h an d 9% had no
opinion.
For those respondents favoring
some method of allocation, the first
choice of all four size categories was
the deferral method, with 64% of total
respondents selecting this method.
The second choice of all four groups
was the liability method, with 20%
opting for this method. The net- of -tax
method was favored by 6 %, with 8%
choosing a combination of methods
and 2% having no opinion.
When asked whether the deferred
tax account appearing in the balance
sheet should be discounted, all four
groups said that it should not. The
percent opposed to discounting, from
the smallest to the largest size category, was 57 %, 76 %, 90 %, and 80 %,
respectively, for a weighted average
of 76% opposed to discounting.
Currently, companies are required
to recognize in income the tax benefits of net operating loss carryforwards only when assured beyond a
reasonable doubt. It is urged that this
approach is in accord with the realization concept. Another approach that
has been advocated is to recognize
the tax effect of a net operating loss
carryforward in financial reporting income when its realization is probable.
NOL carryforwards meet the definition of assets, which FASB Concepts
No. 3, paragraph 19, defin es as
" ... probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events." Net operating loss
carryforwards are assets and should
be recorded as such. If a company is
a going concern, it is probable that at
least a major portion if not all of a net
operating loss carryforward will be realized in the 15 -year period permitted
by present tax law. Failure to recog► ► 68
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keynote luncheon. Mr. Bowsher heads the General Accounting Office (GAO), an independent government agency that audits governmental agencies
and reports to Congress on management, productivity, and accounting matters as they affect the
federal government and its departments. He is a
former partner of Arthur Andersen & Co.
Speakers from a wide range of backgrounds will
address Conference -goers on many "change" issues that affect them in their professional lives.
On the plenary program, for example, are ABC's
Tom Jarriel, a well-known professional journalist;
E. Peter Gillete, chairman of the Norwest Bank,
Minneapolis; Ray J. Groves, chairman and chief
executive officer of Ernst & Whinney; and Dr.
James J. Renier, vice chairman of Honeywell,
Inc., and president of Honeywell Information
Systems.
Dr. Renier, of Honeywell, Inc., will discuss
"Th e C omput er In dus try — It Ch anged Yo ur
Life" at a luncheon on Tuesday. With a Ph.D. degree in physical chemistry, Dr. Renier has devoted most of his career to Honeywell, holding such
positions as manager of space and armament systems, director of technical operations, and general
manager of Honeywell's advanced communications systems.
The interface between public accounting and
management accounting changes as new standards are promulgated or as new regulations are
published. Mr. Groves, who is vice chairman of
the American Institute of CPAs, is well qualified
to discuss this area of change. The title of his add re s s o n Tu es d ay is "P u b l i c Acco u n t i n g
Ch an ges —Th e Imp act on t he M an agemen t
Accountant."
Three other plenary speakers are Herbert C.
Knortz, executive vice president and comptroller
of IT &T; Thomas Thorsen, senior vice president
and chief financial officer of General Electric Co.;
and Kenichi Ohmae, managing director, McKinsey & Co. in Japan.
Speakers Jarriel, Knortz, and Clarence Sampson were profiled in last month's issue of MANAGEMENT ACCOUNTING. Subsequently, Mr.
Sampson was forced to cancel his appearance, according to Program Chairman Jerry L. Ford, because of a schedule conflict at the Securities & Exchange Commission.
Time Management on the Fast Track
Several industry leaders will offer an in -depth
look at their particular specialties during the concurrent sessions at this year's Conference. Speakers and topics include:
• Denis W. Day, president, The Day Partnership,
Inc., on "How to Cut Travel and Entertainment Expenses Successfully."
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• Robert R. Max, president of L&R Communications Systems, Inc., on "Wordscope— Computer Action Learning."
• Dr. Henry A. Schwartz, manager, IBM Corp.,
on "Identification and Development of the Financial Manager at a Major Corporation."
• Irving G. Calish, chairman of Innotech, on
" T h e C h al l en ge o f In t e r n a l C o r p o ra t e
Venturing."
• Jack Gros s an d Lawrence M. Han dels man,
partners at Stroock & Stroock & Lavan, on
"How to Cope with the Effects of a Chapter 11
Filing: The New Panacea for a Myriad of Corporate Problems."
• Edward F. O'Brien, Jr., executive vice president
of Ashwell & Co., on "Commercial Paper —A
Short -Term Money Market Investment and
Source of Financing."
• Irwin M. Jarett, chairman of Fingraph Corp.,
on "How Financial Graphics Can Activate the
Perceptual Power of Management."
• Robert Young, consultant to finance at Digital
Equipment Corp., on "Microcomputers—Applications for the Management Accountant."
• Gerald M. Ward, partner with Price Waterhouse and Co., on "Controlling Microcomputers in the Corporate Environment."
• Susan Freeman, director of Positive Perspectives, on "Improving Time Management —with
Less Stress."
• Paul R. O'Brien, director, and Donald J. Duszynski, product manager,University Computing
Co., on "Corporate Tax Planning: Software —
Mainframe to Micros."
• William Grollman, president, Center for Video
Education, Inc., on "Executive Tradeoff: Juggling Personal, Family and Work Life."
• Jack Fox, president, Jack Fox & Co., on "How
I Started My Own Accounting Business."
• Angi e S agastume, vice presi den t, B ank of
America, San Francisco, on "Corporate Cash
Management —an Update."
Seattle Cuisine: Salmon Barbecue
Family activities feature treks into the magnificent mountain areas of the Pacific Northwest.
Participants in the Family Event will cruise across
Puget Sound to Kiana Lodge, tour the Indian
Museum, and be treated to a sumptuous salmon
barbecue followed by an Indian dance demonstration. Other events include a visit to Snoqualmie
Falls and Ste. Michelle Winery, Northwest Trek
wildlife park, Mount Rainier, Pacific Science Center, Enchanted Village, the Space Needle, and the
Emerald City of Seattle itself.
For your convenience, registration and housing
forms are on pages 65 -66. Early registration will
ensure your reservations at the climatic Annual
Dinner, Wednesday night.
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ADVANCE REGISTRATION FORM
Re g is tration ac c e p te d o nly if ac co m p anie d b y p aym e nt —
Make c he c k p ayab le to :
NA T I O NA L A S S O C I A T IO N O F A C CO UNT A NT S

NOTICE:
RE G I S T R A T I ON F O R T HE ANNUA L C O NF ER E NC E T HI S YE AR
M AY B E M AD E ONLY F O R T HE A L L E V E NT S P A C K A G E . I t will
not b e p os sible to purchas e tic ke ts fo r ind ivid ual e ve nts e xc ept f or
the T ue s day L unc he o n ind icated as an o p tio n und er the S p ous es '
Pro g ram .

REFUND POLICY — A ll C anc e llatio ns rec e ive d in NA Ns o ff ic es in Ne w
York by 5:00 p.m. E.D.T., Monday, June 4 will be refunded IN FULL by check.
Canc e llatio ns re c eive d af te r that are e ntitle d to NO R E F UND. T his tim e
and date are als o the d ead line f or ad vanc e re g is tratio n fe e s .

REGISTER EARLY—
Limited Seating for Annual Dinner
s p ac e re s tric tio n s A nnual D inne r s e ating will be

Mail this fo rm and re mittanc e in U.S . f und s to ' .

National Association of Accountants
919 T hird Avenue, New York, N.Y. 10022
E NC L O S E D I S

i Pe rs onal

I C o m p any

D ue to
lim ite d .
Annual D inne r tic ke ts will be iss ued o n a firs t co m e, f irst s erve d
basis. So g e t yo ur re g is tratio n in e arly!
A re fun d b y check wi ll b e made to all tho se who cannot be

C HE C K F O R $

C HA R G E T O MY
I :VISA

C ard Nu m b e r _

I ;M as te rC ar d

E xp iratio n D ate

accommodated.
Indicate No.
of Registrants
1

M.C . Inte rbank N

nd c. au

S An u .. n u

PROGRAM FOR MEMBERS

PEEL OFF MAGAZINE
ADDRESS LABEL
AND AFFIX HERE
Too
T
—

ite the proc essing of your registratio n, c onfirmation will be mailed
toto
erre d m ailing add re s s as shown o n the p e el -o ff labe l abo ve .
If this add re ss is no t c orrec t, p le ase ind ic ate the c hang e in P art I be low.

_
M__

PART I —to be completed only if:
Che ck
He re

i
I
I

No pre - printed, peel -of f lab el available
1

10

All Events Package (Before June 5)

5295.00

10L

All Events Package (June 5 & later)

S325.00

Includes:
• National Officers' Reception (Sunday Eve.)
• General Session /Annual Meeting (Monday a.m.)
• Keynote Luncheon (Monday Mid -day)
• Concurrent Sessions (Monday p.m.)
• Plenary Session (Tuesday a.m.)
• Luncheon (Tuesday Mid -day)
• Concurrent Sessions (Tuesday p m.)
• Family Event: Puget Sound Cruise & Salmon Bake (Tuesday Eve )
• Plenary Session (W ednesday a.m )
• Concurrent Sessions (Wednesday p.m.)
• Annual Dinner (W ednesday Eve )
15

I

For IMA Members: IMA Dinner (Sun ) 1

$40.00

Me m b e r is m aking an ad d re s s c o rre c tio n

PROGRAM FOR

A no nm e m b e r

NAA ACCOUNT NO

SP OUSE S

20

All Events Package (Before June 5)

S175.00

20L

All Events Package (June 5 & later)

S200.00 _

MAILING ADDRESS

Includes:
• National Officers' Reception (Sunday Eve.)
• Tour of Snoquatm a Falls & Ste. Michelle Winery (Lunch mcl ) (Monday. all day)
• Tour of Seattle and Surroundings (Tuesday a.m )
• Family Event: Puget Sound Cruise & Salmon Bake (Tuesday Eve I
• Special Technical Session & Luncheon (W ednesday a.m )
• Annual Dinner (W ednesday Eve )
• Any Session on Members' Professional Program (General, Plenary or concurrent
Sessions)
Op tion s f r o m Members' Program

CITY, STATE, ZIP CODE

66

The Monday 'Keynote' Luncheon may be substituted for
Spouses' Monday Snogualm a Falls(W inery Tour at no
additional charge.

PART II — to be completed by all registrants

27

Tuesday Luncheon on the Members' Program may be
purchased as an addition to the Spouses' All Events
Package for the additional charge of
$25.00

Te le pho ne num b e r whe re yo u m a y b e r e a c h e d d ur in g t he day if

PROGRAM FOR YOUNG PEOPLE -12 Years and Older

ne c e s s ary(

CHAPTER

COMPANY

NAME AS YOU W ISH IT PRINTED ON YOUR CONFERENCE BADGE

SPOUSE'S FIRST NAME (As desired printed on badge)

CHILDREN'S FIRST NAMES (As desired printed on badge)

30 —_

All Events Package (Before June 5)

$110.00

30L

All Events Package (June 5 & later)

S125.00

Includes:
Tour: Mt. Rainier & Northwest Trek (includes Lunch) (Monday. all day)

Gals: Visa to Nordstrom Dept. Store (includes Lunch) (Tuesday a.m )
Guys: Visit to University of Washington & Husky Fever (includes Lunch)
(Tuesday a.m.)
• Family Event: Puget Sound Cruise & Salmon Bake (Tuesday Eve l
• Visit: Pacific Science Center -China Exhibit (includes Lunch) (Wednesday a m )
• Dinner Dance on Cruise Boat (Wednesday Eve )

PROGRAM FOR YOUNG PEOPLE -6 Years through 11 Years
40

All Events Package (Before June 5)

S110.00

40L

All Events Package (June 5 & later)

S125.00

Includes:
• Tour: Mi. Rainier & Northwest Trek (includes Lunch) (Monday, all day)
Visit: Pacific
CenterCruise
(includes
Lunch) bake
Tuesday
a.m.)Eve )
• Family
Event Science
Puget Sound
& Salmon
(Tuesday
SOCIAL SECURITY NO.
Social security number is required if you want NAA to maintain a computerized
record of your continuing professional education credits for this Annual Conference

• Visit: Enchanted Village (includes Lunch) (W ednesday a.m 1
• Dinner & Special Entertainment (Wednesday Eve )
TOTAL REMITTANCE S
M /A -4

FOR HOUSING BUREAU USE ONLY

MAIL TO:

NATIONAL ASSOCIATION OF ACCOUNTANTS

HOTEL
RESERVATION
For accommodations,
please fill in the Hotel
Reservation Form (at
right) and mail, as
promptly as possible to:
NAAHOUSINGBUREAU
1815SEVENTHAVE.
SEATTLE,WASHINGTON
98101
CANCELLATIONS:Please
notify the NAA Housing
Bureau of all cancellations up to June 3,
1984. After that, cancellations should be
made directly with the
hotel.
CHANGES:Allother
changes should bemade
directly with the hotel at
all times.
ALLRESERVATIONS
REQUESTS,CHANGES
ORCANCELLATIONS
MUST BE INWRITING.
TELEPHONEREQUESTS
CANNOTBE
ACCEPTED.

OFFICIAL HOUSING REQUEST FORM
•

PLEASE READ CAREFULLY

NAA
HOUSING BUREAU
1615 SEVENTH AVE.
SEATTLE, WASHINGTON 98101

•

— PLEASE PRINT OR TYPE ALL ITEMS TO ASSURE ACCURACY.
— COMPLETE EACH PART BELOW IN DETAIL FOR CORRECT AND RAPID COMPUTER PROCESSING
— SHOULD MORE THAN TWO (2) ROOMS BE NEEDED. SUPPLEMENTAL ROOM LIST MUST BE ATTACHED USING SAME FORMAT AS IN
PART III
—ALL CONFIRMATIONS WILL BE SENT TO INDIVIDUAL INDICATED IN PART I
PART
INSTRUCTIONS: Complete requested data using abbreviations as necessary.
NAME OF PERSON REQUESTING ROOMS

(FIRST NAME)

(LAST)

(NAME OF COMPANY OR FIRM)

(STREET ADDRESS OR P.O BOX NUMBER)

(CITY)

(STATE)

(COUNTRY)

(ZIP-U.S.A.)

(Area Code)

(PHONE NUMBER)

PART II
INSTRUCTIONS: Select THREE Hotel /Motels of yo ur choke. No request will be processed without THREE choices
FIRST CHOICE

D

(HOTEL CODEI

7

SECOND CHOICE

111111

(HOTEL CODE)L —

I

THIRDCHOICE

11 E11
MOTEL CODE)

PLEASE GUARANTEE MY HOTEL ROOM WITH:
Cre dit C ard Name _

Num ber

Exp . D ate

PART III
INST RUCTIONS: 1.
2.
3
4.

PRINT OR T YPE NAMES OF ALL PERSONS OCCUPYING EACH ROOM.
SELECT TYPE ROOM DESIRED WITH ARRIVAL AND DEPARTURE DATES,
SUPPLEMENTAL LIST FOR ADDITIONAL ROOM MUST USE SAME FORMAT
PRINT OR TYPE LAST NAME FIRST.
(PRINT LAST NAME FIRST)

1— Parlor 6 one bedroom

P

P +2— Parlor 6 two bedrooms

+

OCCUPANTSNAMEJS

CHECK ONE
SINGLE '_ P +1
:- DOUBLE
G TWIN
P.2
TRIPLE
C QUAD

ARR DATE

DEP DATE

-

I

1
ROOM
NO 2

2
3

CHECK ONE
C SINGLE
C: DOUBLE

_: P+ 1

TW IN

-.- P +2

ARR DATE

DEP. DATE

ARRIV ALTIME__= AM -- PM(CheckOne)
Note: Reservation will be held only until 6
unless guaranteed

TRIPLE
- QUAD

A

m
p

3

PM (Check One)

Note: Reservation will be held only until 6
unless guaranteed.

m
p

2

_

ROOM
NO 1

A R R I V A L T I M E - - AM

NOT E: PLEASE RECHECK ALL IT EMS FOR CORRECT INFORMATION

THESE HOTELS HAVE RESERVED ROOMS FOR THE NATIONAL ASSOCIATION OF ACCOUNTANTS

$95

$105

$115

$175

$75

$90

$100

$110

$180

6th Ave. Motor Inn $46
C -E
I

$52

$ 57

$ 57

Seattle Sheraton
SEAS D -E
SMI

and

$265—
$270
—

$90

A. The Westin is Conference Headquarters 8 SCMS Headquarters
B. Children age 18
under in same room with parents, free.
Rollaway bed $10.00 extra charge
C Children age 16 and
in same room with parents, free.
Rollaway bed $6.00 extra charge
D Children age 18 and under in same room with parents, free.
Rollaway bed $10.00 extra charge.
E. Rates subject to 12.9% sales tax (Subject to change)
under

The Westin
Th
E

—

WES

Double Triple Quad 1 Bedrm. 2 Bedrm.
Single Occup. Occup. Occup.1 Suite
Suite

—

Hotel
Code Hotel

Special Offer for NAA Members!

• Gives you 12 monthly issues of
— Practical "how -to" guidance and advice
— Insight to hidden problems
— Reports on the status of developing issues
—Help in dealing with questions that arise in
practice or on the job

Save $9 on
The CPA Journal

• Clearly and concisely gets right to the point of
an article without wasting the reader's valuable
time
• Is kept as a valuable reference tool by 4 out
of every 5 subscribers
• Is written and edited by CPAs
• Is endorsed by forty co-sponsoring state CPA
societies and associations

And brings you these
contents and features!!
in each issue. Current, up -todate information on what's happening in the major areas of the
profession —areas in which the accounting professional should have
a working knowledge.
Our concise writing style allows us to cover 4 or 5 different subjects in each department. Departments include: Accounting and
Auditing, Federal Taxation, Estate Planning, News & Views, Local
Practitioner and Accountants' Administration, MAS, SEC Commentary, Payroll Taxes and Controls.

Five feature articles in each issue offer practical analyses
and interpretations of major events that can be profitably applied
to your work.
Special CPE Feature! Quarterly CPA Journal
Exam. Every three months you can use the exam to

review —and reinforce —your knowledge and understanding of
material covered in the Journal. When returned to us for grading,
a successfully completed exam may earn the reader 3 CPE credits.

Comprehensive annual index.

Your collection of The
CPA journals becomes even more valuable as a reference tool
with this handy annual index that places needed data at your
fingertips.

W

T ANSWF

I

rs

OVE /

O

SAVE $9

z

Ten regular departments

Y

...Subscribe now

JOURNAL

Yes,

as a member of the NAA I would like to take advantage
of The CPA Journal's special reduced rate, Please enter my one
year subscription -12 issues —for $19 (a discount of V3 off the
regular $28 price).
Name
Address
City
Payment enclosed

State

Zip

Sill me

Make checks payable to The CPA Journal
Mail to: The CPA Journal, 600 Third Ave.,
New York, New York 10016
New subscribers please allow

4 to 6

weeks for first delivery.
%1 %4

Mich), the chairman of both the House
Commerce Committee and its Oversight
and Investigation Subcommittee, specifically referred to debt "defeasance" and
8-4-4
entities , including government -spon- off - balance sheet financing as areas in
which the Commission should have taksored universities and hospitals.
When functioning , the GASB will en a stronger stand. Mr. Dingell alleged
have five members ( including a full-time that the SEC " rubber -stamped" FAS
chairman ) who will be appointed for 76, "Extinguishment of Debt ," which
five -year terms by FAF trustees, after permi t s co mp an i es t o red uce d eb t
approval by a new Governmental Ac- through transfer of risk -free monetary
counting Standards Advisory Council, assets to a trust established solely to rewhose members will be nominated by pay certain debt . He also expressed convarious interested organizations. Three cern that the SEC is not moving quickly
trustees representing state and local enough in its study of methods used by
government will be added to the Foun- companies to keep debt off their balance
dation ' s board . The GASB will be locat- sheets. The subcommittee counsel indied in Stamford, Conn ., to encourage co- cated that there are plans to conduct
operation between the two boards and hearings on the accounting profession in
the late summer.
their staffs.
In this regard, it is interesting to read
in
Deloitte Haskins & Sells' The Week
Congress vs. CPAs:
in
Review
of January 20 that in an ad170s Revisited?
dress to a conference sponsored by the
The Wall Street Journal of January 31, Ameri can In s t i t u t e o f C P As , SEC
1984, reported that a House of Repre- Chairman Shad said the Commission's
sentatives subcommittee has begun an initiatives " are placing greater reliance
investigation into the Securities & Ex- on the private sector to establish financhange Commission ' s accounting over- cial reporting principles and to enforce
sight role, In a letter to SEC Chairman high standards of conduct within the
John Shad , Rep. John D. Dingell (D., accounting profession ." He noted that
the Commission ' s role with regard to
setting accounting standards has been
BUYYOUR
one of oversight rather than regulation,
pointing out that this role is consistent
TOP QUALITY
with the view that the private sector can
LEGAL PADS
regulate itself more effectively than can
'Direc t from
the government.
❑

MAP

Man ufa ctu rer
•�Keep�your�notes
neat and clean!
•�Best�quality�erasable�paper
•�No�curl
•�Drilled�two�holes�at�top
•�Wide�or�narrow�lines
•�Red�marginal�line

NOW20-40Pads

MIS

$1.69perpad

50 -190 Pads
$1.59 per pad
200 Pads ormore $1.49 per pad
Order in even packages of 10 pads. Minimum
Order 20 pads F 0.13 Cleveland, OH, plant. New
accounts cash or check with order. Ohio firms
add sales tax.
Order by Number:

White

Wide spacing (34 lines!
Narrow spacing (52 lineal

700
700Y?

Yellow

Green

500
500!h

800
800' /r

audit
forms co.
Division of Robert Silverman, Inc.
1375 Euclid Avenue, Suite 218
Cleveland, Ohio 44115

B8

10� � 4111111
like the McCormack and Dodge Millennium Series HILITE and the relational
data-base system, IDMS / R from Cullinet Software, are available now. An inverted file is organized to facilitate locati ng records b y mean s of vario us
auxiliary keys. A relational data -base
model is stored and retrieved associatively based on high level operators supplied by the user of the system. Inverted
files are appropriate for account analysis where, typically, the entire data base
will be queried for all records associated
with a particular accou nt or sub account . The relational data -base model
enhances the ad hoc special reporting

capabilities of the accounting staff. Special infrequent reporting requirements
alone may not justify the cost of a database management system, but the relational models in particular hold promise
for better reporting capabilities in the
future.
❑
'Robert Beyer and Donald I Trawicki, Profitability Accounting 2d
ed., Ronald Press Co., New York, 1972.

NAA Research
62-4�� 4
nize this NOL carryforward will result
in the understatement of assets.
Respondents were asked when companies should recognize in income the
tax benefits of net operating loss carryforwards. The four size categories, from
smallest to largest, all chose " when assured beyond a reasonable doubt" over
"when realization is probable."
When asked whether investment tax
credits should be accounted for using
the flow-through method , the deferral
method or either method , a majority of
all four size categories favored the flow through method over " deferral" or "either" methods.
When asked whether different rules
on accounting for income taxes should
be app lied to co m panies de pending on
their size and o wnersh ip st atus, a m a jor it y o f all f ou r gro ups d id not th ink
th a t d if f er e n t r u les s ho u ld apply, alth o ugh th e s m a lle r c o m p a n ie s we r e
more evenly split on the issue than were
the larger companies. From the sm allest
size category to the largest, respondents
preferred " sa m e r ules " over " different

rules."
Respondents to the survey were from
the following size categories: 26% from
companies with annual sales of less than
$10 million; 20% from companies with
annual sales between $10 4 25 million;
13% from companies with annual sales
between $25 -$50 million; and 41% from
companies with annual sales of more
than $50 million.
Some resp on den ts inclu ded co mments. For respondents favoring no allocation , the main reasons given were
that the no- allocation approach better
represents economic reality, is easier for
financial statement readers to understand, and is the least costly method to
em ploy.

❑
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In the Library
The books listed in this section are available from the NAA library. NAA will attempt to review all commercially published books written by NAA members.
If you have a book which has been published recently or is about to be published, ask the publisher to send a review
copy to Miriam Redrick at the NAA office. Members may borrow books for a
two -week loan period by mail, telephone
or in person visit. Address Ms. Miriam
Redrick, Manager, Library Services,
NAA, 919 Third Ave., New York, N. Y.
10022 —(212) 754 -9736 or 37.
s

Robert Half Success Guide
for Accountants
Robert Half, McGraw -Hill Book Co.,
1221 Ave. of the Americas, New York,
N. Y. 10020, 1984, 130 pp. —Any book
that mentions Robert Randall, managing editor of MANAGEMENT ACCOUNTING; James Bulloch, managing director
of t he Insti tute of Man agement Accounting; and the National Association
of Accountants, and whose author is an
NAA member, must be reviewed, irrespective of its quality. But in this case
the review process was a pleasure, not a
chore. These 110 pages of text, requiring no more than two hours to read,
might be the best single investment a
reader could make in his or her career.
"The mere fact that you are an account ant indicates that you already
have the basic tools for success. How far
these tools will take you is entirely up to
you."
"The vast majority of the accountants
I've seen who moonlight do not move as
far in their companies as accountants
who give their full -time effort to their
primary job."
Thirty more quotes such as this could
be extracted from the book. And they
are all good advice. Mr. Half stresses
the personal involvement necessary to
succeed and provides good, commonsense suggestions on moving ahead.
Whether dealing with intellectual curiosity, appearance and dress, the benefits
of public speaking, writing and teaching, or the advantages and disadvantages of public accounting vs. management accounting, the author brings 35
MANAGEMENT ACCOUNTING /APRIL 1984

Miriam Redrick and Stan Stec, Editors

Standards and Auditing, 288 pp.—This
is one of the most successful series of review manuals for the CMA exam. Each
volume corresponds to one exam part.
Dr. Newton, as editor, has pulled together an 11- member team of contributing authors: ten professors and one corporate manager.
The format consists of a written analysis of the subject under consideration.
A number of problems from previous
exams -are presented, and solutions follow. For example, under accounting
measurement he discusses revenue recognition, matching, and inflation accounting, as well as accounting for foreign operations. The written material is
presented clearly and is valuable as a review for the exam. It would be an excellent reference for management accountan t s need in g b ack g ro u n d in a
particular topic.
For CMA candidates, one of the most
interesting and useful sections of each
volume is an analysis of all the exams
from 1972 through December 1982. Dr.
Newton shows what topics have been
covered and the approximate weight
given each topic. For example, he indicates that in part 3, substantial portions
of every exam have covered both auditing and taxes, while accounting measurement has appeared on only three of
the 17 exams analyzed. In part 2, the
amount of coverage of behavioral aspects of accounting has diminished recently while organization structure and
rel at i on s h i p s have in creas ed in
importance.
It has always seemed rather dangerous to try and outguess the preparers of
an exam. On the other hand, if every
exam has significant content dealing
with international trade and long -term
finance, a prospective CMA candidate
would be foolish not to review those
sections rather heavily. This manual can
Certificate in Management Accounting be h igh ly reco mmend ed fo r review
Review
purposes.
Grant W. Newton, Editor, Malibu PubThese review manuals are sold directlishing Co., P.O. Box 11442, Marina del ly by Malibu Publishing Co. and are not
Rey, Calif. 90295, 1983, Volume 1, Eco- generally available through trade channomics and Business Finance, 227 pp., nels. Persons interested in acquiring one
Volume 2, Organization and Behavior, or more volu mes s hould contact the
197 pp., Volume 3, Public Reporting publisher directly.

years of experience to this book. In the
best sense of the word, it is professional.
Not once does Mr. Half mention his
own recruiting organization in terms of
career advancement and only on three
or four occasions quotes from employees of Robert Half International, Inc.
A real highlight of the book is the results of a research survey conducted by
Burke Marketing Research for the Half
organization on the attitudes of accountants. Responses were solicited from
chief financial officers, CPA partners,
top corporate management, and corporate personnel directors. For example,
the survey s hows that to p corporate
management and corporate personnel
directors feel an MBA is more important to an accountant than do the CPA
partners surveyed. Conversely, some
30% of CPA partners feel that it's very
important to have a CPA in a management accounting position while only
12% of the chief financial officers say
CPA certification is important. Finally,
none of the chief financial officers or
to p co rpo rat e man agement s agreed
strongly with the statement that public
accountants are well rounded business
persons, but 22% of the CPA partners
felt that way. On the question concerning good communication skills, more
CPA partners than chief financial officers felt management accountants have
these skills.
This review would not be complete
without finding one minor fault. The
book states that there are a few more
than 3,100 CMAs today. The correct
number at the time this review was written is closer to 4,200. The pace of the
CMA program is growing more rapidly
than Mr. Half can keep up with.
The NAA library will have copies
available for circulation, undoubtedly
there will be a long waiting list.
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People in the News
Promotions and New Positions
James D. Crawford, Boise, has been
named director of financial services for
J.R. Simplot Co., and Greg A. Dexter
has been promoted to assistant division
controller for J.R. Simplot.
John A. Crisanti, Bridgeport, has been
elect ed t reas urer o f th e U. S. Baird
Corp., Stratford, Conn.
John A. Thompson, Brooklyn- Queens,
was named president of Klynveld, Main
and Goerdeler, the international federation ofaccounting firms. He is CEO and
chairman of Mai n Hu rdman .. .. Helen
K. Spontak has been promoted to manager of sales administration at Dean
Witter Reynolds.
Robert L. Taylor, Chattanooga, has
been promoted to senior vice president
at Southeast Federal Savings Bank.
Andrew J. Geryol, Chicago, has been
elected vice president- controller for
GAT X C o r p . . . . Bruce H. Hamilton,
CMA, is now controller for Sintered
Special ties, Inc.... Robert J. Maday
has joined Exchange National Bank of
Chicago as assistant vice president and
manager of accounting.
Jonathan L. Gates, Connecticut Gateway, is now vice president — finance at
Uni vers it y Genet ics Co .. .. Peter F.
Maduri was promoted to manager, general accounting and external reporting,
at the Pitney Bowes Credit Corp....
Amanda B. Ablitt has been named controller /office manager of The Gathering
restaurant.
Thomas E. Quinn, East Bergen -Rockland, has been named vice president and
controller of Butler International, Inc.
Gary M . Cademartori, Essex County,
has been named senior vice president —
finance of Butler International, Inc. He
continues as chief financial officer also.
James J. Meserve, Hartford, has been
appointed manager, cost accounting, for
70

the Stanley Hardware division of The
Stanley Works.
Dan R. Wipff, Houston- Bluebonnet, has
been named pres id en t o f TeleCo m
C o r p . . . . Michael E. McNeely has
been named controller of Eye + Tech.

JoAnn D. Scarbrough, Peninsula -Palo
Alto, is now general accounting manager, Linear Division, Fairchild Camera
C o . . . . Carl A. Thomsen is corporate
controller of Measurex Corp.
James M. Cox, Permian Basin, has been
promoted to assistant vice president and
controller, Bank o f th e So ut hwes t,
Odessa, Texas.

Donald J. Engel, Kankakee Valley, has
been named the vice president for finan ce at St. Mary's Ho s p i t a l . . . .
Franklin J. Kaplan of A.O. Smith consumer products division has been promoted to plant controller at the McBee
(S.C.) plant.

Frederick R. Fillmore, Pinellas Sun coast, has been named vice president —
chief financial officer of Merrill Lynch,
Pierce, Fenner & Smith.

William R. Shaver, Kansas City, has
joined in the formation of Brookside
Savings Bank. He is vice president.

Warren L. Arnoff, Portland - Columbia,
is now controller of Peco Manufacturing Co.

Marie F. Dhansis, Lancaster, has joined
DeCard Design as controller.

Lisa M. Ballard, Saginaw Valley, is now
accounting analyst with St. Joseph's
Hospital.

Barbara G. Kirkland, Lansing- Jackson,
has been promoted to controller of the
ElraGroup, Inc.

Niels T. Eskelsen, Seattle, has been appointed controller of MBI Systems, Inc.

Thomas Colardo, Mid- Florida, was promoted to senior vice president /finance,
Sun Banks of Florida.

Lynne Anderson, Southeast Idaho, has
been named financial vice president for
Art Porter Printing Co.

Russell A. Erickson, Milwaukee, has
been promoted to controller at Tools &
Abrasives, Inc.

W.L. Wilkinson, Stockton Area, has
been named senior vice president of
Composite Technology Co.

Robert Postiglion, Mohawk Valley, has
been promoted to controller of F.X.
Mat t Brewin g Co .. .. Philip M. Williams is now president of the Ut ica
S ch o o l o f C o mmer ce. . . . Janet M.
Stemmer has been named comptroller
at Utica College,

William F. Pawlowski, Tampa Bay, has
retired from GTE, and has opened a
management consulting business, Tampa Bay Consulting Services, Inc.

Robert K. Day, Northern Wisconsin, has
joined Well Manu factu ri n g Co . as
controller,
Daniel W. Wertz, Northwest Suburban
Chicago, has joined Advance Valve Installations, Inc. as controller.
Joseph A. Mazur, CM A, Oakland
County, has been promoted to senior
vice president at Manufacturers National Bank of Detroit.

Val J. Krieger, Toledo, has been named
vice president- controller of Globe -Weis,
the office products group of Sheller Gl o be C orp .. . . Michael R. Pfaff has
joined Executone of Northwest Ohio,
In c. , as bus iness man ag er and
controller.
Jack Frills, Waterloo -Cedar Falls, is
now financial analyst at St. Luke's Hospital in Cedar Rapids.
Keith R. Akers, Waukesha Area, joined
Gelson Manufacturing Co. as vice president of finance.
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E mer i t u s L i f e Associates
Harold E. Ball, Phoenix.
Ashley W. Beasley, Tyler Area,
Ralph F. Berger, Columbus.
Dorothy A. Bilek, Oakland -East Bay.
George J. Borababy, Mohawk Valley.
Edgar J. Bostick, Bakersfield Area.
James S. Bowers, Middle Georgia.
Gerald A. Bryan, Tampa Bay past president; past national director, 1968 -70;
Stuart Cameron McLeod Society.
Jess E. Burcham, Miami Valley Ohio.
Charles E. Clark, South Birmingham.
Harry G. Claeyssens, Los Angeles
James P. Coho, Lancaster.
Daniel Daniels, Chicago.
Edward J. Dowling, Hartford.
Howard T. Eastman, New Hampshire.
James S. Fairchild, South Bay.
June Garrison, Hawaii.
W. Ray Hallman, Columbia.
D. W. Hennerman, Houston -Lone Star.
Benjamin T. Holden, Charlotte Gold.
Paul T. Kempf, Chicago.
William G. Longest, Jr., Richmond Jackson.
William P. Makes, New York.
James W. Malaney, Susquehanna Valley, past president.
C. S. McCammon, Oakland -East Bay.
James L. McGrath, Boston.
Robert M. McKinley, Nashville- Capitol
City, past president.
John C. Miller, North Penn.
Dwayne W. Mueller, Connecticut Gateway, past president.
Robert G. Powell, St. Joseph Area, past
president.
Robert G. Puls, Dubuque Tri- State, past
president.
W. D. Reilly, Connecticut Gateway.
Paul J. Salzman, Connecticut Gateway.
T. Tajima, Hawaii, past president.
John M. Tilton, Texas Bay Area, past
president.
Marian J. Trone, Harrisburg Area.
Gilbert R. Walker, Chicago.
Carnie G. Waugh, Springfield.
Albert G. Weber, St. Louis.
Charles H. Woodland, Delaware.
A. J. Wysocki, Chicago.
Adam E. Zata rga, Minnea polis
Northstar.
In M emo r i a m
William F. Marsh, NAA President,
1937 -38, died on February 7 at the age
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of 90. He had retired as partner of Lybrand, Ross Bros. & Montgomery (now
Coopers & Lybrand) on September 30,
1958.
Mr. Marsh joined the Association in
1920 and was elected president of the
Pittsburgh Chapter, 1929 -30. He served
as national director of research and
standards, 1924 -25; publications, 192526; and meetings, 1926 -27. He was national vice president for 1935 -37.
He attended the Wharton School at
the University of Pennsylvania, 191517, and was a CPA in the states of New
York, Pennsylvania, and Ohio. He was
managing partner of Lybrand's office in
Pittsburgh from 1934 -58. He also was
one of the oldest members of the Bohemian Grove Club in California.
A strong supporter of the Association
during his career, Mr. Marsh was characterized by the first secretary, Stuart
Cameron McLeod, in this fashion: "Bill
has the faculty which Major Nicholson
also possessed of being able to enter into
the discussion of some problem in a
chapt er bo ard meetin g or elsewhere
and , wi th ou t all t he d etail ed b ack-

ground, instinctively sense the true nature of the problem and its possible
solution."
Ross T. Boley, 64, Oakland County,
1978.
Irving R. Emmerthal, 61, Bridgeport,
1959,
Lavern L. Gell, 49, Syracuse, 1975.
Manuel M. Grau, 82, Mayaguez, 1971.
Joseph Hovsepian, Seattle, 1977.
Ernest A. Lehman, 86, Portland Willamette, 1948.
G. L. McClung, 72, Atlanta North, 1949.
John C. McEvoy, 67, Greater San Gabriel Valley, 1972.
Howard H. Metcalf, 78, Portland Willamette, 1944.
Raymond A. Nelson, 74, Chicago, 1951.
Lafayette L. Porter, 64, Peninsula -Palo
Alto, 1954.
H. W. Reid, Jr., 59, Hartford, 1950.
Quentin C. Roche, 65, Montgomery,
1953.
Edward A. Rogers, 64, Dallas, 1949,
R. E. Seale, 63, Western Wayne, 1969.
N. R. Seibert, 64, Middle Georgia, 1975.
W. A. Weed, 87, Connecticut Gateway,
past president, 1951. SCMS, ELA.

Designed specifically for the

IBM System/38
and the Management Accountant

A comprehensive

General Ledger,
Financial Reporting
and Budgeting System
with an integrated, optionally available

Accounts Payable System

DEDWIBCompany
Financial Accounting and Reporting Systems
Murray Financial Center, Suite 465
5550 LBJ Freeway, LB -1
Dallas, Texas 75240 • (214) 458 -0987
IBM is a registemd trademark of the International Busi ness Machines Corporation.
1.2 -3 and Lotus are trademarks of Lotus Development Corporation.
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A Guide to Accounting Software for Microcomputers is a useful, new book from
Computer Training Services which analyzes and compares selected software
packages from leading manufacturers.
Written by NAA member Shelton Needle, who was a corporate controller for
eight years, the guide emphasizes business operations and profitability analysis and should help small and medium sized b usi ness es, accoun tan ts, and
consultants choose appropriate systems.
Write: Computer Training Services,
Inc., 5900 Tudor Lane, Rockville, Md.
20852.
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PCS Reports, Ltd, has instituted a program intended to enable many more eligible firms to take full advantage of the
federal Targeted Jobs Tax Credit Program ( TJTCP). The TJTCP gives employers credit against their federal inco me t a x es fo r h i ri n g d es i gn a t ed
"economically disadvantaged" workers.
But the administrative burdens needed
to "certify" employees has discouraged
many companies from taking advantage
of this program. The PCS support system provides companies with a self -help
manual explaining how to set up their
own program for claiming the credit,
and various consulting services. For information, phone 1- 800 - 221 -3137. In
New York call (212) 377 -0042.
A new software magazine targeted to
accountants, tax professionals, bankers,
and financial and investment professionals debuted in M arch. Microthought: The Journal of Financial Software will be published bimonthly by
Mierothought, Inc. Edited specifically
for the financial community, the magazine will focus on articles pertaining to
the selection and use of financial software packages. Each issue will include a
comprehensive listing of available packages and in -depth reviews of specific
software and their applications. Phone
(213) 829 -7385.
Aardvark /McGraw -Hill has brought

out a series of new financial software
packages. Fixed Asset Accounting is a
comprehensive asset recording and reporting system for small businesses and
divisions of larger companies. Developed specifically for controllers, CPAs,
and fin ancial planners, the program
generates reports for tax preparation,
forecasting, and general financial planning. It runs on the IBM PC /XT and
some IBM compatibles. For the Apple
Lisa, the company has introduced new
versions of both the Professional and
Estate Tax Planner. These versions allow users to take advantage of Lisa's
graphic capabilities. And for the Apple
Macintosh, a federal income tax planning program is available: The Personal
Tax Planner. Phone (414) 225 -7500.
A comprehensive program designed to
help small business owners satisfy retirement plan reporting requirements is
being offered by CPI Pension Services
(formerly ADP Pension Services). To
guaran tee compli ance wit h TEF RA
whil e freein g pl an h olders from increased paperwork, CPI Pension Services provides computerized administrati o n, do cu men t p rep arat io n an d
filing, and trustee services. Plan holders
select and manage their own investments. CPI Pension Services executes
all transactions and reports all activity
to plan holders. For details, contact
Chet Montgomery, (714) 768 -9300.
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In line with Hewlett- Packard's commitment to develop financial software solutions, the company has integrated its
payroll system with its full set of financial accounting packages. HP PAY,
which runs on the HP 3000 Business
Computer, bundles payroll services, implementation services and tax update
services, and can be tailored to fit individual needs. Other features include:
task -level security; real -time data
update; on -line inquiry capability; standard reporting; and integral report-writer. Besides its financial accounting
packages, H -P also provides software
for these areas: planning and control,
treasury functions, cost accounting, and
human resource management. Phone
(415) 857 -1501.

FREESTYLE, an innovative data processing technology which frees data
management programmers and end users from the restrictions of a data base
management system (DBMS), has been
introduced by On -Line Software International, Inc. With FREESTYLE, users
can selectively access, manipulate, and
update data, regardless of how the data
is organized and stored in the computer.
Th is eli mi nates th e need to search
through multiple files to find certain information, or write special programs.
Other benefits of FREESTYLE include:
reducing input /output; increasing productivity; and cutting down on processing and storage requirement. Contact
John Gamble, (201) 592 -0009.

.

The Evaluator has published the first of
a series of Microcomputer Business Systems Reference and Comparison manuals. The manuals in clu de det ail ed
checklists of busi ness requirements
which can be used as the basis for identifying the system needs of a company.
A comparison of how various software
packages can meet those needs is provided for each checklist question. The
first manual addresses the application
area of accounts receivable and lists
over 300 questions and comparisons.
Trimester updates are available. Soon to
be released are manuals addressing order processing and billing, accounts
payable, inventory control and accounting, general ledger, and payroll and personnel. Phone (203) 322 -3417.

Madeline Krakowsky, Editor

&

New Products/ Services

.. . . . . . . .. . . . . . . .
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TRADE UP TO GOLD AND CUT YOUR COST.
NAA m e m b e rs ge t a lin e o f cr ed it fro m $ 5,0 00 to as high
as $15, 000, with y o u r ch o ice o f a P rem ier Vis a R o r G o ld
M a s t e r C a r d ' p a c c o u n t f r o m Be n e f ic ia l N a t io n a l Ba n k
(U. S. A.) . Plu s th es e s p e cial co st -c u t tin g fe atu re s:
A p r e f e r r e d in t e r e s t r a t e . 17.52% or 4`7o above prime,
whichever is higher.
No�inter est�ch a rge�o n � p u rch as es�—wh e n �y o u �p ay �y o ur
balance in full each m onth.
Re du c ed �a n n u al� fe e� f o r �N A A� m e m b e rs . �O n ly �$ 25 —
half the cost o f co mparab le p rem ium accoun ts.

Free Money Mana gem en t Che cks. Acce ss yo ur en tire line
of credit, conveniently, privately.
Fr ee A ir / Tr avel A c cide nt I n su ra nc e. $250,000 with y ou r
Gold MasterCard or $150,000 with your Premier Visa card.
For those with a total annual income of $30,000 or more, this is a
solid�package�of�purchasing�and�borrowing�privileges—�at�a
reduced price for NAA mem bers. Send us your application
roday —let Beneficial cut your costs, as we udd to your
financial convenience!

PRE MIU M CAR D A CC OUN T A PP LIC ATION
FOR ME MBE RS OF TH E NATION AL AS SOC IATIO N O F A CC OUN TAN TS
Yes, as a Member of the National Association of
Accountants, I want to receive a: (select only one, please)
Beneficial Go ld MasterCard account Including a credit line
of up to $15,000
B eneficial P remier V isa acco unt including a credit line
of up to $15,000

FINANCIAL REFERENCES
Bank name — Savings
Bank name — Checking
Other Credit Cards—E] Amex

Balance $_
Balance $
M asterCard

Visa

Other, including money market funds, etc. B alance $ —

Please provide all information requested. Incomplete
applications must be rejected.

Estimated total debt (excluding home mortgage) $

Name
Home Address
City_

State

Zip
_

Previous Address
(if at new address less than 3 years)
H o m e T e l e p ho ne O

Office (

My Social Security Number is

) —

Birth Date

I agree to be bound by the Beneficial National B ank (U.S.A.)
Cardho lder A greement and Disclosure Statement that will be
mailed to me along with my Gold MasterCard or Premier Visa
card. I understand that if my total household income is less than
$30,000 1 will be Issued a regular MasterCard or Visa card. This
application Is not fo r a company account.
I'm interested in credit life insurance. Send details
Applicant's Signature

Date —

Co- Applicant's Name (please print)

Employer's name and address

Co- Applicant's Employer
Position

Years there

Co- A pplicant's A nnual Income $ —

Current annual income (gross) $

Co- Applicant's Signature

Re nt

MAIL TO: Beneficial National Bank (U.S.A.)
P.O. Box 8936, Wilmington, DE 19899

Own H o me

Monthly rent /mortgage payment $
Date purchased

Purchase Price $ -

Date

To cover the administrative costs of arranging a national program the Association
receives a small fee This offer should not be construed as an endorsement by the
Association of the fender or any other products or services included in the Group
Dis c o u n t

Pr o g r a m

Beneficial National Bank(U.SA)
Member FDIC
t
`

+

The Annual Percentage Rate for purchases and cash advances is variable, and will be the higher of 17 52% or 4 °ro above the' Prime Rate There rsa minimum finance
charge of $ 501n any billing period in which a finance charge is due Of course, no interest will be charged for purchases which first appear On your most current billing
statement
- i= payment In full of the new balanc -is recce vetl bythe payment due dale
—
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"We specialize
for a
Creason.
It's 0
siness,
For us and for you:'
With Robert Half, the odds
are in your favor. You don't have
to compromise: you can find a
quality person with the precise
qualifications to fill your precise
requirements. And don't forget:
our international network of
offices can fill positions for you
almost anywhere in the world.
We Live By Our Reputation.
We have a saying at Robert
Half: there are some companies
who've never used us, but very
few companies who've only used
The fact is, clients who
us
deal with us come back time and
time again. And for good reason.
%W deliver what we promise.
once.

started the company 35 years ago.
VPe'd rather do a quality job in
concentrated area than attempt
to deal with a host of unrelated
fields.
Quality Attracts Quality.
The fact that we're the largest in our field offers you, the
employer, significant benefits.
Through Robert Half, you have
access to the highest caliber personnel in every job category
within our field of specialization:
the top accountants, controllers,
credit managers. Everybody —a
chief financial officer, and a bookkeeper, too. And in edp, you have
access to data processing managers, systems analysts, programmers, computer operators, and
even quality data entry people.
a

Championship sports teams
feature "specialists — people who
perform specific jobs in specific
situations better than anybody
else. Aplace- kicker who can put
the ball through the goal posts
from 40 yards out with only 3 seconds left on the clock. A relief
pitcher who can come in from the
bullpen in the ninth inning with
the tying run on third base and
nail down the third out.
The same principle holds
true for businesses: the most successful companies today tend to
be companies whose products
and services meet a particular
need in a particular market better
than everybody else's. And it's a
principle that holds true, I'm
pleased to report, for Robert Half.
Personnel Specialists
DoA BetterJob, 'Ibo.
Robert Half specializes in
providing the best accounting,
financial and data processing personnel. And we are the largest
organization of its kind, with 80
offices throughout the U.S., and
in Canada and Great Britain. Not
that we haven't been asked to
broaden the scope of our services: indeed hardly a day goes by
when a client doesn't call on us
for a sales manager and an advertising director, even a production
person. But our philosophy today
is the same as it was when I

ROBERT
RALf °
accounting, financial and edp
personnel specialists.
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Let Us Help You
Hire Smart
Choosing a specialist like
Robert Half to fill specialized jobs
in your company makes sense.
The prime advantage, is that if you
hire smart the first time, you'll
get a professional who will meet
your requirements and will get the
job done. There's another benefit
to you: less turnover.
Think about it. The next time
you need specialists in accounting, financial, bookkeeping or
data processing, call your local
Robert Half office. I can assure
you that it's one call you'll be
pleased you made.

