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Accountemps
puts the pro
in PROductivity
Specialists increase productivity. And Accountemps professionals are temporary personnel
who specialize in solving your bookkeeping, accounting and data processing problems.
Accountemps specialists are slightly over - qualified.
That's good news for you. You don't have to train our specialists: You just give them a few
moments of orientation.
And here's more good news for you. Because they know their specialty they work quickly
and efficiently —and they re not hampered by the routine interruptions that disrupt your regular
employees.
A call to any one of 80 offices in the
- - -- — .,
United States, Canada and Great
Britain will bring you the help
you need immediately —for
0
a day, a week, a month or
longer— whenever you
need them —evenings
or weekends.
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Risk Management: More Than Insurance
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By Olivia J. Hoecker and Dorothy M. Watson
Disasters can occur at any time. Risk management is the plan to prevent operations from
being seriously impaired. Evaluating the risk management function can help companies
find ways to cut down on insurance costs.
Certificate of Merit, 1983 -84.

EDP
Auditing

Overcoming the Mystique of EDP Auditing

30

By Alan Carlow and Bart Johnson
Although a large percentage of companies are highly dependent on data processing support for their business operations, an attitude of fear and mystery still clouds many firms'
initiatives in auditing and controlling EDP systems. These systematic, logical steps show
how to tame the automation beast.
Certificate of Merit, 1983 -84.

Cash
Management

Maximizing Cash in Decentralized Organizations

38

By Thomas E. Phillips and Mark E. Droege
Effective cash management usually requires a centralized cash management department,
but systems can be developed to maximize cash while not interfering with divisional
autonomy.
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Just -in -time: the Accounting Implications

43

By Ragnor Seglund and Santiago Ibarreche
Japanese management practices is a subject that has just about been discussed to death.
Yet with all the debate over whether they can or cannot make any difference in U.S. productivity, little attention has been given to the accounting implications of using such inventory and quality control methods. Ohio Medical Products asked outside consultants to help
it examine the differences Just -in -Time and Total Quality Control would make on the firm's
accounting procedures.
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International Accounting —Users Beware!

46

By Stephanie Miller
A new survey illustrates some of the pitfalls of analyzing financial statements of multinational companies.

Competition Spurs Worldwide Harmonization

47

By Gary Meek
The ways multinational corporations report their financial positions are almost as diverse
as the countries in which they operate. But the worldwide competition for funds may be
narrowing the differences in transnational financial reporting, thus achieving the purposes
of those organizations trying to force —so far with little success — compliance with international standards.

The Employee Report: It's Needed Now

50

By William J. Bollom
Many European and Australian companies produce a second annual report directed to
their employees. This report, which contains such information as productivity measure-
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ments, com pany performance, and wage and benefits, often is more m eaningful to em ploy ees than the financial report sent to investors. Its potential contribution to employee
morale and corpo rate productivity should not be underestimated by American com panies.

Financial
Reporting

Producing Financial Statements Faster

Ethics

Standards of Ethical Conduct for Management Accountants

Departments

Perspectives

58

By Robert W. Van Sickle and Sharon L. Mendus
Closing the boo ks o ften seems to be an event in the accounting Olympics at every public
corporation —an d the "fans," or corporate managers, are never happy with the time lapse.
Here is a model which, if followed diligently, could help your company achieve a faster time
in its closing.
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One of our principal objectives during 1984 -85 is to emphasize leadership at the chapter level. Successful management of a chapter,
and later national committee work, of course, results in a leadership
position with honor at the national level.
The importance of leadership —good
ti
leadership —in an organization such as
ours cannot be overemphasized. Last
June we held a highly successful Annual
Conference in Seattle, Washington, the
first ever held in the Pacific Northwest. A
major reason for its success was the
outs tan din g lead ers hip of th ose in
charge of the programs, technical, and
meeting arrangements —both volunteer
officers and staff.
At the Annual Dinner on Wednesday
night just before we presented the trophies and banners to the most successful chapters during 1983 -84,
1 said in my acceptance speech: "The backbone of this Association
is at the chapter operating level." I went on to emphasize that the
success of the chapters —and the Association —is based on the involvement of each and every member —new and old.
Because I sincerely believe in this principle I plan to emphasize
leadership and the ingredients involved in leadership at the chapter
and national levels. The link between leadership in the Association
and your professional career also
be stressed. I hope to draw on
my experiences in the Association and professional career to illustrate the facets of leadership that are so all- important to the success of any project.
Returning to the Annual Dinner in Seattle one more time, let me
share this point with you. In closing, I said that when I am asked,
"What do you do ? ", I reply:
"I am a management accountant."
The focus is on the word "management." We are all competent
accountants, let us assume, after four years of college, post- baccalaureate work for some of us, and attendance at numerous professional education programs.
But what do we know about management? How do we make the
giant leap from staff accountant to head of department or controller? What is the magic that some executives have that puts them on
the fast track the minute they join a corporation?
That "magic" is leadership. And for members of the National Association of Accountants it starts by participation in the Greatest
Management Game ever devised.

PUBLISHER
James D. Collier
EDITOR
Erwin S. Koval
MANAGING EDITOR
Robert F. Randall
TECHNICAL EDITORS
Stephanie Miller
Charles P. Pridemore
PRODUCTION MANAGER
Stephen McCrea
FEATURE EDITOR
Kathy Williams
CONTRIBUTING EDITORS
Louis Bisgay, Israel Blumenfrucht,
James Bulloch, Gerald R. DeMaagd,
Jerold M. Weiss
ADVERTISING MANAGER
Doryne Gerstein
CIRCULATION MANAGER
Colin C. Campbell
EDITORIAL ASSISTANTS
Helen Gorman
Donna M. Marks
Colleen M. Mulvey
ADVERTISING REPRESENTATIVES

New York 10022— Doryne Gerstein, NAA, 919
Third Ave., (212) 754 -9896.
Chicago 60611 —James K. Millhouse, 919 N.
Michigan Ave., (312) 642 -6625.
San Jose, CA 95120 —Neal Manning. 6628
Tam O'Shanter Dr., (408) 268 -5649.
Pasadena, CA 91105 —Don Houston, JJH &S,
119 W. Bellvue Dr., (213) 796 -9200.
Montgomery, AL 36117— Spencer H. Long shore ill, One East /Ste. 119 Eastern By -Pass,
(205) 271 -4444.
MANAGEMENT ACCOUNTING (ISSN 0025 -1690) is published monthly by the National Association of Accountants,
919 Third Ave.. New York, N.Y., 10022. Phone 212/7549700. Price $5.00 per copy. Subscription rates, per year:
members $24 (nondeductible from dues); nonmembers,
S48.00. Second class postage paid at New York. N.Y., and
additional mailing offices. To ensure uninlerrupted mail service, send present address label and now address including
ZIP number to Membership Records Dept., NAA, 919 Third
Ave., New York. N.Y.. 10022. Allow six weeks for change.
NAA's telex number is 181 -162. POSTMASTER: Send address changes to MANAGEMENT ACCOUNTING, 919 Third
Ave., New York, N.Y. 10022.

Copyright 1984 by the
National Association of Accountants
cl

HERBERT SEIFFERT

official publication of the
National Association of Accountants
Executive Director
Robert L. Shultis

President, 1984 -85

MANAGEMENT ACCOUNTING /AUGUST 1984

G ive us
?

s conds

r tim
i e.

�

you the fad
executive loansbymail
As a Member of the National Association of Accountants you can apply
for a line of credit up to $25,000 ... on
your signatureonly. No collateral
whatsoever. No endorsers. No cosigners. And, most importantly, no

hassles.
•�A�Line�of�Credit�from�$5,000�to
$25,000. Major funds for your major needs. While current earnings or
credit cards can take care of most
smaller needs, today's busy executive
requires larger amounts of cash from
time to time.
•�All�Transactions�Handled�by�Mail.
This special feature makes borrowing
convenient and guarantees privacy.
No personal meetings. No complicated, time- consuming procedures.
The few necessary steps are made
by you in the privacy of your home
or office.
•�Your�Signature�Is�the�Only�Collateral Required. No need to tie up
any of your assets.
•�The�Convenience�of�a�Revolving
Credit Line. Once your line of credit
is approved, a phone call from you

activates the credit and your check
is mailed to you immediately. If you
want additional funds the next month
...or the next day ...just call and your
money will be in the mail.
•�You�Pay�Interest�Only�for�the
Amount You Actually Use. There
is no charge to establish your credit
line. No loan processing fees and no
prepayment penalties. Once you
activate your credit, interest is
charged only on the amount you
actually use at theAnnual Percentage
Rate of 18 %.
•�Satisfaction�Guaranteed.�There's
no risk. If you activate your line of
credit and you're not completely
satisfied, return the money within
30 days at no cost to you.
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 Lender or any other products or
services included in the Group Discount
Programs.
This special program is administered
by Security Pacific Executive/Professional

Services, Inc. and, in California, by
Bankers Investment Company. Both
Security Pacific ExecutivelProfessional
Services, Inc. and Bankers Investment
Company have the experience and
financial strength to serve the membership. They are subsidiaries of
Security Pacific Corporation, the
nation's 9th largest bank - holding company, with assets over $40 billion.
Both lending institutions are equal
opportunity lenders and approval of all
credit lines, regardless of amount, is
subject to their normal credit policies.
To take advantage of this special
offer, act today. You'll find it easy to
apply for your line of credit. Simply
write us, or call today toll -free. By
return mail you'll receive the one page
application�—it's�that�easy.
q
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14201 East 4th Avenue
Aurora, Colorado 80011
1- 800 -525 -1344

Opinion
Robert L. Shultis

Round Table
Any one who thinks that accountants are dull,
stodgy, and uncommunicative should have
been with me to attend the first accounting executives' round table for Westchester (N.Y.),
and Fairfield (Conn.) Counties, held in early
June, at IBM's new facility in Purchase, N_Y_ under the sponsorship of NAA's Management Accounting Practices Committee. John Chironna,
immediate past chairman of our MAP Committee and current NAA national vice president, organized the meeting and about a dozen professional management accountants —not all of
whom were NAA members —from major industrial firms in the area attended. Bernie Doyle, of
G.E., and incoming MAP Committee chairman,
was one of the participants.
The meeting convened promptly at 2:00 p.m.
and was still going strong at 5:00 p.m. when the
chairman met his promise to have the meeting
over by that time by exercising his prerogative
to adjourn. Each of the attendees participated
actively, and there were vigorous exchanges of
views on a wide - ranging group of subjects,
from the latest FASB thinking on pensions and
other post - employment benefit plans to an excellent presentation on information asset security systems by the director of this program at
IBM, Ed Johnson. Other topics that surfaced
were IRS's use of auditors' tax work papers
and the SEC proposal for more quarterly segment reporting.
The agenda was flexible. No conclusions
were reached, or striven for and no minutes
were kept. Nevertheless, while sitting there, I
couldn't help but think that this was education
at its best and that this was what NAA is all
about, It was a classic case of no one teaching
but everyone learning. While there obviously
continues to be room and need for other forms
of educational programs— chapter meetings,
conferences, self - study, CEP and so on —these
informal get - togethers of interested, knowledgeable people fill a need which many of the
others do not.
6

About the closest thing to this round table
that my umpteen years of NAA experience has
brought me has been the impromptu post -NAA
chapter meeting discussions held at the local
pub on specific accounting topics that happen
to be hot at the time ... sort of the accountant's equivalent of an after -hours jam session.
Let me hasten to add that the conversation at
the Purchase meeting was not lubricated by
anything stronger than coffee, nor need they
ever be. Good professional talk supplies its
own impetus to get the intellectual juices
flowing.
All the participants agreed that the meeting
was both valuable and enjoyable and that they
should be continued on an occasional basis.
The next meeting will probably be in September, at a place and time to be decided. Although the key to the success of the affair
seems to have been its informality, much credit
must go to the planning and organizing that
John Chironna did, in conjunction with NAA's
MAP staff.
Now, my question is this: If this meeting
worked so well, certainly with a minimum of expense, but a maximum of initiative and planning, why couldn't NAA hold a series of these
roundtables at various locations around the
country? Perhaps members of technical committees, and others as well, could carry the ball
and get them started. The meeting in Purchase
was largely devoted to financial reporting and
subjects of interest to corporate staffs of major
publicly held companies. However, that needn't
be the case. Production accounting problems
may hold the attention of a group in one part of
the country; distribution accounting in another.
Or, perhaps a combination of these, and others, over time would work the best.
What makes the idea look so good to me is
just that —the opportunity for flexibility, diversity, and informality —all of which blend into a
worthwhile learning experience. One thing
which came through clearly in the attitude survey that was recently completed is that what
turns one NAA'er on is total anathema to another. People's needs are diverse and constantly changing as well. Chapter meetings are
great for one group; technical publications for
another; conferences and seminars for a third.
Henry Harnischfeger, who with new ideas
and new approaches has engineered a dramatic turnaround for the old -line company that
bears his name, recently said: "So what you've
done for 100 years is fine for the history books.
But it doesn't meet the payroll or give the
stockholders or employees security for the next
100 years. We've got to roll with the times, do
► ► 67
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NEwYoRyCASHExcHANGE'84
Sheraton Centre Hotel and Exhibition Hall

NewYork City

September 13- 14,1984

You are Cordially Invited to Attend
the Second Annual Conference and Exposition
Sponsored by the Corporate Cash Managers
Association of New York, Inc.
New York Cash Exchange '84:
Keeping Pace with the Eighties/Tools of the Trade
September 13-14,1984, Sheraton Centre Hotel, New York City
• A Cash Management Conference for Cash Managers, Treasury
Department Officials, Controllers, Auditors and Electronic
Banking Professionals.
• A Cash Management Exposition Featuring the L
of- the -Art Cash Management Products, System
Services.
• A Cash Management Professional Meeting With
Thursday Industry Luncheon, and Other Allied
Business and Hospitality Functions, All At the
Sheraton Centre.
• Sponsored by The Corporate Cash Managers
Association of New York, Inc
• Pre - Register Today and Save $15.00. Save time
and avoid long lines. Pre - registration fee is
$85.00 ($100.00 at- show), and includes all
Thursday and Friday Conferences, Luncheon,
Exposition, and Other Allied Business and
Hospitality Events.
• Registration Procedure: Request registration
credentials on company letterhead and
mail today with your payment equal to $85.00
for each pre- registrant. Indicate the pre registrant's complete name, title, company,
street address, city, state, zip, and telephone
number. All registration confirmations and
conference badges will be mailed directly to
the registrants, so please insure that all mailing
information is provided on your letter.

Sheraton Centre Hotel. Conveniently Located at West 52nd St
and Seventh Ave

will

Hotel Accommodations—September 12-14,1984:The Sheraton Centre is the headquarters hotel and the
conference, exposition, and hospitality functions
take place there. All conferees will want to maximize
time and plan to stay at The Sheraton Centre Hotel.

Save $15.00. Save Time in At -Show Registration. Reserve Your Place Today.
PLAN NOW TO PRE - REGISTER FOR NEW YORK CASH EXCHANGE '84.
Make checks payable to: Corporate Cash Managers Association of New York, Inc.
MAIL TO: NEW YORK CASH EXCHANGE '84, P.O. Box 4440, New York, NY 10163.

LetterS

TO THE EDITOR
Sore Loser?
[Re "Jackpot" in May 1984 MANAGEMENT ACCOUNTING], the NAA does
not need to legitimatize a business [casino gambling] that is illegal in 96% of
our states.
Anonymous
A Significant Issue
I greatly enjoyed [James B. Edward's
and Julie Heard's] article in the June
1984 issue. Tuesday, June 13, two members of Dr. Goldratt's consulting firm
mad e a p res en t at io n t o a gro u p o f
Clarkson graduate students in a manufacturing management program. While
thes e s tud ents were very criti cal of
many of Dr. Goldratt's concepts (partly
because they are taking a management
accounting course as part of their summer program), I do wish I had received
the June issue of MANAGEMENT ACCOUNTING on Monday, June 11, rather
than on Wednesday, June 13. In any
case the article is most certainly a timely one and the issue that you are addressing is a significant one.
Wayne J. Morse,
Chairman,
Faculty of Accounting & Law
Clarkson College
Potsdam, N. Y.

erations. In Virginia, under the guidance of Governor Charles S. Robb, we
are operating today with 2,000 fewer
employees than we had two years ago.
Whether it concerns investment management, cost reduction programs, productivity improvements, or the application of high technology, our progress
and performance in the Commonwealth
of Virginia are equivalent, and in some
cases, superior, to private sector management and accounting practices.
Edward J. Mazur, CPA
Comptroller
Commonwealth of Virginia
Richmond, Va.
Correspondence Schools Have a Place
My eye was caught by a sentence in
your article "Hey Kelly— You're an
Accountant ?" which states that Dick
Kelly took the International Accounting School course work.

I also am a graduate of the International Accounting School. My reason
for goin g th is route was the area in
which I live did not offer advanced
schooling in accounting.
I'm pleased to note that even in the
"cities" correspondence schools have a
place.
Katherine French
V. P.— Administrative Services
TallyHo Plastics Co.
Jacksonville, Tex.
A Philosophical Schism?
I enjoyed the excellent response to Dr.
Goldratt's assault on cost accounting by
Dr. Edwards and Ms. Heard ( "Is Cost
Accounting the No. 1 Enemy of Productivity?", June 1984). However, I am
troubled by what could be construed as
a phi losop hical schi sm between the
American Production & Inventory Con0110. 11

Designed specifically for the

,

IBM System/38
and the Management Accountant

Government Does Not Deserve Rap
In the June 1984 article, "Is Cost Accounting the No. 1 Enemy of Productivity," [The authors] state:
In order to increase profits... an organization must simultaneously increase throughput while decreasing
inventory and operating expenses.
Anyone who does not recognize this
first sh o ul d go in t o go vern men t
work.
I would like to take a polite but firm
iss ue wi th th e au t h o rs ' gratu ito us
comment about government work. It is
an ou tdated and unfo rtunate no tion
that governments do not focus on sound
financial management and efficient opMANAGEMENT ACCOUNTING /AUGUST 1984

A comprehensive

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

Accounts Payable System

DFDiallfflCompa.ny
Financial Accounting and Reporting Systems
Murray Financial Centel, Suite 465
5550 LBJ Freeway, LB -1
Dallas, Texas 75240 • (214) 458-0987
IBM is a registered trademark of the International Business Machines Corporation.
1 -2 -3 and Lotus are trademarks of Lotus Development Corporation.
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Management
Information
Systems
Gerald R. DeMaagd, Editor

Spreadsheets on the Mainframe
Microcomputer -based spreadsheets are one of
the most useful software programs ever developed for management accountants. Their flexibility, ease of use, and availability on small
computers under personal control of the user
have made them a phenomenal sales success.
Not everyone knows, however, that mainframe -based spreadsheet software is available
as an alternative to personal computer (PC)
proliferation. Three such software packages
designed for mainframe use are OmniCalc
(Tower Systems International, Irvine, Calif.),
Maxicalc (Oxford Software Corporation, Hasbrouck Heights, New Jersey), and MegaCalc
(The Mega Group, Inc., Irvine, Calif.).
The Mainframe Advantages
Mainframe -based spreadsheets are particularly attractive to organizations having a large
host computer and an existing network of terminals already installed. The principal advantage to these firms is that it is more cost effective to purchase a mainframe program than to
purchase additional personal computers. Because a mainframe program can be shared
within the existing terminal user base, the
$10,000 to $20,000 cost of the package is
more than offset by the elimination of the need
to buy more PC hardware.
A second advantage is that the information
needed by the financial analyst is already on
the mainframe computer. Thus, the financial
and operating data maintained by the company's regular reporting systems can be tapped
for budgeting, planning, and forecasting purposes. The need for adding special communication links to access this data through a personal computer is eliminated.
A third advantage is that the accounting staff
is relieved of the data processing management
functions associated with maintaining personal
10

computers. Responsibility for regular backup of
files, for verification of data on the corporate
data base, and for getting broken computer
equipment repaired is taken care of for them.
Large System Pitfalls
But mainframe -based spreadsheets have not
been as widely used as the micro versions, and
they may lose favor when more powerful micros with enhanced communications capabilities emerge. One of the present disadvantages
is that there are few training courses and materials available for them (outside of those that
are provided by the vendor) and, therefore,
they can be harder to learn, especially if you
have not had prior experience with another
spreadsheet. Also, depending on your computer installation, response time may not be as
fast as with a micro because you're working
with a shared central processing unit.
We haven't completed our search for a perfect spreadsheet yet. Ideally, the ultimate solution would be to have an on -line spreadsheet
under personal control; in other words, what is
needed is the flexibility and ease of use of
spreadsheet software without personal computer hardware limitations.
A new type of terminal, the IBM 3290 Information Panel, used in combination with mainframe spreadsheet software provides an interesting new combination of mainframe -based
hardware and software. The IBM 3290 uses a
plasma panel as a display screen rather than
the usual cathode ray tube. The plasma display
technology produces bright orange characters
on a black background which gives high contrast on a large screen. The maximum display
area is 62 rows of 160 characters each.
Weighing Capacity Against Cost
Considering that most spreadsheet software
can produce a matrix larger than this, the large
3290 screen contributes to solving the problem
of obtaining a wider view but does not eliminate
it. OmniCalc, for example, can create a matrix
of 255 rows by 255 columns. The result is similar to that on a PC—the user has to scroll left
and right to view a complete horizontal line.
The 3290 terminal does provide larger characters on a wider panel, which are more easily
seen, but at a much higher cost than the earlier
3270 -type terminal.
Still, one can dream. Future technologies to
provide point addressability will permit higher
resolution on larger screens. Then the ultimate
configuration for an accountant's computerized
workstation may become a reality — easy -to -use
software providing good visibility for numeric
and graphic presentations.
MANAGEMENT ACCOUNTING /AUGUST 1984

Letters

the plethora of other techniques which
comprise the portfolio of modern Materials Management systems; in my own
experience, I have never encountered a
cost accountant who was not willing to
evolve a system which better met the
needs of the firm, and I believe this attitude is pervasive within the profession.
The evolution of cost accounting systems that meet modern technological
demands will come only through inter functional cooperation and mutual understanding, and not through confrontation. APICS provides each year at its
annual conference an entire flight of
workshops dedicated to the financial interface; thus, we demonstrate a commitment to this interfunctional cooperation, rather than to artificial rivalries
which benefit only a few with special
interests.
James A.G. Krupp, CPIM*
Materials Manager
The Carlyle Johnson Machine Co
Manchester, Conn.

944
trol Society ( APICS) and NAA on this
issue, particularly since I am a member
of both organizations.
Let me state unequivocally that Dr.
Goldratt does not speak on behalf of the
Materials Management profession as a
whole. As one of the developers of the
Israeli -based OPT system and president
of the firm which distributes it in this
country, Creative Output Ltd., Dr. Goldratt has a vested interest in discrediting practices which are incompatible
with the philosophies of his system.
Many of his criticisms of the misapplications of the principles of cost accounting warrant consideration. However, I
believe that the tactic of setting up a
"straw dog" with out provi din g constructive recommendations and alternatives is unfair and self - serving; credibility is a function of contribution, not
criticism. As Edwards and Heard point
out, fresh approaches are needed in the
face of evolving technologies such as We welcome all letters to the editor on
MRP II, OPT, "Zero Inventories," and management accounting topics

"The best single investment
you could make in your career."
If you want to get ahead fast in accounting —
whether you're a seaso ned professional or
just starting out — Robert Half's Success
Guide for Accountants gives you the proven
"how -to" to do it. The most authoritative work
of its kind, it provides...
...the priceless benef its of the author's 35
years o f experience in the acco unting
and f inanci al e xe cuti ve r ec ruit me nt
fields, plus...
... the career strategies f ound most successf ul by CP A partners and to p financial officers across the country —the re-

R
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sults of a nationwide survey conducted
by one of America's leading research
organizations exclusively for this book.
He r e i s e ve r yth ing th e a m b i tio us ac c o un tant ne ed s to mo ve up... f rom p ic king the f as test c a re e r p at h to th e to p . .. t o g e t ti ng y o u r
ac c o m p lis hm e nts no tic e d (and ap p re c iate d ! )
...t o b u ild i ng a s o l id , lo y al t e am b e hi nd y o u.
Pac ke d with s c o re s o f re al -wo rld e xam p le s
and p e rso nal ins ig hts fro m the m o s t suc c e s s f ul p e o p le in t he b us i ne s s , th is uniq ue b o o k
give s yo u step -b y -step g ui d an c e yo u just

RW_W-F
192 pages

won't f ind anywhere else.

About Robert Half
President of Ro bert Half Internatio nal, Inc., the world's
largest and most successf ul accounting, financial, and
data processing recruiting organization, Robert Half is
himself a CPA. He is also author of the best - selling The
Robert Hall Way to Get Hired, a Book -of- the -Month Club
selection.
"These 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."
— Management Accounting, April, 1984
"An interesting career planning guide for accountants
which draws on years of experience in the field... The
author has a common -sense approach to the subject matter and writes in a clear, easy -to -read style."
— Journal of Accountancy. May, 1984

Availableat your bookstore
Orusethis handy coupon.
- -McGraw
- - - -Hill-Book- Company
- - - —
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P.O. Box 400,
Hightstown, NJ 08520

Please send me Robert Half's Success Guide for Accountants (025568 -5) for 15 days' free examination. At
the end of that time, I will either pay $17.95, plus postage,
handling, and local tax, or return the book postpaid without further obligation.
Name
Address
Ci ty

(No P.O. box, please)

State

I
I
I
I

Zip

In C a na da , available from McGraw -Hill Rye rson, Ltd., 330
Progre s s Avenue , Sc a r boro ugh , Ontario M1P 2Z5. Price s
slightly higher outside the U.S.
23E 475 - 1400 -3
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Data Sheet
Robert F. Randall, Editor

International Reporting Improves
Standards of financial reporting by multinational companies have improved considerably over
the last five years, a special survey conducted
by the International Accounting Bulletin says.
The report, Survey of Accounts and Accountants, 1983 -84, singles out 25 companies as
publishing the best general purpose reports
and 25 examples of poor annual reports. The
survey of 250 annual reports adjudges BAT Industries of Britain the best annual report followed by Philips, the Dutch electrical and electronics group. Third place was shared by
Imperial Oil of Canada and Reed International
of the United Kingdom. Despite the improvement in quality, David Cairns, one of the book's
three authors and a partner in Stoy Hayward &
Co., the United Kingdom member of Horwath &
Horwath International, says there is little comparability among the results reported by the
surveyed companies. The authors credit British
and American -based companies with the highest standards of financial reporting but fault
both countries for not giving more support to
the International Accounting Standards Committee. "The American coolness is, perhaps,
understandable given the frequently parochial
attitude of companies and standard setters in
the United States." See page 46 for more
details.

Wyatt Named to FASB
Arthur R. Wyatt, a partner in Arthur Andersen &
Co., has been appointed to a five -year term as
a member of the Financial Accounting Standards Board beginning January 1, 1985. Mr.
Wyatt, 56, is managing director of Arthur Andersen's accounting principles group and chairman of the firm's U.S. committee on professional standards. He is a member of the NAA
Committee on Management Accounting Practices.... In another appointment, John F. Chironna, Westchester Chapter, immediate past
chairman of the Committee on Management
12

Accounting Practices, was named to a special
task force to help the FASB identify emerging
problems and implementation issues as early
as possible.

AACSB Opposes 5 -Year Requirement
The American Assembly of Collegiate Schools
of Business has gone on record opposing a
five -year education requirement as a prerequisite to qualify for entry in the "Certified Public
Accounting profession." The Commission on
Professional Accounting Education recently
proposed such a requirement. The AACSB
Board of Directors said it had reached this decision because it was "concerned with the balance of costs and benefits to individuals, universities, employers and society, resulting from
the proposal." At the present time the AACSB
supports three paths: baccalaureate, MBA with
accounting concentration, and accounting masters for entry int o careers in professional
accounting.

SEC and the `Jungle Fighters'
''So many financial statement fraud cases
seem to occur in a corporate environment
marked by `Jungle fighters' mentality," Securities & Exchange Commissioner James C.
Treadway, Jr., told the SEC and Financial Reporting Institute at the University of Southern
California. "Those at the top arbitrarily set unrealistic goals and affirmatively decree that goals
must be met at all costs —up or out, eat or be
eaten —or they tolerate an atmosphere which
says the same_ The mid- and lower -level employees who engage in accounting shenanigans are not seeking to fool the boss — rather
to please him by demonstrating they're also
tough enough to survive in the jungle." He also
deplored "cooked books" and "cute accounting," which he described as stretching accounting principles and interpretations to or beyond
the breaking point to achieve desired — albeit
distorted — results. Mr_ Treadway pointed out
that Glenn Perry, a former partner at Peat, Marwick, Mitchell & Co., was chief enforcement accountant, and he has assembled a team of 13
highly qualified accountants in the Enforcement
Division. Each financial statement fraud investigation is normally staffed with one attorney and
one accountant, which has led to a more significant role for accountants, according to Commissioner Treadway. He concluded: "The results are evident. In 1983, the Commission
brought twice as many financial statement
fraud cases as in 1982. 1984 may see even
more."
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So you see, our reputation for excellence has been
built on providing only the highest quality mainframe
software for:

Is that what the developer of your brand new
financial software system apparently assumed when
he sold it to you? That yo u would have to be the one to
discover the bugs in the system?
It doesn't have to be that way. Finance and
accou ntin g man agers at hund reds of m ajor corpora-

General Ledger Financial Control
Accounts Payable /Purchase Control
Fixed Asset Accounting
Capital Project Management

tions have found they can rely on the financial software systems by Data Design.
Why? Our Fin ancial Applications Software

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.

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.
No wonder, then, that Data Design was rated so
i
DATAA DATES
highly in the latest Datamation software survey. In
S S I
fact, in th e ratings of General Accounting packages,
Data Design's Fixed Assets and Accou nts Payable/
1279 Oakmead Parkway, Sunnyvale, CA 94086
Purchase Control fin ished above all other packages
stud ied . Ah ead of MSA, McCormack & Dod ge and
! ■ E N E E N E E N E ■
■
■ 1
Software Internation al. Our General Ledger and
Please send me additional information on your:
Capital Project Managemen t System were to o new to
.
EJ Central Ledger System
be included in the survey. We're dedicated to achieving
O Accounts Pavablel Purchase Control System
11Fixed Asset Accounting System
the same results with these systems.
CI Capital Project Management System
Data Design was rated higher in terms of overall
My need is: Ui Immediate Li Short Term Long Term
satisfaction with product performance as well as serO 1 am interested in attending a free seminar on financial
application software.
vice and support. The service and su pport ratings are
•
especially significant in that they polled user votes in
Name
the categories of vendor responsiveness, training and
Title
documentation —areas critical to trouble -free system

X

operation. Data Design has consistently been rated the
best in these categories in nationally recognized independent software surveys.
Follow -up maintenance (each customer is assigned their own p ersonal Accoun t 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).
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City, State, Zip
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Computer Brand
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Taxes
Israel Blumenfrucht
and Jerold M. W eiss, Editors

Compensation, Not Coverage, Affects
Casualty Loss Deduction
When a taxpayer voluntarily elects not to file an
insurance claim, is the casualty loss still deductible? The Sixth Circuit Court of Appeals
held for the taxpayer, even though he forfeited
his right to collect on his insurance for the loss.
In Miller v. Commissioner (May 2, 1984), Dixon Miller's boat was run aground and damaged
in 1976. Although Miller could have filed a claim
with his insurance company for recovery of the
cost of the damage, he decided not to do so
because he feared that his policy would be
cancelled. However, he did take a deduction on
his tax return for the appropriate amount of the
casualty loss. The IRS disallowed the deduction and the Tax Court ruled for Miller in allowing the deduction. The IRS then appealed the
Tax Court's decision to the Sixth Circuit Court
of Appeals.
A casualty loss deduction, whether personal
or business, generally may be taken when it is
"not compensated for by insurance or otherwise." The issue facing the court was the precise interpretation of this statutory phrase. Relying on past court decisions, the IRS argued
that a casualty loss deduction may be taken
only when the loss is not "covered" by insurance. But if a loss is covered by insurance no
deduction may be taken because the taxpayer
has in fact not suffered a loss. The Court of Appeals disagreed with the IRS. The court held
that the question of whether a loss has occurred is not related to whether the taxpayer
fully pursues his rights for compensation of the
loss. Thus, a loss has in fact occurred whether
or not the taxpayer decides to pursue an insurance claim. Moreover, the court made clear
that in determining whether a casualty loss deduction may be taken the focal point is not
whether the loss is "covered" by insurance, but
rather whether the loss is "compensated" by
insurance — whether the taxpayer has actually
received indemnification for the loss. If the taxpayer has not received payment for the loss
14

from another source —even if he could have
had he pursued it —then a deduction may properly be taken for the loss.
In holding for the taxpayer in this case, and
affirming the lower Tax Court decision, the
court overruled its prior 1968 ruling which held
for the IRS. In addition, the Eleventh Circuit
Court of Appeals in 1982 also ruled for the taxpayer in a case involving similar issues. Although this favorable ruling is significant in determining the deductibility of business and
personal casualty losses, the 1982 Tax Act reduced the deductibility of casualty losses to the
extent that they exceed 10% of the taxpayer's
adjusted gross income.

Deduction Denied for Home Office
Used Exclusively for Telephone Calls
Reversing its own ruling issued last year, the
Tax Court recently held that a taxpayer is not
entitled to a home office deduction if clients or
customers do not physically visit the taxpayer's
home office.
The home office deduction allows a taxpayer
to deduct a pro rata share of rent, mortgage
payments and homeowner's insurance, which
represent the portion of his home expenses incurred in connection with business activities.
The tax law requires that a number of criteria
must be satisfied in order to entitle a taxpayer
for the home office deduction. In the case of a
taxpayer who is an employee, the Code requires that the home office be used:
• Exclusively,
• On a regular basis,
• As a place of business for his employer's patients, clients or customers,
• In meeting or dealing with the taxpayer,
• In the normal course of his trade or business;
and
• For the convenience of the employer_
Max Frankel (82 TC 26) involved a newspaper editor who regularly and exclusively used
his home office, for the convenience of the
newspaper that employed him, for telephone
consultations with other newspaper personnel,
politicians, and labor and community leaders.
The editor argued that he be allowed the home
office deduction on the basis of the Tax Court's
earlier interpretation of the Code's statutory
language of "... in meeting or dealing with the
taxpayer... The court held that because the
term "meeting" connotes a personal appearance by a client or customer, then the term
"dealing" must connote something else, such
► ► 67
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Business strategies
A brand -new and unique single source business planning system for
corporations, small businesses, partnerships, professional corporations,

sole proprietorships, and

their

advisers.
A must for every attorney and
accountant with business clients!

Total business planning .. .
BUSINESS STRATEGIES, by Sidney Kess and Bertil Westlin, is a complete loose leaf reporting service and a
practical day -to -day working tool for every person who deals with the accounting, tar or legal problems of small,
medium or large businesses. Its unique integrated approach encompasses the legal, tax and accounting aspects of
business planning problems in one place and discusses possible solutions in terms of all of these critical factors. Clearly written discussions lead you quickly to the latest, most successful money - saving, profit- enhancing and problem avoiding planning strategies and techniques to meet long- or short -term challenges.
Two "Strategies" volumes explore legal, tax and accounting problems in virtually every area of business functioning. Volumes 3 and 4 house monthly in -depth articles by leading authorities and the two newsletters, Ideas and
Trends and Business Strategies Bulletin. Ideas and Trends accompanies each monthly report and summarizes the new
material. The eight -page monthly Bulletin discusses new strategic planning opportunities and techniques and covers
the latest accounting pronouncements, tax developments and legal rules affecting businesses, Together, they assure
you of fresh information on timely developments twice each month.

Twice - monthly updates! Monthly newsletter at no extra charge!
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Computers
and
Accounting
Charles Pridemore, Editor

Big 8 Under Fire
Over Data Processing Services
Several industry and association voices are
asking if external auditing firms which provide
computer consulting services and sell software
to clients can conduct fair and impartial audits
of such customers, The issue was discussed
widely at the recent annual Independent Computer Consultant Association (ICCA) meeting in
Houston. Walter Ulrich, ICCA conference chairman and president of Walter E. Ulrich Consulting of Houston, stated that estimates that over
25% of the gross revenues of some Big Eight
firms are so derived are conservative. Attention
focused on a recent SEC contract with Arthur
Andersen to install a test automatic filing system. The SEC regularly screens the financial
data filed by firms, and Arthur Andersen, with
knowledge of the screening criteria, would be
auditing some of the companies screened. The
SEC has determined there is adequate separation between the two lines of service to maintain independence.

Management, not DP, Authorizes Micros
Executive and financial vice presidents, controllers, or managers of end -user departments
normally initiate and make final authorizations
for the purchase of personal computers. Furthermore, the recent survey by Arthur Andersen & Co. and Houlahan /Parker Co. indicated
that only in 10% of the largest of the 308 firms
surveyed did information systems managers initiate micro purchases, and only 5% of the DP
managers make final authorizations. Where
data - processing (DP) managers are important
is as in -house consultants providing recommendations as to which micro should be purchased. Twenty percent of the large firms look
to DP for such guidance, although in many
16

firms financial vice presidents and department
managers play a role in this process also.

Conference & Meeting Alert
NAA will present one -day executive briefings
on "Selecting and Installing Software Packages: the Controllers' Perspective" on Monday,
Sept. 17, 1984 at the Grand Hyatt in New York
City and on Sept. 24, 1984 at the Hyatt Regency O'Hare in Chicago. Contact Pat Romano,
(212) 754 - 9759.... Artificial intelligence in economics and management will be the subject of
an international workshop sponsored by the International Federation of Automatic Control
(and several other associations) in Zurich, Switzerland, March 13 -15, 1985. Presentation papers are requested. Contact L. F. Pau, IFAC
Workshop, Battelle Memorial Institute, 7, route
de Driz e, CH -1227 Caroug e, Gen eva,
Switz.... The "W orld Conference on Ergonomics in Computer Systems" will hold sessions this summer in Los Angeles, Sept. 24 -25,
in Chicago, Sept. 26 -27, and in New York, Sept.
27 -28. Contact Crispin Littlehales, (212) 5814200.

Computer Industry Update
IBM slashed prices for its personal computer
(PC) line and announced increased internal
memory for basic models enabling them to run
more complex software.... Digital Equipment
and the University of Houston will implement a
$70 million computer network at the university.... The U.S. Senate and House of Representatives are working out legislation for protection of chip manufacturers from piracy of
their produc ts.... NCR introduced a 16 -bit,
IBM - compatible personal computer and announced it had estab lished a PC division
. . . . Cullinet Software selected Electronic
Data Systems Corp. as its software supplier of
choice and acquired Bob White Computing &
Software, Inc., known for banking software.
Also, Cullinet was named to the Standard &
Poor's 500 index.... L &L Software, Inc. announced a joint marketing agreement with
Prime Computer, Inc. for L &L's COUNT integrated financial system.... Coopers & Lybrand's microcomputer audit software will be
marketed by Param eter Driven Software
Northwest, Inc. _ .. The SEC's electronic data
gathering, analysis, and retrieval system (EDGAR) will be implemented in part under the
guidance of Arthur Andersen & Co. Phase I is
expected to be operational by Sept. 1984. (See
Co mp ut ers & Ac co un ting, May 1 9 84 for
details.)
❑
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"THANKS TO COMPREHENSIVE...
A new home in the
sunbelt, my own
airplane and an
accounting practice
worth over half
a million! "*

Tom Budziszewski
Houston, Texas

When I was a teen in the mid sixties. I wanted to do three things:
Play football, fly airplanes and work
with numbers.

program that creates an awareness of

the COMPREHENSIVE systems, you

COMPREHENSIVE, to help attract and

can relocate and set up a practic e

pre -sell new clients.

anywhere in the U.S.

Systems and support

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 20120 — and in order to
be a captain at that time, that's what

Check it out

What makes COMPREHENSIVE So

special, in my opinion, is the training,
systems and support. With
COMPREHENSIVE you're your own
boss . . . but you're not left out in the

cold. You work for yourself, but
definitely not by yourself.
You're taught specialized and con-

was required.
So it was my aptitude for figures
that led to my ultimate career choice
— accounting.

fidential operating systems (based on
over 32 years of practical experience,
and continuously updated) and how
they work: How to develop new
accounts, how to make presentations,
how to follow up leads, how and
when to hire your own staff and,
most important of all, how to handle
literally hundreds of business clients
every month.

How I started
I got off to a slow stall, though.
Part-time and summer lobs in
accounting departments, while I was
in school, didn't pay very much.
Then, when I got my degree, I ran
into another stumbling block.
After three years as an industrial
accountant. I knew 1 was qualified to
be a division controller where I
worked. But my boss was barely 40
and not about to leave. So I asked
him for a transfer to another division.
While he agreed that I could handle
the responsibilities of a controller, he
noted: "You've only been here three
years ... so wart."
I knew it was time to start looking.

Hundreds of clients!

Then I saw a C OMPREHENSIVE" ad

in the Cleveland Plain Dealer ...
What is COMPREHENSIVE?
COMPREHENSIVE i s the nation's

largest franchisor of its kind, providing
accounting, bookkeeping, tax and
business consultation services for
small businesses of all types.
Currently, over 350 independent
COMPREHENSIVE franchisees like
myself provide fast, efficient and
complete monthly service to 23.000
business clients across the country.
Plus — we're backed by a professional team skilled in accounting
systems, practice management, sales
marketing, taxes and more. We're also
supported by a national advertising

That's right — hundreds of clients.
As of now, I have more than 200
accounts." My goal is to reach 300400. If you don't aim high, you never
get anywhere.
I was aiming high when I left my
corporate job as an accounting
supervisor in 1976, eaming a little
more than $15,000 a year. In only
61/2 years I've built a practioe with a
market value of over $500,000!
Needless to say, I'm enjoying life
more. A couple of years ago I bought
my first airplane, which I've recently
replaced with a new Cessna 210. My
COMPREHENSIVE practice provided the
means to pursue my love of flying.

Nationwide opportunities
W hen I joined COMPREHENSIVE, I
deci ded to spend my lif e wher e the

weather was nice, and where I could
grow rapidly. I had a friend in Houston
who raved about the city, so I left Ohio
behind for Texas. It's great! Lots of
potential clients. Wide open spaces
to fly and explore. And that great
Texas football spirit!
Because of the standardization,
computerization and consistency of

Sometimes I feel I'm living out a
dream — adjusting to my increased
income and improved lifestyle. There's
no way I could have done it without
COMPREHENSIVE. 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 - earned money on just my say so. Check it out ... get the facts.
After giving you the facts.
COMPREHENSIVE will give you the
phone numbers of all its franchisees
across the nation, including mine.
Call me personally if you like. I'd be
more than happy to share my
experiences with you.

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

I'd like to know more about:
Expanding

Name

chisee can expect to attain these
sales, profits or earnings. Mr.
Budzis zewski was one o f the first
franchisees to ioin 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 50%)
have achieved the 150 account
level; and 7 of 8 (or 88 %) have over
100 clients. Furthermore, 3 of 8
individuals (or 37%) have a practice
market value of 5500,000 or more;
and 8 of 8 (or 100%) have a practice market value of over $300,000.
(Market value based on value of
accounts calculated at 1.5 times
annual gross, le ss liabilities.)
"NOTE: A 1981 Survey Report by
the National Society of Public Accountants (based on response from 3,378
accountants in public practice) shows
that the median number of write -up
accounts per firm is 31.

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

Starting my own practice
Relocation

—

Address
City
Phone

,
,

,

- —State

(eest time to call

,

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.

,
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COMPREHENSIVE'

The right arm of America's small businesses. . -tv
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NAA
Research
By Robert W . McGee

The Growth of the Deferred Tax Account

Studies have shown that the deferred
tax account tends to grow over time
and that, in many instances, a decline
in the account balance does not result in an outflow of cash. Deferred
taxes tend to be deferred indefinitely,
so it has been argued that deferrals
resulting from timing differences are
similar in substance to permanent differences, and that tax differences resulting from timing differences should
either never be deferred (flow - through
method), or should be deferred only
when a cash outflow or inflow will likely result within a reasonable period of
time (partial allocation method).
I examined more than 2,000 companies from 10 industry groups, using
the COMPUSTAT tape. For all 10
groups, the ratios of deferred taxes to
assets, net plant, liabilities, equity,
and net income were computed to determine the materiality of the deferred
tax account.
The ratio of the deferred tax account to assets ( COMPUSTAT ITEM
35/6) was most significant for the
com mu nic at ion s ind us try g rou p,
where the mean was 13.2 %. Light
manufacturing was least significant
with a mean of 2.7 %. The other industry groups had the following mean
averages: construction, 4.0 %; finance, insurance, banking, and real
estate, 4.6 %; food and agriculture,
4.0 %; heavy manufacturing, 4.6 %;
minerals and mining, 5.9 %; printing,
publishing, and paper, 5.1%; transportation, 6.6
and utilities, 9.7 %.
The ratio of deferred taxes to net
plant ( COMPUSTAT ITEM 35/8) revealed a mean of 117.2% for finance,
insurance, banking, and real estate. A
few companies tended to influence
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this percentage unduly, as the median
for this industry group was 54 %,
which is less than half the mean average, but still significant. Other industry
groups had the following mean percentages: communications, 17.0 %;
construction, 14.9 %; food and agriculture, 13.2 %; heavy manufacturing,
12.6 %, light manufacturing, 11.9 %;
minerals and mining, 10.6 %; printing,
publishing, and paper, 12.7 %; transportation, 10.2 %; and utilities, 13,3 %.
The ratio of deferred taxes to liabilities, COMPUSTAT ITEM 35/(6 -13060), was highest for the communications industry with a mean of 22.6 %,
and lowest for light manufacturing,
which had a mean of 7.5 %. Means for
the other industry groups were: construction, 7.9 %; finance, insurance,
banking, and real estate, 7.6 %; food
and agriculture, 9.6 %; heavy manufacturing, 9.9 %; minerals and mining,
16.6 %; printing, publishing, and paper, 11.6 %, transportation, 12.3 %;
and utilities, 15.5%
The ratio of deferred taxes to equity, COMPUSTAT ITEM 35/(130 +
60), was highest for the communications industry, which had a mean of
34.3 %, and was lowest for light manufacturing, with a mean of 5.2 %. Other ratios were construction, 11.9 %; finance, insurance, banking, and real
estate, 18.4 %; food and agriculture,
8.7 %; heavy manufacturing, 11.1%;
minerals and mining, 14.6 %; printing,
publishing, and paper, 11.7 %; transportation, 18.4 %; and utilities, 28.8 %.
The ratio of deferred taxes appearing on the income statement to net income, COMPUSTAT ITEM 50/172,
was highest for printing, publishing,
and paper, with a mean of 39 %, al-

though the median was only 8 %, indicating that the mean was significantly
affected by a few large companies
that had high ratios. Utilities had a
mean of 37.2 %, followed by communicat ions , 36.6 %; cons t ru ct ion ,
30.2 %; finance, insurance, banking,
and real estate, 24.7 %; food and agriculture, 16.4 %; heavy manufacturing,
18.5 %; light manufacturing, 9 %; minerals and mining, 24.5 %; and transportation, 23.1 %
Another argument heard is that the
deferred tax account is growing at a
faster rate than other balance sheet
items. We tested this by comparing
the compound growth rate of the deferred tax account for the years 197382 to the compound growth rate of
assets, net plant, liabilities, and equity
for each of the 2,027 companies over
the same period. A majority of companies in all 10 industry groups experienced a higher compound growth ratio for their deferred tax account than
for their assets, net plant, liabilities, or
equity.
Nineteen out of 20 utilities (95.8 %)
experienced a faster growth rate in
their deferred tax account than in
their assets. Percentages for net
plant, liabilities, and equity were similar: 96.6 %, 95 %, and 94.1 %, respectively. The communications industry
followed, with ratios of 91.4 %, 91.4 %,
80 %, and 91.4% in the four respective categories. Other industry statistics for assets, net plant, liabilities,
and equity were: construction, 73.3 %,
80 %, 66.7 %, and 86.7 %; finance, insurance, banking, and real estate,
59.1%, 57.9 %, 58 %, and 65.5 %;
food and agriculture, 72.2 %, 72.2%
64.9 %, and 72.2 %; heavy manufacturing, 76 %, 75.7 %, 73.8 %, and
76.4 %; light manufacturing, 71.1 %,
71.8°/x, 70.5 %, and 68.5 %; minerals
and mining, 82.1%, 73.7 %, 78.9 %,
and 85.3 %; printing, publishing, and
paper, 77.9 %, 75 %, 73.1%, and
76.9 %; and transportation, 65.3 %,
63.3 %, 65.3% and 56.5 %.
The deferred tax account balance
has become more significant over
time for a majority of companies in a
number of industries, and the utility
and communications industries have
been more affected than others. The
study will be available this year.
MANAGEMENT ACCOUNTING /AUGUST 1984
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Risk Managements,
More than Insurance

By Olivia J. Hoecker and Dorothy M.

Watson

Proper risk management
should be given the attention it deserves

oc-

Many unexpected disasters, such as property destruction, the death of senior executives, adverse
legal judgments, or embezzlement can seriously
sidetrack a company's operation. All companies
must be prepared for a possible disaster.
Risk management is a plan to prevent operations or earnings from becoming intolerably impaired by an event that destroys company -owned
assets or contributing resources. It represents the
co n t i nu o u s effo rt t o b e
aware of operational uncertainties and to minimize
the loss potential. In theory, and ideally, risk managemen t an t ici p at es n o
surprises. If unplanned incidents or losses should
cu r, t h e ad vers e effect
upon the firm's fiscal integrity and current operations
will b e mini mized. Risk
man agemen t p ro vi d es a
preci s e plan for su ch
contingencies.
MANAGEMENT ACCOUNTING /AUGUST 1984

Risk management responsibilities in all organizations have increased enormously in the last decade. Understanding risk management, coping
with legal, regulatory, industry demands, and successfully communicating the risk management responsibility to management requires tremendous
expertise.
Risk management should not be confused with
insurance management. Historically, risk management has had strong links with insurance and loss
prevention measures. However, risk management
is a much broader concept.
In s u ran ce man agemen t
confines itself solely to the
use of the insurance transact ion as t h e mean s o f
treating risk. The skills and
experience required of an
insurance manager are primarily a technical knowledge of the insurance policies and a familiarity with
the insurance marketplace.
The major objective of insurance management is the
efficient negotiation and
23

placement of insurance coverage on behalf of the
insured firm. Risk management requires the quantitative consideration of all aspects of uncertainty,
including:'
• Identification of Risk: locate and define the
sources of possible loss.
• Measurement of Risk: determine the amount
that can be lost from a single incident or from a
series of incidents.
• Treatment of Risk: determine the available alternatives, either to eliminate the uncertainty or
mitigate the effect of a potential loss.
A recent survey of insurance and risk managers
revealed that 8 5% of the resp ondents ranked
"risk determination and evaluation" as the number one function of their jobs.' The risk manager
and his staff must take a very professional approach to risk management. They must step outside the operation from time to time. Too often,
people who work closely with risk, live with it and
make untrue assumptions about it. To avoid over-

With flood losses, the clean -up and
direct damage is not as bad
as the business interruption loss.

looking a serious risk, the risk manager must start
from scratch and do a complete analysis of risk.
Whether an abbreviated list or a very complex
form is used, the risk manager has to gather certain data to avoid a disaster.
Identifying Risk
The first step for the risk manager is to determine where the risks for the company lie. Besides
the fixed assets and property, the risk manager
must seek out other areas of potential loss. Some
of these are:
Property of Others. Many times, the property of
others in the custody of the insured is ignored or
overlooked. This property can be borrowed or
leased equipment and machinery, subcontracted
work for others, or warehousing that is being done
for a third party to the transaction.
Business Interruption. For any risk that is involved in manufacturing, distribution, retail, or
wholesale, where there are a number of locations,
a flowchart should be made. A flowchart will
show how things move along, where there is an
interdependency of locations or a bottle -neck. A
good flowchart, together with the full information
on the business, will show the risk manager how
24

much of the business is involved with suppliers,
customers, and franchise people. The firm may require an overall business insurance program to
cover all locations, direct and indirect, owned or
not owned. Many possibilities can be overlooked
unless the problem is faced from an all - location
standpoint.
Unusual Risks. In time - element exposures,
many people think only in terms of named perils.
With a flood or earthquake, the devastation of an
area going even beyond the premises of the insured can be more importan t t han the actual
property destruction. With flood losses in particular, the clean -up and the direct damage to machinery or property are usually not as bad as the
business interruption loss. Such an interruption
can be enormous, because the machinery may
have to be sent out for cleaning to a place that has
other jobs pending, and even if the cost is modest,
the time element may involve months before the
mach i n ery o r p ro p ert y i s read y fo r n o rmal
operations.
Extra Expenses Historically, there has been a
distinction between extra expense insurance and
business interruption or loss of earnings insurance. In an ordinary business interruption, the
firm has expense included only to the degree that
it abates or reduces the amount of lost earnings.
But situations can arise where, because of the nature of the business, the need for expenses goes far
beyond that amount and in order to keep continuity, the firm must incur extra expense. Printers,
dairies, publishers, warehouses, trucking firms —
all have a tremendous problem of maintaining
continuity. If a firm has a specialized brand for
which there is no comparable substitution, they
are often forced to ship from a distant point in
order to answer the commitments that have been
made in sales agreements. This problem has always plagued the risk manager: whether to calculate loss or earnings because a location will be
down completely, or to think in terms of supplementation, including how to supplement, where to
go for replacement equipment, where to lease other premises in the area, and how to get devices,
trucks, equipment, and supplies that will keep the
operation going.
Research Activities. Even medium -sized corporations today are putting large sums of money
into research and development and this poses a
problem for risk managers. There is no way in
normal "earnings" insurance to calculate profit or
provable loss of earnings. By the same token,
there is no way to measure loss except by the
amount of "risk money" that the corporation is
willing to put behind the function. It is very hard
to evaluate the time - element aspect of a research
plan.
Detailed fact gathering is necessary. If there is a
MANAGEMENT ACCOUNTING /AUGUST 1984
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research operation, the risk manager must think it
through and figure out how to insure this risk
through some specialized market.
Third -Party Liability. Risk managers seem to
have many problems with contractual liability
generally and leases specifically. In the last 20
years, great effort has been put into simplifying or
standardizing "hold harmless" clauses, but the
battle is not being won. The problems grow larger
as more and more assumption clauses get into
contracts, most of them being copies from someone else's bad contracts in a sort of domino effect
or perpetuation of old mistakes.
There is widespread confusion and misunderstanding regarding the kind of coverage that is in
the standard comprehen sive general liability
(CGL) policy. On many umbrella applications,
risk managers and brokers give contractual liability answers in such a way that it is obvious that
they do not know what they are putting down.
More than the normal incidental items need to be
covered, such as: leases of premises, easements,
municipal indemnity agreements, and elevator
maintenance clauses. Contractual liability also is
an indirect kind of liability, with some obligation
shifted from one party to another. It can include:
• Injuries to the general public.
• Injuries to your own employees.
• Injuries to employees of the other party to the
contract (converting what we tradit ionally
think of as statutory workers' compensation
rel at i o n s h i p s in to thi rd -party liabi li ty
situations).
• Damage to property of the indemnitee.
All contracts other than those listed in a basic
CGL policy must be covered in some way, either
specifically or by blanket.
Leases: The Landlord's Position. If there is no
contract at all between landlord and tenant, there
is no obligation to repair or replace. If there is a
lease, there is usually a clause that obliges the
landlord to rebuild —and he normally has to do it
rather speedily. Broad language in the contract
will mean that the exposure is not limited to fire
or windstorm, but may call for all -risk coverage.
Too often a brilliant program of insurance has
been destroyed because of a reliance on what
somebody else was doing. In some cases, it may be
possible to get the underwriter to pick up any gaps
in the tenant's program that may be caused by an
exclusion, a failure to renew the insurance, placement with a poor company, or inadequate limits.
The easiest way to make sure of coverage is to
place the insurance desired and have the tenant
pay for it.
Leases: The Tenant's Position. If there is no
contract, common law says the tenant is responsiMANAGEMENT ACCOUNTING /AUGUST 1984

ble for his negligence to the landlord or to any insurance company that may come at him for subrogation. Even i f there is a leas e, th e tenant is
normally at a disadvantage. If he is to place the
insurance, it is important to get specifications in
advance.
Product Liability. In product liability, there is a
very thin borderline between public relations and
true product liability, that is, whether the firm is
doing something because of image and customer
relationships or because of an inescapable legal
liability.
This is an area where the deductible and the
self - handling of losses may become the only answer because of the prohibitive rise in the cost of
product liability on a standard basis. A thorough
study of the patterns of losses and their causes is
needed, but keep in mind a study is worthless unless you include a complete description of the
cause for the loss.
Concealed or Dormant Exposure. In risk analysis, the risk manager must watch for unusual or
hidden exposures. For example, he should:

The firm should think in terms of purchasing
new for old because the cost
of property has skyrocketed.

1. Watch for anything that remotely involves
piers, docks, barges, river movement, and the
like.
2. Take a fresh look each year at the product recall problem.
3. Be on the lookout for any situation in which all
executives or salesmen travel in the same aircraft, watercraft, or vehicle.
4. Study very carefully the whole question of
care, custody, and control, covering everything
that has already been built, is currently being
worked upon, is the property of another contractor, or is in the limbo of trials, acceptance,
and transfer of title.
5. Manufacturers should especially watch liquidated- damage clauses in contracts. It may be
feasible to work out an insurance technique for
handling the exposure if sufficient information
is gathered. The risk manager can cover the
liquidated damages for the late delivery of
goods manufactured, the late completion of
machines including the testing of such machines, and the failure of the goods supplied to
meet certain performance guarantees required
by the buyer or the ultimate user.
6. A joint venture may be a real sleeper. There
25

must be a clear understanding in the contracts
of both parties so that there is neither duplication of coverage nor any doubt as to how the
coverage applies to owned property of each
party to the contract.
Keep a close watch on research and planning
operati ons. Th e risk manager shoul d keep
ahead of the game on new projects, so he can
anticipate unusual perils or exposures.
Measurement of Risk
Once the analysis of the possible loss exposure
is completed, the risk manager should perform a
deductible study to determine the amount of insurance coverage needed.
To find the least costly arrangement of insurance, the risk manager should use an accounting
sheet showing different premiums and deductibles
at a given value of loss. This approach makes it
easier to understand the use of a deductible for
each loss if every kind of property exposure is
blanketed and totaled. Often, when these coverages are segmented into accounts receivable, the

Insurance should be the last line of
defense against risk of loss —not the first.

property of others in the custody of the insured,
fine arts, contents, business interruptions, etc., he
may find that the firm is buying many deductibles
for different segments. If the risk manager can
blanket it all by combining policies, and pyramid
values, single deductibles for each location can be
arranged t o get t he co st b en efit o f a l arger
deductible.
In many situations, a loss study should be undertaken using historical data to estimate future
lo ss es . The ri sk manager can det ermi n e th e
amount and frequency of small losses which usually occur in such areas as theft, transit, premises
liability, workers' compensation, windstorm, retail chain store fire losses, and employee benefits
programs that the company can afford to cover
themselves. To simplify such a study, it is recommended that there be some kind of underlying deductible that does not contribute to the aggregate.
For example, it may be wise to ignore losses under
$250 or $500, and then total all losses that exceed
this amount, up to a limit of $10,000, $25,000, or
$100,000, according to the size of the operation
and the spread of losses under consideration.
A lot of paperwork can be eliminated with the
stop -loss technique, and the cost of stop - losses can
be reduced by calculating self - retentions well
28

above the forecast aggregation of losses. Studies
should be made, for example, of 110% of estimated total, 120 %, 130 %, and so on. The loss -bearing capacity of the corporation should determine
the maximum, and since it is an aggregate, it
should be much higher than any calculation on an
"each and every" loss basis.
In some instances, the insurance carrier will not
insure a company for the total possible loss. The
risk manager can than purchase a second policy to
cover the upper layer of loss.
There was a time when only casualty business
was layered (where more than one policy is taken
out to cover one type of risk), but many companies have been layering property coverages. In
covering all risks of physical loss or damage —fire,
wind, vandalism, sprinkler leakage, flood, earthquake, collapse, and so on —in the broadest form
possible, the risk manager may use up the available capacity, for example, to half a million or a
million dollars. Because of the aggregation problem of losses in floods and earthquakes, the risk
manager will often find he does not have an adequate amount of coverage. By layering, he can
take as much as possible and then buy a more limited excess layer.
While it is best for the risk manager to inspect
the company assets, usually it is not possible to
make physical inspections more often than every
year or two. Information will have to be gathered
on mailed forms from internal sources at a distance and double- checked later. Sometimes it is
more feasible to combine a physical visit with the
detection job of risk analysis. Furthermore, it may
be desirable for the company to have a certified
appraisal by an outside professional. This appraisal is really like a negotiable instrument in case of a
loss.
Once a study has been made the risk manager
must place a value on the items being insured. The
firm should think in terms of full replacement
cost, not only for buildings or machinery and
equipment, but on furniture and fixtures. Tomorrow the firm is going to buy new for old, and the
increase in the cost of personal property, as well
as real property, has skyrocketed.
There is a tendency on the part of the risk manager to take prearranged formulas, such as the
standard business interruption form to calculate
the cost of a plant shutdown. This results in him
trying to twist his company into that inflexible
mold. It is far better to work with the plant accounting personnel to find out how they measure
profits and expenses and how a plant shutdown
would affect operations.
With an individualized format, the company
does not have to stick with a certain amount of
loss per day or so much per month. It may be that
there are variances according to seasons or acMANAGEMENT ACCOUNTING /AUGUST 1984

Some companies that are forced into self- insurance literally improve overnight and others soon
get on the right track through training; the difference being, of course, that top management chose
to ignore unsafe conditions and practices as an insured risk but were soon vitalized into action
when the risk could not be transferred. Insurance
should be the last line of defense against risk of
loss —not the first. The complete elimination of all
risks of casual loss is, of course, a practical impossibility and there are instances when the cost of
controlling or eliminating risk may be far out of
proportion to the improvements achieved.
Establishing a Self- Insurance Program
There is no set procedure for establishing the
MANAGEMENT ACCOUNTING /AUGUST 1984

Table 1
Company Comparison
Company # 1 - A leading multiunit chain with more than 400 company operated and 200 license- operated units located in 29 states and Canadian provinces.
Company # 2 - A multi- market company serving segments of growth
industries with nationally known, quality manufactured products.
Size
1981 revenues
No. of employees
Plant and equipment
Risk management dept

Company # 1

334,000,000

22,000 full /part time

156,000,000

1 full -time risk manager
2 full-time assistants

Company #2
250,000,000
4,400
47,000,000
1 part-time risk manager
who also handles taxes.
$

1. There is no need for the financial protection
furnished by insurance. The primary economic
function of insurance is to protect against loss
which cannot be borne by the insured without
financial disaster. All but the destitute are financially able to bear some risks of loss and, as
a firm approaches the size of multi - billion dollar corporations, the need for insurance as financial protection diminishes quite rapidly.
2. The risk of loss can be self - insured at less expense than the cost of insurance without impairing needed financial protection. As a self insurer, a company can escape the burden of
many expenses inherent in insurance premiums. There are additional expenses, however,
that a company must incur to operate successfully as a self - insurer.
3. The company is unable to transfer the risk because there is no market for insurance. This includes risks which are not ordinarily insurable,
and, in some cases, those normally insurable
but which no underwriter will assume except
on prohibitive terms because of consistently
bad l os s exp erience or ot her unfavorab le
characteristics.

$

Upon completion of the risk analysis, the problem is to decide what risks may be retained and
what risks will be transferred. Seldom will the risk
manager have complete freedom of action because
the catalog of loss exposures will include some
risks that cannot be insured and possibly others
that must be insured in order to fulfill statutory or
contractual obligations. However, except for risks
falling in either of these categories, all others may
be wholly or partially self - insured, as long as the
retained insurable risks do not expose the company to excessive casual loss. There are three principal reasons for self - insurance.

$

Treatment of Risk

proper self - insurance program. However, armed
with information regarding the company's loss bearing capacity and a schedule of the risks of loss
which may properly be considered for self- insurance, managers usually will have the facts to provide a clue to determine if self - insurance is advantageous. In some cases, a cursory examination will
demonstrate the impracticability of self - insuring
risks which are customarily insured in order to
obtain claim and engineering services from the underwriters. In others, it will be clear that the risks
should be self - insured because insurance is not
needed for financial protection.
If self - insurance is not attractive for one or

$

cording to which day of the week is involved.

Risk management coordination with other departments
Little coordination
Active involvement and
coordination with all
and involvement.
departments including
product development
and new concepts.

more risks, the risk manager may find it advantageous to revise the insurance by adopting deductibles. Coverage on small losses is generally uneconomical because the premiums paid inevitably
include the insurer's expenses for processing small
claims and this cost is usually out of proportion to
the amounts collected.
Another alternative is a captive insurance company. In broad terms, a captive insurance company is an entity created and controlled by a parent
company whose main purpose is to provide insurance for that parent. A captive may accomplish
many things: reduce expenses, make cash flow
available to management, and solve the conglomerate problem of charging suitable premiums to
divisions for self - retention of considerable size.
One of the captive's most important functions is
to make insurable that which may have been considered uninsurable. Since the parent organization
is the favorite client of the captive carrier, it can
secure the broadest form of coverage on the bottom layer placed with the captive. The parent may
27
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wish to fund such things as product recall, product guarantee, professional indemnity, flood exposure, earthquake exposure, confiscation, strikes,
and credit risks.
The captive idea may be feasible for any franchise group, trade association, or composition of
corporations, whether financially related or not.
Fact - finding procedures here become very important. The depth and validity of the information
put together is the very foundation of a successful
captive approach.
Two Companies—a Case Study
After considering the theoretical aspects of risk
management , we made a comparison between two
companies as to what was being done in actual
practice. The results of that study are as shown in
Table 1. Table 2 illustrates the types of coverage
each firm has.
Every three years, the risk manager of Company # 1 will review recommendations for evaluation and the conceptual approach for risk management from various brokers and direct writers.
The company normally has three -year policies re-

newable annually. This method reduced the annual reissuance of certificates of insurance. Each
store may need as many as eight certificates Oandlords, leassor, bank, etc.).
In order to get these evaluations from the brokers, the risk manager prepared a specifications
booklet stating minimum guidelines for the brokers. The booklet lists the information the brokers
should supply on the type of insurance, deductibles, evaluations of assets and background on the
compan y. Th ere are many types o f p ro grams
available; therefore, the risk manager wanted each
broker or direct writer to present an innovative
conceptual plan designed specifically to meet the
needs of the company. Each broker /direct writer
made an in -house presentation of his proposal.
The risk manager then made a comparative analysis of each proposal and awarded placement of the
business based on the results.
Each year the risk manager of Company #2
sits down with a direct writer representative for
property insurance and a broker for the balance of
coverage. The company currently is in the process
of a risk evaluation by its broker, the first time in

Table 2
Insurance Coverage
Co m p a n y * j

Comprehensive
General liability

C_omp any # 2

Large SIR'
Balance insured and umbrella

Large SIR
Balance insured and umbrella

Insured

Ins ured

Ohio

Self- insured

Self- insured

All othe rs

7 states se lf - insure d - others : large

Auto mo tive liability
Bo ile r & m ac hine ry
W o rke rs co m pe nsatio n

Business interruption

SIR
Insured

Insured

Umbrella
Directors & officers liability

Insured
Large SIR

Insured
Large SIR

Crime. fidelity bonds
Fiduciary
Aircraft hull & liability coverage
Property insurance

Insured
Insured
Insured - shared
Insured - combination of deductibles
- straight to aggregate
deductibles

Insured small deductible
Insured small deductible
Insured
Insured large deductible

Auto damage
Ocean cargo
Health benefits
Hospital

Self- insured
None - shipper assumes risks

Self- insured
Small deductible

Self- insured

Self- insured. Pay administrative
services only.

Dental
Life
Long -term disability
Short-term disability

None
Self- insured
Insured
Both insured and self insured

"
Insured
Insured
Self- insured

Risk reduction
•�Full�-time�safety�director�-�reports�to
risk manager.

•�Full�-time�safety�&�OSHA�manager.
Reports to v.p. personnel.

•�Advisory�safety�committee�reports
to executive committee.

•�Joint�management�safety
committee at each plant.

'SIR - Self Insurance Retention
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many years such an evaluation has been done.
TREATMENT OF RISK
Company #I has a full time safety director.
The company has many safety programs including a program where employees go through a
training program and are certified on equipment.
The advisory safety committee is made up of
operational area supervisors of the unit, a safety
director, and a risk manager along with several
corporate department managers. The committee
discusses problems of the units, such as, tile
floors, new products, and new equipment, At a
typical meeting, the committee decided that the
company should not buy meat slicers because they
were too dangerous with young people working
around them. Instead, the committee recommended automated choppers with built in safety devices. The committee saves the executive committee's valuable time by thoroughly researching and
testing project s before recommendati ons are
made.
Company #2 has had a full -time safety and
OSHA manager since November 1980. Because of
rising costs and incidents in 1979, the company
began an extensive safety program. It developed a
safety manual which established the policy for
safety and set out the responsibility for safety.
Since that time, t he company has made great
strides in reducing costs for injury and illness.
The company has set up a joint management
and union safety committee at each plant that
meets once a month. In addition, each operating
plant has a safety coordinator. Reports show the
results have been very positive. The risk manager
is supposed to be included in the meetings; due to
his other responsibilities, however, he has been
unable to attend most of the meetings.

The risk manager also will send out notices and
current articles to make the units more aware of
risk management. Recent topics included:
• Surviving a hotel fire
• Safety of employees
• Twenty simple ways to avoid armed robbery
• Company vehicle procedures
• What to do when traveling internationally
• What does the airline insure? (Luggage —may
not be enough)
Company #2 does not have a procedures manual for risk management. Plant management is
supposed to contact the treasurer's office in case
of a question or a loss.

T!

Dorothy M. Watson is
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director of law
department
administration of
Ponderosa Inc. She is
a member of the
Dayton Chapter.

The Companies' Critiques

Company #I seems to have a very well - managed
risk management department. I feel this is due to
having a full -time risk manager and the number of
locations being served by this department. I would
recommend a consultant be called in every five
years to do an audit of the risk and insurance
management. programs. This audit would assure
the coverage and risk management programs are
adequate, fairly priced and well - managed. In addition, the consultants' audit should provide answers to unresolved problems and help provide
some direction for future efforts. I feel the company should continue to do in -depth risk analyses
and compare these analyses with an outsider's
(such as the insurance broker) risk analyses. This
comparison will give the risk manager a much
better evaluation of potential losses.
In addition to the recommendation I have made
for Compan y #1, 1 feel Company #2 sh ou ld
evaluate the possibility of hiring a full -time risk
manager. If the company is expected to continue
the same rate of growth in the future, this move is
PROCEDURES
The risk manager for Co mpan y #I set up a important. More coordination with other departcomplete procedures manual for corporate staff ments is needed. The company should not rely
and operating personnel. This manual sets out the completely on outsiders such as brokers because
procedures and sample forms of what to do in their analysis may be limited to insurance risks. I
case of employee injuries and property losses. feel the company may be able to save money in
Each operating unit receives information for the this area with a full -time risk manager. In addistate in which it is located. Examples of what is tion, the risk manager may be able to improve
contained in the manual are:
cash flow and make sure all important exposures
are identified. Also the company may be getting
1. OSHA forms
to the point where it can self - insure more risks.
2. Workers compensation forms
Proper management of risks can make losses pre3. Insurance claims forms
dictable enough to be budgeted like other ex4. Procedures for insurance claims for property, penses. Employee health insurance plans, workers
cash, vehicles, robbery
compensation, theft, office contents, and vehicle
5. Accounting procedures
damage losses are leading candidates for self -in6. Responsibility of each department including surance at this company.
the risk management department
'Edward W. siver, The Executive Guide to Commercial Property and Casualty In7. Claim for self - insurance or unit closing
surance, Craine Hooks, Chicago, 1981.
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Overcoming the Mystique
of EDP Auditing
Ma na gement a ccou ntants recognize the need for EDP control
but many don't k now how to achieve it.

By Alan Carlow and Bart Johnson
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degree in finance and
business economics
from Wayne State
University. Mr. Carlow
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EDP auditing always has possessed an aura of
mystique. Even the strongest general auditors often become tentative or worse when dealing with
the computer. But there is really nothing to fear.
It is possible to reduce EDP auditing to a series of
systematic, logical steps which make it an understandable and manageable task, not unlike any
other difficult, but doable, job.
Assume you are the internal audit director for a
medium -sized to large organization. The directors
and senior management have placed a high priority on internal controls and have devoted resources
(in the form of your department) to achieving that
control. Your job is to function as their eyes and
ears, to monitor controls, to evaluate overall effectiveness, to report deficiencies, and recommend
improvements. Your background is in traditional
financial and operational auditing, and those are
the areas on which your department concentrates.
A large amount of work in your organization is
performed on an in -house computer system, and
you are convinced that some form of EDP auditing is essential. It is your job to formulate the best
approach, present your proposal to the directors
for approval, and then execute your plan.
Determining EDP Auditing Needs
The first step is to determine the extent of the
need to perform EDP auditing on an ongoing ba-
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sis within your company. To determine this, you
must be aware of the role the data - processing
function plays within the company. The more important that role, the more extensive the required
EDP audit coverage. The key questions you want
to answer at this point are how critical data processing is to your organization, both now and in
the near future, and what is the risk of not controlling the data - processing environment?
Then, based upon your conclusions regarding
the extent of coverage needed, you must select and
recommend an appropriate course of action from
among a number of alternative approaches:
• Establish an EDP audit department.
• Use your CPA firm to perform EDP audits. It
undoubtedly performs some review of your
data - processing function already to satisfy its
own requirements. However, a more in -depth
review of the data - processing function by its audit or consulting staffs could be requested.
• Hire an outside EDP audit /consulting firm to
perform an in -depth review of the data- processing function.
• Use any combination of the above alternatives.
An EDP audit function could be established,
and later a CPA firm or consulting firm could be
called in to perform specific technical reviews
where necessary.
In reviewing the alternatives to auditing data
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processing, you have to determine at what point it
becomes feasible to establish your own EDP audit
function. When the internal audit department can
no longer fulfill its professional and organizational
responsibilities regarding data processing, and
when an in -house function is the most cost -effective alternative, then you should obtain board of
directors approval to start and staff an EDP audit
department. Your success will depend on your
ability to demonstrate the need for EDP auditing,
describe the exposure of not having it, and indicate how it can contribute to corporate objectives
by reducing risk.
Establishing an EDP Audit Function
As internal audit director, you do not need a
strong technical data - processing background to
initiate an EDP audit function. The basic approach is the same as in any other internal audit
area. You must understand computer capabilities
and potential vulnerabilities, however. Also, you
should be aware of available computer audit techniques so you will not try to use traditional audit
approaches in situations where EDP methods are
more effective. If you are uncomfortable at this
level, then before proceeding any further you
should learn the basic concepts of EDP auditing.
These include an understanding of basic computer
concepts, an approach to analyzing controls in a
computerized environment, the systems development life cycle concept, and uses for audit software. Most of this knowledge can be obtained by
reading articles or books published by professional organizations such as the Institute of Internal
Auditors, EDP Auditors Association or other
professional sources, or by attending a basic three to -five day seminar on EDP auditing. Such preparation should provide you with an overview of the
basic concepts of EDP auditing.
HIRE AN EDP AUDITOR
It is absolutely critical that you hire a competent,
highly - qualified individual to build your EDP audit department around. An ideal background for
this position would include:
• Computer knowledge and experience.
• Auditing background.
• Communications ability.
• Industry knowledge.
• Professional certifications including one or
more of such designations: Certificate in Management Accounting (CMA), Certified Public
Accountant (CPA), Certified Information Systems Auditor (CISA), Certified Internal Auditor (CIA), and Certificate in Data Processing
(CDP).
Of course, it will be difficult to find someone
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who will have all of the attributes you are looking
for. Such professionals do exist, but they are in
great demand and may be too highly priced for
your start-up effort. Realistically, you have two
major alternatives. You can hire a strong general
auditor and let that individual train in and apply
his or her skills to the data - processing area. Or
you can hire a data - processing expert and train
hi m i n au d i ti n g con cep t s, ap p ro ach es, an d
techniques.
Given the choice, we recommend opting for the
data - processing technician for a number of reasons. First, you are qualified to teach auditing, but
not data processing. By hiring a data - processing
expert, you bring an expertise to your audit function that wasn't already there. Hiring a strong auditor leaves you no better off than you were before.Equally important, that expertise is essential
to establishing any credibility and rapport with
the data - processing area. You simply must have
someone on your staff who can speak their language and who can earn respect as an equal (or
near equal). Otherwise, your fledgling data -processing effort will not be taken seriously, and it
will be much more difficult and time - consuming
to establish a respected, and therefore effective,
function. General auditors, either from your existing staff or from the outside, can be added to the
EDP audit department later and could be trained
in the necessary data - processing specifics. But
they should be a supplement to, not a replacement
for, a legitimate data - processing expert.
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acquisitions and
business development
at Manufacturers
Hanover Mortgage
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MBA degree from
Michigan State
University. Mr.
Johnson is a past
president of the
Macomb County
Michigan Chapter.

DEVELOP AN EDP AUDIT CHARTER
Next, with the help of your new EDP auditor,
you must develop an EDP audit charter, either as
a separate item or incorporated into the existing
overall internal audit department charter. This
document will establish the purpose, authority,
and responsibility for the function. The charter
must be presented to the board of directors and/
or senior management for approval. A sample
EDP audit charter is shown in Figure 1.
DOCUMENT THE EXISTING SYSTEMS
The EDP auditor must first understand the nature of the company and its business by examining
organization charts, annual reports, marketing
brochures, and so on. He then must learn the entire information flow from documents such as
flowcharts, source input, and output reports. Finally, he must determine the role the computer
plays by obtaining key job descriptions, systems
flowcharts, systems and programming standards
manuals, hardware and software configurations,
and the current status of key projects.
Th e E DP au d i to r can fu rt h er ex p an d h i s
knowledge of the existing systems through interviews of key personnel, use of a carefully prepared
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Figure 1
Internal Audit Department —EDP Audit Charter
It is the policy of the internal audit department to establish a group
specializing in the review of the computerized business environment. The
manager of the EDP audit department reports to the general auditor, and
is assigned the responsibility for the EDP audit function.
The EDP audit function is an independent appraisal activity which assesses the soundness of operations as a service to management by measuring and evaluating the effectiveness of controls in the computerized EDP
systems of the organization.
Objective
The objective of the EDP audit function is to assist members of the organization in the effective discharge of their responsibilities and to serve management by providing analyses, appraisals, and recommendations concerning the systems' activities reviewed. These activities are evaluated by
performance of,
• Operational audits of data centers
• Reviews of the systems and programming areas
• Periodic review of existing systems
• Reviews of computer generated information
• Reviews of data center security
• Reviews of disaster and emergency planning
• Participation in the system development and implementation processesto ensure that appropriate audit and control features are included in new
systems
• Development and maintenance of EDP audit tools and techniques to assist internal auditors in the performance of EDP - related audits
• Assistance to other internal auditors by discussing EDP audit controls in
the performance of their related responsibilities
Authority
EDP auditors have full, unrestricted access to all records, files, documentation, equipment, plans, and personnel of the organization.
Responsibility
• To review applications at the appropriate times to determine the adequacy of the controls, and that data is accurate, complete, and authorized-,
also, that computerized applications are developed according to the policies, procedures, and standards of the organization.
• To make the results of EDP audit reviews available to data processing
and /or user management and other interested members of senior management on a timely basis. In addition, responses of satisfactory disposition of audit report recommendations are required from the auditee.
EDP auditors have no direct responsibility for, nor authority over, any
of the activities they review. Therefore, their activity does not relieve persons in the organization of the responsibilities assigned to them.

control questionnaire, review of recent variance
and exception reports, and review of past audit reports (both internal and external).
All of this information must be assimilated,
then translated into an overall description of the
existing system as defined. That description for
accuracy and convenience may be broken down
into major business cycles, including:
• purchases /acc'ts payable /cash disbursements,
• production /inventory control,
• sales, accounts receivable /and cash receipts.
These cycles can be documented in a variety of
ways, including flowcharts, checklists, and narratives. Whatever format is used, the key is that areas of exposure or potential risk must be identified
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clearly and corresponding controls that reduce
those risks must be recorded. The purpose is to
outline the defined system of internal controls.
It is important to note that the types of controls
identified for the data - processing environment are
based on the traditional textbook definitions used
outside it. Most are built into existing systems,
policies, and procedures. Some controls exist to
prevent pro blems, others to detect them on a
timely basis. The two general types of EDP control need to be examined individually.
Basic Controls (encompassing authorization,
validation, completeness, and accuracy) fall into
three categories. User controls are performed on
computer output by personnel of user areas. This
type of control is very similar to techniques used
outside data processing, as on manual reports.
Programmed controls are steps built into the computer systems to replace functions previously performed manually. Examples include a sequence
check which results in a list of missing numbers,
and balan cin g pro ced ures and co ntrol totals
which assure agreement of data at various stages
throughout the processing cycle. Integrity controls
are procedures that establish control over the creation, implementation, security, and use of comput er p ro grams an d fi les. Integrity controls
include:
• Implementation controls which ensure appropriate built -in edits and programmed controls
in both new systems and systems modifications.
• Program security controls which prevent unauthorized changes to programs, both while in use
and when in the library.
• Computer operations controls which ensure
that programs and data files are properly set up
and run in acco rd an ce with au t h o ri zed
instructions.
Supporting controls monitor and enforce adherence to designed systems and procedures, and reinforce the basic controls. They also comprise
three categories. Segregation of duties is achieved
where the efforts of one employee provide a check
over the work of another. For example, the person
wh o test ed and i mp lement ed a n ew p ro gram
should not be responsible for running it also. Custodial arrangements separate the responsibilities of
physical control over assets from the recording of
them, or generally limit unauthorized access to assets and the related records. For example, the use
of address codes and passwords limits terminal access. Supervisory controls consist of overseeing
particular operations to ensure that they continue.
For example, follow -up and resolution of exception reports should be reviewed and approved by
the appropriate supervisory level.
The EDP auditor's final version of existing sysMANAGEMENT ACCOUNTING /AUGUST 1984

Factor Criteria
1 Assets controlled:
Type A
Type B
Type C
Total assets

1.25
1.00

3

Uses 10 computer hours annually
Uses 10.100
O Uses 100 -500
Uses 500 -1000
() Uses 1,000- 10,000
Uses over 10,000

1.00
1.10
1.20
1.30
1.40
1.50

)

(
)

(

-

Results

)
)

(

(

)

O
(

4

No statutory requirement
One statutory body requires output
Two statutory bodies
Over two statutory bodies
Results ==

)

1.00

(

O No major management reports required
Major management reports required

1.50
-

Results

O No vital control elements
Some control importance
Vital to operational control

*

7

1.00
1.25

)

() Not a key link to other systems
A key link to other systems
(

6

Results

)

)

(

(

1.00
1.50
2.00
=

Results
One man -month maintenance annually
() 1.5 man - months
() 5 -10 man - months
() 10 -20 man - months
20 -100 man - months
Over 100 man - months

=

O

=

=

"

-

"

)

1.00
1.20
1.40
1.60
1.80
2.00

-

)

(

(

"

"

"

8

=- 1.00
1.20
1.40
1.60
1.80
2.00

"

=

)

-

"

-

"

"

"

)

)

() 1 -5 programs in the system
6.10 programs
() 11 -20 programs ..
..
21 -35 programs
36 -60 programs
Over 60 programs
(

9

)
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1.00
1.25
1.50
1.75

(

Results after calculating multiplication of factors 1
through 7
factor 8
factor 9

Final score

.1

=

x

Auditor judgment is important in this evaluation process because three separate questions must
be answered. First, what is the degree of exposure
or risk involved, and what are the potential losses?
Second, how effective are the defined controls,
an d ho w much d o th ey red uce th e p ot ent ial
losses? Third, what is the cost of the controls versus the risk removed, and is the cost justified in
terms of the reduced potential losses?
There are quantitative techniques available to
assist the EDP auditor in his quest to measure and
rank controls. Figure 2 is a Scoring Algorithm
Worksheet which is used to identify quantifiable
characteristics of a computer application system
that are significant from a risk- analysis viewpoint.
The characteristics are weighted and combined to
obtain a score, and the scores are used to classify

>

)

(

)

() Update major data bases
() Does not update major data base
Results
(

2

5

• Ensure the reliability and integrity of financial
and operating information and the means used
to identify, measure, classify, and report such
information.
• Ensure compliance with those policies, plans,
procedures, laws and regulations which have a
significant impact on operations and reports,
and determine whether the organization is in
compliance.
• Review the means of safeguarding assets and, as
appropriate, verify the existence of such assets.
• Appraise t he economy and efficiency with
which resources are employed.
• Review operations or programs to ascertain
whether results are consistent with established
objectives and goals and whether the operations
or programs are being carried out as planned.

Score

(

EVALUATE THE EXISTING CONTROLS
When the EDP auditor understands the systems as defined, he must evaluate the internal controls with two purposes in mind. First, he must
identify any potential exposure or risk areas which
are not at least partially offset by controls; that is,
he must note missing controls. Then, he must
evaluate existing controls versus the risks they are
designed to reduce in order to determine the adequacy (or inadequacy) of defined controls; that is,
he must note control weaknesses.
Again, it is important to realize that the objectives of internal control are not affected by the
means used to process the data. The objectives remain the same in computer or unautomated environments. "The Standards for the Professional
Practice of Internal Auditing," published by the
Institute of Internal Auditors, state these primary
objectives of internal control:

Figure 2
The Institute of Internal Auditors
Scoring Algorithm Worksheet

(

tems documentation must include specific identification of all existing controls and control points,
regardless of type.

or prioritize based on risk.
Whatever his approach, the EDP auditor must
arrive at a prioritized list of missing controls and
control weaknesses.
RECOMMEND SYSTEMS CHANGES
Based upon his evaluation of existing controls,
the auditor must next recommend new controls
where controls were missing, or improved controls where controls were weak. He has several
roles to play in this capacity. First, as the technical EDP and auditing expert, his recommenda33

Internal
auditors must
understand
computer
capabilities and
weaknesses.

tions must be accurate and important. Second, he
must be a good enough salesman to communicate
his ideas and gain their approval. And he should
work to assist in the implementation process, as
his efforts will have limited value unless his recommendations are followed.
At this point, the company has a satisfactory
system of designed internal controls. That is to
say that the controls as defined are sufficient to
provide adequate protection against normal risk.
The next step will be to determine whether those
controls actually work as defined.
FORMULATE A MASTER AUDIT PLAN
Testing the defined controls is a function of audits. The first step in the actual auditing effort involves developing a Master Audit Plan (MAP).
The long -range MAP should define the direction
of your EDP auditing efforts, as well as identify
major projects to be undertaken. The period involved can be as long as five years. The short-term
MAP (usually covering a single year) defines in
detail the audits and projects to be completed, reveals the priority order, budgets hours to be devoted to each, and so on.
Both of these plans are based on the prioritization established during the evaluation of existing
systems and controls. They attempt to match resources to needs in systematically determining the
actual existence and effectiveness of controls.
They detail the approach that the EDP auditor
plans to take in fulfilling his responsibility as the
control mechanism that monitors all other internal controls.
Specific concerns of directors /senior managers
should be taken into consideration, and may even
result in an audit or project being added to the
plan. More often, however, their concerns will be
general, such as a knowledge that testing is needed to assure that existing controls adequately reduce the causes of exposure such as loss of assets,
business interruption, and fraud. The specifics as
to how this should be done are always the responsibility of the internal audit director and the EDP
auditor.
Managing the EDP Audit Department
Managing the EDP audit department, and for
that matter the whole internal audit function, is
not unlike managing any other area. The four elements of management are: planning, organizing,
directing, and con trolling. The EDP auditor,
therefore, must:
• Plan individual audits and prepare or approve
comprehensi ve audit p rograms th at outline
what will be done.
• Organize audits and projects, including staffing
(who will do the work), timing.
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• Perform or supervise and review the audit.
• Report findings and recommendations to the
auditees and directors /senior managers of the
organization and follow up to assure that appro priate action is taken on the
recommendations.
While the function is new, the EDP auditor of
necessity will tend to do much of the work himself. As the function evolves, staff will be added
and the auditor will operate more as a manager.
EDP auditing is subject to the same principles
and guidelines that govern general internal auditing. The entire management process referred to
here is defined carefully in documents 'published
by the Institute of Internal Auditors. Those professional standards will not be duplicated here.
Suffice it to say that the EDP auditor must "live
by the rules."
USE EDP AUDIT APPROACHES AND TOOLS
Although the computer environment may not
affect greatly the management process itself, it
does change how those responsibilities will be performed. Data processing is a highly complex and
technical field, and to audit it effectively will require use of specialized audit approaches and
tools.
First, it is necessary to consider the major types
of EDP audits and activities:
Functional or data center audits are operational
or control -type audits of the total environment of
the data - processing function.
They include several subtypes:
Physical Security Audits evaluate the adequacy of physical security policies and procedures for the data center, protect against
destructive forces, and determine whether
environmental factors within the data center
are adequate and well maintained.
Management Control Audits evaluate the organizational structure and operational policies and procedures for the data- processing
function. They also include operational audits of the various departments within data
processing.
Operating Control Audits evaluate the input/
output function, the data distribution function, and the computer room controls.
Data Security Audits evaluate data security
policies and procedures, controls over data
files, controls within the operating system,
the procedures for reconstructing files after
processing errors, and the security of user
codes, passwords, or other terminal access
devices.
Software Security Audits evaluate security
policies and procedures over applications
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software and operating software, the controls over updating program libraries, and
the control over the use of utility programs.
Data Communications Audits evaluate access to and use of terminal equipment and
controls over communication networks between remote terminals and the data center.

• Generalized audit software packages, which are
pre- written computer programs set up in an
easy - to-use programming language. These audit
tools are among the most useful because they
provide the EDP auditor the ability to audit
"through the computer" without spending the
substantial time and effort that is involved if he
writes his own audit program using a higher level programming language. These packages
can be purchased from software vendors or
CPA firms. Figure 3 details an approach for
buying such a package.

you

in

Systems Development Audits evaluate new application systems or major revisions to existing
programs, with the objective of providing reasonable assurance that these changes incorporate effective input, processing, and output controls,
provide for integrity of data, meet user require- PERFORM RELATED TASKS
The EDP auditor has a number of important
ments, are documented and tested adequately, and
are auditable.
Systems Application or Processing Controls
Figure 3
Audits are similar to systems development audits
Approach for Purchasing an Audit Software Package
except that they focus on existing applications
rather than on those being developed.
• Determine the applications to be performed with a software package.
Computer Audit Software Applications are
• Determine the features
require a software package.
"through the computer" audits which involve us• Perform a preliminary survey of packages available.
ing some type of higher -level programming lan• Review the basic systems requirements of available packages to determine which are compatible with your hardware and software.
guage, vendor supplied utility programs, or gener• Review descriptive material from each vendor and evaluate software feaalized audit software package to use the power of
tures, costs, vendor support, and adequacy of documentation.
the computer. This allows the EDP audit depart• Contact users of software packages being considered to obtain their expement to test independently user operations and
riences with the package.
• Arrange for demonstrations (benchmark tests) of packages by selected
computer - maintained records.
vendors, if .necessary.
Post Implementation Audits determine whether
•
Select
the best alternative and make the recommendation to audit mansystems and applications are operating as intendagement to purchase the package.
ed after conversion.
• Purchase and implement the package.
Post Audit Reviews are follow -ups which deter• Develop and schedule training,
mi n e t h e ex t en t o f co mp l i an ce wi t h au d i t
recommendations.
Special Projects involve performing special job responsibilities other than performing stanstudies at the request of top management, re- dard audits. He or she should:
searching state -of -the -art developments in com• Act as consultant to the general internal audit
puter technology, and so on.
staff, explaining data - processing concepts, writIn addition, there also are specific tools which
help the EDP auditor audit "through the computing computer programs, assisting with the use
of generalized audit software packages, provider." These tools are absolutely essential to any leing technical advice on audits which interact
gitimate EDP audit effort and can be used in performing most of the major EDP audit types and
with data - processing areas, and so on.
activities discussed earlier. They expand audit • Work closely with the company's public acscope, improve audit quality, and provide access
countants. Both share the same goal (strong
controls), although for different reasons (the into audit evidence that otherwise would have reternal auditor wants to improve and protect the
mained unavailable. EDP audit tools include:
company, while the external auditor seeks to
determine the reliability of systems as the basis
• Higher -level programming languages (such as
for planning his year -end audit work.) The
COBOL).
EDP auditor can possibly benefit from work
• Vendor supplied utility programs.
the CPA has done, but more likely can perform
• Report generators.
work acceptable to the CPA and thereby reduce
• Integrated Test Facility which, using test data,
reviews the functions of an automated applicathe amount of audit fees.
• Participate in major conversions or new systion that is internal to the computer.
• Embedded audit data collection, where data
tems development as an advisor in recommending
controls to be built -in. It is preferable to decollection modules are inserted into a computer
sign
controls into a system, rather than trying
application system to select and record data at
to add or replace them after the fact.
appropriate points for further evaluation.
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• Be a member of important committees in the
organization (such as the audit committee or
the planning committee) in order to lend understanding of systems, grasp of risks versus controls, and technical knowledge and abilities to
the proceedings.
• Follow strict quality assurance standards that
outline how work is to be performed. The internal audit director should determine compliance
as part of his management responsibility over
that function.
DEVELOP A STRONG AUDIT STAFF
The importance of hiring a strong EDP technician to start the function has been discussed alFigure 4
EDP Audit Functions
Systems
development
or application
audits
Systems
software
support

Data
center or
functional
audits
Audit
support

T he pe rc e nta ge of e a c h a re a tha t c ou ld be done b y fina nc ia l/ ope ra tiona l
auditors:
1. Data c enter or functional a udits
75%
2. Sys te ms de velopment or applic ation a udits
80%
3. Sys te ms s oftware support
25%
4. Audit support
85%

ready. But there is more flexibility in adding staff
once that initial expert is in place. Many of the
audits and reviews are functional in nature and
could be as effectively performed by financial or
operational auditors as by EDP auditors. Figure 4
provides an overview of EDP audit functions and
estimates the percentage of each function that
could be performed by general auditors versus
technical EDP auditors. The EDP auditor must
determine the ideal makeup of his staff, then must
develop that staff keeping the following considerations in mind:
• Promoting from within always is good for employee morale as it provides evidence of an internal career path. If you must hire externally
to obtain a combination EDP and auditing expert, you will find the market tough. Good
EDP auditors are difficult to find (demand exceeds s upp ly) and t herefore co mmand t op
salaries.
• EDP auditors require extensive ongoing training in order to function effectively. With the
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data- processing technology increasing so rapidly; it is difficult to keep up with changes and
know what control techniques are effective.
Two or three weeks of training each year may
be required per auditor in order to maintain
technical proficiency. This training includes
seminars, professional association presentations, in -house courses, vendor training classes,
on-the-job training, and reading of books and
publications. Also, in the unique situation of a
systems conversion, the EDP auditors' training
should be as much a part of the conversion
training cost as any other programmer training.
All of this training is an additional expense of
developing and maintaining an effective EDP
audit function.
Because of the great demand for qualified EDP
auditors, a higher turnover may be experienced
here than in other internal audit areas. Documentation of this function therefore is essential
so that new employees will not have to repeat
previous audit work.
MAINTAIN GOOD RELATIONSHIPS
An effective EDP audit department must have
a strong, professional relationship with the directors and senior officers of the company, and good
working relationships with auditees and potential
auditees throughout the organization. The audit
function must maintain independence but can still
be fair and understanding. The key to these relationships is respect, a respect the EDP audit department must earn. It can do that by having only
highly qualified professionals on its staff, and
avoiding the frequent mjistake of expecting the auditee to train the auditor to audit him. The attitude of the staff is important also, and must be
one of "helping the auditee improve the company" rather than "getting the auditee."
Other Considerations
Timefmme. Obviously the audits accomplished
and timeframes required will be a function of resources allocated. As in any other business decision, staff should be added only when cost justified. Although it is very difficult to measure, the
EDP audit department should really pay for itself;
that is, the expenditures should be more than offset by actual savings or by reductions in exposure.
As a practical matter, it probably is better to
start the EDP audit effort slowly in order to gain
the confidence of both the directors /senior officers, and EDP management, rather than trying to
do too much too soon which invariably causes
problems. Simply take an organized and logical
approach as we have suggested and expand coverage systematically and intelligently. Depending on
the scope of the computer function, it can take
from two to five years to achieve adequate audit
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coverage. Once satisfactory coverage is attained, it
can be maintained routinely by the EDP audit
department.
Controlling the EDP Auditor. The position of
EDP auditor can be one of the highest risk positions in the entire organization. The auditor has
access to information not normally made available
to any one individual, and understands and often
can bypass security procedures. He has the ability,
and the unique opportunity, to try to "beat the
system."
The EDP auditor was added to solve a problem,
not create one. He exists to reduce exposure, not
increase it. As long as the directors and senior
management —and the internal audit director —
accept and understand this, the problem can be
dealt with. The EDP auditor must be recognized
as just another user of computer resources and
must be subject to the same controls and procedures that protect those resources from other users. And someone should "audit the EDP auditor," be it the general audit staff, or a special
periodic engagement for the CPA firm or a specialized EDP consulting firm.

Accepting the Challenge
In today's business environment, most corporate information and /or assets are stored on computer systems. While these computer systems have
greatly enhanced the way we do business, they
also have added a new dithension of risk. The access to corporate assets, through the computer
system, may be susceptible to processing errors
and omissions, as well as to fraud. That is a risk
most companies cannot afford to take.
Establishing an effective EDP audit function is
one of the best ways to reduce this level of risk.
This function can serve as the eyes and ears of senior management by monitoring and evaluating
the effectiveness of existing controls within the
data - processing environment. As such, it is the
single most critical and timely control.
Implementing an EDP audit function can be an
intimidating task to an audit director who is not
comfortable with data - processing concepts. It
should not be. The reduction of EDP auditing to a
series of systematic, logical steps can help it become an understandable and manageable task. It
is a job which can, and must, be undertaken.

Data
processing
experts can be
trained to be
effective EDP
auditors.

Management Accounting in Academe
an Invitation
In March 1982, several hundred university professors of accounting, many of them NAA members
like myself, were officially recognized as a special
interest section for "Management Accounting"
within the American Accounting Assn.
In establishing this special section we adopted
these objectives:
1. Improve the effectiveness and efficiency of instruction in management accounting by fostering development, testing, and discussion of
teaching methods and materials as well as
course offerings;
2. Encourage research in management accounting
by identifying areas in need of research and facilitating the exchange of ideas and findings by
providing opportunities for exposure of research studies;
3. Increase the opportunities for the interchange
of ideas among the members of the academic
and professional community who are interested
in management accounting, and
4. Encourage more capable and promising ac-
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counting students to pursue careers in management accounting by enhancing their knowledge of the activities, responsibilities, and
opportunities offered by such careers.
Since we were organized, just two years ago, we
have grown to a membership of more than 900.
Efforts are currently under way to consider and
facilitate appropriate interaction with NAA and
other organizations. We would like to make all
NAAers aware of the possibility of joining this
section, and we would encourage you to do so, so
that you may become a more active participant in
fostering achievement of our mutually advantageous objectives.
For more information on joining the Management Accounting Section of AAA, write American Accounting Assn., 5717 Bessie Drive, Sarasota, Fla. 33853.
William L. Ferrara
Professor of Accounting, Penn State University
Chairperson, AAA
Management Accounting Section.
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Maximizing Cash
in Decentralized Organizations
Motivating divisional personnel is the key
to developing a decentralized cash management program.

By Thomas E. Phillips and Mark E. Droege
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As corporations grow in size and become more
complex, they are forced to cope with more control problems. Because of the variety and number
of decisions to be made, the decision- making process is delegated to individuals possessing the
knowledge to answer specific questions. Thus, as
uncertainties increase and the management structure enlarges, it becomes necessary for an organization to rely more on staff members close to the
source of the problem, usually divisional management. Many companies are adopting decentralized ap p ro a ch es t o p l an n i n g an d co n t ro l
programs.
In decentralized organizations, the local decision maker is granted a degree of autonomy. Inherent in the concept of autonomy is the notion
that limited control must be exerted upon individuals. While these individuals may be making decisions which benefit their autonomous unit, the decision made may not be in the best interest of the
organization as a whole. Therein lies the dilemma:
to allow the local unit to make decisions to increase its profitability while not adversely affecting the best interests of the total organization.
Cash management is one of the major areas of
difficulty in a decentralized company. In basic
terms, cash management is the speeding up of collections from customers and the slowing down, or
at least controlling, of payables. Because most col-

lections and disbursements are made with checks
that must clear the banking system, cash management systems require a close working relationship
with banks. In a decentralized organization, maintaining the desired autonomy of the subunit while
providing solutions to cash management problems
is a primary concern. Cash management systems
require structured solutions that normally conflict
with the autonomy of the subunit.
We will show how one highly decentralized
company, Harris Corporation, solved the cash
management dilemma at the corporate headquarters level, while retaining division autonomy in
the financial areas of payables, receivables, and
credit.
Managing Cash at Harris
Harris Corp. is a $1.4 billion manufacturer of
advanced communication and information processing equipment for the information technology
market and is headquartered in Melbourne, Fla. It
employs more than 22,000 people and operates 35
plants worldwide.
Harris Corp. is a decentralized company, designed to further the entrepreneurial spirit of its
highly talented engineers. This philosophy applies
not only to operational functions but also to financial functions. Each division has a controller who
is the chief financial officer of that division, and
who reports to the divisional president. He is responsible for all financial aspects of the division's
MANAGEMENT ACCOUNTING /AUGUST 1984

operation, with the exception of raising capital.
The controller's responsibilities historically included cash management.
Harris Corporation's policy on cash and banking states, "It is the policy of the corporation to
use cash efficiently and concentrate banking activities with a selected group of banks as a basis for
obtaining superior credit, customer financing, and
other banking services." During the recent period
when interest rates climbed, the need to control
cash effectively was critical. To get a better handle
on its cash, Harris hired its first manager of cash
management in 1976, and in 1977 it commissioned Citibank to do a comprehensive cash management study. (Cash management is now a major
service provided by most banks and many banks
will assist you with such a study or perform a cash
management study themselves.)

Cash Mismanagement
Prior to the study by Citibank, Harris' banking
system consisted of 30 division controllers in 30
different locations, each responsible for the cash
management of his respective division. Corporate
policy stated that each division should concentrate its banking transactions and accounts at
Harris line banks. This policy led to a conglomeration of bank accounts and systems, with disbursement accounts at six banks, several receipt
accounts for international collections, and only
two divisions using lockboxes (Figure 1).
Most of the divisions had all of their customer
checks sent to the division headquarters which
was very inefficient. This procedure resulted in
mail float of up to four days, processing float of
up to three days, and availability float of another
two or three days at some of Harris' more remote
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Figure 1
Harris Banking System (March 1980)
Citibank
accounts)
Corporate account

(9 divisional

Nassau
National
City Bank

)5 divisional accounts)

Corporate account

I

Portfolio

ACommercial

I

Chase
Manhattan

Citibank

(8 divisional accounts)

(9 divisional accounts)

Corporate account

Corporate account

9
Morgan
Mor
I t divisional account)

Republic
p
(4 divisional accounts)

Corporate account

Corporate account

KI

paper

Continental
Illinois
(2 divisional accounts)

Corporate account

Other Harris line banks
Ameritrust

Bank of
America

Central
National

MANAGEMENT ACCOUNTING /AUGUST 1984

Credit
Lyonnais

Dresdner

Sun Bank
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With controlled
disbursement
and regional
lockboxes,
Harris could
save $7 million,

locations —and up to 10 days' lost interest on the
funds.
In retrospect, the conclusions of the Citibank
study were obvious. It recommended that Harris
convert to a centralized cash management system
using one controlled disbursement bank and several regional lockboxes (Figure 2). The estimated
annual benefit was $1 million —a substantial
improvement.
Making each division adopt the system, however, was diametrically opposed to Harris' decentralized management philosophy. The problem:
How could Harris centralize cash collection and
disbursement in order to take the $1 million benefit and still continue to provide autonomy to the
divisions? This problem can be divided into two
parts: What was the ideal system for the organiza-

tion? How could this system be implemented
without infringing upon the autonomy of the
divisions?
First, Harris established a disbursement account for each division that zero balanced into the
corporate master account at the controlled disbursement bank at the close of each day. Harris
also established one lockbox for each division that
zero balanced into a corporate master account at
one of the regional lockbox banks.
The result of setting up the zero balance system
was that each division was responsible for its own
accounts; yet corporate headquarters had positive
control of all the cash in the system. Harris also
eliminated the excess bank balances previously
left in the many division disbursement accounts.
Determining which banks would enhance the

Figure 2
Harris Banking System (February 1983)
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Table 1
Divisional Cash Flow Report
Cr a/c

List

Cash date

Acct

Ctype

Opening cash balance

c

0
c

_a

Interest'

Amo unt

$80,000,000

$895,555
(1083.33)'

1

GSGI

83/07!01

ZBAD

ATLM

(100,000)

2

GSGI

83!07101

ZBAR

ATLM

2,300,000

3

GSCI

83/07/01

ZBAD

SUNM

(1,200,000)

4

GSCI

83/07/01

ZBAR

SUNM

250,000

5

GSCI

83/07/05

ZBAD

ATLM

� ( 7 20 , 00 0 )

(6,760.00)

94

GSCI

83/07/29

ZBAD

M

0,000)

(606.67)

$4,328,000

$400,000

�

Total trans actions -July
Total -July

24,916.67
(13,000 -00)
2,708.33

$1,295,555

'Interest rate is bas ed on cos t of cap ital to Harris for lo ng -term industrial b onds. Rate of 13% us ed in c alculatio n.

Amount
1.
2.

100,000 X
840,000 X

Rate
13
.13

Days
X
X

(31 -1)
(31 -29)

new cash management structure was not a simple
task . The corporate treasurer ' s staff along with
Citibank conducted approximately 30 individual
divisional lockbox studies. From these studies it
was determi ned th at fi ve regional lock boxes
would provide the most efficient service.
The next step was to select which bank should
be used in each region . Flexibility and the continuation of previous banking relationships were the
prime criteria used in selecting banks. The possible candidates were narrowed down to. two or
three by gathering information regarding each
bank through discussions with other companies
and other banks.
Once the two or three most appropriate lockbox
banks for each region were selected , on -site visits
and conferences with each bank 's cash management personnel provided a sound basis for the final selection of the regional lockbox banks. As
shown in Figure 2, the Harris lockbox banks are
First National Bank of Atlanta, Republic Bank of
Dallas, Continental Illinois Bank, Mellon Bank,
and Bank of America.
The recommended cash management system required one controlled disbursement bank. Because
Harris' corporate office is located in Florida, a
bank located in the Southeast was chosen. In the
Southeast , there were only a few banks capable of
handling the volume of activity which Harris generates. Specialized operational capabilities were
required; i.e. 30 separate division disbursement accounts had to be zero balanced into one corporate
master account on a daily basis. In addition, customized reports on a terminal balance- reporting
system were desired. The bank selected as the conMANAGEMENT ACCOUNTING /AUGUST 1984

Interest

Days /yr
—
—

360
360

=
=

$1,083.33
$ 606.67

The selection
of a bank was
based on the
bank's
flexibility and
willingness to
tailor its system
to meet Harris'
needs.

trolled disbursement site was the First National
Bank of Atlanta, Augusta branch . This decision
was based on the bank 's flexibility, its operations,
and its willingness to tailor its system to fit Harris'
needs.
Maintaining Autonomy
While the control of payables, receivables, and
credit enhances division autonomy by remaining
at the division level, the com pany's new cost savin g centralized cash managem ent system conflicted with H arris ' st ated policy of division aut onomy. The solution was to provide incentives to the
divisions to use the system. This step was accom -

plished by providing each division with a rate of
return or cost for the cash flow generated each
day which was used in performance reports. This
rate was established by using the current cost of
capital to the organization as indicated by its current long -term bond rate.
Table 1 represents a hypothetical example of
how a division is charged or credited for cash flow
using the pre - determ ined rate. A com puter report
is gen erated for e ach division . The firs t c olu m n
represents a seq uential num ber f or each transaction . The second colum n is an abbreviation for the
d ivis ion to b e re port ed. Cash Da te spec ifies the
date of each transaction. CTYPE is the type of account, eith er zer o b ala nce disbu rse m en t o r z ero
balance receivable. The bank at which the transaction occurs is abbreviated, followed by the amount
of the transaction and finally the im puted interest

expense or revenue to record to the division. At
the end of the report , the cash flow and the interest expense or revenue is netted for the month.
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A division
could improve
its performance
by adopting
the new
system.

The number of days in Table 1 determines the interest charged or credited on each transfer of cash
for the remainder of the month (see example at
bottom of Table 1). An intercompany balance of
cash flows (year -to -date at beginning of the
month) is used to calculate the interest for the
current month. This amount is then added to the
interest for the current month's cash flow transactions. As an example, if the division's balance was
$80 million at the beginning of the month, the division would be credited with interest of $895,555
($80,000,000 X .13 X 31/360) for previous transactions and $400,000 for the current month's
transactions as shown in Table 1. At each month end, each division's performance report is charged
or credited with the total interest amount and
year -to -date cash transfers. Thus, efficient handling by each division of its payables, receivables,

and credit translates directly to the performance
report.
Because the system eliminated idle cash, expedited cash collection, reduced handling cost, and
established a rate of return or cost on net cash
flow, it was in the division's best interest to adopt
it. Through this system, the divisional financial
staff was encouraged to use the new arrangement
and the corporation did not need to impose corporate standards to evaluate performance. As a result, Harris, was able to capture the $1 million
benefit and still maintain the independence of
each division.
Today, many companies are becoming more decentralized. Although control and autonomy are
generally perceived as being incompatible, systems
can be developed in which both factors can exist
in harmony.
❑

Audio Cassettes Available
Annual International Conference, Seattle, June 1984
If you did not get a chance to go to the NAA International Conference held in Seattle, June
1984 —and thus missed out on some of the finest professional presentations available —you
still have an opportunity to listen to the complete presentations.
NAA has arranged with Conference Copy,
Inc. (CCI) to make available audio cassettes of
all recorded technical sessions. The cost per
single tape session (60 minutes) is $8.95 and
$16.95 for double sessions (many are double
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sessions with two speakers).
Specially priced promotional sets are available with eight and 12 tapes. Additionally, any
order of eight tapes is specially priced at
$49.94. All packs come with a custom binder.
To order, call CCI at (212) 627 -9212 for tape
availability and t he specific cost for each
speaker (speakers) recording. A cassette order
form will be mailed to you, if desired, indicating
tape availability for single, double, and specially
priced promotion sets.
-.
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Just -in -time:
the Accounting Implications
When new inventory and quality control techniques
are imported, management accountants, as well as
production personnel, must adjust.

By Ragnor Seglund and Santiago Ibarreche

pect for eventual incorporation company -wide.

A Frenchman, a Japanese, and an American are
taken prisoner by a primeval tribe. For their last
requests the Frenchman asks to sing the "La Mar seillaise" and the Japanese asks to be allowed to
present a quality control lecture one more time.
Upon hearing the Japanese request, the American
asks to be shot first so that he will not have to
listen to another lecture o n Japanes e quality
control.
This is not another discussion on Japanese management philosophies, rather we want to look at
the impact of their implementation on management accounting. The vast coverage given to Japanese management techniques has not addressed
the financial or accounting aspects of applying
these philosophies within American firms. For
these philosophies to be successful there must be a
commitment by the management accounting function to adapt to and to facilitate the use of such
methods.
OHMEDA (formerly Ohio Medical Products)
a member of the BOC Group, has made such a
commitment to implement the Just -in -Time (JIT)
and Total Quality Control (TQC) methods in its
operations. We want to examine the changes in
the accounting system resulting from these philosophies as they were applied initially and the pros-

Why JIT and TQC?
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These Japanese techniques are based primarily
on the existence of highly competitive markets
that demand a high degree of flexibility and minimum investment to reduce the risk from sudden
and unexpected changes in technology. The philosophies evolved from Japan's need to contend
with limited space and a constrained economy.
JIT is a philosophy based on simplicity. TQC is a
philosophy that emphasizes quality as the basic
ingredient in a product's success. The principal aspects of these philosophies are:
• Idle inventories are a waste of resources and a
coordinated production /process should avoid
them.
• Storage space is expensive. One should store
only what is needed and produce what is demanded—a pull- through inventory system.
• Defects, together with subassembly and final
product inventories, should be kept at a minimum. Total quality control should prevent defects or at least should minimize them. Zero defects is the goal.
• Production should be adjustable according to
the requirements of sales. To accomplish this
relationship it is necessary to coordinate the
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It is not
possible to
change an
entire
accounting
system in one
quantum leap.

sales and production functions. Sales forecasting should be as accurate as possible and production time, especially set -up, should be kept
at a minimum.
Production quality is a team responsibility. The
team includes everybody in the firm: production personnel, administrators, supervisors, and
clerical personnel. Individuals have to comply
with group norms to contribute to the team's
success. Disciplined and participative management coexist in a rare environment that is democratic in the planning stage while autocratic in
control.
Rewards and punishments are at a group level
and therefore the group is responsible for individual action. This pressure implies a culturization process which is linked to high team spirit.
Implementing JIT and TQC
OHMEDA operates a number of manufacturing facilities producing and selling various medical products, such as intensive care incubators,
and anaesthesia equipment to numerous medical
institutions. The firm's top management could
perceive that adopting certain features of JIT and
TQC would be beneficial to its operation. All levels of management were provided training in these
new management philosophies and assured that
management was 100% behind their implementation. The first attempt to apply these new management concepts was to a major new product assembled in its El Paso plant.
THE PILOT PROJECT
OHM EDA had develo p ed t h e M o du l u s II
product, a new model of their anaesthesia gas dispensing machine. The production facility for
Modulus II was limited primarily to a designated
area of the El Paso plant, under the control of one
supervisor. The new production system was designed with the JIT and TQC philosophies in
mind. It was a sequential production setting designed to reduce the amount of defects through
quality checks within the production process, and
aimed at minimizing the levels of work -in- process
inventories.
In the past, many of the operating managers
hesitated to propose new or revised operating procedures because of existing restrictive financial accounting systems. Management recognized that
improvement suggestions of operating management should not be delayed because they could
not be accommodated within the present accounting system. It also was recognized that an inflexible accounting system would stifle the flexible and
innovative nature of operating management that is
mandated by Just -in -time procedures. We understood that financial personnel must be as well prepared and receptive to the JIT philosophy as oper-
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ating personnel; therefore, OHMEDA's approach
to JIT was to institute this philosophy on a gradual basis.
The principal features of OHMEDA's present
acco un t in g sys tem in clu de: an MRP drive through inventory system which is somewhat in
conflict with the pull- through inventory system of
JIT. The MRP system is well established and
there is no need at this time to revise this system.
Second, the product cost accumulation for all production in the plant is done through job orders.
Third, a standard cost system is in place which
includes the isolation of variances for budget and
control purposes. The objective, therefore, was to
reach a feasible solution by working within the
constraints of the present inventory and accounting system and still meet the accounting needs of
this pilot production facility.
As consultants on this project our recommended approach was in two phases. Phase one constituted an appraisal of the present document flow
and accounting system, together with familiarization with the pilot project facilities, which would
include the following general steps:
• Analyze the physical flow and organization of
th e pi l ot p ro j ect an d in -place accounting
system.
• Determine what measures of performance are
desirable for management decision making.
• Select an in- place, similar production activity to
serve as a benchmark to measure the success of
the project.
Phase two would culminate in a recommended
accounting procedure for capturing the required
data for the pilot project:
• Determine whether a job order, a process cost,
or h yb ri d s ys tem of co st accu mu lat i on i s
appropriate.
• Determine how the key variables should be
measured.
• Prepare a document flow chart to facilitate the
collection of data.
• Propose placing data on a computer system that
is compatible with current operations.
We are not going to cover the various steps of
the two -phase approach, rather we want to emphasize how the accountant and accounting system can be easily adjusted to accommodate these
revised management philosophies.
As mentioned previously, all other production
settings used a job -order approach and an MRP
inventory system was in place. It would have been
desirable not to use these systems for the new production facility, but from a practical standpoint,
however, it simply was not feasible to revise a
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multiplant system immediately to accommodate a
new production area. Therefore, the proposed accounting system was designed to operate within
the present systems without any wholesale adjustments. Experience from this initial pilot and future projects can lead to an evolving revision of
company -wide accounting systems.
The first step of the analysis was to understand
the physical layout of the production process. In
brief, three basic models of the Modulus II are
produced. Each model exhibits only insignificant
cost variations from the other models. These models are salable upon completion but also are subject to the addition of further options desired by
the purchaser.
Based on this knowledge, management decided
that it was unnecessary to accumulate costs by individual units up to the point of completion of the
basic models, and prior to the application of options. With this understanding, the product costs
could be derived on a process cost basis resulting
in reduced clerical efforts. The addition of options
on the basic models could be back - washed for
product cost accumulation from the sales orders
without any great difficulty. It was recognized
that the internal production setting was designed
to minimize internal work in process inventories
at each work station; therefore, with insignificant
work -in- process inventories we determined that it
was not necessary to apply the usual equivalent
unit calculations associated with process cost accounting. Instead, we considered the production
facility to be similar to a pipeline, e.g., once the
pipeline (production facility) is filled up any costs
entered at the beginning of the period will reappear as the costs of completed products for that
period of time. This procedure conforms to the
Japanese philos ophy of "keep i t as simple as
possible."
With the above approach, costs need not be accumulated by individual job nor by individual
work station. The actual material, labor, and overhead costs would be accumulated only at the department level for each period. From the good
units produced for the like period the standard
material, labor, and overhead costs allowed will
be readily available. The variance from actual will
then periodically be computed at only the departmental level. The department manager will be
held responsible for the controllable variances.
The manager with the help of employees (the
team approach) will be expected to be familiar
enough with daily operations to take effective action to control costs.
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To ensure continual improvement we decided
not only to provide the manager with comparisons
to attainable standards but to provide additional
information on actual cost, period by period. As
the standards are only revised annually we felt
that achieving standards was not good enough for
an extended period but that it was necessary to
show increased periodic improvement in cost reductions and quality improvement.
For this instance, the use of an MRP system did
necessitate the assignment of some job order numbers to create the parts allocation, standards, and
actual use quantities that were necessary to meet
the internal requirements of the computerized
MRP system. These job order numbers will not be
necessary once the firm is able to adjust to a pull through rather than the present push- through system. The measurement of inventory level is crucial because the prime objective is to be as close to
just -in -time on arrivals and use of materials as
physically possible. Measuring the savings due to
reductions in inventory levels will certainly lend
credibility to the implementation of just -in -time
systems.
These recommended revisions in the accounting
system provide a means to measure the success of
the application of the JIT and TQC philosophies:
Reduction in inventory levels, improved quality
through fewer defects, achieved cost reductions
compared with standards and prior results, and an
overall performance of the team approach for this
facility compared to similar activities. The recommended accounting changes were achieved within
the present system with the addition of only one
document (a picking list by work station) and actually achieved the desired results with an overall
reduction in accounting effort.

Just -in -time is
based on
simplicity.

Accepting the Inevitable
The management accountant can learn to think
"Just -in -time accounting" to keep in step with desirable changes in management style. It is not possible to re -do a whole accounting system in one
quantum leap. The management accountant must
adjust, however, to changing technology and new
management philosophies and be willing to meet
the changing demands of information. Nothing is
more discouraging than to hear financial people
say "we can't accommodate that change because
of our accounting system." Accountants would do
well to become familiar with the latest management philosophies and advances in technology so
that they can help their firms stay in step and Justin -time as well.
❑
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International

HILE THE TREND towards harmonization is growing, analysts who attempt to
compare the financial results of multinational corporations can quickly find themselves in a quagmire. Even a cursory examination of the earnings
figures that companies release can lead to dangerous assumptions.
In the Survey of Accounts and Accounting 19831984, David Cairns, Michael Lafferty and Peter
Mantle highlight some of the most disconcerting
differences in 250 annual reports from 33 countries. They also report on trends in the field of accounting focusing on the "Big Nine" accounting
firms.
Although two of the authors are well -known financial journalists, they have harsh words for
their fellow journalists. Many companies release
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(IASC) as a basis for uniformity in reporting, with
some references to the work of the Organization
for E cono mic C ooperatio n an d Develop ment
(OECD) and European Economic Community
(EEC) as other agencies promoting harmonization. On a positive note, the study found that 88%
of the surveyed companies published consolidated
financial statements as recommended by IAS 3.
Surprisingly, though several major companies in
Japan, Italy, Spain, and Switzerland did not consolidate. One Swiss company, BBC Brown Boveri
with worldwide sales three times greater than its
holding company, declined to present consolidated reports. It seems unlikely that anyone could
calculate the financial position of that company,
even with the individual subsidiary reports. While
consolidated reports are the norm, comparisons
are still difficult because the definition of a subsidiary, inclusion of subsidiaries in consolidation,
and elimination of inter - company transactions can
be different for each company.
IAS 3 also recommends accounting for associated companies using the equity method, a policy
that the majority of companies follow. There are
some blatant exceptions, though. For example,
Highlands and Lowlands, a Malaysian company
states in its report:
To the extent that IAS 3 recommends the
inclusion of the group's share profits and
losses of associated companies, it is recognized that the accounts are not drawn up in
conformity with this statement.

their earnings figures in press releases before publication of the annual report. As reported in the
press, these figures are usually not comparable,
because they may or may not include taxes, extraordinary items, or unconsolidated subsidiaries —and this is disregarding any differences in accounting assumptions and policies. The authors
state:
There is an urgent need for standardization
in the selection of 'results' for the purpose of
press releases or preliminary announcements. Secondly, there is a clear obligation
on financial journalists to look behind the
announcements .... Without such improvements the press reporting is worse than use less—it is dangerously misleading.
Consolidations and Combinations
The authors rely on the standards of the International Acco u n t in g S t an dard s C ommi t t ee
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The definition of associated company varies.
An associated company can be one in which the
parent has anywhere from a 10% to 50% interest
and many different ranges in between. Most companies surveyed, however, did not provide a definition. Even when defined there could be confusion. The English version of Moet- Hennessy's
report, says that associated companies are consolidated when the parent's interest is greater than
33% and less than 49 %. The French report lists
unconsolidated companies and the list includes
one where Moet - Hennessy's holding was 50 %.
Most companies follow the purchase method of
accounting for business combinations, however,
there is little uniformity in the treatment of goodwill. IAS 22 gives companies a choice of either
amortizing goodwill over the useful life of the assets or immediately charging it against shareholder's equity. The companies surveyed were almost
equally divided between both methods. There
were some unusual policies as well— companies
► ► 56
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Competition Spurs
Worldwide Harmonization
A word of advice for those organizations working to achieve
a common standard for international financial reporting:
not to worry— market competition may do the job for you.

By Gary Meek

Accounting is environmentally sensitive; accounting principles and financial reporting practices develop in response to a complex interaction of economic, political, and social variables. We know,
for example, that there are fundamental differences in the way accounting rules are developed in
"code laws" versus "common law" countries. We
know, too, that the way that businesses secure
capital affects financial reporting practices.
Generally, for example, less disclosure and
more "conservatism" accompany environments
where banks are the primary source of funds. On
the other hand, more disclosure and a greater "investor usefulness" orientation are found where
companies rely on a developed securities market
for their financing needs. Given that there is a variety of business environments around the world,
it is therefore hardly surprising that there are also
numerous differences in accounting principles.'
None of these differences would matter very
much were it not for the significant amount of
transnational financing and investment that is occurring today. Corporations increasingly are securing capital beyond the boundaries of their respective countries of domicile, and more and more
investors are diversifying their portfolios internaMANAGEMENT ACCOUNTING /AUGUST 1984

tionally. Emerging from this twin phenomena of
global financing strategies by corporations and
transnational portfolio investment by investors is
the problem of "transnational financial reporting"
(TFR). These corporations are faced with a responsibility for reporting financial data to various
national audiences -of- interest, while investors and
financial analysts are finding that such data are
not always what they are accustomed to seeing
from their domestic companies.
As Mueller and Walker state:
The problem unique to transnational financial reporting, as opposed to financial reporting within a country, is that those interested in the financial reports "read" these
reports with eyes and minds accustomed to
reading reports which are apparently similar
but which are in fact different in their foundations owing to different customs, different
cultural heritages, different "accounting
principles" and different legal requirements.
It is not just that the reports crossing national lines need to be stated in different languages and different currencies to be meanin gfu l bu t , rat h er, t h at t h ey mu s t b e
"translated" in such a way that the underlying events and their consequences will be
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communicated to audiences whose experiences and education in financial reporting
differ from those of the reporters. In other
words, the problem is to convey to a "foreign" reader the same message as would be
received by a native reader.'

Transnational
financial
reporting
efforts are
mostly
voluntary at
this point.
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and some Japanese companies.
4. Disclosure of Impacts of Differences in Accounting Principles. For the particular audience -ofinterest, the financial statements include a speci al fo ot n o te o r s u pp l emen t ary sch edu l e
reconciling net income (and sometimes asset
and liability accounts) on the basis of the genHow Firms Handle Reporting
erally accepted accounting principles of the
A number of studies have documented how corhome country to a net income amount based
porations handle their side of the transnational fion the accounting principles of the country of
nancial reporting problem. Essentially, the apthe audience -of- interest. This is the minimum
proaches take one or more of the following forms:
requirement for reporting to the U.S. Securities
& Exchange Commission by non -U.S. compa1. No Accommodation to Foreign Readers. Finannies in their 20 -F reports. Also, the Dutch
cial statements, prepared according to local acPhilips Company routinely includes this disclocounting principles, retain the native language
sure in its annual report to U.S. shareholders.
and currency. This approach assumes a general
5. Multiple Reporting. "Pri mary" fi nancial
applicability and usefulness in other countries,
statements are prepared for local audiences
in the native language and using local accounting principles. "Secondary" financial
statements also are prepared for audiences
in other countries, the characteristics of
which include:
• The text material is in the language of the
"other country."
• The generally accepted accounting principles.
and disclosure criteria used are those of the
"other country."
• The monetary amounts are expressed in the
currency of the "other country" (as in convenience statements).
Essentially, this approach requires a company
to keep more than one "set of books." It is typical
for today's large Japanese multinationals.
6. World Standards. Here the company attempts
to transcend national reporting differences by
synthesizing the practices around the world.
The financial statements, however, may or may
and leaves it to the reader to interpret the renot be consistent with the recommendations of
port. This is the prevalent practice of compathe International Accounting Standards Comnies domiciled in the United States and in
mittee. Each company selects what in its own
France.
management's opinion represents the "best" of
2. Convenience Translations Financial statements
the practices in the world. Sometimes these fiare still prepared using local accounting princinancial statements will be appended to the loples, but the text portions are translated into
cal set, but they may actually be the primary
another language. Monetary u nit s are not
financial statements. The statements of the
translated. In a sense, this approach assumes
Swiss CIBA -GEIGY Ltd. illustrate the former,
that to "read" something familiar is better than
while those of the Dutch/U.K. Royal Dutch/
nothing at all, but it still does little to accomShell illustrate the latter.
modate the foreign reader. German and Swiss
TFR Largely Voluntary
companies often adopt this approach.
Convenience Statements. These are convenience
At the present time, corporate responses to
translations taken one step further. Here, the TFR are largely voluntary, and the lack of compamonetary amounts are translated as well (usu- rability in the way firms measure income and really by applying the year -end foreign exchange port financial results has bothered a number of
rate to all amounts in the financial statements), observers for a long time. The International Acso that both the text and monetary amounts counting Standards Committee (IASC), founded
are familiar to the audience -of- interest. Conve- in 1973, has endeavored to harmonize accounting
nience statements are issued by some European principles, primarily by proscribing "undesirable"
MANAGEMENT ACCOUNTING /AUGUST 1984
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practices and "unnecessary" differences. Comparability is also an implicit goal of the reports of
the several United Nations' "Groups of Experts."
The IASC and UN are but two of a number of
global and regional organizations currently involved (in varying degrees) with standard setting
at the transnational level.'
Most of these organizations are concerned principally with the investor as the object of their efforts. The argument is that noncomparability is a
"friction" in the allocation of resources. Enhanced
comparability is seen as a way to improve investors' decision making, thereby enhancing the efficient allocation of resources worldwide. The argument is a familiar one, yet no one has documented
that it is indeed true. In fact, research by this author' gives some evidence that comparability may
not be as i mportan t to users as many peo ple
contend.
A few of the organizations, the UN for example, desire harmonization of financial reporting
practices as a way for nation - states to better control the activities of business. It is believed that
comparable accounting information will help
these countries judge on a relative basis whether
corporations are behaving in a "socially responsible" manner. Thus, governments are the object of the
eff o r t s o f t h i s g ro u p of
organizations.
For the most part, compliance with the rules promulgated by the international
organ i zat i o n s
is
voluntary. The lack of an
enforcement mechanism is
considered by many as a debilitating factor in the progress t oward h armo n ization.' As far as investors are
concerned, however, the argument ignores the power of
the marketplace. It stands to
reason that investors would
demand a premium in their
rate -of- return requirements
if corporations were not providing them with the kinds
ofaccounting information desired. Thus, the competition for investment funds should propel the
harmonization movement. This development, indeed, appears to be occurring as multinational
corporations increasingly adopt a variant of multiple reporting. One set of financial statements
meets local, statutory requirements while another
set is prepared for the worldwide user group,
based on accounting principles compatible with a
"decision usefulness" orientation' (and consistent
with IASC standards as well). With global strateMANAGEMENT ACCOUNTING /AUGUST 1984

gies for production, marketing, and financing, the
world's largest multinationals are literally transcending the environment of their home countries.
In the process, some of the most significant differences in accounting principles and financial reporting practices are disappearing.
Whether harmonization is desirable as a tool
for political control is, of course, a value choice.
One should not forget, however, that governments
are not powerless to control the information flow
coming to them. A powerful supra - national enforcement agency, perhaps under the auspices of
the United Nations, is probably not feasible anyway. It is doubtful that national policy- making
bodies such as the Financial Accounting Standards Board would relinquish their sovereignty
over such matters.
Differences in accounting principl es exist
worl dwi de. But they appear t o be narrowing
through the efforts of the IASC in describing desirable alternatives and through the force of a
competitive, worldwide market for funds. In the
future, the problems associated with transnational
financial reporting will likely become less serious
for both preparers and users of statements.
O

'A number of variables that influence financial accounting are discussed in Frederick D. S. Choi and Gerhard G. Mueller, International Accounting. Prentice -Hall,
Inc., Englewood Cliffs, NJ., 1984, pp. 41-44. Important accountingg principles dif•
ferences among ten major industrial countries are highlighted in Frederick D. S.
Choi and Vinod B. Bavishi, "Diversity in Multinational Accounting," Financial
Executive. August 1982, pp. 4549.
'Gerhard G. Mueller and Lauren M. Walker, "The Coming Age of Transnational
Financial Reporting." Journal of Accountancy, July 1976, pp.67.74.
'The interested reader can consult Lane A. Daley and Gerhard G. Mueller, "Accounting in the Arena of World Politics," Journal of Accountancy. February 1982,
pp. 40.46, 48,50. A short, though informative. description of the IASC is contained
in J. A. Burggraaff. "IASC Developments: An Update." Journal of Accountancy,
September 1982, pp. 104 -107. Finally, a good description of the U.N: s activities is
contained in James Carty. "Accounting Standards and the United Nations," World
Accounting Report, September 1982, pp. 9 -15.
'Gary K. Meek, "U.S. Securities Markel Responses to Alternate Earnings Disclosures of Non -U.S. Multinational Corporations," The Accounting Review. April
1983, pp.394 -402.
°See, for example, John N. Turner. "International Harmonization: A Professional
Goal:' Journal ofAccountan w . January 1983, pp. 58.60, 62.64. 66.
"The financial reporting practices of the U.S., UK, and Netherlands all have this
orientation and more or less set the standard of quality in financial reporting.
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The Employee Report:
It's Needed Now
American companies and accountants pride themselves
on their financial reporting —but their communications with employees
seriously lag behind European practice.

By William J. Bollom
International companies often mail out not only
an annual report to investors but also an Employee Report. This report prepared solely for the employees of an organization presents financial and
nonfinancial information of particular interest to
employees.
Traditionally, the focal point of accounting has
been the needs and viewpoints of investors. In the
U.S., this focal point has not changed but recent
interest in Employee Reports abroad would appear to be in response to two changes in attitudes
of foreign accountants and management.. One attitudinal change, resulting in greater disclosure of
information to employees, might be labeled "ethical." The ethical approach assumes that organizations are pluralistic in nature, serving a number of
interest groups, each with certain rights. The employee is a stakeholder in the firm, no less than
the investors. Indeed, it has been argued that an
employee has the right to know how his employer
is progressing in financial terms because employees' jobs are their property and they have property
rights in them. The other change in attitude has
been management's gradual acceptance of the possible economic benefits to the organization which
may result from improved management /employee
communications.
MANAGEMENT ACCOUNTING /AUGUST 1984

Approximately one -third of the largest Australian companies produce a separate annual report
addressed to their employees.' Companies in
France, Holland, West Germany, and Norway are
required to report to employees.' In the United
Kingdom more than half of the larger companies
voluntarily produce such a report.'
By contrast, U.S. firms do not supply Employee
Reports or employment information in the annual
report to shareholders. This neglect seems quite
odd in view of the fact that the participative management theory has received so much favorable
press in the U.S.
In light of the well- documented decline in competitiveness in the U.S., perhaps managers and financial executives should consider adoption of the
Employee Report as one means of strengthening
communications between top management and
employees.

William J. Bollom is
professor of
accounting in the
College of Business
Administration,
University of
Wisconsin —Oshkosh,
Wis.

Improving Productivity
It has become a matter of increasing concern to
our nation that our economic survival may depend upon rising productivity. Our standard of
living and our capacity to compete in international markets in the long term are both related to our
comparative productivity.
We have been concerned about falling labor
productivity for several years. In September 1983,
51

the White House Conference on Productivity in
Washington, D.C., stressed the need to tie employee reward systems to improvements in productivity and to develop standards on the measurement of productivity.
National productivity is measured by output
per man-hour. This rate is expected to grow over
time as the capital stock increases and technology
improves. Experts point to these reasons for declining productivity:

One -third of
the largest
Australian
companies
produce a
separate
annual report
directed to
employees.
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• Fall in total capital investment,
• Decli n e in th e rat e of tech n o l o gi cal
advancement,
• Rise in public sector and service sector of the
economy,
• Deteriorating work ethic, and
• Poor management /labor relationship.
Let's examine the last two theories because they
both have particular relevance to the issue of Employee Reports.
Deteriorating work ethic. Since 1972, when a
strike of auto workers at the Lordstown, Ohio, assembly plant of General Motors Corp., writers
have been likening the typical factory worker with
Charlie Chaplin in Modern Times. In 1973, a report by a task force of the Health, Education &
Welfare Department, Work in America, concluded that workers were alienated. At that time it
was a very popular conclusion, although of doubtful validity. Factory workers and file clerks were
asked ifthey were as fascinated with their jobs as
are doctors and professors. They weren't and the
report took this as a sign of alienation. And when
a worker said he would choose a different line of
work if he could start out all over again, the report again concluded alienation. Others thought it
more than a bit utopian to expect ordinary working people to be as content with their jobs as the
most successful surgeon.
In the last ten years several outstanding books
addressing this issue have appeared. One, published in 1974, was Studs Terkel's Working. Appearing in 1976 was Auto Work and Its Discontents, edited by B. J. Widick, a collection of essays
by five auto workers - turned - academics that dispels much of the post - Lordstown views written
about auto workers. In 1978, Robert Schrank
came ou t with Ten Thousand Working Days.
These books and many studies have shown that
the American work ethic is still a vigorous force
in shaping jobholders' attitudes and potential
performance.
Corporate managers have not been quick in accepting this fact because that would mean that
they, the managers, are the problem. Some scholars suggest that management's actions blunt rather than stimulate the work ethic.' Several interna-

tional studies are cited that point to management
skill —or lack ofit —as the problem. Management
can take four steps to harness the power of the
American work ethic:
• Reduce disincentives. A jobholder's pay should
be tied to effort and achievement.
• Focus on motivators rather than satisfiers. Motivating factors such as recognition for good
work and increased responsibility enhance work
ethic values.
• Enhance high standards of quality. Rigorous insistence on high quality reinforces the conviction th at work h as an intri nsic worth and
meaning.
• Reexamine the status and authority systems.
Do not support special privileges for managers.
High commitment requires shared responsibilities, goals, and burdens.
A number of scholars have been particularly
critical of American auto management. In Industrial Renaissance, the authors maintain that the
Japanese have out - managed their U.S. counterparts.' For one thing they have developed a socially democratic approach to dealing with labor.
Japanese -style management means dealing directly with workers, involving them on many production -line decisions, teaching them a variety of
jobs —and deploying them how they please. There
is an egalitarian touch. Management treats worker
concerns and ideas seriously. Managers and hourly workers wear corporate uniforms. Managers
have no private dining areas or reserved parking.
This approach to management, involving workers
in the management process to increase productivity, has been called Theory Z by William Ouchi.'
I believe that the evidence indicates that America's economic problems cannot be blamed on a
badly eroded work ethic. Instead, employees have
been neglected. Workers do not want to feel like a
cog in a machine. Free - flowing, two -way communication between employees and management will
help increase productivity, as posited by a number
of researchers. Of course, this concept is no more
than a reiteration ofthe results from Elton Mayo's
studies of the Hawthorne works of the General
Electric Co. way back in the 1920s.' He found
that low morale led to lower productivity. The
cause of the low morale was due to a lack of effective communication and cooperation in the employment relationship. I believe that an Employee
Report might be one means to improve communicat i o n s an d t h u s enh an ce co o p erat i o n and
productivity.
Poor Management /Labor Relationship. In two
recent articles in The Atlantic Monthly, Robert B.
Reich has pointed out the need for cooperation
between management and labor.' Author Reich
MANAGEMENT ACCOUNTING /AUGUST 1984

maintains that our strength is skilled labor, and
that high -volume, standardized production facilities can be established anywhere. If a production
process requires skilled labor, it must stay where
the skilled labor is. Therefore, what is needed are
flexible systems of production allowing traditionally separate business functions (design, engineering, purchasing , manufacturing, distribution,
sales) to merge into a highly integrated system
that can respond quickly to new opportunities.
This type of transition is most difficult in an
economy with no tradition of intense, ongoing collaboration between workers and management.
One that is hierarchical and bureaucratic is not
adaptable to such changes. Instead , in such an environment , management pushes for government
protection and the workers cling to rigid work
rules, jo b classifications , an d co st -of- living
increases.
Yet, until 1983, the president of the United
Auto Workers Union was the only labor representative on the board of directors of a major U.S.
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corporatio n. Th is situ atio n is ch an gin g, ho wever.

In dealing with Eastern Airlines' severe financial
troubles, negotiators for labor and management
decided that cooperation was better than confrontation . The union leaders recognized the necessity
of accepting pay cuts if they were to preserve the
jobs of members. But, if workers were to ratify a
reduction of pay, they needed assurance that management was leveling with them. They also wanted some positive incentive. Eastern met these requirements by promising to open its books to the
unions, consult with union leaders in advance of
major corporate decisions, accept four union representatives on the board of directors, and give
workers a share of ownership and profits in the
future.
More recently , Western Airlines arrived at a
wages- for-stock and board -representation agreement similar to Eastern ' s. Although the program
has been in effect for only a few months, the company maintains that the program has boosted both
morale an d p ro d uctivity. Th ere are sim ilar favo rable results wh en em p loy ees m ake con cessio ns in
the bargain in g p ro cess."
Elsewh ere in th e in d u st r ia l w o rld , la b o r h a s
m a d e su b s t a n t ia l in r o a d s in t o th e b o a rd r o o m .
Worker d irec to rs are co m m o n in W est Germ an y
and the Neth erla n d s. Also , th e Eu ro p e an Eco nom ic Co m m u n ity (EEC) is co n s id erin g leg islation that wo u ld have th e p ractice sp read th ro u gh out the co m m o n m arket . Th is legislatio n is called
the Vre d elin g p r o p o sal an d c o u ld b e a d o p ted in

1984.
The proposal would require multinational enterprises ( M N E s ), in clu d in g Eu ro p ean su b sid iaries of Am erican co m p an ies do in g b u siness with in
th e E E C, to co n su lt with em plo y ees b efo re m akMANAGEMENT ACCOUNTING /AUGUST 1984

ing deci sions affecting
their livelihood or working
conditions . In add it io n, t he
prop o sal s ti pu l at es th at th es e \ :
firms must provide to their workers,
at least annually, information regarding current
financial condition , expectations , plans, and
prospects.
This proposal is consistent with the ethical theory discussed earlier, but is short of requiring a
true industrial democracy. Workers do not participate in the decision -making bodies on an equal
basis with management . They do, however, have
to be consulted . Management still manages. There
is nothing in the proposal that gives the work
force a veto over management decisions. Also, the
proposal appears to limit the time period for consultation to 30 days, to forestall possible labor delay tactics, after which management is free to act.
Regardless of the motives, employees and management in the future will be brought together in
such a way that some of the decisions of management will be susceptible to the influence of em53

Tabl e 1
Pos si bl e Emp lo yee Rep ort In formati on
Productivity
• Number of overdue orders
• Employee absenteeism
• Number of defective products
• Machine breakdown time
• Output per man hour
• Value added per employee
• Wages and salaries as a percentage of sales
Morale
• Turnover
• Absenteeism
• Job satisfaction /dissatisfaction data
• Career mobility patterns /promotions
Wages and benefits
• Wages and benefits by job classification and shift
• Incentive pay information
• Costs of fringe benefits (insurance, pensions, medical, etc.)
• Cost of living information for the affected employees
• Comparisons of wages and benefits to other workers
Safety
• Health and safety (noise and toxicity levels, accidents)
Employee development
• Utilization of company - sponsored educational programs
Demographic
• Number of employees
• Age and sex distribution
• Minority representation
• Local unemployment levels
Company performance
• Simplified financial statements
a. Balance sheet
b. Income statement
c. Funds statement
• Comparative information
a. Internal comparisons of data over time
b. External comparisons of data nationally or internationally
Sharing the wealth
• How sales or value added was spent and /or distributed
• Return on net worth
• Common stock price growth
• Dividend growth
• Wages and benefits growth
The organization's outlook
• Projected income statements
• Projected cash flow statements
• Cost structure of the firm - breakeven point
• Head -count reductions
• Plant closings
The above information would be disaggregated by business subunits
of interest to particular groups of employees.

54

ployees. Employees will need information to participate in the decision- making process. The
Employee Report can be the source of this information. For the types of information included in
the Employee Report, see Table 1.
Why a Separate Report?
It might be argued that employees, at least of
public companies, have access to annual reports
going to shareholders and that this access should
be enough. However, it is doubtful if the typical
annual report to shareholders is particularly enlightening to most employees. It is very formal
and very number - oriented. Balance sheets, income
statements, and funds statements are certainly not
irrelevant to the employee but they are meant to
serve t he investor p rimaril y. If a shareholder
doesn't like how the firm is doing, he can sell his
shares. An employee doesn't have such a simple
choice. It is not so easy to transfer his labor elsewhere. Moreover, the employee is interested in
such things as the performance of his own unit, an
explanation of productivity measurements, and
the effects ofstreamlining the product line. These
items are not in the shareholder annual report.
A second reason for having a separate Employee Report is the need to simplify the shareholder
annual financial report. Based on my experience
with first -year accounting students, I would have
to conclude that employees would have great difficulty interpreting financial statements. Accounting concepts used in the production ofstatements
would be intuitively alien to them. Accounting
terminology would be baffling and their arithmetic ability would no doubt be sorely lacking. I
would think that even with a simplified financial
report, it would be necessary to have information
meetings to explain the data and to answer questions. A simplified shareholder report takes on
even greater significance now that many wage
agreements this past year have employees taking
stock instead of wages. This trend has been particularly true in the airline and trucking industries.
The advantages ofissuing an Employee Report
are:
1. Improve industrial relations. Improved communications with employees enhances their understanding of their role in the firm and the
manner in which the firm is being managed in
the interests of all participants. Sharing information can promote goal congruence and a
corporate identity among employees.
2. Assist in management planning. Feedback
from the Employee Report could lead to improved productivity measurements and results.
3. Improve public relations. Employee Reports
will have effects which extend beyond the firm.
They will be read by members of the employMANAGEMENT ACCOUNTING /AUGUST 1964

ee's family, friends, shareholders, and suppliers. They may even be helpful in the recruitment of personnel."
There is a fourth possible advantage. Although
I do not see the Employee Report being used primarily in wage negotiations, it is argued that increased disclosure in negotiations will lead to
more efficient distributive bargaining over money
issues, e.g., more realistic union demands. Also,
the report could provide an opportunity for greater cooperative /integrative behavior in labor negotiations, e.g., more trust, problem definition in
terms of joint interest.
I beleive that the Employee Report will serve a
different role in the collective bargaining process.
If management is open and honest to the employees, it will be very difficult for a union leadership,
sometimes more concerned with power and prestige than employees' welfare, to distort information. Management, on the other hand, has maintained that being honest and open with unions
puts them at a disadvantage. To the contrary, informed employees are more difficult to manipulate. In addition, more information sharing might
help to avoid the unionization process. Employee
mistrust of management has been a major cause of
unionization.
Disadvantages of the Employee Report
There are potential problems in Employee Reports: Information may be misunderstood by employees, employees may look at it as a management propaganda device, perhaps the information
will aid competitors, information on plans and
prospects could lead to litigation by employees or
shareholders, and disclosure of information may
result in a reduction of bargaining power on the
part of management leading to more scarce resources going to employees.
I believe that management can avoid the first
two possible disadvantages through information
sessions for employees and by getting employee
feedback on the usefulness of the Employee Report. Over time, I would expect that more research would be conducted to better determine
the objectives and needs of this type of report. For
now, it is important to get started even if the early
reports are somewhat biased toward management
and its decisions. As for the third disadvantage,
information that would damage the company obviously would not be disclosed, e.g., cost information on individual products, details of investment
plans, pricing, and marketing. In those countries
where an Employee Report is required, this poten-
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tial problem has not arisen. The fourth disadvantage, possible litigation, is similar to that now
faced by management with financial forecasts.
As for the last purported disadvantage, increased disclosure may have a short -term disadvantage to management in the bargaining process
but in the longer term it may lead to more cooperation and thus a larger total pie from which the
various stakeholders can share. Also, in the absence of important information, labor negotiators
will make an estimate of the information, and this
estimate typically will be overly optimistic. Perhaps more disclosure, via the Employee Report,
will not even be a disadvantage to management in
the short term."
Employee Report: Time Is Now
Based on my analysis of the Employee Report
usage in other countries, the reasons for our competitive decline in the U.S. and the advantages and
disadvantages of an Employee Report, I am of the
opinion that management, including management
accountants, should take the initiative in improving communications with employees and in attempting to break down the existing labor /management barriers during the current period when
management is winning and unions are losing.
The Employee Report, if produced sincerely, and
professionally, could be the beginning of the
movement toward greater cooperation between
management and labor (union and nonunion). If
management takes advantage of labor in our current economic and poli tical environment, the
chickens will surely come home to roost in a few
years, when we will be facing labor shortages and,
perhaps, a less favorable political climate. Now is
the time to make some good long -term decisions
for both shareholders and employees.
Perhaps the labor /management relationship
must always be adversarial, but fewer acrimonious
exchanges between the two groups would help everyone by boosting both morale and productivity.
Let's get started with the Employee Report. ❑

America's
econom1c
problems
cannot be
blamed on the
work ethic;
instead,
employees
have been
neglected.
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International
Accounting
46-4-4
that amortized goodwill on a unit of
production basis or amortized over a
period of time considered appropriate to
the directors. Additionally, companies
value the acquired assets at either book
or fair value and amortize goodwill over
a period from five to 40 years.
A consolidated statement of changes
in financial position is required by the
IASC, as well as by many local organizations. The IASC, however, is vague
about the presentation of the statement,
which has led to a wide variety of disclosures. The authors recognize:
The funds statement in the annual
reports of the survey companies
demonstrate both the excellent information given by companies and
the lack of standardization —in
spite of an international standard
which has been in force for four
years.

dit guidelines are issued by the International Auditing Practices Committee
(IAPC), but the extent of compliance is
unclear, because the auditors do not refer to the guidelines. The authors also
found it difficult to determine exactly
what was aud ited becaus e there was
usually no reference to pages or statements. Finally, there seems to be little
uni fo rmity o n the variou s au dit ors'
opinions.
After reading the Survey of Accounts
and Accountants 1983 -1984, one cannot
help but agree with the authors' conclusion—we have a long way to go. They
believe:

Differences in the statement arise
from the definition of funds; both cash
and working capital are popular, but
there are other less common definitions,
such as current position excluding inventory, movements on debt, and borrowings and share capital. Twenty -nine
out of the 250 companies surveyed did
not prepare a fund s s tat ement. One
company explained why:
It is appropriate to mention that
the financial statements consist of
the balance sheet, the profit and
loss account without, this year, a
statement of origin and application of funds which is considered
unnecessary since it would not
provide information in addition to
the already shown.

It is clear that support should be
given at every level to the efforts
of the IASC, the OECD, the EEC,
and national authorities to standardize reporting practices. Unless this is done, the accountancy
profession will rapidly lose credibility through failing to keep pace
with the growing internationaliza tion of business.
Stephanie Miller

The authors understandably disagree
with this line of reasoning.
Almost all of the surveyed companies
(214 out of 227) had their consolidated
financial statements audited. Nevertheless, the authors had doubts about their
reliability and quality. International au-
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Developing Concepts
for Management Accounting:
a Challenge
By Jonathan B. Schiff
Recently there has been increased interest in the development
and promulgation of concepts for management accounting.
Some of this renewed interest may be attributable to the Financial Accounting Standards Board's recent Statements of
Financial Accounting Concepts 1 through 4.
Interest in concepts also is a result of the NAA's "Framework for Management Accounting" which comprises five
principal elements:

rent practice as opposed to being a reference point for curre n t GAAP . * Sho uld Co n cep t s for M an agemen t
Accounting do the same? Should it be a foundation for future Management Accounting Practice Statements or
should it describe concepts as a function of practices now
in place within industry?
2. Should management accounting concepts lead practice? It
should be noted that the l; ASB Statement of Financial Accounting Concepts states that "This Statement does not
specify financial accounting standards prescribing accounting procedures or disclosure practices for particular
-items or events; rather it describes concepts and relations
that will underlie future financial accounting standards
and practices and in due course serve as a basis for evaluating existing standards and practices" (FASB Concept 1,
Paragraph 3).
3. Should management accounting concepts articulate with
the "Objectives of Management Accounting," per Statement on Management Accounting 113?

1. Objectives
2. Terminology
3. Concepts
4. Practice & Techniques
5. Management of Accounting Activities

Another issue which must be resolved relates to the NAA's
definition of management accounting." Management accounting includes both financial accounting as well as managerial accounting. If we assume that financial accounting concepts are acceptable as promulgated by the FASB, are there
Statements on Management Accounting 1 and 2 covered instances in which concepts as defined by the FASB for finanthe first two elements listed above. Concepts holds a critical, cial accounting impact directly on the use of the same concept
bridging position between Terminology and Practice and in the managerial accounting arena? Cases in point include
Techniques. For the full "Framework" to come to fruition, it the elements of financial statements as defined by the FASB
would appear that work needs to be undertaken in the Con- for assets, liabilities, revenues, and expenses. One resolution
cepts area. Additionally, practice alternatives as expressed in to this problem might be to assume the concepts for financial
practice statements should be reflective of the concepts that accounting of the FASB to be relevant only to the financial
accounting segment of management accounting. This approvide their logical underpinning.
In the past there have been several attempts at developing proach is alluded to in Concept Statement No. I of the FASB,
concepts for management accounting. McFarland (1966) "since management accounting is internal to an enterprise, it
identified five major concepts. They include entity, period, can usually be tailored to meet management's informational
cost, revenue, and profits. The American Accounting Associ- needs and is beyond the scope of this Statement" (Paragraph
ation Committee on Courses in Managerial Accounting 24). This approach would entail developing concepts specifi(1972) identified eight concepts. These include measurement, cally for managerial accounting (or internal reporting) which
communication, information, systems, planning, feedback, may not agree with those of financial accounting as promulcontrol, and cost behavior. These concepts were used and in- gated by the FASB.
In addition to the previous problems, the issue of acceptcluded by Belkaoui (1980) in his book Conceptual Foundations of Management Accounting. In 1974, the American Ac- ability of any concepts grouping is critical and should be evalcounting Association Committee on Concepts and Standards, uated up front. A series of concepts and explanation or narraInternal Planning and Control, suggested eight guidelines. tive that follows are only as good as their level of acceptance,
These guidelines included: relevance, accuracy, consistency, influence, or "moral suasion" in the professional world as
verifi abi lit y, aggregat ion , flex ibi lit y, timeliness, and well as in the academic arena. This poses a major challenge in
meeting the needs of more than one constituent group within
understandability.
Aside from identifying the names of certain concepts, ef- a "due process" environment.
The author welcomes comment and suggestions from the
forts to date have involved an identification of concepts and
at most a paragraph or just a few sentences of discussion fol- readers of this journal with a view toward formulating a series
of concepts in managerial accounting in the near future. El
lowing each concept.
There are serious challenges that confront the establish'See Statement an Financial Accounting Concepts No. 1, "Objectives of Financial Reporting by Business Enterprises, Financial Accounting Standards Board, November 1978."
ment of concepts for management accounting today:
or

—Per Statement on Management Accounting No. IA. "Definition of Management Accounting, NaAccountants. March 19, 1981."
tional Association

1. To what extent should newly developed concepts reflect
those identified in previous practice? It would seem that
the Financial Accounting Standards Board intends its concepts to lead future practice and be used to evaluate curMANAGEMENT ACCOUNTING /AUGUST 1984

Jonathan B. Schiff,assistant professor of accounting at Pace
University, is a Manager of Accounting Practices at NAA. He is
a Certified Internal Auditor.
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Producing
Financial Statements
Faster
To close the company's books faster,
you don't need more people or more software —
you need a specially designed task force.

By Robert W. Van Sickle and
Sharon L. Mendus

Robert W. Van Sickle
is a general
accounting supervisor
for Marion
Laboratories and a
member of the Kansas
City Chapter, through
which this article was
submitted. He has an
MBA degree from the
University of Missouri.

Most companies release the results of operations
two or three weeks after the period upon which
they are reporting. Frequently, the company's
management and the financial community need
operating results sooner than this in order to improve their decision making in the current period.
In order to close the company's books more rapidly, however, a company does not necessarily need
more people or improved financial software. We
have developed a model that uses the framework
ofa task force as the means to develop and implement changes to incorporate procedures that can
lead to financial information becoming available
faster. We have found that by using project management techniques within this framework a company can accelerate the closing process.
The following model describes how such a task
force is structured, how it operates, and what
feedback you, as a manager, will need to control
the process. By using such a model you can bring
ab ou t fas t er fi n an ci al s t at e men t s at yo ur
company.
Objectives of Financial Reporting
The traditional objectives of financial reporting
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are control, productivity, timeliness, and accuracy. These concepts (which are illustrated in Figure 1) have, as their product, financial statements
when they are applied to the closing process.
When they are applied to the task force model
they can bring about improved work practices.
The process should begin with control, which is
established by upper management. Then productivity improvements should occur because of the
task force's actions. Next, timeliness is achieved
through testing and implementation, and, finally,
accuracy is ensured and verified through a pos t
audit of the closing. Using these traditional financial concepts, we will illustrate how a closing task
force can accelerate the closing at your company.
To most managers, the term task force means
the same as "committee," and we have all heard
the old jokes about how ineffective committees
are. Your closing task force needs to be organized
more like a project team than a committee. In other words, it must be comprised of workers, not of
individuals who are several levels removed from
the performance and implementation of day -today company operations. The individuals who are
appointed to the task force will de! ermine its success because they will be identifying and suggesting how work practices can be improved; therefore, selection of the right team is a key step.
MANAGEMENT ACCOUNTING /AUGUST 1984

This group will provide management control
over the process. To be effective, the group must
be kept small, no more than six to seven team
members. The individuals selected should represent the major company departments which take
part in the closing process. By this we do not
mean the managers of subsidiary ledger departments (i.e., accounts payable, payroll) but rather
the general accounting, data processing, sales or
revenue departments should be represented. The
reasons for obtaining a departmental or divisional
representative are to provide the maximum "coverage" for a functional area, but still ensure the
individual has a vested interest in the concerns/
constraints of the area. If possible, each individual
should bring at least one different business perspective to the group. For example, the revenue
team memb er wil l have a di fferen t bu si ness
knowledge base than the manager of general accounting. This diversity will pay off when developing action plans and in getting grassroots support for procedural changes.
Of course, the task force leader is a significant
influence on how effective the group is. The individual you choose should have prior experience in
project management, a good general knowledge of
the closing process, and have high enough rank in
the organization to recommend changes. Of all
these attributes, the last is the most important. If
the task force leader needs to "clear" everything
through his boss or boss's boss, the task force's
effectiveness will be greatly reduced. Ensuring the
individual's autonomy to recommend changes will
allow greater idea - generation for the entire task
force. Company top management should still retain the authority to approve all changes because
each gain made will exact a "cost."
Setting Coals

ageable given the resources available to the team
and the complexity of your business.
Once the goal has been set, the purpose of the
task force, the names of the those participating,
the timeframe they are operating in, and their
goals need to be communicated throughout the
concerned company departments. One sure -fire
way to doom your task force is to keep what it is
doing a secret. The success of the task force may
well be dependent on cooperation between departments because changes are going to have to be
made in order to accomplish your goals. If you
don't tell people what and why a closing task
force has been set up, they may feel threatened
and, therefore, be less cooperative. So get the
word out so the task force can be more effective at
its assigned tasks.

Sharon L. Mendus,
CPA, is a systems
designer/ analyst for
Marion Laboratories.
She has an MBA
degree from Rockhurst
College, Kansas City.

What Is Happening Now
The first order of business for the task force
should be to document the present closing process. This will begin the productivity phase of the
process. The work effort involved in this step may
be small or great; it will depend a great deal upon
what your company has done in the past to document internal procedures, system flows, the timing of subsidiary ledger input, and the timing of
general ledger journals. The task force will need to
use time as its major reference point because the
task force goals are probably expressed in time.
Another benefit to using this type of orientation is
that it can facilitate the tracking and control of
changes that are recommended.
A simple grid —Day 1, day 2, etc. -man be used
to track the process; of course, you may want
more detail in explaining each day's activities. Remember, however, that one of the key success factors will be in communicating to others what
changes need to be made. If you have to explain to
the sales vice president what happens on the first
workday of closing, it needs to be in terms he understands, not in accounting or data processing
terms. Keep it simple; yet make it correct..
After reviewing the current process, the task
force needs to begin "brainstorming" on ways to
speed up the process. Questions to keep in mind:

So now you have a team appointed by upper
management with the skills needed to get the job
done. It will need a set of goals to aim for in developing and implementing its plans. Are earnings
needed three days earlier? Or two? Or perhaps,
even a week? The establishment of this goal may
be one of the most difficult tasks because upper
management may have unrealistic expectations, or
it may aim too low. One way to optimize the tar- • Why is a journal entry entered on a particular
get is to ask the task force members what they
day?
think can be accomplished. With their collective • What p revent s it from being en tered a day
earlier?
expertise they should have a "feel" for what is
• Two days earlier?
achievable.
Another benefit to their participation in goal • What would be gained if this change is made?
setting is that they are most likely to meet (or ex- • What would be lost?
ceed) a goal which they helped establish. A time The "value added" (days saved) as compared to
frame for this accomplishment also should be set.
the
"cost" (accuracy) of each suggestion, should
This timeframe needs to be realistic; not too far
be
evaluated
objectively. These brainstorming sesdistant as to be a demotivator, but not so soon as
sions
must
be
carefully structured, or at least orito be unrealistic. This timeframe should be manMANAGEMENT ACCOUNTING /AUGUST 1984
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Establishing a
realistic
deadline for
closing often is
difficult.

ented toward a particular topic to ensure they do
not become merely a collection of "war stories."
A strong project leader will be needed to keep the
task force focused on the topics at hand. Be sure
to schedule a regular time and place for these sessions. All of the participants, no doubt, will still
have their regular duties, so creating the time for
task force duties may be difficult. One way to help
task force members to "create" time for these sessions is to hold them at working in -house luncheons, or perhaps, hold them during the last two
hours of the workday. Through use of this standardized approach, it will be easier for the individuals to be responsive and not neglect their regular duties. Another key element is that each
member should have an "assignment" to perform
between sessions. Group time should be reserved
for exchanging and evaluating ideas, not for fact gathering. Once again, the task force leader will
have to establish these rules and follow up on
them if the team is to make progress.
Evaluation of Changes
The greatest problem you will probably euoueter in the changing of the time journal entries are
entered will be the availability of data on which
the journal entries are based. Obviously, until cash
receipts can be cleared you cannot close your subsidiary ledger. Therefore, your group should not
focus on the resultant general ledger entries, but
rather on the information systems /subsidiary ledgers upon which each general ledger entry is
based. Each suggested change should be classified
as to its probability of being feasible and the effect
the change (in days) will have on the closing.
Some changes will occur on the same day; therefore, "savings" should be attempted first on those
transactions which affect later transactions. Depreciation of equipment, for example, might affect
the cost of goods sold, so moving up the depreciation might provide the opportunity to change the
timing of this later "dependent" entry.
Once suggestions are evaluated by the task
force for their impact, they need to be discussed in
detail with the group responsible for implementing the change. This may require coordination
with many nonfinancial departments in order for
your group to develop a revised closing schedule.
To create cooperation and, therefore, success, the
changes should be first discussed with the managers of concerned departments. You should solicit
alternative suggestions at these sessions.
Next, mutual decisions between the department
managers and the task force need to be agreed
upon. Then these changes should be communicated in group meetings to the members of the impacted departments. Because of the dependencies
which exist in the information, using team members to contact their departmental peers will facili-
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tate the distribution of the ownership process.
The final step in the productivity phase will be
to obtain approval for your revised schedule from
the management group who initiated the project.
Clarity in communication to management is critical because, as the project sponsors, they will need
to understand the risks and the benefits of each
change fu ll y. They wi ll n eed to app ro ve t he
chan ges th at have been mad e bu t s hou ld not
"redo ' the work o f negot iati ng th at th e team
members have done between departments. If upper management has serious concerns with the
changes, the team probably has not been keeping
th em ap p ri s ed o f wh at ch an ges were b ei n g
discussed.
Making It Work
At last you are ready to test your new closing
process. Be sure to provide adequate time for departments to understand and incorporate the new
schedule into their procedures and work schedules
prior to testing. One key element in this phase will
be to keep consise and honest records of what
happens. This is not to be used to pinpoint which
area could not meet the schedule, but rather to
identify weak areas in your plans. Perhaps the
task force was overly optimistic or overlooked a
key dependency. All schedule differences between
your plan and actual should be researched to determine if they were circumstantial or if there is a
weakness in the schedule. Results of the research
should be provided to the task force sponsorship,
as well as recommended solutions for any problems. The sponsors should approve any changes
and once again communication to the impacted
departments should take place.
At this time, contingency plans should be developed to define what actions are to be taken, and
by whom, whenever problems are encountered
during production. This phase (see Figure 1) will
be the timeliness part of your plan. One way in
which you can develop a generalized contingency
plan, as well as meet communication needs, is to
establish a call -out procedure in which appropriate individuals are contacted during off -hours if
problems occur, such as a computer software failure or other similar problems. This procedure
provides 24 -hour "coverage" of any problems and
allows decisions to be made quickly rather than
waiting until the next business day for resolution.
The peop le assi gned to be on -call sh ould be
knowledgeable in both the systems and accounting aspects so that they can give appropriate direction t o the overnight co mputer op erations
personnel.
And then it arrives! The day it all begins. Fortunately, all of your preplanning will undoubtedly
ensure success. If the key elements of commitment, cooperation, and communication are preMANAGEMENT ACCOUNTING /AUGUST 1984

Figure 1
Applying Financial Objectives to Task Force Model
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sent, then y o u r c lo sin g cy c le go a ls ar e p ro b ab ly
att ainab le an d y o u r co m p a n y 's fin an cial resu lts
will be availab le d ays, m ay b e even weeks, earlier.
Don't Forget Fo llow -Up
Of course, it m ig h t b e e a sier t o c h a n g e c o m pletely th e sch ed u le f o r o n e p ar ticu lar fin an c ial
period; ho wever, to rep eat the p ro cess mo nth after
month will t a k e a lo o k b a ck e ac h m o n t h an d a
continuing refin em en t of w h a t c o u ld h a ve b ee n
done better. Th is will in vo lve th e accuracy p art o f
your objectives. Man y tim es les so n s lea rn ed are
not used o n futu re p ro jects; h o wever, th ey can b e
one o f t he m o st v alu ab le t o o ls in en su rin g co n tinuing su ccess.
The keep ing o f actual sch ed ules du ring th e closing cycle will help in th is p ost -au d it p rocess. This
recordkeep in g will en ab le th e s c h e d u le fo r t h e
next period to b e d evelo ped and refined so th at all
key elem en ts m esh t o geth er. O f co u rse, th e co n tinued m o nitoring of th e pro cess is also n ecessary
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to en sure that the c hanges in proc edure s or processes are incorporated into regular work practices in keeping with upper m anagem ent's original
ob jectives that were set for the task force. For this
o n go ing follow -up, t h e t a s k f o r c e m a y not be
needed; instead the regular m anagement team can
take over these duties. The task force leader probab ly should be the one individual who continues
to m onitor the schedule to ensure the gains m ade
are not lost in the future. This leader also should
keep upper m anagem ent apprised of what is happening and be given the authority to reactivate the
task fo rc e if s lipp ages o r m a jo r ch an ge s oc cu r.
Once the task force is reactivated the changes
sh ould be nego tiate d an d agr eed u pon. The continuing use of this m ethod will ensure that `owne r s h i p " o f t h e s c h e d u le h a s been dis tr ib ut e d
th roughout the organization on an ongoing basis.
This ownership of the schedule will m ake it workab le a n d pe r m it th e c o m pa n y to m ain tain the
goals the task force reached.
❑
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Academic Relations Activities of NAA Chapters and Councils

NAA's Committee on Academic Relations recently surveyed all chapters
and councils to obtain a current picture of the various academic relations
activities. Respondents also were invited to give their suggestions for
improvements.
A resp on se rat e of 4 5 % was
achieved. Recaps of answers to the
individual survey questions have been
sent to each chapter and council.
Key Results of Responding Chapters
Almost all the respondents said
that they have regular contacts with
colleges and /or universities. About
90% of the chapters have student
members.
Respondents giving yes answers to
the following activities were:
Inform students of career
opportunities
Supply CMA materials
Supply speakers to classes, clubs, and student affiliate groups
Give annual awards to outstanding
accounting /finance students
Have students who serve
as associate directors
Sponsor student visits to
company plants and offices

91%
81%

79%

60%
42%

37%

Supplying speakers
About three - fourths of the chapters
supply speakers (to schools) on careers, management accounting topics, and the CMA program. The most
com mon nu m b ers of t im es t h at
speakers were supplied during the
62

past year were two, one, and three.
Several chapters, however, sent out
speakers from five to 12 times.
Awards to Outstanding Students
Approximately two thirds of the
chapters give annual awards to outstanding accounting /finance students. Scholarships are the most
com mon. (A few ch ap ters give
amounts up to $500.) Plaques and
certificates are the second most used
type of recognition. A few chapters
give books or pay the fees for CMA
exams, At least one chapter provides
funds for the Junior Achievement
"Treasurer -of- the - Year" to attend the
national competition.
Other Activities
In addition to the more typical activities, chapters reported many special
activities. Some of these are:
1. Participating in career days for
students,
2. Meeting with high school guidance counselors.
3. Providing some tutoring services
to college students.
4. Engaging in one -on -one student /professional programs.
5. Explaining to students the various accounting jobs represented within a chapter.
6. Co- sponsoring some activities
with Beta Alpha Psi (honorary
scholastic fraternity for accounting students).
7. Selecting (or otherwise honoring) treasurer -of- the -year for Junior Achievement companies.
8. Encouraging students to partici-

pate in VITA (Volunteers for Income Tax Assistance).
Sponsoring Explorer Scouting
posts.
"Adopting" a high school.
Helping high school students
find temporary or part-time work
in accounting jobs.
Using a Managerial Advisory Accounting Committee to work
with a local college on management accounting curriculum, career placement advice, and continuing education.

Suggestions and Problems
Some chapters had suggestions for
making students feel more welcome
at NAA meetings. A "student- host"
registration table can be located near
the entrance to the meeting. One or
more students may be asked to sit at
the head table. Invite students to
serve on chapter's calling committee
(or other committees).
NAA headquarters received some
mention. MANAGEMENT ACCOUNTING
could consider reserving a section
each month to discuss activities of
student affiliate groups. The NAA inter- chapter competition might give
more points to student involvement in
chapters. More recognition could be
given to chapters for encouraging
members to sit for the CMA exam.
Dinners, membership fees, and
seminars often seem expensive for
students. Quite a number of chapters,
however, pay half —or more —of
these expenses for some students.
One chapter suggested that some
meetings be conducted periodically
with no costs to students.
Students have many demands on
their limited time. Recognizing this,
some chapters encourage combined
activities with student affiliate groups,
Beta Alpha Psi, NAA chapters, and
others.
Less than one -sixth of the chapters
have organized sessions that result in
active interaction between faculty and
practitioners. Relatively few chapters
annually honor accounting faculty at
one of the chapter's meetings.
Council Activities
Mos t c ou ncils en cou rag e their
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MSA:s Payroll /Personnel System
helps you meet deadlines with time to spare
It's five minutes before your
payroll runs and you have to
add three new employees.
Your company president

calls. He needs a ratio analysis
of senior managements performance to salaries... within the
next hour.

your payroll.

The result: adjustments are
minimized and your employee
information is accurate and
current.

Information Quick

Our complete online realtime

With Information Quick (IQ),
MSA's new reporting facility,
you can dramatically simplify
and speed up your search for
ecific information. Use
glish instructions to pull
together information on management levels, performance
ratios with values and salary
increases, and combine them in

system lets you respond to

one single creative report.

payroll changes instantly. Data
is validated before you update,
and late revisions can be made
literally minutes before you run

Of course, these are just two
examples of how MSA's Payroll/
Personnel System can help you

Now these and other "panic°
situations can be handle
and efficiently... thanks to MSA's

Payroll /Personnel System, with
its realtime and Information
Quick" capabilities.

On -time Realtime

sr

manage your employee popula-

Information Quick is a trademark of Management science America, Inc.
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tion at peak efficiency There
are literally thousands of others.
And our micro -mainframe
link with database sharing, plus
a new Taxing Subsystem reinforce MSAs commitment u
your present and future needs.

To learn more about the
Payroll /Personnel System that
meets your deadlines —and
your expectations —call Robert
Carpenter at (404) 239 -2000.
Or write Management Science
America, Inc., 3445 Peachtree

Road, N.E., Atlanta, GA 30326.
�

�
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The Software Company

In the Library

Miriam Redrick and Stan Stec, Editors

The books listed in this section are avail- purchasing computers, including miable from the NAA library. NAA will at- cros, are a good reference for those intempt to review all commercially pub- volved in that kind of decision. It is
lished books written by NAA members highly recommended.
Names with ast erisks ind ica te NAA
members. If you have a book which has Inflation Accounting. An Introduction
been published recently or is about to be to the Debate
published, ask the publisher to send a re- Geoffrey Whittington, Cambridge Uniview copy to Miriam Redrick at the NAA versity Press, 32 East 57th Street, New
office. Members may borrow books for a York, N. Y. 10022,1983,243 pp.—This
two -week loan period by mail, telephone brief volume, based on experience in the
or in person visit. Address Ms Miriam United Kingdom, is an excellent introRed rick, Manager, Library Services, duction to the subject of inflation acNAA, 919 Third Ave., New York, N. Y. counting. The Financial Accounting
10022 —(212) 754 -9736 or 37.
Standards Board is reviewing Statement
No. 33 after its initial five years of expeComputer Applications Guide
rience, so it is quite possible the entire
for Accountants
inflatio n accou nti ng debate wi ll be
Stephen S. Weis, Reston Publishing Co., reopened.
Reston, Va. 22090, 1984, 134 pp.—The
As Professor Whittington states in
author is a partner in the international the preface, "Current cost accounting is
accounting firm of Ernst & Whinney an alternative model to the traditional
and specializes in computer auditing historical cost system even in the aband use. Of all of the books on this topic sence of inflation." This statement is
presently available, this may well be the correct, but high and increasing rates of
most practical for readers of MANAGE- inflation bring the subject to the foreMENT ACCOUNTING because the author front of accounting. Undoubtedly, if inis first and foremost an accountant. His flation rates were to slip back and were
accounting orientation comes through perceived to be no more than 2% or 3%
in every chapter.
a year, the entire debate would once
The book is not written to turn the again go away. Those who believe that
reader into an EDP manager, nor is it inflation will be with us for a while will
designed to teach EDP personnel what find this book of great interest.
accounting is all about. Quite simply,
the book has been written to show ac- The Power of Money Dynamics
countants how computers can improve Venita Van Caspel, Reston Publishing
productivity in their work, whether in Co., Inc., Reston, Va 22090, 1983, 662
public practice or in industry.
pp. —Most accountants are considered
A series of chapters on how the com- "financial experts." Often we are asked
puter should be used best in manufac- for advice in areas such as taxation,
turing operations, distribution opera- stock and bond investments, retirement
tions, finan ce functi ons, personnel planning, and so forth.
functions, and marketing functions repThis comprehensive book covers the
resents the best part of the book. The stock market, real estate, investing in
author describes what can be computer- hard assets and collectibles, life insurized, tells how it should be approached, ance, and just about every topic in beand provides good checklists for many tween. The depth of coverage on each
items that must be kept in mind.
topic may be rather superficial, but the
This is a book that tells what should comprehensive nature of the total covbe done and why it should be done. It is erage in the book more than makes up
not a book on how to implement specif- for this lack.
ic systems. There are many other availAn example of the type of writing is
able references covering that material. the following, talking about the use of a
Very few books do as good a job as this prospectus: "The first rule is— don't! At
one in its areas of strength. Chapters on least, don't try to read the prospectus
64

from cover to cover ... " When dealing
with timing decisions on stock market
investments, the author admonishes,
"Do not be tempted to rationalize that
because market conditions are unsettled, you should postpone starting your
investment program. When has the outlook been so obvious that you knew exactly what course to follow ?" The author has 20 years of experience as a
financial planner, and the benefits of
this show through on every page.
The Certificate in Management
Accounting Examination Review
Irvin N. Gleim *and Dale L. Flesher *, 2
vols., Accounting Publications, Inc., P.O.
Box 12848, University Station, Gainesville, Fla. 32604, 1984—The authors
provide the user with a complete review
program including study guides, exam
strategies, grading procedures, and sample questions and answers taken from
past CMA, CPA, and CIA exams.
Overall, this latest edition provides
the same in -depth analysis as in the previous edition, but some changes in the
format have made the material easier to
use. The updated version divides the
material into two volumes. Volume I
deals wit h CM A ou tlin es and s tudy
guides designed to be a comprehensive
review of what appears on the CMA examination. Volume II presents the problems and solutions that have appeared
on past examinations and involves multiple choice, essay, and computational
questions.
The division of the text into two volumes affords the user easy access to the
CMA study guides in Volume I while
working on the examination questions
in Volume II. In addition, the new edition also categorizes the subject matter
into narrower subdivisions, each with
its own index. This design successfully
reduces the time required to locate specific topics. It is suggested that this review manual be used by those candid at es wi th a b ack g ro u n d in an
undergraduate accounting program.
It also is suggested that persons who
want to sit for the CMA exam register
earl y wi t h t h e IM A i n An n Arb o r,
Mich., and allot enough review time.
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It's 10 a.m.Thursday morning.
Do you know where your business is?
These days, it's not enough just to see
your company's financial picture at the
end of the month. You've got to be able
to get reports whenever you need them.
And now, with Hewlett- Packard's Financial Accounting software, and the
HP 3000 business computer, you can.
HP's Financial Accounting software
integrates General Ledger functions
with Accounts Receivable and Accounts
Payable, all expandable by the addition
of HP Dual Ledger and multi - currency
capabilities. So you can have your entire
accounting department on line.

But computerizing doesn't mean
changing all of your systems. HP's software is flexible enough to work the way
you do. And so easy to use that even
people with no computer experience can
guide themselves through the program.
To find out more about how HP
can help you, contact Richard A.
Stearns at Hewlett- Packard, 370 W.
Trimble Road, San Jose, CA 95131,
(408) 263 -7500.

143
18

H E WL E TT
PAC KARD

HPPAY — a total payroll solution for the HP 3000

Standards of Ethical Conduct for Management Accountants

Management accountants have an obligation to the organizations
they serve, their profession, the public, and themselves to maintain
the highest standards of ethical conduct. In recognition of this obligation, the National Association of Accountants has promulgated
the following standards of ethical conduct for management accountants. Adherence to these standards is integral to achieving the Objectives of Management Accounting. I Management accountants shall
not commit acts contrary to these standards nor shall they condone
the commission of such acts by others within their organizations.

Objectivity
Management accountants have a responsibility to:
• Communicate information fairly and objectively.
• Disclose fully all relevant information that could reasonably be
expected to influence an intended user's understanding of the reports, comments, and recommendations presented.

Resolution of Ethical Conduct

Competence
Management accountants have a responsibility to:
• Maintain an appropriate level of professional competence by ongoing development of their knowledge and skills.
• Perform their pro fession al d uties in acco rdan ce with relevant
laws, regulations, and technical standards.
• Prepare complete and clear rep orts and recomm endations after
appropriate analyses of relevant and reliable information.
Confidentiality
Management accountants have a responsibility to:
• Refrain from disclosing confidential information acquired in the
course of their work except when authorized, unless legally obligated to do so.
• Inform subordinates as appropriate regarding the confidentiality
of information acquired in the course of their work and monitor
their activities to assure the maintenance of that confidentiality.
• Refrain from using or appearing to use confidential information
acquired in the course of their work for unethical or illegal advantage either personally or through third parties.
Integrity
Management accountants have a responsibility to:
• Avoid actual or apparent conflicts of interest and advise all appropriate parties of any potential conflict.
• Refrain from engaging in any activity that would prejudice their
ability to carry out their duties ethically.
• Refuse an y gift, favor, or h ospitality th at would in fluence or
would appear to influence their actions.
• Refrain from either actively or passively subverting the attainment
of the organization's legitimate and ethical objectives.
• Recognize and communicate professional limitations or other constraints that would preclude responsible judgment or successful
performance of an activity.
• Communicate unfavorable as well as favorable information and
professional judgments or opinions.
• Refrain from engaging in or suppo rting any activity that would
discredit the profession.
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In applying the standards of ethical conduct, m anagement accountants may encounter problems in identifying unethical behavior or in resolving an ethical conflict. When faced with significant
ethical issues, management accountants should follow the established policies of the organization bearing on the resolution of such
conflict. If these policies do not resolve the ethical conflict, management accountants should consider the following course of
action:
• Discuss such problems with the immediate superior except when
it appears that the superior is involved, in which case the problem should be presented initially to the next higher managerial
level. If satisfactory resolution cannot be achieved when the
problem is initially presented, submit the issues to the next higher managerial level.
If the im mediate superior is the chief executive officer, or
equivalent, the acceptable reviewing authority may be a group
such as the audit committee, executive committee, board of directors, board of trustees, or owners. Contact with levels above
the immediate superior should be initiated only with the superior's knowledge, assuming the superior is not involved.
• Clarify relevant concepts by confidential discussion with an objective advisor to obtain an understanding of possible courses of
action.
• If the ethical conflict still exists after exhausting all levels of internal review, the management accountant may have no other recourse on significant matters than to resign from the organization
and to submit an informative memorandum to an appropriate representative of the organization.
Except where legally prescribed, communication of such problems
to authorities or individuals not employed or engaged by the organization is not considered appropriate.
'National Association of Accountants. Statements on Management Accounting: Objectives Manage.
of
meni Accounting, Statement No. I B. New York, N.Y.. June 11. 1982.
As a service to members. NAA i t reprinting this statement on "Standards of Ethical Conduct for the
Management Accountant. " You can obtain a copy of ehis.statement (SMA 1c) by sending 51.50 to Special
Order Dept., NAA, 919 Third Ave., New York N. Y. 10011.
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Opinion
6A-4
what we must do." That policy certainly applies to NAA as well.
Years ago, a group of noted writers
gathered at a round table in the bar of
the Algonquin Hotel in New York City.
They included such notables as F. P.
Ad ams, H. C. Mencken, Alexander
Wolcott, Dorothy Parker and others.
The gro up was i nformal an d vari ed
from time to time. The hotel itself was
distinctly second tier (personal experience tells me that). But the "Algonquin
Roundtable" brought the hotel fame
and fortune far beyond the merits of the
establishment itself. (God forbi d we
should ever schedule a Board of Directors meeting there!)
The point is that our activities —including such things as the Westchester/
Fairfield Roundtable -can exercise an
influence on the accounting profession
and the business world far beyond the
confines of the round table itself. It's
another way to enhance the influence
that NAA can have. Why not try out
the idea in Atlanta, Dallas, Chicago,
Los An geles , Tu l s a, Den ver an d
elsewhere?

Taxes
14-4-4
as a telephone contact. Therefore, the
Tax Court allowed an account executive
for a real estate development firm to deduct the costs of a home office that he
us ed , as req ui red by his emplo yer,
strictly to receive frequent after -hours
telephone calls from clients.
That earlier Tax Court decision, however, was reversed by the Court of Appeal s fo r t he Ni n th C i rcu i t on t h e
grounds that the statute permits home
office deductions only where clients
physically visit the home office. The
Sixth Circuit agreed with the interpretation in a similar case.
The Tax Court has now abandoned
its prior position and adopted that of
the Ninth and Sixth Circuits. The court
stated:
Upon reflect ion we must agree
wi t h t he Ni n th Ci rcu i t t hat i t
MANAGEMENT ACCOUNTING /AUGUST 1984

would be inappropriate to read
into [the Code] any meaning other
than that plainly intended by Congress, namely, that the client must
physically use the home office in
meeting or dealing with the taxpayer .. . and th at the fact th at
the taxpayer is himself physically
present in the home office at the
time he talks on the telephone will
not suffice.
Thus, corporate executives and other
employees who are required by their
employers to use an office at home to
contact clients or customers —but who
d o n o t a ct u al l y meet wi t h cl i en t s
there — cannot avail themselves of the
home office deduction. In the context of
the Tax Court's new ruling it would appear that allowable home office expense
deductions will generally be limited to
doctors, lawyers and accountants who
maintain home offices at which they actually meet with patients or clients. It
should be noted that although the home
office deduction may be unavailable, the
actual cost for the use of the telephone
and any other directly related expenses
incurred are deductible, as are other
employee business expenses.

Service Department in the NAA office.

Honeywell Professorship
in Accounting
The Honeywell Foundation and the department of accounting at the University of Minnesota have established the
Honeywell Professorship in Accounting. The Professorship will promote excellence in accounting teaching and research with a focus on issues associated
with accounting in industry.
Honeywell, Inc., a multinational corporation, is headquartered in Minneapolis. Its major businesses are automat ed co n t ro l s an d i n fo rmat i o n
systems.
Professor Shyam Sunder recently was
appointed to the first Honeywell Professorship in Accounting. He joined the.
Department of Accounting in 1982.
After receiving his Ph.D. degree from
Carnegie - Mellon University, he assumed a faculty position at the University of Chicago, where his teaching and
research activities led him to explore
economic theories of accounting and rational expectations equilibrium in asset
markets.
Mr. Hunt is a General Mills' Loaned
Executive to NAA.

Accounting
Education
6 2 -4 4
vidual chapters to participate in academic relations —as opposed to direct
involvement by the councils.
One council has a CMA orientation
seminar as part of its professional development program.
Another council asked the Committee on Academic Relations to investigate whether there should be management accounting coordinators at some
community colleges for liaison with
NAA. Faculty members are quite active
in many councils.
Student Affiliate Groups Formed
Eleven chapters indicated that they
were in the process of forming or studying the procedures for forming NAA
student affiliate groups. Copies of the
"Manual on Organizing and Operating
a Student Affiliate Group" can be obtained from the Chapter and Member
67

MANAGEMENT
ACCOUNTING

Digest Service

The Management Accounting Digest
Service makes available for members
copies of manuscripts originally submitted to MANAGEMENT ACCOUNTING but
not published. The manuscripts are for
reference only; they have not been edited
or verified by NAA staff. NAA holds
copyright to the material. Reproduction
or use without permission is prohibited.

Management Information
Systems
Municipal Budgeting: a Computerized
Approach
By Harold E. Miller

This case history provides a broad
overview of how a rural community organized and automated its budgeting
process. Important emphasis is given
to the necessity of streamlining and
standardizing manual systems before
considering computerization. Although the presentation is very basic,
the information can benefit small municipalities and companies where
budgets are not yet automated.
No. 3692, 10 pp.
Cost /Benefit Considerations in a
Microcomputer Environment
By Michael Orlowitz and Daniel F. Hilferty

form the functions traditionally assigned to mainframes, and at a much
lower cost. In the past, the accounting
profession has focused on the control
and security of large systems. Increasingly, however, accountants are
discovering that controls for mainframe systems are not effective in microcomputer environments. Control
areas discussed are: separation of
duties, physical security, data security, backup and recovery, documentation, audit trail, and operational and
management considerations. The applicability of these controls on microcomputer environments is reviewed.
No. 4388, 8 pp.
Accounting for Computer Software
By Lois DeNatale

This article considers the divergent
views being expressed on how software costs should be accounted for
and addresses certain aspects of the
issues. First, some background is presented as to how accounting for software has evolved and how it currently
is applied in industry. Next, the question of how computer software development costs are classified is considered by looking at various definitions
within the conceptual framework and
how software fits into these definitions. In conclusion, opposing arguments and the reason ing b ehind
those arguments are summarized and
presented. Because many firms in the
computer software industry have a
secure market and can therefore directly relate software development
costs to benefits in the future, and because some software costs meet the
definition of an asset, the author supports the argument for capitalization.
No. 4424, 24 pp.

Microcomputers will most likely play a
larger role in business than any other
phenomenon in the 1980's. Even
though it is tempting for a small business to get caught up in the microcomputer craze, the authors contend
that the purchase of a microcomputer
should be subject to a cost /benefit
analysis just as any other major purchase would be. In fact, it may be
more important for a computer purchase to be subjected to such an
analysis because the wrong decision
could be harmful and fatal to the business entity.
Small Business
No. 4395, 9 pp.
The Closely Held Business Needs
Unique Internal Control Problems
Relief from GAAP
in Microcomputer Systems
By Thomas C. Lockwood
By W. Ken Harmon
The differing characteristics and obThis article focuses on the increased jectives of publicly held companies
emphasis on smaller computers, now and privately held businesses present
that microcomputers are able to per- different problems, opportunities, and
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points of view from the management
and stockholders of each type of
company. In other words, the author
explains, what is best for General Motors is not necessarily good for the
privately held company. Examples are
presented of reporting circumstances
in a privately held company illustrating
the need for relief from GAAP.
No. 3729, 14 pp.
Farmers and Ranchers
and Their Need for Accountants
By Irvin L. Nehring

If farmers and ranchers are to properly manage their businesses, the author concludes, they must separate finan c ial ac cou n t in g for t h e farm
business from personal finances,
adopt double entry bookkeeping, use
computers to compile financial data,
provide better and more complete financial statements to lenders, and
use financial statements much more
extensively in the day -to -day management of their farming operation. This,
he notes, is going to require the services of accountants familiar with production agriculture.
No. 4429, 8 pp.

Compliance Reporting
and Taxation
Preparing Statement of Changes
in Financial Position
By Paul V. Breazeale

APB 19 requires that funds statements be prepared for financial statements that proport to present both finan cial posit ion and res ults of
operations. Such funds statements
provide the reader with valuable information concerning the activities of an
enterprise. Because of the difficulty
sometimes incurred when preparing
funds statements, the author offers a
simplified method easy to understand.
No. 4133, 12 pp.
How Dresser Industries, Inc.
Applied FAS 52
By Colin D. Wedgwood

A comprehensive review is presented
of Dresser Industries' experience in
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implementing FAS 52. When Dresser
first applied the statement, the author
relates, they used a method of estimation for the first eight months of
the year in which they applied FAS
52. The advantages and disadvantages of Dresser's approach are discussed and areas for further attention
are mentioned.
No. 4162, 18 pp.
Access to Tau Accrual Workpapers
by the Internal Revenue Service
By Edward K. Dwyer

Sections of the Internal Revenue Service Code relevant to access to tax
accrual workpapers are reviewed and
several applicable cases are examined. Based on these factors, the author concludes that the diversity of
opinions among, and even within, the
four circuits that have addressed the
enforceability of summonses of tax
contingency workpapers indicates the
need for a definitive resolution of this
issue on a national level. Very recent
developments on this question are
not included in the discussion.
No. 4400, 23 pp.

Planning, Budgeting,
and Forecasting

Corporate Disclosure of Forecasts
By Theodore J. Alves

Recent discussion is reviewed regarding public disclosure of earnings forecasts. The author notes that some individuals have objec ted th at the
present system of voluntary disclosure is unfair, particularly to the small
or "average" investor, and that the
efficiency of the market is impaired by
the lack of promptly disseminated
management forecast information.
The full implications of voluntary and
mandatory disclosure are discussed.
No. 4352, 7 pp.
Cash Flow to a Financially Stronger
Company
By Brad D. Platts

The author highlights the importance
of cash flow for determining the financial strength of a company. A firm's financial statement does not necessarily reflect its ability to survive. Cash
flow is a better determiner of survival—a company with a strong, positive
cash flow will not only do well during
good times, but will survive the recessions as well.
No. 4407, 10 pp.

Making Management by Objectives
Work

Kondratieff Waves: Economic
Implications for the 1980's
How to Prepare for the
Coming Depression

By Gary I.. Banzhoff

By Jerome Farnsworth

This paper provides a brief description of what MBO is and how it works,
explains how the corporate planning
and bud geting proces ses fit into
MBO, and through an example of a
discretionary expense center shows
how MBO would work in a real life situation. The author concludes that the
key to making MBO work is that people must be committed to the system.
No. 4155, 19 pp.

Kondratieff waves are long waves of
economic activity. This paper describes the history of these waves,
their implications for the 1980s, and
makes some suggestions as to how
to prepare for the coming depression.

Cash Management—
Surviving in the 80's

The writer thinks the coming Kondrat ieff t rou g h will be a " lear n in g
experience,"
No. 4406, 14 pp.

Performance Measurement,
Reporting, and Control
A Conceptual Framework for
Management Accounting and Reporting
By Charles J. Pineno

A conceptual framework is developed
for management accountants to use
in planning and decision making. The
framework illustrates what types of information are necessary and appropriate based on the principal categories outlined by the Management
Accounting Practices Committee.
No. 4274, 8 pp.
A Technical Systems Analysis
of the Consolidations Closing Cycle
By Sally J. Gilbertson

The topic is approached with emphasis more on the application of methodology and less on theoretical background, except to explain techniques
or define terms as necessary. The
consolidations process used in the
project consists of financial data inputs from various locations around
the world and transforms this information according to GAAP into reports,
as output, to senior management,
shareholders, the SEC, and various
other governmental agencies. The
author notes that while all the solutions presented cannot be implemented now, they provide direction for
making improvements.
No. 4426, 21 pp.

MANAGEMENT ACCOUNTING DIGEST SERVICE
Please send manuscript No.s listed on the right:
I enclose payment @ $5.00 each, or five for $20.00.
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New York State residents add 4 plus any local taxes.
Member Account No:
SHIP TO:

By Kent A. Kiley

A medium -sized company adversely
affected by the last recession, details
how a special cash management system was developed by carefully selecting from general cash management alternatives.
No. 4285, 6 pp.
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People in the News
Promotions and New Positions
Raym on d C. Askey , Alt o on a Area , is
now co n tro ller fo r Un ited Fed eral Savings an d Lo an in State Co llege, Pa.
William O. Pres sp rich , An n Arbo r, was
named ch ief fin an cial o fficer at Co m puteriz ed Off ice Ser vices. ...Jo s ep h A.
Tram on tin h as jo in ed Wh ite Ware, In c.,
as princip al an d will serve as vice p resident and treasu rer .... Ch ris F. Wetzler,
was nam ed co rp o rate co n tro ller at 3rd
Party Services.
Law ren ce O . Ru ssell , Bango r- Wa terville, was n am ed ch ief fin an cial officer
with th e Ha ll Secu rity Co m p a n ies of
Brewer, Me.
H e r m Rem u s, Bat tle Creek, h as b een
prom oted to vice presid en t o f o p e ra tion s a t Ma rs h all Brass in Ma rs h a ll,
Mich.
William G. Ad am s, Baltimore, has been
nam ed vice presid ent — co ntroller fo r
the Gr o c ery P ro d u c ts Div is io n o f M cCorm ick & Co m p an y .
Jo h n E . To b e, Blu e Gra ss Area , h as
been nam ed p resid en t an d ch ief ex ecu tive officer and Th o mas R. Hester, ch ief
financial officer, at Jerrico, In c.
J e r o m e W. St u c zy n s ki, Bu ffa lo , was
nam ed vice p resid en t, fin an ce o f Ph ilip
Shum an & So n s, In c.
Tho m as C. Lo ckwo od , Ch arlot te Blue,
has been ap p o in ted vice president —finance of Cu m min s Atlan tic In c. He is a
curr ent NAA n at io n a l d irect o r.
Ron H a n k, Cincin nati, has been promoted to p rod u ct m anager in th e Arch itecture an d Bu sin ess Plan n in g Gro u p o f
Cincom Systems, In c.
Joseph P . Can n avin o, Clevela nd East ,
has been ap p o in ted vice p resid en t in
c h a r ge o f Bu s in e s s D e v e lo p m e n t of
Am eritru st.
Je f f r e y B. Willia m s , Co lu mb u s , has
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been app ointed regional vice president
fo r Au to m atic Data Proce ssing, Inc.
Jo h n E. Dowling, Erie, has been named
vice p r esiden t of finance for Jet stream
In t er n at io na l.. . . A lan G. Du n s ta n h a s
been p ro m oted to vic e pres ident of intern atio n al operations at Sm ith Meter
Divisio n o f G e o s o u r c e . . . . R ic h a r d T.
Ray, has been appointed general manager o f Erie Divisio n of Prescotech... .
Jo n G. Whiteman is now m anager of fina n c e and a c c o u n t in g at Re ed
Man u facturing.
Ad elaid e H. Jackson , Fort Lauderdale,
h a s b een n a m e d vic e p r e s id e n t of
Bro ward Federa l, Ft. Lauderdale, Fla.

F

LOCKWOOD
Charlotte Blue

WILLIAMS
Columbus

W illia m R . M a t t e s o n , Hawai i , was
nam ed co ntroller of Kaiser Center, Inc.
.. . D a r re l W. La u is n ow ch ie f f ina n cial o fficer of Pacific Analysis Corp.
Je re m y L. Shu ll, Lancaster, has been
n a m e d co n t r o lle r o f H o w m e t Alum inu m Co rp .
Va ler ie A. Pe te rs on , Las Vegas, was
n am ed co nt ro lle r fo r Da lto n Pro pe rties. ... Th om as Be rly is n ow co ntro ller
at Ro b ert Sh aw Control.
Willia m J . Cap ezio, Lynch burg, has
been n am ed co n t r o lle r o f P ie d m o n t
Man u factu ring Co. in Altavista, Va.
P a t r ic ia E . Lange, Madison, has been
nam ed co ntroller at Madison Newspapers, In c.
Jo sep h J. Rep ole, Massachusetts Route
128, has b een appointed vice president,
ad m in is trat ion and finance, for L E A
Gro u p , Bo ston.

J a m e s A. Ho o ke r , Member -at- Large,
has been elected vice president —controller o f Mc Corm ick & Co .
Kent E. Weinbe rg, Michiana, has been
prom oted to plant controller at Sim plicity Pattern Co.
Glenn C. G ra y, New Je rse y M ead owlands, is now controller for Information
Managem ent Gro up, I n c . . . . A n t h o n y
J. Spanedda has been appointed senior
vice president, controller, at Revlon Domestic Division, Revlon, Inc.
Walte r J . Ber ge r, Jr ., New Orleans, has
been appointed senior vice president of
Tan o Cor p. and was elected to a one year ter m on th e Ta no Boar d of Dir ect o r s . . . . K a t h e r in e C. Floyd has been
prom oted to senior vice president by the
First Finan cial Bank.
Thom as L . Horner , Northwest Keystone,
is now m ana ger of co rpor ate ac cou nting, an d R. Sc ott Tay lor is m ana ger of
p r o d u c t io n a c c o u n t in g, fo r Q u a k e r
State Oil Refining Corp., Pa,
Ronald W. Mart ignoni , Philadelphia, is
now vice president and treasurer of Delta Data System s Corp.
William C. Newm an, Providence, has
j o in e d C . N . C . C h e m ic a l C o r p . as
controller.
Willia m J . Sh an n on , Roc kfo rd, past
president, has been appointed vice president, secretary, and treasurer of The Ingersoll Millin g Machine Co.
Roger L. Kesseler, Saginaw Valley, has
been elect ed vice p resident o f the Dow
Chem ical Co.
Frederick C. Boyns, Seattle, is now contr o lle r a t P . H. Bo w m an Co . .. . Ric k F .
M i l le r was na m e d co n t r o lle r o f t h e
Butc her Rest aur ant G r o u p . . . . B o b b i
F. Rem ington is now controller at Martin Sm ith, Inc.
Zo ila L . Aspinwall, Washingt on, is a
par tne r in th e n ew firm of Del PortalMANAGEMENT ACCOUNTING /AUGUST 1984
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Rock ford
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Behrens.... Al Blanco, past president,
has been promoted to vice president,
budget & finance, Eastern Region of
Marsh & McLennan Group Associates.

BLANCO
Washington

Wayne A. LeClair, Wisconsin Lakeshore, has been promoted to vice president— finance for Gottsacker Insura n c e . . . . Paul E. Pachniak has been
named manager of financial services for
the Vollrath Company's Food Service
Division.
Arth ur P. Archambault, Worcester
Area, was promoted to controller of
Coppus Engineering.

Emeritus Life Associates
Howard B. Armstrong, Morristown.
Jack W. Best, Dallas.
Dale E. Bevard, Blue Grass Area, past
president. Stu art Camero n McLeod
Society.
Robert A. Blanchard, New Haven.
Burton W. Brooks, South Birmingham.
Amborse G. Charnogursky, Pennsylvania Northeast, past president.
Robert C. Chilton, New Hampshire.
Wasyl C. Chomyn, Rochester.
Ralph G. Collins, Indiana Dunes
Daniel H. Conway, Pittsburgh.
James W. Cook, Western Montana, past
president.
Raymond A. Coulombe, Rochester.
Robert V. Dodd, Boston, past national
vice president, 1979 -80. SCMS.
Thaddeus J. Drewniak, Springfield, past
national director, 1965 -67. SCMS.
L. C. Easterwood, South Birmingham.
J. Bernard Eck, Daytona Beach, past
national director, 1979 -81. SCMS.
Warren P. Ermeling, Trenton.
Rufus J. Ferrara, Albany, past national
director, 1971 -73. SCMS.
Otis E. Franklin, Pittsburgh.
David O. Gillette, Hawaii.
Edward E. Golden, Detroit.
Cecil D. Gooch, Michiana.
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Joseph W. Goodman, Oakland -East
Bay.
Vincent B. Grande, Knoxville, past national vice president, 1970 -71. SCMS.
John E. Haycook, Battle Creek.
Paul Henrich, Massachusetts Route 128.
Guy V. Hoover, Mason - Dixon.
Robert L. Hunter, Cleveland.
Richard K. Iseri, San Jose.
C. Howard Kast, Denver.
Clare F. Krembel, Rochester.
Louis E. Lewis, Piedmont- Greensboro.
J. Will Lewis, Salt Lake Area, past national vice president, 1968 -69. SCMS.
Alois M. Link, Baltimore.
Philip C. Lutz, Jr., New Jersey
Meadowlands
Thelma M. Mi ch el s, Portland Willamette.
Robert K. Mirrielees, Bangor- Waterville, past national director, 1966 -68.
SCMS.
Joseph M. Mullaly, Worcester Area,
past president. SCMS.
Paul E. Myers, Toledo, past president.
William R. Palmer, Los Angeles
E. Milton Prensky, Philadelphia.
Arthur N. Rankin, Richmond Jackson.
G. David Repp, Hartford.
Lloyd Rubbert, Member -at- Large, USA.
I. M. Satterthwaite, Rockford.
Harry Scroby, Detroit.
Gordon L. Sierakowski, Milwaukee.
David Solomon, Philadelphia.
John E. Spohn, Member -at- Large, USA.
Claire J. Sprunger, Ft. Wayne.
Joseph Stern, New York.
William M. Stillman, Mohawk Valley.
Robert R. Tastor, Northern New York,
past president.
William F. Templin, Omaha, past president. SCMS.
James A. Tra cy, Ro ckfo r d , past
president.
Charles P . Voller, Cincinnati, past
president.

H. B. Clyde, Jr., 63, Columbus, 1966.
Harold C. Davis, 65, Salt Lake Area,
1964. ELA.
Andres Emmerich, 39, Lima Per u,
1981.
E.J. Gary, 52, Richmond Jackson, 1960.
Gordon R. Griffin, 58, Southeast Alabama, 1981.
A. E. Immel, 48, Mobile, 1962
Florence M. James, 81, Dayton, 1948.
R. H. Kelm, 67, Los Angeles, 1954.
Stanley E. Landers, Coosa Valley, 1982
E. J. E. Lapre, 63, Fall River New Bedford,1949.
Krishna L. Mathur, 52, Springfield,
1971.
H. A. Meierding, 80, Member -at- Large,
USA, 1945. ELA.
Thomas F. Ouellette, 63, Detroit, 1951.
Herman A. Osment, 83, Wichita, 1944.
Thomas C. Ottey, 73, Philadelphia, past
president, 1948. SCMS; ELA.
Eugene J. Palmbach, 57, Polk County,
1981.
Frank C. Roberts, 68, Cleveland, 1942.
Earl L. Webb, 75, Dayton, 1942. ELA.
Pryor J. Wise, 70, Louisville, past president, 1944. ELA; SCMS.

A

by
Irvin N. Gleim
Dale L, Flasher

• Second (1984) Edition
• Covers All 5 Parts
• New Two -Volume Format
I — Outlines 8 Study Guides
II — Problems & Solutions

• Send $19.95 for Each Volume
Accounting Publications, Inc.

In Memoriam
Claude A. Bastow, 85, Denver, 1940.
Paul J. Blee, 83, Illowa, past president,
1936. ELA; SCMS.
William J. Blum, 65, Denver, 1951.
Anthony L. Blunkosky, Jr., 46, Pittsburgh, 1974.
John I. Bolen, 74, Greater San Gabriel
Valley, 1938.
Lewis A. Cima, 70, Westmoreland City,
1971. ELA.

P.O. Box 12848
University Station
Gainesville, FL 32604
or call (904) 375 -0772
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New Products /Services

Donna Marks, Editor

Vertex Systems, Inc. has developed
GEOCODE R, a co mp ut er matchi ng
system that automatically assigns geographic /tax (GEO) codes to various
corporate files. The code (GEO) becomes the unique numeric that may be
used to identify and combine data records at the city, county, and state levels. File types to which a GEO code
could be assigned include asset files for
property tax and insurance purposes.
City names and ZIP codes are used in
the match process. The GEOCODER
System will standardize city names,
check for misspellings, abbreviations,
and other spelling variations, and classify d at a reco rd s as mat ch , possible
match, or nonmatch. Possible matches
and nonmatched cond iti ons requ ire
clerical resolutions and reentry of the
correct GEO code. The system is also
available on a service basis. For more
i n fo rmat i o n cal l Vertex Sys t ems ,
Wayne, Pa., at (215) 687 -9060.

ing payments made /received, credit
used /available, and adjustment totals.
The communications history records all
activities and results that have transpired between the user and the client.
Quick briefing routines can be used to
find the last and next events in the calendar, rather than viewing the entire
listing. BISYBASE, written in CB -80/
CB -86, runs on the CP /M -80, CP/M86, MS -DOS, and PC -DOS operating
systems. For further information call
Keven A. Seaver, San Rafael, Calif., at
(415) 454 -7101.

MJC Consulting Associates, a new consulting firm, now provides expertise in
accounting with hands -on experience in
micro computer systems. MJC specializes in small computer accounting systems. The firm offers clients full support
services ranging from pre - purchase
through installation and beyond; and if
comb ined with software p urchas es,
MJC's support services are rendered
free of charge, in part or in full, depending on the size of the purchase. For further information contact Marvin J. Cohen at (516) 829 -3086.

Techtran's System 71.

72

Longman Financial Services Publishing
recently announced that the Buyer's
Guide to Financial Services Software is
now a quarterly subscription service entitled Financial Services Software Directory: The Buyer's Guide. The directory's
program listings are organized by industry— banking, financial planning, commodities trading, and insurance (among
others). To ord er, contact Lon gman
Financal Services Publishing, Dept
PSD, 500 N. Dearborn, Chicago, Ill.

Techtran Industries has introduced a
new desktop, dual processor call accounting system, with i ntegral keyboard /display, for larger firms in general business. The System 71 Telephone
Accountant assists businesses in controlling their spiraling telephone expenses. Call record data for every outgo in g call i s reco rd ed , priced, and
stored for cost management reporting.
Call costing is based on telephone company tariff rates and may be marked up
or down in accordance with user- selected criteria. Call Frank Atti, Rochester,
N.Y. at (716) 334 -9640.
Signature Information Systems has announced a new slide presentation production system. GraphStation is the
first microcomputer system for under
$10,000 that will provide high- resolution color numerical and bullet charts in
a variety of fonts. An integrated optical
mouse makes GraphStation easy to use.
With an optional communications and
interface package, it can accept data
from other computer sources. The basic
sys tem i ncl ud es th e microcomput er
with built -in color monitor, 256K of
memo ry, two megabytes of di skette
storage, mouse, software, and graphic
recording camera. Call Signature Informati on S ys tems C orp. , Cincinnati,
Ohio, at (513) 831 -8008.
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International Microcomputer Software,
Inc., a West Coast software publisher,
has introduced BISYBASE, a comprehensive time, client and financial management program. BISYBASE handles
the background and financial information of all clients. The relationship accounting function of BISYBASE gives a
current and comprehensive report of the
user's financial position with all accounts. Cash flow and account balances
can be simultaneously tracked in up to
18 foreign currencies. A transaction audit trail provides the user with a complete history of all transactions includ-

Record Controls, Inc., has published
the 11th edition issue of The Retention
Book Retention and Preservation of Records with Destruction Schedules. included are federal and state Laws and
regulations regarding retention of business records, plus narrative material on
protecting corporate information, record storage, and suggested approaches
to the entire topic. For further information on obtaining this manual, as well as
a related update service, write or call
Record Controls, 1215 National Ave.,
Addison, Ill. 60101. Telephone (312)
543-8040.

60610, or call (800) 621 -9621; Illinois:

(800) 572 -9510.
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"We specialize
for avert' basic reason.
It's good business:
S and for you:'
Championship sports teams
feature "specialists — people who
perform specific jobsin specific
Situations better than anybody
else. A place- 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
Do A Better Job, 7bo.
Robert Half specializes in
providing the best accounting,
financial and data processing per sonnet. 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

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.
WeLive By Our Reputation.

started the company 35 years ago.
We'd rather do a quality job in a
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 vou, 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. Everybo dy —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.

` EST
accounting, financial and edp
personnel specialists.

7
C)

® 1984 Robert Half Intemational Inc NI offices independently owned and operated.

We have a saying at Robert
Half: there are some companies
who've rxver used us, but very
few com' panies who've only used
us once. The fact is, clients who
deal with us come back time and
time again. And for good reason.
We deliver what we promise.
Let Us Help You
Hire Smart
Choosing aspecialist 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.

