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It's to 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

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.

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 acidition
of HP Dual Ledger and multi - currency
capabilities. So you can have your entire
accounting department on line.

To find out mo re about h ow HP
can help you, contact Richard A.
Stearns at Hewlett- Packard, 370 W.
Trimble Road, San J ose, CA 95131,
(408) 263 -7500.
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Acc
S
puts the pro
in�PROduct� vity
Specialists increase productivity. And Accountemps professionals are temporary personnel
who specialize in solving your bookkeeping, accounting and data processing problems.
Acacountemps 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 flood 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
'
a day, a week, a month or
longer—�whenever�you
need�them�—�evenings
or weekends.

•
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Roger Smith Steers GM into a High -Tech Future

23

By Kathy Williams and Robert L. Shultis
When he started his career with General Motors in 1949 as a senior accounting clerk, all
Roger B. Smith wanted to do was see if he could apply what he had learned in business
school and find out what was going on in the world. Thirty -three years later, he's chairman
and chief executive officer of the giant automobile manufacturer and is helping revolutionize not only his company but the entire auto industry with the latest computer technology,
automation, and manufacturing and management techniques.

High Tech: the Challenge to Management Accounting

33

By Earl K. Littrell
High tech today means high growth which means there isn't much opportunity for management accountants to lay back and plan to install cost control systems during the mature
stage. To help, say, a fast - moving personal computer company best, the management
accountant must involve himself up front —with marketing, R &D, and strategic planning.

Cost Accounting in the Age of Robotics

39

By Allen H. Seed, III
The old arithmetic falls apart when machines replace labor, burden rates skyrocket, direct
labor costs become fixed, control shifts from line supervisors to manufacturing technologists, and historical costs no longer reflect current values. These realities of the robotics
age challenge management accountants to develop new approaches to cost accounting,
new definitions of terms, and new allocation techniques.

Benefits

Why Not Try a Cafeteria Compensation Plan?

44

By Bart P. Hartman and Richard A. White
Because of the change in demographics of today's work force, traditional benefits often do
not meet employee needs. With flexible benefits, employers can reduce their costs while
increasing employee satisfaction.

Management
Reporting

Financial
Accounting

What Gross Margins Do Not Tell You

50

By Germain Boer
Because small businesses have less access to financing, they must be certain they are
correctly pricing and marketing their products and avoiding a costly inventory buildup.
Gross margins can sometimes lull small business managers into a false sense of security.

How to Avoid the Constructive Dividend Trap

54

By Daniel B. Marin and Benny L. Baker
A constructive dividend has been defined as "any economic or financial benefit received
from a corporation by a corporate shareholder." If a distribution is so defined, the stockholder must pay tax just as if it were ordinary income and the corporation's tax liability also
will increase. Recent interpretations make it easier for firms to unintentionally fall into a
constructive dividend trap. Here's what you must do to avoid it.
Certificate of Merit, 1983 -84.
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Control

Evaluating Tasks for Operational Control

60

By S haro n M . M cK inno n and W illiam J. Bruns, Jr.
Which emplo yee perf orms which task at what level o f expertise and under what measure
of supervisio n are all impo rtant consideratio ns fo r management accountants implementing
operational controls. Such decisio ns can o nly be made, ho wever, when a system exists f or
the identificatio n o f tasks acco rding to their significance in the to tal o perational structure.

Taxes

Investment Credit: Are You Getting Your Share?
By T ho mas W . Hollen

64

Oppo rt uniti es to take inve stment tax credi ts ha ve be en mi sused beca use o f a lack
of
kno wledge o n the part o f co mpanies, co ntracto rs, and architects. S teps can be taken
to
maximize tax benef its fro m new constructio n, rehabilitatio n, and energy projects.
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PERSPECTIVES

The Leader as Communicator
It is a fact of corporate business life— whether we like it or not —that
most decisions today are made by a committee or as a by- product
of a committee meeting. That is why one of the most significant
training experiences that an aspiring executive can obtain is that of working on a
'
committee.
As part of its National Service Development Program (NSDP), NAA offers a
continuing workshop through which potential NAA leaders can hone their communicative and persuasive skills in a
real -life situation. The Association,
which is run by the volunteer members,
is structured into an Executive Committee, Board of Directors, 12 standing
committees, and a number of other committees, as well.
These committees lay down the policies of the Association. Their
work, therefore, is critical to the continued successful operation of
our Association. My participation in the deliberations in these committees continues to be one of the most valuable experiences of my
career. The solving of knotty problems in concert with your peers —
many of them who hold high corporate positions —is an experience
that cannot be duplicated by seminar or computer simulations.
Committee work calls on the maximum verbal skills of participants. A committee chairman must be able to keep his committee
focused on the agenda without alienating talkative participants,
must be able to defuse heated exchanges to arrive at acceptable
compromises, and elicit contributions from every panel member.
The task of committee leadership is made more difficult because
every member is an individual with strong opinions. A case in point
is our Committee on Management Accounting Practices, which I
had the honor of chairing for a couple of terms. Everyone of the 12
people on that Committee has strong opinions on almost every accounting issue concerning which side NAA should come down on. It
was —and is —the chairman's responsibility to lead the Committee
to a consensus.
The responsibility of a committee leader does not end once a decision is made. He or she must follow up that decision to make sure
that the actions the committee took are implemented. A leader
should take particular care, once a decision has been reached, to
praise the contributions of individual members.
Leadership styles have changed. No longer is it possible for authoritarian or manipulative leaders to function effectively. Today's
culture seems to call for the inspirational leader who leads by example, encouragement, consensus. Success rewards those who delegate duties to capable people and then stand out of their way.
These are the characteristics that NAA's leadership program
develops.
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you the facts
;ecutive ouns by mail progra
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 the Annual 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 Executive /Professional
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 com-

pany, 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.
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14201 East 4th Avenue
Aurora, Colorado 80011
1-800-525-1344
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Opinion
Robert L. Shultis

Dean's List
Let it be known to the world that President
Herb Seiffert and I both recently made the
dean's list. In the interest of full disclosure,
however, let me hasten to make it clear that
neither President Herb nor I have decided to
use our spare time to go back to school.
Actually what I'm talking about is the Thirteenth Annual Conference for Business School
Deans, Assistant Deans and Department Chairmen sponsored jointly by Virginia Commonwealth University and the Southern Business
Administration Association. The conference
brochure indicated that those who should attend included "deans, assistant deans, department chairmen of collegiate schools of business" and, according to the registration list,
that's who did attend — except for Herb and me,
who were the only two people representing
business in an otherwise academic world.
Waste of time? Most assuredly not. Although
geared largely to the interest of college administrators, the program contained much of interest to us, both as business people and as representatives of NAA. In addition, the informal
interchanges at the reception, lunches, and so
on were both useful and informative to us and,
we hope, to the other attendees as well.
Several major concerns surfaced at the conference. Some of these — tenure and promotions, for example —were in -house problems,
but others are or should be of concern to the
business community as well. After all, we are,
the users or customers of the product these institutions turn out. As such, we have a responsibility to support them and make our views and
comments known to those who are setting
policy.
One recurring theme of the conference was
how to measure the effectiveness of a faculty
member. There seemed to be several schools
of thought as to what was the most critical part
of the job:
1. Ability at the lectern, teaching and guiding
students;
6

2. Ability to produce state -of- the -art research;
3. Ability to turn state -of- the -art research into
something of practical value in the real
world.
No concensus was reached. Each point of
view — including that of the business folks present —had its proponents. (We opted for 1, 3,
and 2 in that order.)
Other subjects that received considerable attention were how well are the business schools
doing their jobs in today's world and what are
the biggest weaknesses in today's graduates.
These engendered lively discussion in the
breakout sessions that followed the plenary
session. The general conclusion was the business schools are doing their job well, but that
certain areas —two particularly —could improve.
I would concur. The group felt that students fail
to get the broad -based background and to acquire the thought processes that go with a liberal education. Also, that old bugaboo — inability
to communicate clearly — popped up as a weakness ... this one among students and faculty
members as well.
A third subject high on the list of concerns for
the attendees was the apparent need for downsizing the business schools over the next decade. The period of explosive growth for those
institutions is now over and demographics
would suggest that a period of retrenchment
may be ahead of us in the near future. This,
too, has important implications for businesses
in general. Will there be enough graduates to
fill the spots that would open up if the economy
were to enter a period of rapid expansion? If
the emphasis is on quality, rather than quantity,
will the problem of salary compression between
recent graduates and middle management become even more severe?
Finally, the educators we talked with recognized the need for younger faculty members to
get out in the business world for a year or two
before returning to the university campus. The
educators told us, and rightfully so, that business shares the responsibility for this. Business
executives can hardly legitimately complain
that the graduates (and, by implication, the faculty) don't understand the "real world" unless
they afford the faculty members an opportunity
to get out in the trenches. Those who talked
with us expressed the strong desire that NAA
and the organizations its members are associated with take this problem seriously.
The time was well spent. Many present knew
of NAA and expressed an interest in NAA's renewed desire to participate in the academic
process. Both President Seiffert and I hope that
many members of NAA will do just that.
MANAGEMENT ACCOUNTING /OCTOBER 1984
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them get that software up
and !A
no better way
to begin thanbyrecommending
the brand of soft-

Payable, Payroll and Inventory
Management
withseries
Point
of
Sale
Invoicing. The
grows
as they grow. And
your indispensability
grows

years. It's inevitable that
many of your clients will
do the same.
And that means theyll
need you more than ever.
7badvise them on the best
accounting software for
their needs. And to help

ware designed specifically
for small businesses. The
Great Phlins"Hardisk"
Accounting Series!
Your clients can start
with programs like General
Ledger and Accounts Receivable. Then add Accounts

right along with them.
Addit up. Great Plains
Software, plus youron-going
expertise, equals one satisfled client.T at's just simple
arithmetic.'TPlains Arithmetic. rIb find out more, call
Cathy Gunhus at701-281-

L

i f Plains
0550.Or write Great
S.W.
Softwarej701
Fargo,N.D. 58103. 38thSt.,
*GwutPk&msdwarr
4)n the IBM
PC,IBM XT,Appic Ile,nine
ApIk [it,Twuly
M ) or•n any

Memp wi b le.
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Computers
and
Accounting
Alfred M. King, Editor

Software Reviewed
This is the first in a series of reviews of microcomputer software of interest to management
accountants. The purpose of these reviews is
to communicate to NAA members the availability of new and innovative accounting- related
software programs, describe what they will do,
and review actual performance.

Tax Plan
Ernst & Whiney, 153 East 53rd St., New York,
N. Y., 10022, 1984.
Any accountant who has dealt with the calculation of corporate federal income tax liability is
aware of the complexities that can arise. Think
about the potential interaction of net capital
gains, charitable contributions, dividends received deduction, and net operating loss deductions; then combine these with limits on foreign tax credits, investment tax credits, new
jobs credit, R & D credit, and finally take into
consideration the minimum tax. Results: a great
complexity of calculations.
An actual or potential change in the results
for a year, perhaps arising from a . revenue
agent's adjustment, can have potentially significant effects on both prior and subsequent
years because of various limitations and carryforwards and carrybacks. Simply making the
calculations on an arithmetically accurate basis, with full knowledge of the applicable tax
code and regulations, is very time consuming.
This new E & W software, which runs on the
IBM -PC, IBM -XT, and COMPAQ computers, is
designed to enable the accountant to analyze
current and future income tax positions and
help management quickly evaluate the income
tax effects of alternative financial plans.
A brochure with the software indicates that
one can learn to use the program in "less than
60 minutes.'' A more realistic assessment
would be that four to five hours of hands -on
use probably is required to become proficient.
8

To make a complete calculation might require five to eight minutes on the XT or eight to
10 minutes on the PC. Thus, if one is testing a
number of alternative assumptions, the elapsed
time may appear rather substantial on the PC.
However, comparing this elapsed time with
what would be involved to work through any
one assumption from start to finish manually is
rather illuminating -10 minutes maximum versus perhaps a day or more. With the computer,
the management accountant can have complete confidence in the accuracy of the results.
This program does not prepare the basic
Form 1120 and supporting schedules. The
starting point for this program is the actual taxable income as reported on the 1120s as filed,
as well as the actual reported investment tax
credit, jobs credit, and so forth.
If one is involved in tax planning or tax management, one probably could justify acquiring
the microcomputer solely on the basis of this
one piece of software.

Software Directory Issued
There are a number of software directories on
the market. Many are rather technical in nature
and can be used best by a professional in the
data processing or MIS area. Moore Data Management Services, a division of Moore Business Forms, has recently issued what it refers
to as a "Softwhere" directory. The material in
this 252 -page directory is very easy to use and
is presented in a uniform format for each program. The directory provides information regarding price, training, support, source language, operating systems, and hardware.
Because the information was derived from
the manufacturer, there is no editorial analysis
of each program. The only problem with this
book is that the emphasis is primarily on banking and the finance industry rather than management accounting or public accounting. Information on software programs for automatic
teller machines or installment loans is not of
much interest to our members. The sections on
inves tm en t and s ec urit ies m an ag em en t,
leases, and financial planning are of real value.
Moore Data Manag emen t Servic es, 1660
South Highway 100, Minneapolis, Minn. 55416.
The term "user friendly, " probably made up
by some left- brained systems analyst, implies
that our success or failure with a computer is
based upon what we "users" can do. If we fail
to work with or understand a "user friendly"
computer, is it our fault? Say "No." (Should I
Buy a Home Computer? by Lincoln Hallen, Petrocelli Books, Princeton, N.J.)
MANAGEMENT ACCOUNTING /OCTOBER 1984
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EasyBusiness Systems" Plus Series
EasyBusiness Systems Plus Series
has windows that work harder. Windows you can move more data into
and out of easily. They open wide like
doors.
EasyPlus" opens the windows. It's
the first window integrator that allows
you to work with alf EasyBusiness
Systems accounting functions, plus
spreadsheet, word processing and
data management programs. You
can work with as many Plus Series
modules as you need to. All on one
screen. All at one time.
EasyBusiness Systems Plus Series
includes the following modules: General Ledger and Financial Reporter,
Accounts Receivable, Accounts Payable, Inventory Control and Analysis,
Order Entry, and Payroll. EasyPlus

allows single- screen integration with
EasyWriter'" 11 System, EasyPlanner'M
and EasyFiler. Unlike most products you may
see, the Plus Series allows you to
move words and numbers between
accounting and productivity functions. This means you can transfer
accounting data directly into letters
and reports with a single macro keystroke. You run your whole business
more effectively and productively.
Looking through windows can
improve your view. Stepping through
doors will improve your life. EasyBusiness Systems Plus Series. Doors

E -Z S0RCIM71US
.

1

1

MICRO SOFTWARE"
A O NUg

d Co mp u W A B O

M, t

Y

Special offer.—
Free demo diskette & rebate.
A Please send me a Free Demo Diskette* so I
can preview the features and effectiveness of
EasyBusiness Systems Plus Series.
I understand I will also receive a $50 certificate with the Demo, good for a rebate from
Sorcim /IUS on my purchase of any single Plus
Series module listed in this ad

I

Name
Address

City
Stale
Zip
Mail this coupon to Sorcim /IUS
P 0. Box 32389, San Jose, Calif 95152
This coupon expires March 31, 1985
This offer is void where prohibited by law
•Diskelle�is�designed�for�use�with�IBM�PC'�or�fully
compalible hardware systems. IBM -PC Is a
registered trademark of International Business
Machines Corporation

Mn 4 . In c

Easy Software working harder.
Sorcim/IUS Products. EasyBusiness S sferns'" Plus Series Accounting Products, EasyPlus ;" EasyWriter I'" System,EasyWriter II' "System, SuperWriler?l
SuperCalc 3 Rel 2, and other SuperCalc Software, EasyFiler;" EasyPlanner"and EasySales Pro'"

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Subcommittee Sets Agenda
A newly constituted Subcommittee on MAP
Statement Promulgation has established its priorities for the 1984 -85 year and beyond. Projects either planned or currently under way are:
Cash Management; Measurement of Entity
Economic Performance; Measurement of Profitability in Financial Service Industries; Decision
Support Systems and the Management Accountant; Allocation of Interest Expense and
the Cost of Capital; Early Warning Systems;
Shared Service and Administrative Costs: Definition and Measurement of Direct Labor Cost;
and Allocation of Indirect Manufacturing Costs.
Allen H. Seed, Ill, of Arthur D. Little, Inc., has
been named chairman of the Subcommittee.
He also is a member of the Management Accounting Practices Committee. Other members
of the MAP Committee also serving on the Subcommittee are Raymond H. Alleman, ITT Corp.;and Dr. Robert N. Anthony, Harvard Business School.
Other Subcommittee members are Richard
A. Curry, The Coleman Co; Dr. Robert A. Howell, Howell Management Corp.; Arthur D. Lyons,
FMC Corp.; Daniel McBride, Honeywell, Inc.; J.
Charles Stracuzzi, Modern Farm Systems, Inc.;
and Donald J. Trawicki, Touche Ross & Co.
Dr. Robert B. Sweeney, Memphis State University, whose term on the Subcommittee expired June 30, 1984, has been chairman since
its inception in 1980.

FASB Sets Tentative Conclusions
During the course of several meetings, the Financial Accounting Standards Board reached
tentative conclusions on certain aspects of major agenda projects:
Financial Reporting and Changing Prices
10

The Board tentatively approved continuation
of supplementary minimum disclosures on the
effects of changing prices. Historical cost /constant dollar requirements would be eliminated
for those companies reporting current cost information. Staff will develop recommendations
to simplify current cost disclosures.
Accounting for Income Taxes
The Board tentatively decided that comprehensive interperiod tax allocation should be required. The staff will seek to advise the Board
how the results of comprehensive allocation
can be made more understandable.
Employers' Accounting for Pensions
The Board t entatively decided that the
amounts of vested benefits, accumulated
benefits with and without consideration of future salary increases, and the fair value of plan
assets are important useful information and
should, in some way, be included in financial reports. Other tentative conclusions reached by
the Board were:
• Prior service cost should be recognized as
expense in declining amounts over periods
subsequent to a final -pay plan amendment.
• Prior service cost should be amortized over a
period not exceeding the remaining lives of
service of the active covered employee
groups exist ing at th e t ime of th e p lan
amendment.

SEC on Acquisitions, EDGAR
The Securities & Exchange Commission has
proposed Form S -4, which would be available
for registration of securities issued in connection with mergers, consolidations, and asset acquisitions. If adopted, the new form would conform t o t h e p rin c ip les of th e in t eg rat ed
disclosure system and would permit incorporation by reference of previously filed information.
In addition, the Commission has proposed a
number of amendments to Form S -4 and an
amendment to Form 8 -K relating to the financial statements of acquired businesses.
In regard to its pilot Electronic Data Gathering, Analysis, and Retrieval (EDGAR) system,
the Commission has adopted temporary rules
to facilitate its operation. Various procedural
rules are adapted to accommodate the filing
and review of documents in an electronic format. Since the Commission solicited comments
on EDGAR, several hundred companies have
indicated an interest in participating in the pilot
project.
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To look good in today's competitive
world of corporate finance, you need
Financial Man agement Software by
UCCEL. Proven Software. Developed by
a company that has 20 years in the business and is $150 million strong. Innovative so ftware. Designed to make yo u look
good by keeping you on top of even the
most d ifficu lt fin ancial management
pro blems.
Take a look. UCCEL's wide range of
software solutions includ es: Credit and
Accounts Receivable Management System, th e mo st comp reh ensive online,
real -time system of its kind. Financial

Control System, with flexible, online
on and repor tibudgeting,
ng pabilities. Tara
general
Planning System, providing leading
edge online, real -time tax planning and
compliance. Accounts Payable System,
for online automation of the entire
commitment cycle, from issuance of
purchase orders to final check clearing.
Fixed Asset System, for strengthened
capital asset management and up-todate compliance. Imagine , for online
query and reporting.
So call UCCEL now at 1- 800 -UCC -1234.
We're out to make you look good.

,
.
[t waTie—t h a m akes

u look g

UCCEL Corporation, Exchange Park, Dallas, TX 75235. Formerly University Computing
Co mp an y. UCCEL is a trademark of UCCEL Corporation.

Gro ups of us ers su rveye d t hus fa r c ann ot
agree on the value of applying current accounting standards to the financial statem ents of private companies. Accountants tend to attach a
great deal of importance to both the standards
applied and the opinion given in an audit of pri►❑►30
Check responses as follows:
A. Could still make favorable loan
decision
B. Lend only at higher interest rate
(higher risk)
C. Could not decide to lend (would
decline)
D. No opinion on this item
Identification: I am a(n):
a. Banker
b. Supplier
c. Other nonbank creditor
d. Private company owner
e. Private company manager

❑
❑
❑
❑

❑

❑

D E
❑ ❑ ❑❑

❑

C

❑

❑
❑

❑
❑
❑

❑
❑
❑

❑
❑

❑

❑

❑

❑

❑
❑

9. Statements prepared by the CPA on the federal income tax basis but not audited.

❑

S. Statements audited by the CPA on the federal income tax basis.

❑

❑

7. Statements compiled by the CPA but neither audited nor reviewed.

❑

❑

❑
❑

6. Statements reviewed by the CPA rather than audited.
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❑
❑

5. Statements audited but qualified as a result of auditor scope limitation.

B

❑

4. Statements audited but qualified for not disclosing prior year effects of a business
combination accounted for under the purchase method.

❑

❑

3. Statements audited but qualified for not capitalizing lease agreements.

❑

2. Statements audited but qualified for not calculating deferred income taxes.

A

❑

1. Statements audited but qualified for not disclosing pension benefits and liabilities. ❑

❑

Survey of Private Company Creditors, Owners and
Managers.) n the Big GAAP — Little GAAP controversy, previous studies have indicated that the needs of
private company financial statements may be satisfied by varying levels of assurance. This survey
seeks the opinions of private company creditors,
owners, and managers as to the assurance required.
Instructions
1. If you are a creditor, please indicate what your response is most likely to be to each of the following presentations of a prospective private company borower's financial statements. (Assume that
the auditor does not determine the dollar effect of
the qualification in items 1 through 4.)
2. If you are a private company owner or manager,
please indicate what you believe your creditor's
response is most likely to be as described in instruction 1, above.

Standards versus Auditor Reliability

❑

Professors G. Thomas Friedlob, CMA, Clemson
University, and Franklin J. Plewa, Jr., Idaho
State University., have counseled small businesses for several years. They propose that
the accounting standards overload problem
can be solved using current pronouncements.
Their argument is presented below. A short
questionnaire is shown below. They are requesting that all creditors and private company
owners or managers clip or duplicate this questionnaire and return it, completed, to: Kathy WilliamS, NAA, 919 Third Ave., New York, N.Y.
10022. In a future issue, we will apprise you of
the opinions received.

❑

Kathy Williams, Editor

For se ve ral ye ar s t he AICPA and t he FASB
have been discussing w hether there should be
di ff e re nt st a nd ar d s o r m e t ho ds of ap pl yin g
standards for private companies than for larger
public entities. This issue arose because the
stock of private com panies is not publicly traded. In the absence of public policy considerations, then, applying nu m e ro u s an d of t e n
com plex financial reporting standards m ay not
be cost beneficial or even relevant to users of
private com pany financial statem ents.' Numerous solutions have been proposed, but a consensu s has not been reached. Her e t he authors propose a market - oriented solution that
would use existing accounting standards and
require no a dd it io na l studies by e i t he r t h e
AICPA or the FASB prior to im plem entation.

❑

Small
Business

A Practical Solution
to 'standards Overload
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How do you keep up -to -date
with new human resource
management and payroll software?
Here are 7 ways for you to learn at Cyborg's
tuition -free software seminars.
1. There will be discussions of current trends and developments in the
human resource management and
payroll, and how they affect the
management and the processing of
information. These discussions will
be lead by experts in these fields,
not just salesmen.
2. Common problems will be discussed and solutions will be offered. Cyborg's approach to these
problems will be analyzed.
3. You will have the opportunity to
meet with a highly select group of
your peers. We have invited a number of Chief Financial Officers, Human Resource Managers and Payroll Administrators from major
corporations in your area.
4. You will be introduced to
Cyborg's new Human Resource
Management software package.
This is an entirely new product that
will offer you incomparable flexibility and simple solutions to your
problems. It's the most sophisticated software package ever designed
to be totally controlled by the user,
not by the data processing department.

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

LOCATIONS
ATLANTA, GAAPRIL 10
BOSTON. MAAPRIL 12
CHICAGO, IL APRIL 4
DALLAS, TXMAY8
DETROIT, MIAPRIL 24
LOS ANGELES, CAMAY 17
MINNEAPOLIS, MN APRIL 26
NEWYORK, NY JUNE 5
SAN FRANCISCO, CAMAY 15
TORONTO, CANADAMAY30
WASHINGTON, DC JUNE 7
Act now. Sign up for the tuition free seminar in your area. The locations are listed above. Simply fill in
the coupon and send it to us, or give
us a call and ask for seminar reservations.

- Yes, 1 plan to attend

F1 Yes, I plan to attend the complimentary luncheon.

I F1 No — Please send more information.
Mail coupon and business card to:
I John
Kluska

Mori

Cyborg Systems, Inc.
2 N. Riverside Plaza - 21st Floor - Chicago, IL 60606

8yBfBmS,161C.
2 North Riverside Plaza
21 st Floor
Chicago, IL 60606
(312) 454 -1865
Telex: 9102216009

Name
Title

Phone

Company
Address.
Seminar Location

Chicago

•

New York

•

Los Angeles

_ Date
•

Atlanta

-

Dallas

-

Ontario

Taxes
Israel Blumenfrucht
and Jerold M. Weiss, Editors

Court Rules on Penalty Exception
for Reasonable Cause

A taxpayer will be considered to have exercised ordinary business care and prudence if he made reasonable efforts to
conserve sufficient assets in marketable
form to satisfy his tax liability and nevertheless was unable to pay all or a portion
o,f the tax when it became due (emphasis
added).
The court stated that the language of the Regulation contains inferential support to the government's argument, particularly "when read
against the backdrop of the Congressional purpose behind the penalty provision, i.e., to encourage the payment of taxes when due."
Accordingly, the court ruled that the penalty
was not abated as a result of events occurring
after the tax due date and that the taxpayer's
assertion that a reasonable cause arose on the
date when the assets were tied up in an inter pleader action, leaving the taxpayer unable to
pay its delinquent taxes, was irrelevant to the
computation of the penalty.

Guidelines on Educational
Cruises and Vacations Reaffirmed
The Tax Court (Holswade) recently reaffirmed
the strict guidelines it previously established for
determining whether business seminars, lectures, and workshops held on cruiseships and
in vacation resort areas are considered primarily for business purposes so as to permit the
taxpayer to deduct the entire cost of the cruise
or traveling expense to the resort area as a
business expense.
The Code specifically states that a taxpayer
may deduct all ordinary and necessary expenses incurred in carrying on a trade or business including "traveling expenses (including
amounts expended for meals and lodging... )
while away from home in pursuit of a trade or
business." In order for the traveling expenses
to be fully deductible, however, the primary purpose for the trip must be business - related.
While the court ruled that the corporation
could not deduct the entire cost of the cruises
and trip, it did allow a deduction for the allocable expenses directly associated with the seminars, lectures, and workshops attended by the
taxpayer. Furthermore, the implication of this
ruling was particularly harsh on the taxpayer
because he was now required to include in
gross income the cost of the trips paid for by
Me corporation on his behalf.
!l1

ers

A federal district court in Washington recently
ruled in Industrial Indemnity v. Robert Snyder
that the IRS may continue assessing penalties
for failure to pay tax for each month that taxes
remain unpaid where no reasonable cause existed for nonpayment on the date the tax was
due, even if a reasonable cause arose at a later
date.
The Code provides that the IRS may assess
a penalty of ' /2 % of the tax liability for each
month or fraction thereof the taxpayer fails "to
pay the amount shown as tax on any return
... on or before the date prescribed for payment of such tax... unless it is shown that such
failure is due to reasonable cause and not due
to willful neglect... " The maximum penalty
that may be assessed in the aggregate is 25 %.
In the case at hand, the taxpayer failed to
pay the tax liability on the due date of the return. The taxpayer conceded that no reasonable cause existed on the due date for nonpayment of the tax and that the penalty payment
was initially properly assessed. However, the
assets of the taxpayer were subsequently tied
up in an interpleader action (i.e., a proceeding
to enable a person to compel parties making
the same claim against him to litigate the matter between themselves) and the taxpayer was,
therefore, unable to pay the tax. Thus, the taxpayer asserted that the IRS could no longer
continue assessing penalties for nonpayment
of the tax.
The main issue confronting the court was to
determine "whether the 'reasonable cause'
standard is, as the IRS contends, a one -time
test to be passed or failed at the tax due date;
or, whether the taxpayer has as many chances
at penalty immunity as there are months in the
delinquency period."
The court based its decision on two factors.
First, the court stated that the Congressional
purpose in imposing a penalty against taxpayfor failure to make timely tax payments was

"to encourage the payment of taxes when
due." Second, the court cited the following relevant Regulation which states:
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The
Automatic
Tax
]Department,

G/L to final
tax return at
one Desktop
Workstation,
By FASToTAX,

N
Get in touch with your mainframe.

Automate your states.

Thekey toautomatic conversion of general
ledger to1120 taxdatais at your fingertips.
UsingFAST-TAXMicro-Sourcesoftwarewith
yourbusinessPC,yousimplydownloadgeneral
ledgerdatafrom yourmainframeandgoat it.
Theinformationappearsonyourscreenalready
summarizedandconvertedinto"tax." Noextra
charge.AndFAST-TAX interfaceswithmost

Right at the same desk, the corporate tax
professional can lookover thesystem's state
computationallogic.Thenyoucanchangethe
parameterstoreflect yourstrategy— stateby
state, return byreturn. Independent allocation
andapportionment giveyouthejump onthe
federal return. Workpaperscanbeprintedout
onthespot.

popularG/Lpackages — including McCormack
& Dodge.
With the G/L information in hand, you can
enter changes, reclassifications, and Schedule
M's to your heart's content — oft -line. Want
spreadsheets? You've got 'em. Press a key.
Meanwhile, you have on -line access toFASTTAX for prior -year data and every federal/state
calculation in the book,

Plan your taxes and your time
on your PC.
WithMicro-Control 1120TaxCalendar, you
antrack everyshred ofinformationabout the
preparationand filing of taxreturns. But that's
not all. Now you an automatically generate
extensionsandestimatedpayment vouchers.
SamePCsamedesk,samekey.AddVideoPlan, andthereisnotaxplanningscenariotoo
big for your little PC.

1

CkyVP fTER
LANGUAW

-—

e

Formwriter2istheFAST -TAXexclusivethat
makesyourdesktopintoatruetaxworkstation.
Not only can you print the final return —
collated and ready to sign — you can also
turnout all thestateextensionsandestimated
paymentswithzeroclericaleffort.Automatically,
bypressingasinglekey,
Forthelargeorganizationwithhundredsor
thousandsoffilingseachyear, orthemid-size
companywith the need for centralized control,
theMicro-Line1120DesktopTaxWorkstation
offers what you'vebeen missing: atouch of
automation.
For moreinformation, press these keys:
1-800-FAST-TAX.

r� sT7xUC

- - - - - - - - - - - - - - - To:PeteRoberts,FAST-TAX
2395MidwayRoad,Carrollton,Texas75006
urtaxdepartmentcould useatouchofautomation.
BlowupwithmoreWorkstationinformation!

The finishing touch:
In -house laser printing.

Phone

Y
'
S� a� e

1
,
Lp
MAI!� iA

World Headquarters: 2395 Midway Road, Carrollton. TXT%W r
1-800-FAST-TAX
in Texas: 214-934-700, c
_
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By Suzanne G. Connors

Career Opportunities in Management Accounting

CPA:
Professors

Controllers

Very Imp.
Important
Somewhat
Unimportant

46%
38
12
4

11
63
26
0

CMA:
Very Imp.
Important
Somewhat
Unimportant

50%
23
19
4

0%
42
47
11

%

NAA
Research

placed more importance on the accounting certificates than did the
controllers:

chapter meetings, 8 %; and self -study
What NAA Can Do
courses, 2 %.
Previous research and available
The majority of the professors who
data
indicate that only a small perresponded to our questionnaire first
centage
of accounting students obheard about NAA while they were in
tain
positions
in public accounting.
college, whereas most of the controllers first heard about NAA through in- However, the major emphasis in the
dustrial contacts. Most of the respon- accounting curricula in most colleges
dents from both groups were and universities historically has been
long -time members of the Associa- toward public accounting, more spetion, holding membership for more cifically toward preparing for the CPA
than five years (71 %).
exam.
Four out of every five accounting
Sixty -two percent of the professors
have worked in both management ac- graduates obtain entry level positions
counting and public accounting posi- in business, government, or educations. The average number of years tion. Only one out of every five acan professor was employed in a man- counting graduates obtains an entry
agement accounting position was 4.6 level position in public accounting.
years, whereas the average number NAA would like to change the emphaof years employed in a public ac- sis of present day accounting curricucounting position was only 3.4 years. la to focus more attention on manOnly 32% of the controllers had ever agement accounting. We would like to
worked in public accounting; those increase accounting students' and
who did spent an average of 4.6 years faculty's awareness of the potential
in
it. All the controllers who respond- job opportunities in the management
Summary of Responses
The majority (65 %) of professors ed to this survey have been employed accounting profession.
The results of our survey indicate
felt NAA was helpful in providing them in management accounting positions
that
NAA is a very influential force in
with current information on today's for approximately 17 years, and they
business environment, which they all seem to be satisfied with their ca- providing management accounting inused in the classroom. However, the reer decision, and felt it has been a formation to our members in both academe and industry. W e have reresponding controllers were not as rewarding experience for them.
viewed the recom mend ation s
More
professors
held
accounting
complimentary; only 26% felt NAA
suggested from the respondents and
was helpful and 53% said NAA was certificates than did controllers:
are currently working with colleges
only marginally helpful. Both groups
Professional
and universities to increase our expoagreed the most useful service NAA accounting
sure and promote the profession of
Controllers
Professors
provides Its members Is MANAGEMENT certificates
management accounting. NAA has
26%
46%
ACCOUNTING magazine. The educa- CPA
formed a Committee on Academic
5
12
tional opportunities offered by NAA CMA
Relations whose purpose is to ex5
4
that both controllers and accounting Both
plore various ways that both chapters
47
27
professors took advantage of were: Neither
and councils can promote manage16
12
MANAGEMENT ACCOUNTING, 69 %; re- Other
ment accounting careers to accountsearch reports, 29 %; MAP StateThe accounting professors also ing students.
ments, 13 %; PEP courses, 1 1 %;

The NAA recently undertook a mail
survey to determine what Career Opportunities exist in the field of Management Accounting. We wanted our
members' input on how NAA might
help
students
realize
these
opportunities.
There were two samples selected,
accounting professors and controllers. The professors were selected at
random from among the colleges and
universities in the northeastern United
States. All the schools selected offer
accounting as a major. The controllers were located in the northeast and
were selected at random from the
NAA membership roster. Although
the questionnaires for both groups
were similar, the responses and the
response rates differed. We received
a higher rate of response from the
professors (52 %) than from the controllers (32 %).
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The Acquisition Decision
The NAA, in conjunction with the Society of Management Accountants of Canada, is publishing The Acquisition Decision. The pu rpose of the two s ister
accounting organizations in undertaking
this long -term project was to explore the
possibility of developing a management
accounting system that would be fully responsive to the way senior managers actually use accounting information to
make decisions. The acquisition study
was conducted by Woods, Gordon & Co.,
a management consulting firm in Toronto, Canada. It is offered free to NAA
members for a limited time period. To
obtain your copy, fill out the card between pages 60-61 and mail to the NAA
office. Following is a summary of The
Acquisition Decision.
This study began in March 1980. Interviews were held with 38 senior executives who were chief executive officers,
vice presidents of finance, or vice presidents of corporate development in 29
companies in Canada and the United
States listed in either the Fortune 500 or
the Financial Post 100 list of industrial
companies. All companies were active
acquirers.
From responses obtained we arrived
at four general conclusions:
Each company has an approach to
acqui sitio ns th at is uniq ue to its
management style, organizational
struct ure, and co rpo rate cul ture.
However, all the companies followed
a similar pattern in making acquisitions and undertook activities as reflected in the normative model.
2. The acquisition process is a combination of the activities and decisions
that must be made at each stage of
the process. It is not one decision,
but a series of decisions made during
a lengthy and complicated process.
3. Successful acquirers are able to make
all the decisions required throughout
the acquisition process on a timely
and effective basis.
4. The principal determinant of whether companies are able to make the required decisions on a timely and effective basis is the CEO. Without his
involvement, the acquisition process
MANAGEMENT ACCOUNTING /OCTOBER 1984

" A C C O R D I N G T O O UR A A R D V A R K ,
YO UR B ES T T A X - A D V ANT A G E D
I NV E S T M E NT O P P O R T UN I T Y I S
THE AA RD VA RK ' S FI VE YEA R
PROJECT ION OF ALL TAX
I MP L I C A T I O NS T E L L S U S T HA T
O N T HE A A R D V A R K , B O T H

1

T H E A NN U I T Y T R U S T A ND T H E
UN I T R U S T L O O K B E T T E R T H A N . .

When you're tops
in your field,
your name
gets around.
Aardvark /Mc Graw -Hill. To ps in the
financ ial s of tware f ie ld .
We give you expertise the others can't
to uch.
Develope d by financial experts , not
jus t c om puter pe op le, our com prehe nsive packages are designed to meet the
specific needs of CPAs, corporate accountants and o the r financial pro fessi onai s.

Specifically targeted programs for a wide
variety of professional needs ...
With them, you'll do a better job for
m o re c lie nts ... f o r yo ur c o m p any ...
and yours elf. In less time.
Com pare alternate p lans q uickly and
easily, Simultaneously perform side -bysid e analys es o r multiyear projec tions.
Explo re . Test. Create. Investig ate any
num ber o f ass ump tions , s olutions and
op p rtunitie s .
Thes e p rog ram s c an help you to expand your prac tice . Inc rease your tax
kno wledg e. Im prove s taff training and

education,
Perfect printouts in minutes
You go from raw data to impressive,
personalized client -ready reports fast —no
matter how complex the analyses. No
mistakes, no corrections. No significant
clerical expense.
All software has been updated for the
Tax Reform Act of 1984. And our
Maintenance Agreeitlent automatically
keep s it up to date.
Easy to learn, easy to use
Thousand s of c lients natio nwid e
swear by us. Our do cume ntatio n is s o
cle arly writte n and illus trate d , the mo s t
inexpe rienc ed microco mpute r use r —or
junior staf f mem ber — can learn to op erate
any prog ram quic kly. A nd we stand be hind
our p rog rams . I f yo u have que stio ns, o ur
on -staff tec hnical experts are always available to assis t you.
AA R D V A R K /Mc G raw -Hill.
To p s in the financ ial so f tware fie ld .,y M

p ho to b y: D. De vich
Find o ut more —and get a free bonus!
Chec k the prog rams that inte re st you
on the c oupo n be lo w and se nd it to us
or, for faster service, call 1-800- 543 -1300
operato r no . 1 88 toll -free. W e'll rush
you more info rmation —p lus a use ful
bo oklet, E xpanding C orp orate Financ ial
Analyses with Microc omputers —
abs olute ly fre e!
A ard vark/Mc G raw-Hill

1020 North Broadway
Milwaukee. WI 53202
Please send me my free booklet —arid
mo re inf o rm atio n ab o ut:
PR O F E SS I O NAL T A X P L A NNE R —Mo s t
co mp re he ns ive fe de ral inco me tax p lan
ning p ro g ram.
T A X S HE L T E R / I N V E S T ME NT P L A NN E R
— Compares and evaluates proposed tax
she lter investme nts in light of the inve stor's
spe cif ic situatio n,
FI XE D AS S ET A CC OUNT I NG — The su•
pe rior p ro gram in the field.
[_ C O R P O RA T E P R O TE C T I V E ES T I MA T E S
— En ds b ur den so me c alc ul at i o ns

to d et e rmin e c or po r at e e st imat e d ta x
pa ymen ts.

[-1 C API TA L B UD GET ING — The b es t way
to e val uat e p r opo sed as set ac q ui s ti o ns.
E S T A TE TA X P L A N N E R — E ve n t h e m o s t
c o mp le x es ta te c an b e pl an ne d qu i c kl y , e f f i c i e nt ly , ef f e c ti ve ly w i t h th i s c o r t r p r e he n•
si ve, de tai le d p r o gr a m.

Nam e
T i t le .
Co mp any
Address
C ity
Phone
1 own a

State_ Zip
84 04
mic ro c o mp ute r,

■

can beco m e a m eaningless exercise.
His ro le as a driving force in m aking
acq u isitio ns is essential to c r ea t e a
sense o f purpose and direction to obt a in a c o m m i t m e n t f r o m t h o s e
involved.

To assist readers in understanding the
acq uis ition decision - m a kin g process,
two flowchart exam ples are included to
illustrate em pirical m odels. The em pirical m odels then a r e c o m p a r e d t o t h e
normative model.
C
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Data Sheet
Robert F. Randall, Editor

Exit, Owner; Enter, Manager
The timely withdrawal of the founder from the
active management of the firm is the most critical factor in transforming owner - managed firms
into successful, professionally managed organizations, according to a new Conference
Board study. The study focuses on 20 major
family - controlled businesses in the U.S., Europe, and Latin America with annual sales averaging more than $100 million. "Founders who
have presided over their companies' evolution
into effective, full - fledged business organizations have largely done so because they have
been adaptable enough to change their personal roles as the company moved toward institutional maturity," says Ronald Berenbeim,
author of the study. Successful disengagements are characterized by four actions: owners relinquish control when they are still in full
command of their abilities and able to lend support and counsel to new management when it
is sought; they leave no doubt among employees, customers, and suppliers that they are
stepping down; they commit themselves publicly to an orderly plan of succession; and they articulate and supervise a formal company mission statement, detailing principles regarding
management objectives, policies, strategies,
and accountability. The study is titled "From
Owner to Professional Management: Problems
in Transition."

GASB Issues First Statement
The first statement issued by the newly formed
Governmental Accounting Standards Board
continues in force the currently effective pronouncements of the National Council on Governmental Accounting and the accounting and
financial reporting guidance contained in the
AICPA's "Audit of State and Local Governmental Units." GASB was formed earlier this year to
set financial accounting and reporting standards for state and local government units. It
operates under the auspices of the Financial
Accounting Foundation, which also funds and
18

appoints the members of the Financial Accourting Standards Board. GASB Chairman
James F. Antonio said that the Board has
placed pension accounting and financial reporting on its agenda as a top priority subject.

Sees Move to Bonds by Pension
Managers to Capitalize on High Rates
Thanks to the recent upsurge in bond prices,
there is a move by corporate pension fund
managers from common stocks to bonds to
lock in high current yields. Charles E. Keller,
managing director of Continental Investment
Advisors, a subsidiary of Continental Group,
says: "We feel there is a good likelihood that
corporate pension funds — particularly those of
companies in older, more mature industries
such as steel, automobiles and airlines —will
begin to sell off substantial portions of their
lower- yielding stock portfolios and invest the
proceeds in the bond market." He added, "In
many cases, these bond investments can work
to overfund pension liabilities in the current
market by providing high enough yields so that,
after the rate of inflation is subtracted, the remaining spread exceeds mandated pension investment returns. This will allow the companies
to temporarily reduce their contributions to the
pension plan and use the money instead for
much needed capital improvements." He referred to press reports that managers of Chrysler Corp.'s pension funds, with over $1.29 billion in assets, have sold $450 million in stock
holdings to purchase higher - yielding bonds.
This move, he suggested, signals a return to
the bond market by pension funds after years
of relative neglect.

FASB Forms Small Business Group
The Financial Accounting Standards Board has
formed a new advisory group on small business, which will function independently of any
of the Board's specific agenda projects. It will
help the Board identify the implications of
Board decisions to small businesses and identify any implementation problems small businesses may have with those decisions. NAA
Executive Director Robert L. Shultis is one of
the members of the new panel. Any NAA member who wants to comment on an issue involving small business may write to Mr. Shultis at
the national office.

Business /Accounting Briefs
Three new publications launched: Accountants
01.111-95
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Financial Software
Problems Solved.
20�

That's all it will cost you to mail us the coupon
below. But it will be a giant step toward solving your
financial software problems. A step that has already
been taken by finance and accounting managers at
hundreds of major corporations. They have since
found they can totally rely on financial software
systems by Data Design.
Why? Our Financial Applications Software
Packages�—all�of�which�are�developed by Data Design
—are�given�the�most�extensive�reliability�testing�in�the
industry, guaranteeing ease of use and trouble -free
installation.
No wonder, then, that Data Design was rated so
highly in the latest Datamation software survey. In
fact, in the ratings of General Accounting packages,
Data Design's Fixed Assets and Accounts Payable/
Purchase Control finished above all other packages
studied. Ahead of MSA, McCormack & Dodge and
Software International, Our General Ledger and
Capital Project Management. System were too new to
be included in the survey. We're dedicated to achieving
the same results with these systems.
Data Design was rated higher in terms of overall
satisfaction with product performance as well as service and support. The service and support ratings are
especially significant in that they polled user votes in
the categories of vendor responsiveness, training and
documentation�—areas�critical�to�trouble�-free�system
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 personal Account Manager),
telephone consultation and a 24 hour emergency hotline 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).

So you see, our reputation for excellence has been
built on providing only the highest quality mainframe
software for:

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

To learn how these systems have solved financial
software problems for a broad range of medium to
large size companies on most major computer
systems, complete and mail the coupon below. Better
yet, save the 20` and call us today at 800 -556 -5511
(408- 730 -0100 in California). We'll do the rest.

DATA
1279 Oakmead Parkway, Sunnyvale, CA 94086
l
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.

Please send me additional information on your:
� �General�Ledger�System
�� �Accounts�Payable/
Purchase Control System
�Fixed�Asset�Accounting�System

.

� �Capital�Project�Management�System
My need is:� �Immediate�O�Short�Term�� �Long�Term
� �1�am�interested�in�attending�a�free�seminar�on�financial
application software.
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Seehow simple financing can be.
Now financing IBM equipment doesn't have to be a whole lot more
complicated than signing on our dotted line.
To begin with, our master agreement is a mere four pages long. And you
only need to sign it once.
Your signature will get you flexible financing. We offer a wide range of
lease or installment purchase options to help you tailor a plan that suits
your company's needs.
Your signature also gets you low rates. We're competitive.
Even if you want to add or upgrade equipment down the road, a simple
supplement to your original contract is all it takes.
So how do you go about getting IBM Credit Corporation financing?
Just call the same person who helps you choose the IBM computer or
office equipment you need.
Your IBM marketing representative.
It's that simple.
Credit Corporalf"011

Management
Accounting
Practices
104 -4

FASB Proposes Guides
on 1984 Tax Act
The FASB staff has issued proposed
Technical Bulletins that would provide
guidance on accounting for the effects
of the Tax Reform Act of 1984 as it relates to Domestic International Sales
Corporation (DISCs) and stock life insurance companies.
The new Tax Act forgives income
taxes on certain income relating to export sales of a DISC not distributed to
its parent company by January 1, 1985.
Another section of the Act requires life
insurance companies to recompute policy reserves for tax purposes as of January 1, 1984. Any taxes on income arising from the recomputation are forgiven
by the Act.
Both proposed Bulletins would clari-

fy that deferred income tax balances relating to taxes that are effectively forgiven by the Tax Act should be adjusted
for the effects of the Act. The effects
would be recognized in the first interim
or annual financial statements issued after July 18, 1984, by restating any prior
interim periods of the current fiscal
year. The cumulati ve effect of prior
years would be recognized in the first
interim period of the current fiscal year.

IASC Approves E26
Exposure Draft 26, Accounting for Investments, was approved for issuance by
the International Accounting Standards
Committee. IASC will accept comments
until March 31, 1985.
E26 deals with all investments, other
than investments in subsidiaries, joint
ventures, and associates, and distinguishes between long -term and current
investments. The exposure draft addresses many accounting and disclosure
issues relative to investments, including
carrying value and the disposition of
gain or loss on disposals.

IFAC Actions
Designed specifically for the

IBM System/38
and the Management Accountant

A comprehensive

The International Auditing Practices
Committee of the International Federation of Accountants approved for issuance Exposure Draft 22, "Representation by Management," and approved
the reissuance of Exposure Draft 16,
"Events After the Balance Sheet Date."
ED22 provides guidance as to the
procedures the auditor should apply in
obtaining, documenting, and evaluating
representations by management. ED16
was reissued for comment because of
significant changes made to the original
exposure draft issued January 1. 1983. 11

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

Accounts Payable System

DEDial =- Company
Financial Accounting and Reporting Systems
Murray Financial Center, Suite 465
5550 LBJ Freeway, LB -1
Dallas, Texas 75240 a (214) 458 -0987
IBM is a registered trademark of the International Business Machines Corporation
Lotus 1.2 -3 and Symphony are trademarks of Lotus Development Corporation.
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Roger Smith Steers GM
into a High-Tech Future
How well does a former management accountant drive
a multibillion - dollar company? This CEO is turning GM
toward a technological revolution which he believes
will keep the auto giant profitable into the 21st Century.

Ale &
By Kathy Williams and Robert L. Shultis
If General Motors Corp. Chairman Roger B.
Smith has his way, pretty soon you and I can walk
into a dealership with only a vague idea of what
kind of auto we want to order and walk out a
while later with all the options we want, the exact
date the car will be shipped, plus financing arranged —all via computer. "I'm convinced we can
integrate everything from ordering through scheduling through purchasing through production
through shipment on one computer system," the
59- year -old CEO predicts enthusiastically.
"You'll walk into a dealership or maybe even a
bank and punch some buttons and be able to see
your car on the screen —the color you want, the
specific equipment —and then the computer will
tell you what the dealerships in your area have in
stock. You'll say, `I've got my heart set on a little
blue one with white interior but nobody has that.'
Well, then the salesperson will tell you, `Okay,
we'll enter that at the assembly plant,' and while
MANAGEMENT ACCOUNTING /OCTOBER 1984

you're sitting there, the computer will tell you the
car will be produced in seven days, allow two
more days for shipping, and it will be in your dealership in nine or 11 days or something like that.
The order will go through, and you'll arrange the
financing right where you're standing."
The concept isn't as mind - boggling as it sounds.
"We've got half of it done right now," Mr. Smith
explains. "We've got the car, the price, the availability. The thing we don't have is if the car isn't
built and isn't in inventory, I can't order into the
plant and trigger... say, tell Firestone to build
five whitewall tires for you and ship them to Linden. That part of the chain is coming."
It may, in fact, be snapping into place at this
very moment. GM's $2.5 billion summertime acquisition of H. Ross Perot's Electronic Data Systems Corp., a computer services firm that promo tes i ts ab il it y t o i n t egra t e a co mp a n y's
scattered computer installations into a single network, should provide the missing links. But GM
isn't planning to stop here. "Once we get this sys23

tern set up, I'm going over to sell it to Campbell
Soup so they can go out and tell the farmer to
plant more b ean s.. . h ol d t he tomato es!" M r.
Smith laughs.
This acquisition followed on the heels of GM's
buying 13% of Teknowledge Inc., a small computer company specializing in artificial intelligence applications. GM plans to use its capabiliti es t o h elp d iagno s e au to mo bi l e t ech n ical
problems via computer rather than relying on human judgment alone.
In the almost four years since he was named
chairman and CEO, Mr. Smith has driven GM
down other strategic avenues such as robotics,
quality consulting, computer -aided design and
manufacturing, corporate headquarters computerization, and joint ventures such as the one with
Toyota Motor Corp. to manufacture subcompact
cars in the United States. His most radical change
to -date, however, is GM's massive reorganization
in which the five major car manufacturing divisions that had operated independently were consolidated into two: Chevrolet- Pontiac (plus GM of
Canada) and Buick - Oldsmobile - Cadillac.
Topping Out or...
If moves such as these seem atypical for an accountant, then Roger Smith applauds because he
believes accountants should become involved in
all aspects of their company's businesses if they

'Accountants need more analytical
ability... they need to understand
what makes numbers do what they do
and why they are there

want to succeed. "You can rise in any particular
field to a certain level based on your ability, but
then to get beyond that you must have a broad
spectrum in life... You're going to top out in
your area unless you have an ability to expand. It
always amazes and pleases me to see one of our
people like Bill Hoglund (former general manager
of Pontiac and now the group executive in charge
of operating staff), who's been a finance guy, get
up there and make a rip- roaring speech and get
2,000 dealer /salesmen up on their feet and cheering. That's a little different from what he learned
in business school," Mr. Smith explains.
After obtaining an MBA from the University of
Michigan in 1949, Roger Smith began his career
with GM as a general accounting senior clerk. He
quickly found that at General Motors, the financial staff is exposed to every area of the company.
P4

"I don't know anything you do that cost or money
somehow doesn't cut across it as a valuation in
some way. If you talk people, you get compensation. If you talk sales, you get prices. If you talk
steel, you get costs. So it is a common thread, and
to the extent you are able to weave that into something, you get involved in a variety of activities."
He dedicated himself to learning as much about
GM as he could and within nine years became director of the general accounting section.
In 1960 he was transferred to the New York
City Treasurer's Office as director of the financial
analysis section, then was named assistant treasurer there in 1967. In 1968 he returned to Detroit as
general assistant comptroller. He was elected treasurer in March 1970, then vice president in charge
of the financial staff and a member of the Administration Committee in 1971.
In 1972 he undertook his only job outside finance until the chairmanship —he was named vice
president and group executive in charge of the
nonautomotive and defense group. The two years
spent in this section were his favorite, mainly because of the variety and the pace —it was almost
as though he were running hi s own company.
"There was something going on all the time," he
says. "It kept you hopping and moving and learning because we would be overseas trying to close a
deal on a locomotive sale one day and working
out a labor problem in Dayton, Ohio, the next. I
was a so- called group executive. I was responsible
for seven unusual divisions. Electro- Motive made
locomotives, Terex made trucks, Frigidaire made
household appliances at the time, Delco Products
made electric motors and products for the electrical parts of the industry, and Diesel Equipment
made tiny valve lifters —a million a day high -precision products."
He fondly recalls introducing a Terex truck
that carried a 300 -ton load. "When we introduced
the truck we took it to Las Vegas to a big construction show. We'd lift up the back end and, to
everybody's amazement, we had five cars parked
on it— chained down to the bottom. Imagine
parking five cars on the back of a dump truck!" A
model of that Terex vehicle still sits on his desk
today.
Setting the Strategic Stage
While running this nonautomotive group, he
was assigned the task of setting up a "corporate
directions group" and promptly became interested
in corporate strategy and the impact all division
activities and results had on the company. This
background set the stage for his visionary strategy
and helped him learn to make tough decisions
when necessary. For example, after two divisions
were hit with heavy losses in the 1970s, GM decided to sell its Terex and Frigidaire divisions.
MANAGEMENT ACCOUNTING /OCTOBER 1984

After two years of high performance, in 1974
Mr. Smith was elected an executive vice president
responsible for the financial, public relations, and
industry - government relations staffs. He also was
named to the finance and executive committees,
maintaining his membership on the administration committee. From December 1, 1975, until
December 30, 1980, he also served as vice chairman of the finance committee, at which time the
finance and insurance subsidiaries (General Motors Acceptance Corp, and Mo tors Insurance
Corp.) reported to him. In August 1978, he was
given the added responsibilities for the consumer
relations and service, environmental activities, industrial relations, marketing, personnel administration development, and materials management
staffs. Then on January 1, 1981, he was named
chairman and CEO.
Since that time he has devoted his energies to
reshaping GM —embarking the corporation on a
technological journey that will revolutionize the
auto industry and help the company deflect any
challenges to its number one spot. The journey
really began in the mid -1970s when Japanese
automakers, with their tiny, lower - priced, fuel -efficient cars, began to capture the interest of the
American market. American motorists, who traditionally had favored larger, roomy, more comfortable vehicles, had been hit hard by the worldwid e energy crisi s, long gasol ine l ines, gas
rationing in some states, and escalating gas prices,
so they began to turn toward smaller cars. At the
same time, the U.S. government clamped heavy
restrictions on auto manufacturers, demanding
that they develop better standards of safety, fuel
emission control, and fuel economy. Roger Smith
sighs when he recalls their struggle: "The way the
regulations came out in this country was just terrible. In other words, most people would have said,
`Okay, let's take half a million cars and try this
emission system out and see if it will work,' but
the government said, `No, sir. You put it on six
million cars and you make it work or we are going
to make you bring them all back in.' So that took
all the time and talent and effort to push ahead.
To succeed was probably one of the greatest industrial miracles of our time, but nobody even
bothered to say that."
To make matters worse, over the years the auto
giants had become complacent in their operations,
had allowed their staffs to grow out of proportion,
and had not developed many innovative new
small cars. GM, like the others, was beset with
mechanical problems on some of its models, and
the company had been criticized for being too inwardly directed, conservative, and unimaginative
in design —too many of its models looked alike. In
spite of these stumbling blocks, GM managed to
grow and make money until the worldwide ecoMANAGEMENT ACCOUNTING /OCTOBER 1984

nomic recession struck. In 1980, GM lost money —the first time since 1921. It was time for rethinking and restructuring.
The Japanese Connection
One of Roger Smith's first protective moves
was in 1981 —to buy a small percentage of Suzuki
Motor Corp. Ltd., mainly to buy minicars to distribute through its own dealers (thus starting to
meet the small -car competition) and to have access to Suzuki's parts suppliers. Economist Peter
F. Drucker called that move a radical departure
for GM becau se previousl y the compan y had
bought only 100% of a company "or if prevented
by law from doing so, at least enough shares to
have control." (In 1971, GM had purchased part
of Isuzu Motors, maker of subcompact cars and
pickup trucks.) In addition, it wasn't seeking to
enter Suzuki's national markets, another idea
alien to GM. Therefore, the companies would be
working more as partners than one being an own-

'There's a fungus called over - reporting
that grows in corporations. People begin
to think happiness is a full in -box.

er, and they would still be competitors. GM's foray may be the wave of the future multinational
organization, according to world economists.
"The multinational of tomorrow will be comprised of autonomous partners, linked in a confederation rather than through common ownership.
It will be shaped very much like the GM- Suzuki
structure," Peter Drucker says.
In 1982, GM and the Japanese robot maker,
Fanuc Ltd., formed and incorporated a U.S. based joint venture to design, manufacture, and
sell robotic systems. The new company, based in
Troy, Mich., is GMFanuc Robotics Corp. and is a
major supplier of industrial robots as well as selling outside the auto industry. Business Week has
predicted that this year the company could reach
first place among U.S. robot vendors with projected sales of $70 million.
GM is not just diversifying —it is using the technology of the companies it is buying into. Take the
robots, for example. At GM's ultramodern assembly plants in Wentzville, Mo., and Orion Township, Mich., motorized robots deliver parts to the
assembly line as workers need them, and robot
painters perform such tedious tasks as painting car
bodies. In 1985, GM will have its own completely
automated and computer -based plant in Saginaw,
Mich., for its Saginaw Steering Gear division which
26

assembles front - wheel -drive axles.
The true test for GM robotics and automation
will come at the futuristic "Buick City" complex
in Flint, Mich., where next year 1986 Buicks and
Oldsmobiles will be assembled. In this totally
automated and computer- integrated automobile
manufacturing plant, nearly 250 robots will perform assembly tasks such as painting and welding,
an automatic guided vehicle system will replace
the old conveyor system, and the "just -in- time"
parts inventory system will be fully automated.
In its next move to counteract the strong Japanese competition in the small car market —American manufacturers still can't build a small car as
cost effectively as the Japanese —GM entered a
joint manufacturing venture with Toyota. The
agreement was signed in 1983, after more than a
year of study by both parties, and blessed by the
Federal Trade Commission in April 1984. Under
the arrangement, GM and Toyota will jointly
manufacture a subcompact car for Chevrolet at a
former GM plant in Fremont, Calif. Production
should begin this December for the company —
New United Motor Manufacturing, Inc. American workers —a majority of recalled GM employees— represented by the United Auto Workers
union will build the cars using Japanese manufacturing and management techniques. Content of
the autos will be half American /half Japanese,
and GM has predicted that the process will create
about 12,000 jobs for American workers. Under
the contract, GM will have available production
of up to 250,000 small cars a year, the venture will
last no more than 12 years, and neither party will
divulge information other than that needed to run
the operation. The benefits to GM are stagger ing—a firsthand lesson in a strong competitor's
techniques.
More partnerships were arranged in 1984 —the
EDS acquisition, the Teknowledge deal, a stake in
Philip Crosby Associates quality consulting, and a
joint venture with South Korea's Daewoo Corp.
Under this latter agreement, subcompact Pontiacs
designed by Adam Opel, GM's West German subsidiary, and produced by Daewoo will arrive in
the United States by 1987.
Streamlining a Corporate Giant
Diversification is jus t one aspect of Roger
Smith's plans. In January 1984, he shocked the
business world by announcing GM's massive reorganization —the consolidation of the previous five
car divisions into two: the Chevrolet- Pontiac (plus
GM of Canada) Group and the Buick- Oldsmobile- Cadillac Group. Heading the former group is
Lloyd E. Reuss, former general manager of Buick,
and heading the latter division is Robert C. Stempel, former head of Chevrolet. With rearranged
roles, both men could begin with fresh ideas and
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"a clean piece of paper."
The two groups will be responsible for their
own d esign, engineerin g, and market ing. By
grouping the divisions, cost and pricing will become more efficient. Mr. Smith notes, "We are
going to eliminate two steps of allied pricing, and
I think it will be a help. For example, under the
old systems, Fisher Body sold to GM Assembly
Division who in turn sold to the five car divisions.
Now we don't have to establish those two inter divis ional pricing l evels because F isher and
GMAD will be consolidated in the car group
manufacturing activities. That will give us a better
cost pattern." Because each division will be a self contained business unit, it will be responsible for
its own product.
Regarding the new structure, Mr. Smith notes,
"We're not just moving boxes around —we're redoing our systems and redoing out style. We're
trying to get a more participative style, too, to get
people to work together instead of in layers. We
want to get them flowing up and down." With the
reorganization, "the public will see it in the product probably. We will have an ability to respond
to the market faster. I think we are going to see
improved engineering and improved quality, and,
we hope, the stockholders are going to see lower
costs."
Mr. Smith expects the employees to see a difference in their involvement in the product. "Out at
Fisher where one guy used to be doing his body
design, then shipping it over to GMAD for them
to figure out how to put it together —he's now sitting down with the car division fellows who gave
him the specs. The three of them are now sitting
around one desk and saying, 'Let's get together
here,' and the GMAD guy is saying, 'Now I've
got a chance to tell you I never liked the way you
designed that car. I couldn't put the damn thing
together.' Then the boss comes in and asks, 'Now,
wait a minute —what is the problem hereT 'Well,
Charlie wants to put the door on ' before I get a
chance to paint it,' and he's got to resolve issues
like that and find out how things go together best.
Th at 's wh at we're h o pi ng to d o b et t er," Mr.
Smith explains.
What Happens Next?
When all the far -flung threads of this innovative technological and human tapestry have been
woven into place, GM hopes it will have developed a completely integrated approach to building
American small cars that will be competitive with
foreign cars and that will be models of dependability, durability, safety, and efficiency. The end product should be a new family of subcompact
cars. All acquisitions, reshuffling, and new systems are being integrated in the project, dubbed
Project Saturn. The vehicle to be produced from
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this union has been labeled a "no year" car because the usual time limit in which to introduce
the product was not specified. In addition, because the human factor is critical to its success,
GM established a Study Center aimed at achieving a union- management partnership that would
ensure the special relationships necessary for success, such as work teams, productivity, efficiency,
and cooperation. As GM emphasizes, the real results are not in the actual product that will appear. Instead, "Saturn's success will mean the
principles of the project can be applied across
product lines, and all GM vehicle programs will
benefit from a new 'industrial revolution. "'
Dedication Plus...
How did Roger Smith, who gives a first impression of being your down -to- earth, next -door
neighbor, muster the courage and foresight to set
such a grand iose goal? Dedi cati on t o GM , a
healthy dose of entrepreneurship —plus an enthusiastic commitment to computer technology —
have helped. "I think when I started out, I was
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That automakers fulfilled government
requirements as they did Was probably one of
the greatest industrial miracles of our time.'
usually big en ough. Somebody might remark
'well, that's only a tenth of a percent of sales, so
we won't bother with that.' But a tenth of a percent of $75 billion is a start to being real money —
it's worth the effort."
GM has always come first with Roger Smith,
and his dedication to the company has been legendary. He blushes, "I'm not denying it. I don't
think I'm any more dedicated than a lot of our
other people, but I liked what I was doing, which
made it easy, and there was so much to do, and if
you wanted to get ahead... people ask me `how
do you get ahead?' and I tell them, well, the bad
news is it is hard work... I can remember in my
younger days, I was working all night sometimes
on financial problems. I can remember one time I
came in here on a Thursday morning and went
home Saturday night. I don't recommend that."
Although the type of work is different now, his
schedule hasn't changed much. Travel and meetings take up a major portion of his time: "On
Monday afternoon in New York will be a TV interview. Then I've got a meeting on compensation
with outside specialists, then I'm going to a dinner
given by the head of Texaco. The next day, back
in Detroit, there's an 8 a.m. private policy group
meeting; 10 a.m., personnel; 11:30, a special meeting of bonus and salary people. At 1 p.m., there's
an organi zati onal revi ew, an d at th ree so me
French journalists are coming in. Next morning is
scheduling in sales and marketing and appraisal
review. .. "
He is chairman of GM's finance committee, an
active member of the executive and administration committees, and a member of the corporation's 10 policy groups: energy, industrial rela28

tions, materials management, overseas, personnel
administration and development, product, public
relations, research, sales and marketing, and service. Because his schedule is so hectic, meetings
must be extremely organized, and staff members
had better have done their homework before arriving. "We assume everybody that comes to every one of our meetings is familiar with the material when he sits down. We don't say, `let's pick
up the report and read it.
He describes the committee structure: "The finance committee meets the first Monday in every
month the morning before the board. The board
delegates to the executive committee and the finance committee some of its functions or they'd
never get done. GM operates through a committee structure. What happens is the policy committee meets in the morning, the audit committee
meets in the morning, and the nominating committee usually meets at noon. Our executive committee, which is all internal people, literally meets
every day because we all get together for lunch
when we are in town; we have formal meetings for
taking action. Then when the board starts at 2,
the committee chairmen all report what happened
at their meetings that morning and have discusif we didn't do that, our board meeting
sions
would...
last 21 days."
"'

really just trying to find out what was going on in
the world and see if I had learned anything in college that I could use effectively," he ponders.
"Then as you get wrapped up and involved and
work harder and get to know more of the business, you want to know more and you see things
that make you say, `gee, ifI were running that I
could do a little something different,' so you try to
do something."
In addition, he considers no problem too small.
"At General Motors the opportunities are just so
enormous, and of course the resources are so
great. Some companies say a few of their problems
are too small to bother with. With us, they are

Happiness Is Not a Full In -Box
Speed and efficiency also spill over to GM's reporting system, according to the GM chairman.
"We're trying to establish a corporate discipline
here," he tells. "There is a fungus that grows in
corporations called over - reporting. People begin
to think happiness is a full in -box. That's the kind
of syndrome we have to get rid of. People should
concentrate on what they need to know to do their
jobs and not waste their time looking at things
they really don't have to know, even if they seem
interesting ..."
In the accounting area, especially, "Sometimes
you could do better just reporting exceptions," he
emphasizes. "If you look at the budget accounts
for a month, you may say you don't want to know
anything unless it is 10% over or under its track
from the forecast. That way I could do something
about it before it happens. Instead of getting a 28page report telling you that the engineering department is right on track and things are going
great, do exception reporting. Forecasting to me is
much more important than historical past data."
GM uses a four -month rolling forward forecast,
then a year's budget, then ties that into a five -year
plan. To ens ure the accuracy of fo recasts, he
chuckles, "We tell the staff, `now we want you to
know that part of the incentive program this year
is going to be devoted to accuracy in forecasting,'
and it is amazing how accurate they become."
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Analysis also is important to Roger Smith.
"Accountants need more analytical ability," he
admonishes. "They must look at something and
understand what it is they are seeing —that it is
not just a bunch of numbers that add up to some
total. They need to understand what makes those
numbers do what they do and why they are there
... When I was in the finance area, I used to always tell a person 'the first time you put a number
down because that's the way you did it last time,
and don't understand what it is you are doing, you
are through. You've got to know what it is. Don't
just do something because that's the way we did it
yesterday.
He cautions that with today's advanced computerization, accountants could fall into a routine
of complacency. "Someone does a great big computer run and the person says, 'Aha, my job is
done.' It isn't. Computers can't think. They give
you data that will let you do a job, but you have to
be careful that you don't drown in the quantity
and lose sight of what you are trying to do.
"Forty percent of the time I get a report, decipher the figures, and say 'that can't be.' So I go to
the so urce and as k him, and h e says, 'I don't
know, what is itT I reply, 'That figure is either
wrong or something's gone to hell.' Sometimes
when the number is wrong you've got to question,
how did this person sit down and look at this report? How did it get this farT Somebody was
working but not thinking!"
To ensure a high - caliber GM employee who
will learn how to "think," the corporation recruits
from "key institutions," ones that are known for
producing the best students in their specialties.
"We have a very active college recruiting program. I'm convinced that as the world moves on,
there will be a higher and higher premium on
brighter people. It didn't make as much difference
30 years ago because the level of knowledge was
fairly equal across the colleges, but now with
some of these super technologies emerging, some
schools are moving farther ahead than others. If
you want to know about molecular biology, you
can't go to Siwash U.— you've got to find the
school that specializes in it. If you want that type
of employee, you go to that school to recruit."
To follow up, the company offers its employees
a variety of continuing education and training
programs, as well as tuition refunds, doctoral fellowships, and the like "because it is to our best
advantage to get the smartest people we can," Mr.
Smith notes. Even now, with the new joint venture at hand, employees are becoming versed in
Japanese management techniques as well as the
traditional American educational activities.
Some Time to Relax
If it seems that Roger Smith is all business, he
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isn't. Married 30 years to Barbara Rasch, he is a
devoted husband and father of four: Roger, Jr.,
Jennifer, Victoria, and Drew. Both sons share
their father's love of fishing and hunting, and
Drew and Mr. Smith match wits on their home
computers. "I'm struggling to catch up with my
15- year -old in the computer skills," he laughs.
He also is very active in community work. He
spearheaded the General Motors Cancer Research
Awards given annually since 1979 to recognize
basic and clinical scientists throughout the world
for their accomplishments in research on the
cause, prevention, and treatment of cancer. They
are presented under the auspices of the GM Can-

'We're not just moving boxes around —we're
redoing our systems and redoing our style.'

cer Research Foundation of which he is chairman.
He is a member of the President's National Productivity Advisory Committee and is the national
chairman for the 1984 U.S. Savings Bond Volunteer Committee. A member of the Planning and
Policy Committee of the Business Roundtable, he
also is chairman of the Roundtable's Accounting
Principles Task Force, in which capacity he testified before the recent Financial Accounting Standards Board public hearings on pensions.
Although he has been a strong supporter of the
FASB (actually serving as a member of the Wheat
Committee, which recommended its formation),
he has also been critical of the approach the accounting standards - setters have been following.
"We are seeing too much specificity in standards,
too much emphasis on uniformity, and a trend
away from the traditional matching of costs and
revenues concept which has served us so well for
nearly 50 years. Two major proposals come to
mind which illustrate this. The first is the initial
proposal concerning the accounting for pensions
under which we could have seen earnings being
affected by short-term market fluctuations of assets not legally under the control of management,
and the second is the introduction of such concepts as 'comprehensive income' under which we
would include changes in values in our equity section which would probably never be realized.
We've got to get back to basic concepts. I am very
hopeful that the new committee at the FASB, that
will deal with emerging problems, can help reso l ve s o me o f t h es e co n cern s , " Mr. Smith
explains.
Almost a native of Detroit —he moved there
from Columbus, Ohio, when he was three —he is a
► ► 58
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vate companies' financial statements. In
contrast, bankers —the primary outside
users of private company financial statements— appear to be more concerned
with the reliability that an external auditor adds to financial statements than
with the reliability provided by the report ing standards app lied.' In fact,
80% of all users surveyed by the FASB
were satisfied with financial statements
that were either audited or reviewed by
CPAs. Half those surveyed were satisfied with statements that were o nly
compiled. Qualified audit reports were
accepted by "numerous" lenders in the
same study, provided the auditor disclosed the level of responsibility taken
and the level of assurance provided.'
These findings lend credence to the notion that what statement users value is
the assurance given by the involvement
of the CPA and not the application of
sp eci fic st and ard s in th e fi nan ci al
statements.
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What cost - benefit considerations
should be applied to information presented in financial statements of private
companies? The primary cost of information presented in private company financial statements is borne by the owners. The benefits, however, accrue to
both owners and third -party statement
users.
Financial statement information is
provided "cost- free" to third -party users.' Perhaps as a result, bankers and
other third parties generally tend to
want more information rather than less.
The desire of third -party users for more
cost -free information should not be a
factor in a cost - benefit analysis of financial reporting standards. Only the costs
and benefits to the owner should be considered in the application of reporting
standards to private companies. For private company owners, the following
costs and benefits relate to the information content of the financial statements.
Costs are: change in audit fee, failure to
secure financing or financing secured at
higher cost, inadequate data for management decisions, and involvement of
internal auditors and /or staff.
Benefits include the ability to secure
financing or financing secured without
higher costs (had there been inadequate
informat io n) an d adequ ate d ata for
management decisions.
Owner costs and benefits are the only
costs and benefits that should be considered in assessing the information content of private company statements. Before applying accounting standards to
private companies, the questions must
be asked: Whose cost? Whose benefit?

A Reporting Continuum
Financial reporting need not be mutually exclusive choices between distinct
alternatives (as -the big GAAP — little
GAAP designation implies). Financial
reporting variations can be viewed as
cho ices on a cont in uu m, with each
choice representing a level of reporting
more advanced or more complete than
the last. The following six levels are possible on a financial
reporting
continuum.
Level 1: The cash basis.
Level 2. The federal income tax basis.
► ► 92
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The High Tech Challenge
to Management Accounting
Management accountants are used to applying their expertise
in the `mature' and `decline' stages of the product cycle.
High tech products, however, spend their lives
in the `start -up' and `growth' stages of the cycle.

Technological change and so- called high tech organizations and their products and services are increasingly important factors in the U.S. economy.
One might expect that high tech would make an
imprint on accounting, much as the rise of the service firm had an impact on accounting. Indeed, a
recent publication is titled Technological Change.
Its Impact on Accounting.' Unhappily, that work
ignores management accounting. My purpose is to
fill that gap: what are the implications of high
tech for management accounting?
To appreciate the major impact of high tech, recall the purposes of management accounting. The
very first sentence of a leading text identifies three
purposes for management accounting: "... (1)
planning and controlling routine operations; (2)
nonroutine decisions... ; and (3) inventory valuation and income determination."' In short, two of
those purposes are significantly restricted in the
high tech environment. Much as is the case with
MANAGEMENT ACCOUNTING /OCTOBER 1984

service firms, inventories are of minimal importance. And, routine operations also are of much
less interest.
The notion of product life cycle is used here to
illustrate high tech's impact on management accounting. But first, high tech should be given
some definiti on. A high tech organizat ion is
"... built for continuous technological change,
growth, and fast reaction time...
Similarly,
high tech products and services have a basic applied science characterized by complexity and
rapid change.
"s

By Earl K. Littrell

Product Life Cycle
The notion of a predictable life cycle for a product or service is a robust tool in marketing and
strategic planning. Traditionally, the product life
cycle includes four stages: start-up, growth, mature, and decline. Most manufactured goods —and
many services —spend most of their lives, often a
decade or more, in the last two stages. And, not
surprisingly, the mature and decline stages are the
33

m ana gem e nt a ccou ntin g to ols.

by contrast, spend com par-

at i v e ly lit t le t i m e i n t ha t d o m a i n. S uc h p r o d uc t s

of st ab il i ty ,

and cos t c ont rol em p has is.

lo n g pr od u ct io n runs,

But few

m anagem ent

by def initio n co me f ro m o rganizatio ns that are de-

ac co un ta nt s a pp ea r t o fo cu s on th e st ar t -up and
growth sta ges , t he dom ain

f ast re actio n time. H igh tec h pro ducts spe nd mo st

tions. In f act , a rec ent

of their

ma na g e m e nt ac c o unt a nt s re p o r t s t ha t less tha n

lives in the start -up and growth stages and

of high te ch org ani zaNAA-spo nso re d study of

pas s t hr o ug h t he ma ture and d ecline s tag es co m-

20% of ma na ge me nt

par at iv ely ra pi dly.
M o s t m a na g e m e nt a c c o un t a nt s a r e f a m i li a r

ence new product decisions, and

a c co unta nt s f e e l they i nf lu-

43%

say they are

no t c o ns ulte d a t all a b o ut ne w p r o duc ts . '

Table 1
Start -up and Growth Implications for Management Accountants
Key Activities

Start-up stage

Growth stage

Implicatio ns for
management acco unting

1. Selling ideas and con- 1. Responding adequately 1. Product is costed and
priced before actual data
cepts before the actual
to unsaturated demand
are known.
product is available.
for products.
2. Controlling inventory
2. Making initial penetra- 2. Assessing future
comparatively unimportant.
tion of markets.
customer needs as a
key input to R &D.
1. Expanding production
capacity.
2. Supplying product on
time and in quantity.
3. (R &D) Finding next
product for start -up
stage.

1. Data to build standard
costing system not
available
2. Relevant range in Cost Volume- Profit analysis
keeps moving.
3. Application of fixed overhead is complicated by
capacity changes.
4. Inventory control and
costing is comparatively
unimportant.

1. Obtaining initial

1. Obtaining additional
financing.
2. Designing and implementing financial
management system.
3. Generating positive
operating cash flow
from growth stage
product.

1. Cash budgeting and

&

1. Designing refining
prototype product.
2. Designing refining
pilot production
capacity.
3. Building production
capacity.
&

Production:

R &D

Financial.

financing.
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wi t h t h e m a t ur e a n d d e c li ne s t a g e s wi t h the i r
characteristics

signed f o r co ntinuo us c hang e, f o r gr o wth, a nd f o r

+

capital budgeting are most
important,
2. Growth stage manage ment is crucial.

General management:

1. Grasping the technology and business
opportunity at hand.
2. Building management
team.

1. Adding structure to informal organization.
2. Continuing importance
of adaptive management style.
3. Coping with steep part
of learning curve.

1. Integrative management
techniques (efficiency cost
control, etc.) are perceived
to be
less
important.
2. Management accountants
should emphasize adaptive talents.
3. Standards need to be flexible to reflect learning
curve effects.

Management accounting:

1. Cash Budgeting.
2. Projecting costs and
revenues.
3. Preparing proforma
statements to support
financing requests.
4. Capital budgeting.

1. Cash Budgeting.
2. Projecting costs and
revenues.
3. Preparing proforma
statements to support
financing requests.
4. Capital budgeting.
5. Recording actual revenues and costs.
6. Designing and implementing systems and
procedures.

Note what is missing or of
reduced importance:
1. Control of routine
operations.
2. Inventory valuation
3. Standard costing
4. Cost variance analysis

relatively
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Table 1 shows the key activities of the start -up
and growth stages by organizational function. The
breakdown follows logically from the definition of
high tech organizations and should provide management accountants with a basic understanding
of the stages. Note that Table 1 omits the mature
and decline stages on the premise that high tech
organizations continuously operate almost exclusively in the start -up and growth stages of the
product life cycle.
From the marketing function, probably the biggest impact on management accounting arises
from marketing preceding production. That is,
there is considerable pressure on the high tech
firm to get into the market as early as possible so
as to capture a large share of the market. Selling
the product before it exists provides a considerable time advantage over the more customary design- produce -sell sequence. This strategy tends to
force the establishment of a price for the product
before any actual data are obtained on the costs
associated with that product. Thus, the crucial
pricing decision must be made on the basis of cost
estimates and projections, not on actual cost experience. The comparative importance of cost estimation and projection —and the difficulty of that
task —are further enhanced by the nature of high
tech products: they tend to be in new areas where
one cannot look to similar products for cost data.
Another effect of the sell - produce sequence on
management accounting is that inventory levels,
at least for successful products, are quite low. A
direct result is that inventory control and inventory costing become relatively less important tasks
for the management accountant. To grasp the significance of this change, recall the introductory
quote that claims that inventory valuation is one
of th e th ree majo r pu rp os es o f management
accounting.
R&D Merges with Production
Moving on to the next organizational function,
note that continual operations in the start -up and
growth stages force a merging of the research and
development function with the production function. High tech firms just don't have the long production runs and long lead times for product devel o pmen t that permi t the sep arat i o n of
production and R &D in firms with more traditional product life cycles. A direct result of this
characteristic on management accounting is that
it becomes difficult or impossible to put together
the body of data necesssary for setting standards.
And without standards, standard costing with all
of its control and performance evaluation features
is precluded.
In the production area, the growth stage has
two notable effects on management accounting.
One effect is that the familiar notion of the releMANAGEMENT ACCOUNTING /OCTOBER 1984

vant range of activity, one of the keys to effective
cost - volume -profit analysis, keeps changing. That
means that the common assumptions about linear
cost (and revenue) behavior become less tenable
and require more frequent review. It also means
that the line between variable costs and fixed
costs, another of the keys to effective cost- volumeprofit analysis, becomes blurred. Or, to put it differently, fixed costs tend to fade into semi -fixed or
even variable status.
A second effect of rapidly growing production
capacity is on the application of fixed overhead.
Most fixed overhead application schemes rely on
reasonably stable measures of production capacity, often the so- called "normal capacity." But
when capacity is changing rapidly, it is likely to be
tough to construct workable application rates for
fixed overhead.
In the financial management function, the
chronic needs for ever more financing have the

Without standards, how can a standard
costing system —with all its control and
evaluation features —be set up?

most predictable effects on management accounting. Cash budgeting and capital budgeting techniques assume even more importance. In fact, one
could argue that high tech firms do tend to resemble the old saw about a firm being nothing more
than a collection of capital budgeting decisions
taped together.
But there is another important issue in the financial management area, one that is much less
obvious. The customary experience is that growth
stage products, with their needs for increased levels of working capital and plant assets, soak up
cash. In contrast, products in the mature and decline stages are expected to be net generators of
cash. In fact, the notion of mature products feeding cash to growth products is a fundamental part
of product portfolio theory. High tech products
spend little time in the mature stage, or don't go
through it at all. If so, where does the internally
generated cash come from?
Growth stage products are the only viable candidate high tech firms have for the role of internal
cash generator. To fill that role, growth stage
products must bring in early cash— deposits, prepayments, and so forth —and this fits nicely with
the sell - produce sequence discussed earlier. The
pro ducts als o must co mman d p ri ces rob us t
enough to cover the inefficiencies and scale problems of growth style production as well as to pro35

vide large margins. The impact of these factors on
management accounting is clear: the growth stage
is the high tech firm's main game, and it must be
taken seriously. There just isn't the opportunity to
lay back, planning to sort things out during the
mature stage.
In the general management function, there is a
very important implication for management accountants. It stems from the distinction between
adaptive and integrative management activities.
Briefly, adaptive management activities help the
firm cope with its environment and change in significant ways. Marketing, R &D, and strategic
planning are examples of adaptive activities, and
they are frequently perceived as the strengths of

The growth stage is the high tech firm's
main game, and it must be taken seriously.
the firm most pertinent to the start -up and growth
stages. By contrast, integrative activities help a
firm to become more efficient, more systematic,
more organized. Production and accounting are
frequently perceived as mainly integrative activities. The perception continues that these activities
really become important in the mature stage of
the product life cycle. But, if there isn't a mature
stage, it becomes critical for management accountants to counter these perceptions, or misperceptions. Management accountants need recognition
for the genuine adaptive contributions they can
make in the start -up and growth stages.
A final observation from the general management area: the firm continually operates on the
steeper portions of the learning curve. Recall that
it takes the mature stage with its long production
runs and relative stability in order to obtain the
cumulative production experience necessary to get
out to the flatter portions of the learning curve.
(The "steeper" and "flatter" terms here assume
the curve is plotted on standard graph paper, not
the customary log -log paper.)
Traditionally, management accountants prefer
to assume that they are operating in the flat portions of the learning curve. But continually coping
with the steep portions of the curve has pervasive
implications, especially for budgeting and stan-
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dard- setting. Assuming, for example, that the data
problems mentioned earlier are overcome, the
standard- setting process must still cope with significant production experience effects, probably
through flexible standards.
In sum, then, two of the three major purposes
of management accounting are comparatively unimportant in the high tech setting. Control of routine operations and inventory evaluation, in spite
of their historic importance as the functions of
cost accounting, are simply swamped by the importance of the nonroutine functions in the high
tech setting.
Comparison with Service Firms
Can management accounting adapt to the high
tech environment? There are good reasons to be
optimistic about management accounting making
that transition. One reason, of course, is that some
major management accounting tools, notably cash
budgeting and capital budgeting, are already well
adapted to the high tech setting. Another reason
for optimism comes from considering how well
management accounting, with its roots in manufacturing, has adapted to service firms.
Compared with manufacturing firms, service
firms exhibit these major differences:
• Little or no inventory,
• Difficulties in measuring output quantities and
qu y, and
• Labor intensive nature.
Still, management accounting has been able to
cope with these differences and adapt well. The
focus on key variables pertinent to services —such
as the billed time ratio for professionals —and the
use of project- function matrix evaluation schemes
are just two examples of successful adaptation to
the service environment. And, given that the service sector of the U.S. economy has been larger
than the manufacturing sector for a considerable
time, successful adaptation to the service setting
was vital for management accounting. Successful
adaptation to the high tech setting is likely to
prove just as vital to management accounting. O
'U. Galil, "The Impact of Technology on Industrial Organization," E.L., in Sum mers, editor, Technological Change: /u Impact on Accounting, The Council of Ar.
thur Young Professors, Reston, Va., 1983.
'Charles T. Horngren, Cast Accounting: A Managerial Emphatic 5th ed.. PrenticeHall, Englewood Clift N.J., 1982.
'Gaid.
'G.H., Lander, et al, Profile of the Management Accountant NAA, Ne w York,
N.Y., 1983,
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Cost Accounting
in the Age of Robotics
Traditional cost accounting must change to accommodate
automated production systems or costs will no longer reflect reality,
and uneconomic decisions may be made
based on misleading information.

By Allen H. Seed, III
Generations of management accountants have
been brought up to: compute product costs as the
sum of direct labor, burden and material, and
compute burden as a percentage of labor; assume
that direct costs vary with production; allocate indirect costs based on direct labor; and record historical cost depreciation and exclude interest from
to cost of production.
While these tenets have served manufacturing
companies well for years, their utility wanes in an
age where machines replace labor, burden rates
skyrocket, direct labor costs become fixed, control
shifts from line supervisors to manufacturing
technologists, and historical costs no longer reflect current values. The old arithmetic falls apart.
Costs no longer reflect reality, and uneconomic
decis i o ns are mad e as res u lt o f mi sl eadi n g
information.
Traditional cost accounting, therefore, must
change to accommodate the age of robotcs, where
automated factories replace labor- intensive proMANAGEMENT ACCOUNTING /OCTOBER 1984

duction lines. To adapt their cost accounting systems to the age of robotics, management accountants should consider:
• Replacing the concept of labor and burden with
conversion;
• Re- examining the notion of direct costs;
• Restructuring the bases for allocating indirect
costs;
• Focusing their control systems on investment
and inventory management decisions rather
than on cost center operating costs; and
• Establishing an equipment cost center that
"rents" machinery and equipment to productive departments.
Let us look at how manufacturing companies
may apply these techniques to gain more reliable
product cost information so they can manage the
factory of the future more effectively.
The Concept of Conversion
The traditio nal arithmet ic for determining
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product cost is straightforward: Direct labor costs
are determined by multiplying man -hours by a labor rate per hour. A burden rate is determined by
dividing all elements of overhead for a cost center
by direct laor. This rate is multiplied by direct labor to calculate burden. Labor, burden, and material are added together to calculate total manufacturing cost.
The traditional approach works well in a labor paced manufacturing environment where machines function as tools to assist production workers. It often provides unsatisfactory results in an
automated environment, however, where the work
is machine - paced.
An automated factory feeds work into the cost
center, processes it with one or more machines,
and removes it from the cost center without human intervention. One person may tend a system
of a dozen or so machines, and this person tends
to spend more time dealing with trouble than operating the machines.

Managing the factory of the future will
require more reliable product cost
information.

In such circumstances, burden rates based on
direct labor may approach infinity, and production costs bear little relation to the amount of
work the machine operator does.
With the exception of new plants, factories usually do n ot b ecome tot ally auto mated in one
stroke. Machine -paced equipment and robotics
gradually replace old, man -paced machinery.
Plant modernization programs often take several
years . Thu s a firm's cos t accoun ti ng syst em
should accommodate both man and machine paced environments at any one time and provide
meaningful comparative cost data between automated and nonautomated production processes.
Management accountants can solve this problem by replacing the concept of "labor and burden" with the concept of "conversion." The steel,
paper, chemical, and food processing industries
have used this technique for some time, but many
manufacturing companies still struggle to develop
burden rates and compile direct labor and burden
costs.
The distinction between direct labor and burden often is blurred. Some companies, for example, classify overtime premium pay, payroll taxes
and benefits, set -up, and waiting time as direct labor, while others treat some, or all, of these elements as burden.
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Conversion costs need not distinguish between
direct labor and burden. They may consist of., Direct and indirect labor, labor fringe benefits, energy, operating supplies, repairs and maintenance,
supervision and support services, machinery and
equipment costs, and building occupancy.
Conversion costs may be man -paced or machine- paced. If costs are man - paced, the most appropriate unit of production is usually the standard direct labor hour. If costs are
machine - paced, the most appropriate unit of production is either: a unit of measure such as tons,
pounds, or gallons for homogenous products or
engineered machine center hours for products of
difference sizes, shapes, and complexity. Depending on the cirumstances, conversion costs may be
expressed as a cost per ton, pound, gallon, or engineered machine hour.
An engineered machine center hour measures
the total, normal, productive capacity of a machine center in one hour of operation. While this
measurement may be developed primarily for
scheduling purposes, the accountant also can use
it for cost finding. To illustrate: If a machine center can produce five castings of a given type per
hour, each casting would use 0.2 engineered machine center hours. However, if two large castings
consumed 60% of the machine center's capacity
and three small castings consumed 40 %, the large
castings each would use 0.3 engineered machine
center hours and the small castings each would
use 0.133 hours.
The New Meaning of Direct Cost
While the concepts of variable and fixed costs
still have relevance in an age of robotics, the concepts of direct and indirect costs take on new
meanings. In a man -paced environment direct
costs typically consist of direct labor, fringes, direct supervision, material handling, quality control, operating supplies, energy and, sometimes,
repairs and maintenance. Because these costs generally vary with the volume of producton, direct
costs also are referred to as variable costs. Indirect
costs consist of plan services and administration,
building occupancy, rent, insurance, taxes and depreciation. Because these costs do not vary with
production in the short term, such indirect costs
also are referred to as fixed or period costs.
The neat parallels between "direct" and "variable," and "indirect" and "fixed," however, unravel in a machine -paced environment. As illustrated i n F igu re 1, "mach in e" cos ts become
"direct" costs, but these machine costs are largely
fixed innature. Direct machine costs, for example,
may consist of rent, insurance, taxes, depreciation,
and repairs and maintenance, in addition to operator labor, fringes, and energy.
Definitions of which elements constitute direct
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and indirect costs vary and are the subject of debate. I suggest that direct costs be defined as costs
that can be assigned directly to a cost center or
product irrespective of their behavorial characteristics. Indirect costs are those costs which must be
allocated to cost centers or products.'
Applying this definition, the depreciation and
maintenance of machine center equipment is a direct production cost, but the depreciation and
maintenance of tool room equipment is an indirect cost. The wages and fringes of the personnel
who operate the machine center are a direct cost
while the wages and fringes of the personnel in the
producion scheduling or industrial engineering
department are indirect. Quality control may be a
direct or indirect cost depending on whether or
not the activity can be directly associated with a
machine center or product.
Many firms recognize two kinds of indirect
costs: Service costs and administrative costs. Service costs typically include such cost centers as
maintenance, data processing, and material handling, which can be charged directly to production cost centers based on services rendered.' Under these circumstances, such service costs may be
considered direct costs and only unassigned service costs remain in the indirect category.

The difference between service and administrative costs is also unclear. Some argue that all indirect manufacturing operations are service centers.
Moreover, if maintenance and repair is a service
why not classify building occupancy costs the
same way? Building occupancy costs, for example,
can be assign ed directly t o cost centers on a
square footage basis.
I suggest that these definitions are largely irrelevant. Ultimately, all manufacturing costs should
be assigned to products and it makes no difference
whether they are called "direct," "indirect," "service," or "administrative" costs. Such terms refer
to how the cost was determined rather than the
behavorial characteristics of the cost element.
While product cost data should be aggregated to
identify variable and fixed costs, the distinction
between direct and indirect, and service and administration is not useful for product cost and
profitability analysis.
Modern, computer -based manufacturing resource planning (MRP II) systems easily accommodate the compilation of variable and fixed conversion costs. Several systems can maintain two or
more standards, update costs on line and reflect
the impact of engineering and machinery and
equipment changes. These systems can help a

Figure 1
Conversion Costs: Man -paced and Machine-paced Environments
costs
Machine -paced environment
Direct
Indirect
Total

$ 300
600
200

300
600
200

$ 800
500
100

1,100

$1,400

5,000
1,900
500
400
500
300

500
400
1,000

$8.600

Total cost of operation
Standard man -hours

$ 8,600

$9,700

800
1,800
700
100
300
600
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500
400
1,000

$

500
1,000

$3,400

$ 3,400

-

500
1,000

$4,300

$2,700

$ 6,800

$4,300

$14,000

$9,100

$2,700

$11,600

400
1,800
500

$

$ 4,300

$

$4,300

400
1,800
500
100
1,000
3,000

1,000 hours
$

Cost per engineered machine center hour

1,400

$ 300
1,000
3,000

Cost per standard man -hour
Engineered machine center hours

800
500
100

800
1,800
700
100
300
600

$

Fixed costs -both environments
Supervision
Production support services
Building occupancy
Insurance
Property taxes
Depreciation- machinery and equipment

$

$

$5,000
1,900
500
400
500
300

$

Variable costs - man -paced environment
Fixed costs - machine -paced environment
Direct labor operations
Labor fringe benefits
Setup labor
Material handling labor
Quafity control labor
Repairs and maintenance

$

$1,100

$

-

$

$

Variable costs -both environments
Energy
Operating supplies
Overtime premium

Man-paced environment
Direct
Indirect
Total

14.00
100 hours
$116.00
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management accounant to apply appropriate cost finding techniques to a manufacturing environment where machines are gradually replacing
men.
Cost Control and Behavior
Direct costs are sometimes referred to as the resources that are assigned to a machine center over
which the manager of the center has "control."
The term "control," however, should be used in
its most limited sense in a machine -paced environment. Machine center managers seldom determine
the investment in their machine center and are responsible largely for controlling output rather
than cost. Moreover, even output is determined by
schedulers, and most breakdowns and work stoppages lie beyond the contol of the machine center

In automated factories. workers spend more
time dealing with trouble than operating
machines

manager. Thus, control —and the focus of control
reporting— shifts from the plan floor to the engineering, planning, scheduling, and maintenance
functions. Investment and inventory management
decisions become the focal point of the control
system; labor and operating expense control become relatively less important. In a machine paced environment manufacturing technologists,
rather than line supervisors, are the real "controllers" of manufacturing costs.
Automation increases fixed costs and investment, and reduces variable costs. It also increases
overall profit margins, improves the return on investment, and moves breakeven points upward.
This shift in the product cost structure provides
an incentive to operate at close to full capacity.
The experience of the paper, steel, chemical, and
airline industries suggests that firms will continue
to respond to these incentives in order to maximize the return on investment.
Indirect Cost Allocations
Factory automation complicates cost allocations. In a man-paced environment, indirect costs
are largely incurred to support the work force,
while in a machine -paced environment such costs
tend to be unit -of- production oriented. In the former case, indirect costs are assigned to cost centers based on direct labor. A machine -paced environment, however, requires more sophisticated
methods. Five methodologies for assigning indirect costs to cost centers and products include:
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Unit of production. This method can serve as a
basis of indirect cost allocation for factories
producing homogeneous units. Paper mills, for
example, commonly assign general mill production costs to end products on a per -ton
basis.
2. Investment. Industrial engineering and other
plant administrative costs may be assigned to
cost centers on an investment basis on the premise that such costs are a function of the investment managed. Investment management
firms, for instance, base their fees on the size of
the investment under management.
3. Standard direct conversion cost. This method
reflects the value added by production. As previously discussed, the concept of conversion
costs applies to both man and machine -paced
environments. Accordingly, many companies
consider this method the most reasonable basis
for allocating indirect costs.
4. Standard material cost. Materials management
costs, such as purchasing, receiving, incoming
inspection inventory control and material
handling are viewed as a function of material
cost, parti cularly in firms where materials
compose a major component of costs. In such
cases, indirect materials management costs often are assigned to products as a percentage of
standard materials.
5. Total standard direct costs. Because total standard direct costs reflect all the costs directly
assignable to products, residual indirect costs
may be appropriately assigned to products on
this basis. This approach is useful especially
where components are purchased from others
and the distinction between conversion and
material has little meaning.
An Approach to Equipment Rental
As in an automated factory, equipment forms
an important element of cost in the construction
industry. Construction firms invest millions of
dollars in cranes, graders, trucks, and other tools.
Some construction managers believe that each job
should provde both a "construction profit" and an
"equipment profit." The construction profit is a
function of labor, and the equipment profit is a
function of the equipment used A few firms have
established equipment subsidiaries and rent the
equipment from the subsidiary for the job. This
practice enforces the discipline of obtaining an
equipment profit as well as a construction profit
from each job.
Why not apply the equipment rental concept
used in the construction industry to automated
manufacturing companies? To implement this approach, a firm wou ld set up a cost center for
equipment the same way many do for building occupancy. The equipment cost center would "rent'
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machinery and equipment to production cost centers. The center would base the rental charge on
the current rental value of the equipment, including repairs and maintenance, thus ensuring that
the firm obtains an equipment profit as well as a
manufacturing profit.
The equipment rental charge could be a flat
monthly amount or it could be based on units of
production. Because the rental charge would include a profit, the difference between the rental
charge and historical cost may be included in
product costs for evaluation, but it should be excluded from product costs for inventory valuation
purposes.
The equipment rental approach offers several
advantages. It focuses product profitability analysis on costs that reflect current values and includes an appropriate return on capital employed.
The equipment rental approach also may help
overcome educational hurdles. Unlike the concepts of residual income, charging for the cost of
capital, and current cost (value) depreciation, the
idea of renting equipment is easy to explain and
easy for nonfinancial production and marketing
managers to understand . Managers understand
what "renting" means because they encounter in
it their day -to -day lives. In essence, however, the
arithmetic of renting equipment from an equip-

ment cost center amounts to the same thing as applying the more sophisticated concepts of current
value and residual income.
Facing the Realities
Automation in the age of robotics calls for new
approaches to cost accounting, new definitions of
terms, and new allocation techniques. The concept of conversion cost should replace the concepts of direct labor and burden. Direct costs does
not mean the same thing as variable cost and is
seldom useful for cost analysis. The focus of cost
control in an automated factory shifts from the
factory floor to manufacturing technologies. Other bases, such as units of production, investment,
direct conversion costs, material costs, and total
direct costs, should be considered for allocating
indirect costs to cost centers and products in a
machine -paced environment. Finally, the notion
of "renting equipment " can serve as a painless
way to introduce the concepts of current value
and residual income in an age of inflation and
robotics.
El
T he National Association of Accountant's Management Accounting Statement
Number 4 "Management Accounting Terminology, " defines indirect casts more
fully as -costs common to a multiple set of cost objectives and not directly assignable to such objectives in a specific time period. Such costs are usually allocated by
systematic and consistent techniques to products, processes, or time periods."
°Statememl Number 2 defines service departments as "those departments that exist
soley to aid the production departments by rendering specialized assistance with
certain phases of the work:'

Intel, fac w�`�
— t he I8 je s

ME

Cth

38 /ACCOUNTANT
PURCHASE
ORDER

PAVO
ABLETS

The truly complete and proven financial accounting
system designed exclusively for the S /38,
MANAGEMENT

"

oAYROL

r

'1

FIXED
ASSETS

RECEIVABLE

GENERAL
LEDGER

A+ REPORTING
&MODELING

THE 381ACCOUNTANT

FINANCIAL
STATEMENTS

RATIO
ANALYSIS

•�Native�mode�RPG�III

' User - defined account structure
•�Report-�writer�for�each�application
•�DMS�and�DFAS�data�conversion�free

•�Comprehensive�user�documentation
•Immediate�installation

�

�

�

G E

3001Academy Drive

N
suite120

Write for a Fact Sheet, or call Pot Blake, Soles Manager,
for a 100 page system abstract wtth sample screens

PO. Box 8898
Durham, North Caro lina 27 707

and reports or to request a live demonstration.

(919) 489 -2353

MANAGEMENT ACCOUNTING /OCTOBER 1984

43

Why Not Try
a Cafeteria Benefit Plan?
You can increase employee compensation while reducing payroll costs.
Sounds crazy, eh? Read on: A `cafeteria' compensation plan offers
a smorgasbord of benefits for employees —and employers.

By Bart P. Hartman and Richard A. White

compensation paid to the employee can be divided
in various ways among cash, or other fringe bene-

Fringe benefits have increased steadily as a per- fits offered as a choice by the com pany.
t
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ent of the overall compensation costs. For example, Chrysler workers received the equivalent of
$27 per hour under the terms of their last contract— $12.50 in take -home pay and $14.50 in
fringe benefits. Many companies are currently
seeking a way to reduce these soaring costs.
Because fringe benefit payments have become a
major factor in product costs, and in some instances, have been blamed for making domestic
products noncompetitive with imported products,
the fringe benefit component should be examined
most carefully for possible payroll cost savings. A
flexible benefit plan is one way of reducing overall
compensation costs to the employer while allowing the employee a wider choice of nontaxable
fringe benefits that can be tailored to suit the individual's needs. The plan serves two purposes —not
only does it help an employer control costs, it increases an employee's satisfaction with his benefits
which can lead to lower employee turnover.
What Is a Flexible Benefit Compensation Plan?
A flexible benefit compensation plan often referred to as a cafeteria compensation plan (CCP),
can be defined as a plan that allows employees to
choose the form of their compensation. The total

Pr io r t o t h e Ta x Ref orm A ct of 1984 (s ign ed
July 18, 1984), Internal Revenue Code (IRC) Section 125 allowed the benefits of the plan to include
taxable as well aas nontaxable benefits. As a result
of the new law, IRC Section 125 was m odified to
lim it the p articipa nts' cho ices to cash, vacation
benefits and most statutory nontaxable benefits.
These nontaxable benefits include group -term life
insurance, healt h in sura nce, medical cost reim bursem ent, group legal services, dependent care
assistance, as well as profit sharing or stock bonus

plans that include a qualified cash or deferred arrangement. While this change more narrowly defines the plan, employees may still take advantage
of trading before -tax cash wages for nontaxable
benefits that they desire.
Some employees may elect 90% cash and 10%
life insurance, while other employees may elect
75% cash and th e o th er 25 % d ivided amo ng
health insurance, legal benefits, a stock bonus
plan, life insurance, and dependent care benefits.
The basic premise of the plan is that each employee may allocate compensation according to his
own needs. For example, in the case of working
couples, one spouse would be able to select complementary benefits rather than being forced to
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accept benefits such as medical insurance already
obt&ined by the other spouse. A recent empirical
study by one ofthe authors showed that employees have expressed interest in fringe benefits, suggesting that a cafeteria plan would be welcomed
by employees.'
Employer and employee both benefit from the
adoption of a CCP. The employee has the opportunity to choose those items which are most directly beneficial to his or her own circumstances
by careful selection from a list of benefits. In addition, the fringe benefits are exempt from Social Security taxes as well as income taxes. The 1984 Social Security Tax rate is 14.0% of the first $37,800
of taxable wages. Because the employee and employer must each pay 50% of the tax, each could
save 7.0 cents for each dollar of cash wages replaced with an equal amount ofnontaxable benefits. Of course, this option can increase the value
ofthe total compensation package to the employee. Another advantage is that an employee may be
able to obtain benefits more economically from his
employer because of the economics of group purchasing and contract bidding. For example, dental
insurance may be reasonably priced through an
employer plan but prohibitively expensive to an
individual, especially if the benefit is purchased
with after -tax dollars.
There can be both implicit and explicit advantages for the employer. An implicit advantage is
that the use of cafeteria compensation plans can
increase employee morale, the value of pay packages, and satisfaction with pay. Usually when employee satisfaction increases, productivity is enhanced and turnover is decreased. In addition, the
employees may be more conscientious in their
work efforts which may improve product quality.
The explicit advantages of cafeteria compensation plans to the employer are the opportunities to
reduce overall compensation costs while at the
same time increase the actual or perceived value
of the pay package of the employee. Employers
may be able to offer nontaxable compensation
which is less costly than cash wages but which has
a greater after -tax value to the employee.
Suppose, for example, a single employee earns
$20,000 in wages in 1984. Assuming no deductions, his tax liability would equal $2,952 leaving
an after -tax income of $17,048. If the employee
were to cho ose compens ati on i n t he form of
$15,000 cash and $5,000 nontaxable benefits, the
1984 tax liability would be equal to $1,806, leaving an after -tax income (in cash and benefits) of
$18,194. Choosing the benefits from the company
rather than paying for them with after -tax income
increases the employee's effective take -home pay
by $1,146.
The employer would realize cost savings to the
extent the total price charged to the employee for
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the benefits exceeded the cost of providing the
benefits. For example, suppose the cost of health
insurance provided by the employer is $1,500 and
the employee cost for a comparable private plan is
$2,500. (If the benefit paid by the employee was
not tax deductible, the cost is even higher.) Assume the employer is able to charge the employee
$2,000 of his total $5,000 noncash benefits to participate in the company health plan. Because
$2,000 is the amount of noncash wages traded for
a benefit of$1,500 cost to the employer, the overall payroll cost to the employer is reduced by $500
even though the employee is also better off.
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Implementing Cafeteria Compensation Plans
In small companies, implementing cafeteria
compensation plans will be relatively easy; while
in larger companies, the initial phases may be
slightly more complex because there are more employees involved. The same procedures can be followed in both large and small companies however.
In the initial phase you determine which benefits
are desired by the employees and which benefits
also are cost effective to the employer. The second
phase involves pricing the benefits, and the third
phase, explaining the plan's operation to the employees and promoting its benefits. In the fourth
phase, the employees select the particular benefits
to suit their individual needs. In the final phase of
implementation, the payroll records are adjusted
to account for the benefits chosen by the employees and to assure that the plan would meet the
necessary requirements to qualify for favorable
tax treatment. To qualify, I.R.C. Sections 125(b)
and 125(c) require that the percentage of nontaxable benefits chosen by the highly compensated
class of employees not exceed 25% of the aggregate nontaxable benefits of the plan and not be
greater than the percentage of nontaxable benefits
chosen by all other employees.
While there are several benefits which might be
offered to employees, the assortment must necessarily be limited to a manageable number. Ideally,
the employer should offer those benefits in which
he realizes the largest reduction in payroll costs.
The amount of payroll reduction is a function of a
fringe benefit's favorable cost differential and employee demand. To determine the employee demand for the benefits, the employer should send
out a questionnaire asking employees to rate potential benefits. The first part of the questionnaire
should solicit demographic data, the second part
would ask for a rank ordering of potential benefits, and the last part would simply ask for other
important benefits that had been omitted from the
list. The questionnaire can be distributed to all the
employees in a small company or to a sample of
employees in a large company. A simple distribution method would be to include the survey in the
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pay envelopes.
When all the responses to the second question
have been received, they can be tallied to determine which benefits would be most favored. The
third question might show a benefit that was not
includ ed in th e s urvey that man y empl oyees
would like to receive in their package.
Pricing the Benefits

Each employee
may allocate
compensation
according to
his needs.

Pricing the benefits is a critical phase of the
program. The cost of the benefit to the company is
easily determined by solicitation of bids from outside suppliers. If possible, the company should
also determine cost of the benefit to an individual
(as opposed to the group plan). The difference between the two is a favorable cost differential
which should be a factor in setting the price to the
employee. The greater the employee demand for
the benefit, the more likely the employer will be
able to pass on a greater portion of the differential
to the employee. Suppose, for example, the cost of
health insurance premiums is $1,000 to the company in the group plan, but $1,500 for an individual. A favorable cost differential of $500 exists,
part of which could be "charged" to the employee. For example, if the demand for the benefit is
high, perhaps $300 of the cost differential could
be added to the company's cost arriving at a price
of $1,300. Therefore, the extra $300 charged to
the employee will be a direct reduction of the
company's payroll cost or at least offset some increased administration cost.
Explaining the Plan and Choosing Benefits
Describing the plan will require some time and
effort. Communication of the plan's options to
employees is crucial. All participating employees
must understand their choices. Then, the employees will have to be allowed some time to decide
which benefits they wish to choose. The explanation of the plan's operation will probably entail at
least two steps. First, a letter describing the plan's
operation and explaining the benefits in some detail should be sent to all the employees. In this
letter, an example might be included showing how
a hypothetical employee with a given salary might
select various benefits. If the company offers
fringe benefits, the employee's salary should be
grossed up to account for the approximate cost of
the benefits which are currently offered. This
communication would also tell employees that a
series of group meetings will be scheduled to answer questions and explain the plan.
Assume, for example, that three benefits are to
be offered: life insurance, health insurance, and legal benefits. The pricing of the insurance benefits
should not reflect their cost to the company at
group rates, but should show the cost to the employee if they were obtained individually. Because
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the employee is buying the benefit with before tax
dollars, the price could be set so that both the employer and the employee are ahead. Assume the
employee is in the 20% tax bracket and his outside cost for insurance as an individual is $1,500
after tax dollars. This is equivalent to $1,875 before tax dollars ($1,500/80 %). Also, assume the
employer can obtain the same 80% family medical coverage for $1,000. Since the employee is being charged only $1,200, instead of $1,875 before
tax dollars by the employer plan, he realizes a savings of $675. At the same time, the employer is
also saving $200 (the $1,200 charged to the employee minus the actual cost of $1,000) in payroll
costs.
After the group meetings are held, each employee should receive another decision sheet on
which to make his choices. Because recent regulations proposed by the Treasury prohibit the carryover or cashing out of unused benefits, it is quite
likely that some individual meetings will be necesssary to explain the plan and how to select the
benefits. These individual meetings can be minimized if there are a sufficient number of group
meetings, and. some care and diligence is taken in
preparation of the directions and examples in the
exhibits.
After the employees return their preference
questionnaires, the record - keeping procedures
must be established. The administration of the
plan will depend on the firm's capacity of computer hardware, staffing, and recordkeeping capabilities. This planning will require some initial "front end" time because each employee is likely to have
a different package of benefits. Thus, each employee will need his own account, necessitating
some start-up cost. This operation is similar to adjusting an employee's payroll records to account
for various payroll deductions. The systems department should be aware of all possible changes
to the benefit program. Many times the current
system can handle the changes, but sometimes
some modifications are required. After the initial
run the additional cost should be minimal,
Before final i mplementation , the company
should verify that the percentage of nontaxable
benefits chosen by the highly compensated group
do not exceed 25% of the plan's aggregate,benefits
and are not significantly greater than the percentage chosen by the rest of the employees. Otherwise, the plan would not meet the discrimination
requirements of Internal Revenue Code Sections
125(b) and 125(c). In addition, the Tax Reform
Act of 1984 requires that an annual information
return be filed with the Internal Revenue Service.
Included in the return are number of employees in
the firm, number of employees participating in the
plan, the total cost of the plan during the year,
and identifying information of the employer.
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Satisfied Employees Benefit Firms
The advantages of a cafeteria compensation
plan are significant enough that they should be seriously considered by many companies. The major
advantages to the employee are that it allows him
or her to select a compensation package tailored
to suit his or her own needsand to save taxes.
Some employees may wish to increase life insurance or legal benefits, or include dental insurance,
while others may wish to choose dependent care
or health plans. Each individual can select his
own benefits. In addition, the cafeteria plan allows
the employee to tax shelter part of his earnings
because the benefits chosen in the cafeteria compensation plan are nontaxable.
A qualified cafeteria compensation plan is defined by the Internal Revenue Code as a written
plan under which all participants are employees,

and the participants may choose among cash and
nontaxable benefits. Although the written plan
does not need IRS approval before being implemented, it must satisfy the nondiscriminatory requirements in ord er t o recei ve favorab le tax
treatment.
The advantages of a cafeteria compensation
plan to the employer are several. Allowing employees to select their own forms of benefits fosters a greater awareness of the costs of those benefits and a greater feeling of satisfaction on the part
of the employee for the employer. More satisfied
employees can indirectly benefit employers in
terms of productivity and product quality. Moreover, there quite likely will be several opportunities for the employer to reduce overall compensation costs.
ILI
'R.A. White, "Employee Preference for Nontaxable Compensation offered in a Caf.
cteria Compensation Plan: An Empirical Study" Accounting Review, July 1983.
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FEDERALTAXHANDBOOK
1985
Edition
Available
Nover nber

1984

$Q95
7
Regularly

$14.95

You will find it to be a particularly useful edition,
and you will be able to refer to its valuable reference
material throughout 1985. A highlight of this Handbook
is its tabbed "finding aids" for fast research, and
a non - cluttered text with its references footnoted at
the bottom of the pages. This convenient Handbook
also features an innovative Table of Contents... it has
been placed on the back cover of the book, and is
indexed with margin - blocks that correspond with
specific page markers. All of your questions will be
answered as quickly as possible.
National Association of Accountants
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022

NAA has made a special purchase of this Federal Tav
Handbook, and is able to offer it to you at $9.95
instead of the regular list price of $14.95. This offer
applies only as long as supplies last, and includes
postage and handling fees. Because of its already low price, there is no membership discount.
This edition contains convenient tax calendars,
charts, tables, lists, and explanatory text based on the
latest laws, regulations, and court decisions up to the
date of its publication. (You will also receive a summary
of any last- minute tax changes.) The authoritative
material is cited directly from the Internal Revenue
Code as well as the applicable regulations sections.
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Four Ways to Save
on Your Insurance Dollars
that Make Sense

NAA Group
Life Insurance
You can find lots of ways to spend your money. That's why
if you can save money on your insurance it's a big help.
Here are four reasons why the NAA Life Plan can save you
insurance dollars.
SAVINGS # 1 . T o beg in with, you sa ve
with the NAA Life Plan because it's group

insurance. The mass purchasing power of
the NAA membership makes it possible for
the insurance company to give us low rates.
Over 13,000 NAA members now participate in the Plan.

SAVINGS #3. The NAA Life Plan is an
underwritten plan. Except during special
enrollment periods, you must meet strict
health criteria set up by the insurance com,
pany. These high standards keep the plan
healthy and the rates low. Rates for the Plan
have never been raised.

SAVINGS #2. You save more with the
NAA Life Plan because this coverage is Term
Insurance. Term insurance is pure coverage.
You pay for what you get: a lump sum benefit
if you die while the coverage is in effect.
Other types of "forced savings" life insurance cost more and they remove your freedom
to take full advantage of today's lucrative

SAVINGS #4. When plan experience is
good, the NAA Life Plan grants premium
discounts. Alt hough premium discounts
cannot be guaranteed, they have been
awarded every year since 1974. An 80 percent semiannual premium discount was
given in July of 1984 following a 25 percent
discount in January 1984.

inve stment environme nt.

I For more informat ion a bout the NAA Life Pla n write:
NA A L i f e In sur a n c e T r u st

- - - - - - - � - � - � - � - - �

Connecticut General Life Insurance Company C -358
Hartford, Connecticut 06152
Or Telephone: 203/726.7556 or
203/726.4540.
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I
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Zip:

Conneck -W General Life Insurance Company
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What Gross Margins
Do Not Tell You
Gross margins do not always show
what's best for a company —and could mislead
a business into bankruptcy.

By Germain Boer
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management at the
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Small business entrepreneurs often overlook the
effects of inflation because they are busy with
their many other responsibilities; however, some
of the insidious consequences of inflation can waylay a business. Some of the effects can damage a
company over the long term, such as the erosion
of corporate capital and the understatment of depreciation. Others can affect a company more
quickly. For example, not paying attention to the
hidden deterioration of profits because of a reliance on gross margins can be fatal to a small business. Too much dependence on gross margins can
cause managers to provide unproductive incentives to salesmen, as well as make unwise sales
and marketing decisions.
Why do business managers watch the margins
they earn on their products? Consider the case of
a photo products retailer (see Table 1). He buys
camera X for $100 and sells it for $150, but camera Y costs $80 and sells for $140. How can the
retailer use this information? Suppose customers
are just as happy with either camera; the retailer
will push camera Y because he earns $60 on each
one sold instead of the $50 he earns on camera X.
Assume now that the retailer likes to keep five
units of each camera on hand to make sure he can
meet customer demand and that each camera was
bought at the cost stated above. The retailer re-

ceives word from his supplier that camera X will
now cost $100, but he knows customers will still
pay only $140 for the camera. Which camera
should the retailer push? Will he make more money selling the Y cameras now in stock (at a cost of
$80) than he makes from selling the X cameras?
If the retailer replaces each camera as it is sold,
(as indeed he will) then he spends $100 every time
he sells a camera Y. for $140, but he also spends
the same amount each time he sells a camera X
for $150. Clearly, then, the retailer should push
the camera with the higher selling price since the
sale of either camera causes him to spend $100 on
a replacement. But this is not what the accounting
reports will show. They show camera X grossing
$50 and camera Y grossing $60. But on a cash basis, the figures are shown in Table 2.
How can a retailer be better off selling a product on which he earns a low margin (camera X)
than by selling a high margin one (camera Y with
a book value of $80)? Simple. Margins produced
by the accounting system show the difference between past cash payment and current cash receipt.
To increase his profits, however, the retailer must
look at what this current cash receipt from a sale
will cause him to spend as a consequence of making that sale. In other words, he must look at the
cash flow consequences of making the sale.
Does this mean product margin information is
useless? Of course not. So long as product costs
MANAGEMENT ACCOUNTING /OCTOBER 1984

The only sales measure that counts is the net of
cash in and cash out triggered by a sale.
Costs recorded by accounting systems can be
badly out -of -date.
Margins based on accounting costs that differ a
good deal from the cash costs of replacing an
item in inventory provide a poor measure of
performance.
Table 2
Camera Y
Old cost New cost

$140
100

$

$

Cash in (from sale)
$140
Cash out (to replenish stock)
80
Net cash in after sale
and replenishment
60

40

An example using our retail photo dealer will
clearly demonstrate the folly of using gross margins. Suppose he buys four Y cameras for $50
from a dealer who is going out of business, bringing his on -hand inventory up to nine units. Since
this is above his minimum inventory of five units,
does he have a zero replacement cost for the first
four Y cameras he sells? What use would he have
for a statement that showed a $90 margin (sales
price of $140 less the $50 cost) on the sale of these
four cameras? The retailer knows he will probably
MANAGEMENT ACCOUNTING /OCTOBER 1984

Managers must
look at the
cash flow
consequences
of a sale.

Let's complicate matters a bit. Suppdse this
photo retailer pays his salespeople a bonus of 20%
of the total margins they generate. How will their
actions be affected by margin calculations? They
will try to sell the product with the higher margin.
In other words they will push camera Y as the
numbers in Table 3 show. If the cost of camera Y
Table 3

Sales price
Cost
Margin
Sales bonus
(20%)

At old costs

At new cost

Camera X Camera Y

Camera Y

$150
100

$140
80

$140
100

50

60

40

10

$

costs of replacing the items sold. That is, cash
paid to buy the item and cash needed to replace it
in stock are about the same. When goods are
bought and held for a long time (say years) before
they are sold, margin information loses most ofits
value. Managers relying on margin information
should remember:

Bonus Systems Based on Out -of -Date Costs
Don't Work

12
$

40

$

$

$

$140
100

8

rises to $100, with an unchanged selling price, the
salespeople will continue to push Y until inventory on hand is used up. Theh they will start
pushing camera X.
Right now, a salesperson makes- $12 (20% of
$60) for each camera Y he sells, but he would
make only $8 at the new cost. Table 4 demonstrates what happens if the cost of the cameras
bought at the $50 cost is used to compute the bonus. In this case, salespeople make $18 per camera, so they have an incentive to sell the "good
buy" cameras first even though they are identical
to the ones bought for $80. The salespeople make
Table 4
Special Purchase
Camera Y

Sales
Cost
Margin
Sales bonus (20%)

$140
50
$

Y

Revenue from sale
of one camera
$150 $140
Cost of goods sold 100
80
50
60
Gross margin

$

At new cost

Y

$

X

$

At old costs

$

Table 1

never buy them again for $50. If he really pushes
the Y camera he will soon use up all his present
inventory and be spending $80 again each time he
sells a camera for $140.
What does the difference between the $50 purchase price and the $140 sales price tell the photo
dealer? It tells him he made a good buy on the
cameras. But he already knew this when he made
the purchase. The margin dollars provided little
useful information to the manager because the
large margin occurred at the time of the purchase,
not at the time of the sale. Most important ofall,
the high margin does not tell him whether to buy
more Y cameras or which cameras he should try
to sell more of.

$

and selling prices remain relatively stable, product
margins based on past costs and present selling
prices are a good indicator of the cash flow consequences of making a sale. But when the costs of
replacing an item differ significantly from the purchase costs of the items already in stock, managers should ignore margins based on these out -ofdate costs. Managers who have a rapid inventory
turnover usually find margin information useful
because accounting costs closely approximate the

90
18

51

an extra $6 per camera sold, not because of their
selling skills but because of the buying skill of the
store owner. Because the objective of most bonus
systems for salespeople is to reward selling effort,
this one contains distortions brought about by the
"good buys" unrelated to selling effort.
Attention to Margin Data Can Create Profits
That Do Not Exist
Let's carry our case a bit further and see what
happens to profits if the camera store regularly
buys merchandise at distress sales and from dealers unloading excess inventory. Assume, for simplicity, that the store handles only three cameras
and that the owner has decided to buy only when
he thinks he is getting a good deal on the purchase. That is, he will buy no cameras from his
regular supplier. Consider the events and profit
consequences in Table 5. Salespeople are paid
20% of the margin on each camera sold.

Table 5
Transactio ns f o r June thro ugh S eptember
1. June
No beginning inventory because all cameras were sold in May.
June purchases
Camera X
Camera Y
Camera Z

Number
50
40
25

Unit price
70
80
80

$8,700

Total
June sales
Camera X
Camera Y
Camera Z

Number
30
30
5

Unit price

150
150
90

Total

$4,500
4,900
450
$9,850

Total
Cost of sales
Camera X
Camera Y
Camera Z

Total
$3.500
3,200
2,000

30
35
5

70
80
80

2.100
2,800
400
5,300

Margin
Salesman compensation 20x/0
Other expense

4,550
910
1,000

Ending inventory
Camera X
Camera Y
Camera Z

1,910
$2,640

Net profit
20
5
20

70
80
80

1,400
400
1,600
$3,400
- -

2. July
Sold all of cameras X and Y for $3,700. Sold no Z cameras. Turned down
an offer to sell 10 units of Camera Z at $75 each, because Z cost $80
each.
Margin (3,700 - 1,800)
Salesman compensation 20%
Other expense

380
1.000

$1,900
1,380
520

Ending inventory of Camera Z

52

$1,600

In each of the four months in this example, the
company operated at a profit by selling all cameras above cost and by refusing to sell below cost.
So long as interest rates are low this might make
sense. The cost of waiting for the customer who
will pay a price above cost for Camera Y and Z is
almost nothing. However, if interest rates rise to a
high level and demand for the cameras drops, the
company could be in trouble because of declining
sales and rising interest costs.
Does selling above cost for a case like the camera store always make sense? Remember, the owner seeks out good buys on cameras instead of buying them new from a supplier. If the camera store
owner tries to sell above cost on some of these
purchases where the deal was not so good, he may
begin to build inventory (as in the above case) of
the items for which he paid more than he should
have. Carried to the extreme, a rule of never selling below cost will cause inventory to grow until
the company can no longer finance the inventory.
Notice, too, that while this nonmoving inventory is building, profits look great. The company
in this example showed nice profits while inventory was growing. This effect can provide a false
sense of security that is rudely shattered when the
company suddenly reaches its borrowing limit and
simultaneously discovers that its large stock of inventory is worth much less than the loans that finance it.
Good Buys Pay Freight for Poor Buys
Consider another issue. Searching for good
deals on cameras means that occasionally a "bad
deal" is made. The camera shop owner makes his
profit from a blend of good and bad purchases. He
hopes to make enough from the good buys to cover both losses on the bad ones and normal operating expenses so there is a reasonable profit. Holding the bad p urchas es in i nvento ry gives the
illusion of high profits because the bad purchases
are held out of the sales stream and only the good
purchases enter the profit calculations. Notice
that in the above example the camera shop kept
turning down sales below cost on camera Z. Such
refusals of offers kept profits up, but it may have
done this by pushing losses into later months. The
loss on camera Z occurs when customers are no
longer willing to pay a price above its cost. When
the loss shows up in the income statements is a
matter for the accountants.
Consider September profits, for example. They
amounted to $4,560; but look at Table 6 to see
what happens if ending inventory is valued at the
prices the compan y refused t o accept in that
month . Thi s new inventory value o f $11 ,500
causes a drop in profits of $8,400, thereby reducing the Sept ember profi t to a loss of $3,840.
Which is the more accurate value? The $4,560
MANAGEMENT ACCOUNTING /OCTOBER 1984

profit or the $3,840 loss? Unfortunately there is
no clear answer.

Table 5
3.

$ 42

30%

Camera Z, which does not seem to be moving,
would have its artificial cost set this way:
Reasonable present selling price
Artificial cost
Margin on which bonus is based
Bonus at standard 20%

$50
35
$15

100%
70%
30%

100
10

150
140

15,000
1,400

Total

$16,400

Cost of sales
Camera X
Camera Y

100
10

70
100

7,000
1,000
8,000

Margin

8,400

Salesman compensation 20%
Other expense

1,680
1,000

Total

2,680

Net Profit

$5,720

Ending inventory
Camera X
Camera Y
Camera Z
Beginning
August

out
80

100

8,000

20
20

80
85

1,600
1,700

$11,300
Turned down an offer to sell 20 units of Camera Z at $60 each (because
Z cost $80 each).
4.

September
Purchases in September

Units

Camera X
Camera Y
Camera Z

unit price

90
80
10

Total
$6.750
8.800
800

75
110
80

$16,350
Sales
Camera X
Camera Y

90
10

150
120

$13,500
1,200
$14,700

Cost of sales
Camera X
Camera Y (fifo)

90
10

75
100

6,750
1,000
7,750

Margin

6,950

Salesman compensation 20%
Other expense

1,390
1,000
2,390

Net profit

$3

This policy bases the salesperson's compensation
on a margin derived from the $50 sales figure.
Suppose we apply the same approach to camera
X. If the store owner estimates the reasonable
sales price of this camera to be $150 and he purchases a batch of them for $70, he sets his artificial cost for them like this:
Sales price
30% margin
Artificial cost

Sales
Camera X
Camera Y

$150
45
$105
► ►91
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$4,560

Ending inventory
Camera Y
Beginning Sept. purchase
Camera Z
Beginning
August
September

70
80

100
110

$7,000
8,800

20
20
10

80
85
80

1,600
1,700
800
$19,900

Turned down offer to sell 50 units of Camera Y at $60 and an offer to sell
40 units of Camera Z at $50, because Y cost $100 and Z cost $80 or $85.

Monthly summary of data
Profit
Ending inventory

June
$2,640
$3,400

520
$1,600

Au uat

September

5,720
$11,300

4,560
$19.900
$

$8.40

$17,700

$

Bonus at standard 20%

70%n

Total
$7,000
9,000
1,700

70
100
85

Total

100%

98

Unit price

100
90
20

JJu

$140

Units

Camera X
Camera Y
Camera Z

$

'Reasonable' sales value
Artificial cost for bonus
purposes
Margin on which bonus is
based

August
Purchases in August

Reward Salespeople for Making the Company
Profitable
One thing, though, is clear: The compensation
paid the salespeople causes them to avoid selling
below cost. Any camera sold below cost reduces
their compensation, so they have an incentive to
avoid selling any cameras below cost. In the illustration above, a salesperson will not sell camera Z
below cost because it costs him money, but keeping it on hand costs the company money in the
form of interest. Furthermore, the bonus earned
by a salesperson depends just as much on good
buys as it does on his selling effort.
How could the retailer retain the sales motivating features of his bonus plan without rewarding
the salespeople for the "good buys" he makes?
The retailer could simply set a flat bonus on each
of the special- purchase cameras. Or he could set
an artificial purchase cost, say, of $100. A third
method would be to assign a reasonable sales value to cameras acquired at the lower prices and
then to apply some percentage, say 30 %, to this
price to arrive at the "cost" used in bonus calculations. This would reward salespeople for selling
effort, set a floor on selling prices they can negotiate with customers, and insulate their bonuses
from the random effects of "good buys" made by
the owner. The sample figures might be:

(continued)
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How to Avoid the
Constructive Dividend Trap
The fina ncial consequences to the taxpayer and corporation
of reclassifica tion of a distribution can be disastrous. Based on recent
court cases, here are some guidelines that will ta ke you arou nd the pitfalls.

By Da n iel B. M arin an d Ben n y L. Baker
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Constructive dividends present a challenge to tax
planners who must avoid the danger of falling into
a constructive dividend trap. We examine here six
common types of constructive dividend, discuss
their tax effects, and offer planning hints to avoid
the constructive dividend dilemma.
Section 316(a) of the Internal Revenue Code
defines a dividend as any distribution of property
made by a corporation to stockholders out of its
earnings and profits accumulated after February
28, 1913, or out of its earnings and profits of the
taxable year. The courts' interpretations of this
definition have made it easy to unintentionally
make a constructive dividend. A constructive dividend has been defined as "any economic or financial benefit received from a corporation by a corp o rat e s h ar eh o l d er. "' M o reo ver, "a n y
distribution which is intended to effect a with drawl of corporate earnings without paying a double tax"' is considered a constructive dividend.
What happens if a distribution is determined to
be a constructive dividend? The stockholder must
pay tax on the entire distribution, treating it as ordinary income rather than as capital gains. The
corporation cannot deduct the distribution. If a
distribution is found to be a constructive dividend,

the expense will be reclassified as a dividend and
the corporate tax liability will increase.
Avoiding Constructive Dividends
Now let's look at types of constructive dividends. How can we avoid them?
1. The corporation pays a shareholder's insurance
premium.
The first type of disguised dividend is the corporation's payment of a shareholder's insurance
premiums. If a corporation pays the premiums on
a shareholder's policy, but does not maintain control of the policy, the distribution will be considered a dividend to the shareholder and no deduction will be allowed to the corporation. In the
Casale case,' the corporation paid the premium
for a 98% shareholder. However, because the corporation was entitled at all times to exercise its
rights under, and receive benefits from, the policy,
it was considered a valid business expense. The
court reasoned that "the taxpayer still had nothing more than a contract right ..." and "the policy itself did not inure to the taxpayer's benefit nor
was it earmarked for him."
Planning can prevent the Internal Revenue Service from reclassifying insurance premiums as a
dividend. Keep the rights of the employee- shareMANAGEMENT ACCOUNTING /OCTOBER 1984
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expenses.
A corporation's payment of a shareholder's personal expenses is considered to be a constructive
dividend. It is sometimes difficult to distinguish
between personal and corporate expenses. For example in American Properties, Inc.,' the shareholder raced speedboats registered in the corporation's name. The court held that the company
made a constructive dividend by paying the ex-

penses associated with the speedboat§, because
"such expenditures were made for his personal
pleasure or to gratify his personal or civic pride in
the accomplishments of racing these boats."
In Wall vs. U.S.,' the corporation discharged a
shareholder's debt and the court ruled that this
constituted a dividend because the result was the
same as if the corporation had given money to the
shareholder. In Old Colony Trust Co. vs. Commissioner, 10 a company paid an employee's taxes
and the court held that it was equivalent to giving
the taxpayer cash.
To avoid such situations, tax planners shoud be
certain that company records identify reimbursement to shareholders with a specific duty as an
officer or employee of the corporation. A corporation may make a constructive dividend by selling
an asset to a shareholder for less than its fair market value or by purchasing an asset from a shareholder for more than its fair market value. On this
matter the Internal Revenue Code is very clear.
Regulation S1.301 -1(n of the 1954 Code states "If
propert y is t ransferred by a corp oratio n to a
shareholder which is not a corporation for an
amount less than its fair market value in a sale or
exchange, such shareholder shall be treated as
having received a distribution to which Section
301 applies." Similarly, authorities on the subject
consider that "payment to a shareholder in excess
of the value ofthe property purchased may represent a dividend."
4. The corporation buys a shareholder's business at
more than the value of the assets received.
Ifa corporation buys a shareholder's business
at more than the value of the assets received, a
determination ofthe amount of goodwill involved
must be made. A dividend will be declared for the
amount by which the payment for the business exceeds the value of the assets plus goodwill. The
corporation's tax liability will increase due to the
disallowance ofclaimed deductions. To avoid reclassification, a corporation should use independent, third -party appraisals of the property invol ved an d have adeq uate document ati on to
support the appraisal. The agreement between the
corporation and the shareholder should be bona
fide and meet the "arm's length" transaction criteria used by the Service.
5. The corporation enters a loan transaction with a
shareholder.
Ifa shareholder makes loan to corporation,
the IRS closely scrutinizes the interest paid on the
loan by the corporation. The critical question is
whether the transaction is treated as stock or as
indebtedness. If the "interest" is reclassified as a
dividend, the corporation gets no deduction for
interest expense on the related obligations.
The basic method used by the Commissioner to
relcassify loans as dividends is the "thin corporaorporaa

holder forfeitable. The courts will probably not
hold that the payment of insurance premiums is a
disguised dividend because the individual received
no real economic benefit.
2. The corporation allows the shareholder personal
use of corporate property.
Personal use of corporate property constitutes a
second type of. constructive dividend. Reclassification causes the corporation to lose the deduction
for expenses (depreciation and insurance) related
to the asset used by the shareholder. Although the
IRS has not stated an official policy in this area,
the courts have developed principles for determining the amount of dividend to be reported. Generally, ifa corporation lets a shareholder use its
property without paying full and fair consideration for that use, the shareholder is considered to
have received a dividend.'
A sample case is Frederick von Hessert. s In this
case, a corporation purchased a yacht in the corporation's name, recorded the transaction on the
corporation's books and made the insurance payable to the corporation. Although the shareholder, von Hessert, did not use this yacht, his son did
use it extensively. The court declared the transaction a dividend.
In Nicholls, North, Buse Company,' the court
ruled that a dividend will be declared when "the
evidence points to shareholder ownership or when
title cannot be ascertained and is, therefore, presumed to be in the shareholder."
The Internal Revenue Service may determine
the amount of the dividend to be the fair rental
valu e of th e as set to the shareho lder or may
equate the dividend to the cost of the benefit to
the corporation.'
How can a tax planner avoid such relcassification7 First, set up a bona fide program for reimbursing the corporation for shareholders' use of
corporate assets. Second, make no distinction in
the corporate records between personal -use assets
and other corporate assets. Third, document corporate ownership in the records: bill of sale in the
corporation's name, sales tax paid by the corporation, etc. Finally, and most important, keep a log
noting personal -use days without elaboration. But
describe in detail days of business use. This practice may minimize the deductions disallowed even
if the corporation does not get the full deduction.
3. The corporation pays a shareholder's personal
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the transaction. The agreement should be a negotiable instrument. Attach no voting rights to the
debt.
Keep the ratio of shareholder debt to total equity as low as possible to avoid the appearance of
dodging dividends by paying interest instead of
dividends. Borrow from shareholders only to the
extent necessary for conducting business and, as
soon as possible, replace the shareholder loan with
a loan from an outside party.
Corporation loans to shareholders also raise the
possibility of constructive dividends. The entire
Substance, Not Form
transaction may be reclassified as a dividend, and
The substance not the form of the loan transac- adversely affect the shareholder. The impact on
tion is critical. In loans from the corporation to the individual may be so damaging financially
the stockholder there must be a bona fide debt. that the related closely held corporation is forced
Positive responses to the following questions indi- out of business. Again, the substance, not the
form, of the loan is the issue. The critical question
cate a loan:' 1
is that of the intent of the shareholder and of the
• Is the certificate denominated bond or deben- corporation to make a loan or to pay a dividend. I I
Intent is hard to prove. Courts consider several
ture, rather than stock?
• Is there a definite maturity date in the reason- factors. Corporate formalities are ignored. A dividend need not be declared in order to be paid. The
able future?
fact that no dividend was declared provides no de• Is the rate of return fixed?
• Is the obligation to repay positive and uncondi- fense. The repayment of the loan by the shareholder is examined. Ifa bona fide effort has been
tional, rather than subject to a contingency?
• Are periodic payments to be made regularly made to repay the loan, it will probably not be
whether or not there are corporate earnings and reclassified. If no repayment or ifonly partial repayment has been made, the taxpayer may be in
profits?
• Is the status of the security holder equal or su- trouble. An illustrative case is A.W. Mellon."
Here the taxpayer received a loan from a corporaperior to that of general corporate creditors?
tion, mad e some repayments over a p eriod of
• Is the advancement secured by collateral?
• Does the owner of the certificate of indebted- years, but while the loan was outstanding, reness lack voting rights and other rights to par- ceived dividends from the corporation much in
excess of the amount ofthe loan. The court found
ticipate in management?
• Are provisions made by the corporation for re- no serious effort to repay the loan, and therefore
considered the distribution a dividend.
demption and retirement of the obligation?
The courts also review promissory notes. A
If a debt is reclassified as a capital investment, note drawn at the time the loan is made greatly
then the repayment of the loan will constitute a increases the taxpayer's chance of prevailing. In
dividend to the recipient. Postponement of any A] Goodman, Inc.," the taxpayer prevailed mainpayment on the loan thereon until the Service has ly because at the time the loan was made, a promallowed deduction for interest expense prevents a issory, interest- bearing note was executed, and seloss by the corporation of the deduction which curities with a value more than twice that of the
would be taken and prevents the shareholder from loan were offered as collateral. If no n ot e is
being taxed on a dividend. 1 2 But to really be safe, drawn, the taxpayer's chances are not dead, but
the corporation should borrow from outside credi- they are certainly not helped.
Further, the courts consider whether or not intors, instead ofshareholders. This eliminates any
question of the validity of the loan because it is an terest is paid on the loan. Generally, if interest is
arm's length transaction. If loans are obtained paid, the distribution is held to be a loan. Therefrom shareholders, they should not be in amounts fore, carefully document the taxpayer's payment
proportionate to their stock ownership. Other- of interest. 1 6
One of the most important items examined by
wise, there is the appearance ofan effort to avoid
taxation of dividends through the use of interest the courts is the shareholder's ability to repay the
payments on capital investments incorrectly clas- loan. If a shareholder cannot repay the loan, the
loan will almost automatically be reclassified as a
sified as loans.
The loan must clearly create a debtor - creditor dividend. The shareholder's ability to repay the
relationship. Keep proper documentation, includ- loan by itself does not prove his intention to do so.
ing a loan agreement stating all facts relevant to But the taxpayer can only be damaged by failing

tion" argument. To determine whether the interest in the corporation is to be treated as stock or
as debt, the Service uses three criteria: the existence ofan unconditional written promise to pay
on demand a certain sum; the ratio of debt to equity of the corporation; and subordination of the
obligation or preference ofit over other indebtedness ofthe corporation. Sometimes the capitalization alone may be enough to "convert a security
to stock for tax purposes even ifall ofthe indicia
of indebtedness are present."
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to meet this requirement.
extent possible. This procedure strengthens the
The courts review the collateral given on the
argument for a bona fide loan.
loan. The existence of collateral can have a favor- • Even though the courts place little value on
able effect on the outcome of the case, though Iack
them, corporate formalities should be followed.
of collaterial does not auto matically call for
Keep records carefully to reflect the intention
reclassification.
to create a debtor - creditor relationship. Record
The courts always probe the treatment of the
it in the corporation's minutes and financial
withdrawls on the corporate books. If the outaccounts.
standing debt is not treated as an asset, reclassifi- • Avoid pro rata lending. Loans proportionate to
cation is automatic. Even when the debt is treated
the shareholder's investment in the corporation
as an asset, proper recording of the loan is essenappear as dividends.
tial to avoid having a disguised dividend declared. • Make loans to shareholders in various forms —
Courts test the ratio of debt to equity. They
bonds, notes, debentures. By distinguishing the
compare the face amount of outstanding indebtedvarious phases of lending, the corporation can
ness of the corporation and its investment in equiescape an all -or- nothing treatment by the courts
ty." The value of the equity is placed at the fair
and gain at least partial relief.
market value of the corporation's assets. There is • There must be a reasonable expectation of reno "safe" ratio, but practitioners feel that 4:1 is
payment of the loan. Proper planning is imporsafe. the courts have varied, accepting ratios from
tant in the area of loans to shareholders. The
1:1 to 6.333:1.
close ties between the shareholders and the corThe courts examine the use the stockholder
poration can cause the financial ruin of both if a
makes of the funds. Is there a good reason for the
loan is reclassified as a dividend and treated as
loan? If the funds are put to strictly personal use,
ordinary income. Indeed, if the courts decide
a constructive dividend will be declared.
that a loan is an attempt to defraud the governFinally, the courts consider the ratio of loans to
ment, large fines and prison sentences may be
shareholders to earnings and profits. If all, or subgiven. Therefore, the tax advisor should keep a
stantially all, of the corporate earnings are distribtight rein on loans, and should explain to the
uted as loans, then the distribution will be considshareholders the consequences of having loans
ered a dividend.
reclassified.
The William C. Baird 18 case illustrates several
of the factors considered by the courts in deter- 6. The corporation pays excessive salaries to sharemining intent to repay a loan. The corporation in
holder- employees
this case made loans to shareholders over a period
Possibly the most often encountered type of
of years. The shareholders made partial repay- constructive dividend is the payment of excessive
ment on the loans, while borrowing even larger salaries to shareholder - employees. When compenamounts. The tax court ruled that the loans were sation is held to be excessive, the corporation loses
in fact dividends. First, there were no substantial a valuable tax deduction and must pay a higher
repayments, while the loans grew larger. Second, income tax. If a salary is ruled excessive, the
there were no promissory notes executed until af- whole salary deduction is disallowed until the taxter a Revenue Agent examined the corporation's payer can show how much should be allowed. 19
books. Third, the debtors' personal assets did not
In Patton vs. Commissioner, 20 the U.S. Court
cover the loans. Fourth, there was no ceiling on of Appeals of the Sixth District cited several facthe withdrawals the shareholders could make. Fi- tors which determine why a disputed salary was
nally, there was no agreement to pay on demand considered excessive. What is the nature of the
or at a fixed future date.
services performed and the amount of responsibility? Salary must bear a reasonable relationship to
Tips for Tax Planners
the position. How much time was required by the
Here are a few tips for tax planners:
employee to discharge his duties? It is not acceptable to pay an employee a large salary for only a
• The corporation should have a material amount few hours of work. What were the employee's
of equity at least sufficient to purchase the core training and capabilities? How much compensaassets of the corporation —those necessary for tion was paid in relation to net profits? Paying
the conduct of business.
substantially all of the profits as salary gives the
• There should be an unconditional obligation to appearance of being a dividend. How does the
repay a sum certain at a reasonably near future amount paid compare to the salaries of similar
date, set forth in a note. Repayment should not emp l oyees o f s i mil ar co mpan i es i n related
be contingent on the shareholder's ability to industries?
pay or on someone else's discretion.
What should the tax planner do? Don't pay out
• Notes executed should be secured to the fullest the entire corporate earnings as salaries to shareMANAGEMENT ACCOUNTING /OCTOBER 1984

Corporation
loans to
shareholders
raise the
specter of
constructive
dividends.
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The substance,
not the form,
of the
transaction is
critical.

to their stock ownership, unless it can be proven
that services were performed in that proportion.
The burden of proof lies with the taxpayer. In
Twin City, it was determined that compensation
was linked to stock ownership. A direct relationship between salaries and stock ownership will
probably defeat the corporation's claim for a
deduction,
All of the types of disguised dividends which
have been discussed are very common. The financial consequences to both the individual taxpayer
and the corporation of reclassification of a distribution can be disastrous. Therefore, before any
distribution is made to a shareholder, consider all
of the tax consequences. It is here that a tax advisor can be of most use to his client.
❑
as

holders. This practice gives the appearance of trying to avoid double taxation, and will almost always result in reclassification. Make compensation to shareholder - employees reasonable compared to the compensation of other employees and
in relation to the services performed. The best defense for a taxpayer in this situation is testimony
that the compensation is reasonable. However,
reasonableness alone does not assure a deduction
to the corporation.
In Twin City Tile and Marble Company, 2 1 the
court stated that the surrounding circumstances
may indicate that the distribution was actually
meant to be a dividend, even though the salary appeared to be reasonable. In determining whether
the amounts were compensatation for services
rendered or distributions of profits, the court stated that "all of the facts and circumstances must be
co ns i dered and no t merel y t he fact th at th e
amounts were reasonable." In light of this ruling,
the corporation should record the salary in the
corporate books exactly as the payment of salaries
to all other employees is recorded. Don't use special accounts to differentiate the salaries of shareholders from those of other employees. Don't
compensate shareholder- employees in proportion

'Paul A. Teschner, "Hidden Dividends: The Paper Tiger of Constructive Corporate
Distributions." 43 Taxes 1965, p. 647.
sBallerin,❑40.3rd❑T.M.;❑Dividend❑—Cash❑and❑Property❑t89❑T.M.,❑p.❑A❑-3.
'Edwin M. Jones, "Casale Reversed: Corporate Insurance Not Dividend to Controlling Stockholder," 7 Journal of Taxation. 1957, p. 259.
`Robert❑L.❑Hines,❑"Constructive❑Dividends❑—❑Ever❑-❑Present❑Threat,"❑50 American
Bar Association Journal, 1964, p. 684.
°Kohla, "Dividend Income From Personal Use of Business Assets," 60 American
Bar Association Journal, 1974, p. 1431.
6
1bid., p. 1431.
'[bid., p. 1432.
'Charles Anthony, "The Involuntary Dividends: A Constant Hazard to the Tax
Planner," 16 Journal of Taxation 1962, p. 197.
'Wall v U.S., 164 F. 2nd 462, 4th Cir., 1947.
O
Kingston, "The Deep Structure of Taxation: Dividend Distributions," 85 Yale
Law Joarna4 1976, p. 861.
"Charles E. Small, "Disguised Dividends: A Comprehensive Survey," 3 U.CL.A.

Roger Smith Steers GM into a High -Tech Future
2 9 -4 4
director of the Detroit Economic Growth Corp.,
Detroit Renaissance, New Detroit, Inc., and is
chairman for the United Foundation in Detroit.
He is extremely proud of the progress GM has
made❑in❑its❑new❑directions❑—❑"We've❑got❑probably
the best strategic planning group system of any
company❑in❑the❑world"❑—and❑that❑the❑company
survived the recession and government regulations and is advancing in the new wave of technology. He muses, "There is a tremendous outpouring of scientific knowledge after every war, and, in
effect, we've just been through our own war here.
We have a tremendous amount of scientific fallout
that we are going to be able to use, and we are
fortunate enough to be in a pretty good resource
position so we can take advantage of what some
other people are developing on the outside, too."
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Although delighted that the company has gone
from a $700 million loss to a $3.7 billion profit in
just three years, he refuses to begin a celebration.
"As far as we've come, we've still got that much
further to go. We're not even halfway in my opinion. I had a problem with the newspapers and
even with some of our own people who lauded 'record profits.' Well, we're not making record profits. Inflation is a record, but profits are not a record. Go back to what I cal l inflati on -p roof
measures, and you take your inflation - loaded
profits, and divide them by your inflation- loaded
sales, and over here inflation drops out and you
get your percent of profit to sales. It tells me it is
5% when it ought to be 10 %. So, there are still
some measures that we have to keep looking at,
and we must remind ourselves: Don't break out
the champagne; the race isn't over yet."
❑
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Evaluating Tasks
for Operational Control
A two - dimensional analysis of tasks can help get
things done at the most appropriate level of control
and result in better cost control.
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and William J. Bruns, Jr.

Sharon M. McKinnon
is an associate
professor of Business
Administration,
Accounting Group, at
Northeastern
University in Boston.
She has a Ph. D.
degree from Georgia
State University. Dr.
McKinnon is a member
of the Boston chapter,
through which this
manuscript was
submitted.

60

"Getting things done" is the objective of a wide
variety of systems and procedures used in every
organization. The division or work, employee selection and training, supervision, and management accounting are but some of the techniques
managers use to maintain control of operations.
Assuring that essential tasks are carried out properly usually is not difficult if expense is ignored.
But once profit or efficiency are considered, controlling operations at the level of individual tasks
becomes more challenging, and attention to the
most appropriate means of operational control
can result in better cost control.
Management accounting systems that measure
costs of labor, materials, and supervision against
expectations (standards or budgets) are frequently
a major part of operational control systems. But
in many situations the efficacy of management accounting systems for control of tasks depends on
the quality of the performance expectations themselves. Where the nature of the task allows tradeoffs in costs and benefits or where measurement
against standards is difficult because of the need
for multiple performance criteria, management
accounting systems must be used in conjunction

with other operational controls.
Too often the need for supplementing management accounting systems results in excessive or
redundant control. By applying too much control
at the task level, and by using over - qualified personnel, excessive supervision, or unnecessary inspections, efficiency and cost effectiveness are sacrificed. Avoiding over - control while controlling
for failure at the task control level demands careful evaluation of the task itself, the skills and materials required, and the risks inherent in task performance failure.
The management accountant can and should
assist in the development of operational control
systems whenever possible. We will describe and
illustrate one method for evaluating tasks that can
be applied in many situations. The method presented here provides for documentation of tasks,
assists in quality control where appropriate, and
can be implemented easily. Because it establishes
pre -task "expectations," it can be used as a reference point in evaluating performance; and because
the same scales can be applied to many diverse
tasks, it can help prevent unevenness in the design
of operational task controls.
Why Must Tasks Be Evaluated?
In any organization there can be trade -offs beMANAGEMENT ACCOUNTING /OCTOBER 1984

tween the quality of products or service and their material or more scrap, or closer inspections,
costs. In situations where a marketable product when none of these is actually the most economiresults from tasks, the trade -offs may be "regulat- cal action. Pre -task controls isolate possible reaed" by market forces. If parts or assemblies are sons for, and consequences of, nonstandard perproduced for later use, reference to similar items formance and allow for cost/benefit trade -offs in
available externally may help control costs. But the establishment of standards and performance
for tasks that, are uniquely internal, result in out- expectations.
puts which are hard to measure —or for which
discovery of task failure is always "too late" — How Can Tasks Be Evaluated?
control of the cost/benefit trade -off by pre -task
The basic first step in designing a pre -task conevaluation is a prerequisite to all other kinds of trol system is analysis of the variables that underoperational control.
lie the tasks themselves and their importance to
In an accounting firm providing audit services, the organization's objectives. During this analysis,
for example, where the product of tasks is an in- variables are identified that are common to many
tangible assurance of "acceptable" financial state- tasks and that can be linked to performance meaments, task performance must be monitored care- sures. Good performance can be defined in many
fully to provide assurance within cost limits and different ways, such as low cost, profit margin,
acceptable levels of risks of error. For mainte- profits, or return on investment.
nance activities, where the output is actually the
Figure 1 is an example of a scheme that could
absence of breakdown and downtime, tasks must be used in evaluation of tasks relating to equipbe evaluated in terms of the cost/benefit trade -off. ment maintenance or similar applications. The
Many tasks in service agencies, such as hospitals, variables used there and their assumed impordemand an explicit evaluation of costs and bene- tance were selected for illustrative purposes only.
fits for efficient task control.
In every case, the scheme would need to be taiBecause most tasks involve many variables, lored to individual organizational activities and
controls over tasks must provide for interactions objectives. The figure shows how task evaluation
and relationships among variables. People interact might be used in an airline maintenance departwith materials, machines, and each other. Each ment where tasks vary in importance, labor skills
variable can be supplied in a range of cost /quali- can be varied, and materials and tools can vary
ty /risk combinations. Inspections may eliminate widely in cost, quality, and complexity. We easily
the risk of task failure due to inexperienced or could have added such factors as speed of complecareless people, or experienced, professional peo- tion, labor cost, number of personnel needed, or
ple may eliminate task failure at desired levels of whatever other factors might link success of the
cost and risk.
maintenance activity to success of the airline.
Every manager knows about trade -offs in operOnce major task factors have been identified,
ational control over tasks. Still, in many situations each must be weighted on two dimensions. First,
we see managers focusing on operational control the factor needs to be weighted in relation to other
problems using a one - variable -at -a -time approach. factors. And second, each factor is analyzed along
For example, a highly skilled worker may always a continuum from negligible to critical imporbe assigned to a particular task to control the tance. In the example provided in Figure 1, the
quality of work output. Other variables such as factor "Importance of Task" is weighted twice as
the cost of materials used, or the importance of heavily as any other factor because, in airline
quality, may be considered only implicitly. In an- maintenance, failure can lead to loss of life, equipother case, a simple task may be given to a less men t, an d perhaps th e organ izati on 's fu tu re
skilled worker despite the fact that the materials existence.
used are high cost and the danger of damaged maEach task is rated by supervisors or manageterial is high. Pre -task controls, a necessary pre- ment and a summary task rating is assigned. The
requisite for efficiency, often are applied on an in- ratings determine the kind of controls applicable
co n s i st en t basis — trivial task s may be to the particular task. These ratings interact with
overco n t ro l l ed wh i l e i mp o rt an t tasks are the skills and experience of employees assigned to
undercontrolled.
the task. A highly trained, skilled, and experiOne reason why pre -task controls often are un- enced employee may need less control in the form
even is that we exaggerate the potential effective- of supervision or inspection than one who is less
ness of post -task controls. Elaborate analyses of highly skilled. Figure 2 shows supplementary docvariances based on efficiency, price, and use of la- umentation that could be used in assigning perbor and materials are assumed to feed back to su- sonnel to tasks and in supervision. It reveals that
pervisors who will quickly take corrective actions. supervisory controls can vary from little or none
Too often the action taken is to change the stan- to inspection or direct supervision at the time of
dards to allow for more highly skilled labor, better task performance.
MANAGEMENT ACCOUNTING /OCTOBER 1984
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Figure 1
Airline Maintenance Task Rating Form
Task

Importanc e of task

Task rating
systems
communicate
'how things are
done here. '

Skill required

A nece ssa ry tas k, Failure would
self - controlling,
be a nnoying
failure almost
impos sible
0
10

Failure would
be inconvenie nt
and ha rd to
explain
20

Failure would Failure would be
be e xpe ns ive fatal /catastrophic

Low skill,
little training
required

Skilled work,
some tra ining
required

Skilled work,
profes sional
training is
sufficient
15

Highly skilled.
expens ive
training

Material cost
exc ee ds a ll
othe r c osts
for this task
15

Material cost is
a major part of
all costs

Task re quires
specific tools
familiar to
operator
15

Special tools
tha t require
specific
training

Low skill,
training
required
0

Value of material

No material
used

5

10

Material cost
is low

0

Material cost
is high e nough
to merit
attention
10

5

Complexity of tools No tools are used Standa rd tools Spec ially a dapted
tools

0

10

5

Task ra ted by:

Date:

Some Illustrations
The use of task controls of this type can be clarified further through a few illustrations. Consider
a task in airline maintenance. (Figures 1 and 2).
The task is changing engine oil and replacement
of the seal on the engine oil sump. Failure to replace oil after it is drained or to replace the seal
properly could lead to engine failure. The actual
skill required, cost of material, and complexity of
tooling is low. Thus, the task might be rated:
Import ance
Skill
Material
Tools

40
5
10
5

Tools rating
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Here, despite the fact that three factors are rated
relatively unimportant, the importance of safety in
airline maintenance leads to a rating that would
require the work of all but the highest rated worker to be subject to inspection, if not actual direct
supervision of the task.
Consider a second example from a very different organization: preparing an electrocardiogram
at the time a patient is entering a hospital. The
importance of this task will vary with the patient's
reason for entrance; a routine physical examination would be rated below an EKG prior to a sur62

30

40

20

20

20

Tas k rating:

gical procedure. While the EKG procedure does
not require extensive skills, some training is required. Little material is used, but the complexity
and cost of equipment could lead to a rating demanding supervision or review.
A third example can be drawn from a task familiar to all accountants with audit experience.
Confirmation of inventory is a necessary part of
formulating an opinion on financial statements,
yet often it is impossible to determine if the proper
counts or tests actually have been made or have
been made correctly. The ranking of this task
could vary with size and type of inventory, and
the level of supervision or review of procedures
may depend on the training and experience of the
accountant assigned to the task.
We intentionally have drawn each of these examples from organizations and tasks where the
cost - benefit trade -off is difficult to measure directly and where traditional management accounting
systems are likely to provide inadequate control.
Where there is no reference to a "market test," no
product to compare to "standard," and multiple
factors influencing task performance, the task rating method has many advantages in achieving operational controls.
The Advantage of Task Evaluations
Evaluating tasks can lead to better planning of
operations, consistency, communication, and documentation of operations. The advantages of task
MANAGEMENT ACCOUNTING /OCTOBER 1984

rating in planning begin to be realized as soon as
preparation of the system and documents begins.
Identifying the critical factors underlying successful operations and relating them to tasks clarify
potential means -ends relationships. Discussions of
weights to be used can clarify organizational preferences and goals.
Once tasks have been rated, trade -offs in operational control procedures are explicit and can be
introduced to the operations planning process.
Possible solutions to temporary shortages or other
problems can be evaluated and compared. Perhaps, most importantly, to a large degree control
of operations can precede actual performance of
tasks rather than await reports of costs of material, labor, or supervision.
A second important advantage of task rating is
that different tasks can be compared to each other
in terms of the potential impact of changing work
assignments or controls. Trade -offs of labor cost,
supervision, and inspection are made more explicit in the operational control process. Further, the
rating procedure provides a means for programming types of control over operational tasks with
potential savings in supervision and day -to -day
decision making about the appropriate level or
kinds of control.
Task ratings also provide an easy way to improve communication in the operational control
process. The explicit visual nature of the process
is discussed easily and provides documentation for
discussion and review of actual controls. It communicates to employees why management feels
supervision or inspection is necessary, and it can
be used to communicate the organization's goals
and values to everyone including those far removed from the owners or strategic managers.
Furthermore, task rating systems can be used to
communicate much to new personnel about "how
things are done here."
Finally, documenting tasks help to structure activities. People know what they should do, and
how it relates to what others should do. Problems
in task management are identified more easily,
and solutions are discussed and found more readi-
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Figure 2
Task Controls for Assigned Employees
Level A:

High skills,

Level B:

High skills,

trained, experienced
Task rating
Required controls
75- 100
Inspection
35 - 75
Self- inspection
0-35
None (independent)
trained, no experience
Task rating
Required controls
75- 100
Supervisory review
35-75
Inspection
0-35
Self- inspection

Level C: Low skills, trained, experienced
Task rating
Required controls
60 - 8 5
Supervision
25-60
Supervisory review
0-25

Inspection

Trade -offs of
labor cost,
supervision,
and inspection
are made more
expl icit .

Level D: Low skills, trained, no experience
Task rating
Required controls
40-75
Supervision
15 - 4 0
Supervision
0-15
Supervisory review
ly where there is a system for dealing with such
problems. The experience of the organization is
documented and preserved such that it leads to
resolution of new problems in ways consistent
with the organization's experience and norms.
The Management Accountant and Task
Evaluation
The management accountant has much to contribute to the task evaluation process. Not only
does task evaluation make explicit trade -offs in
types of task controls, but it can provide important clues to causes of unexpected levels of cost or
performance. The documentation provides a useful reference to what was expected. Unsatisfactory
performance can lead to explicit comparison of alternative ways to perform and control tasks in the
future. By helping to develop and maintain task
ratings as part of the operational control process,
the management accountant can contribute more
directly to "getting things done."
El
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Investment Credit:
Are You Getting
Your Share?
One company almost lost more than $100,000 in credits
because tax benefits were not properly segregated and identified.

B y T ho m a s W . H o l le n

Thomas W. Hollen is
a consultant with
Seidman and Seidman,
specializing in areas
related to building
construction. He holds
a master's degree in
mechanical
engineering from
Western Michigan
University.
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With the large potential tax benefits available
from investment credits, one would assume that
companies are attempting to maximize their opportunities. Unfortunately, this is not always the
case. In many instances, companies are missing
30% to 90% of the credits available to them,
mainly when they are constructing facilities and
assets. Many companies also are losing credits
when their returns are reviewed by the IRS because properties are disallowed because of improper or insufficient documentation.
Investment credit or a tax credit for investments in certain depreciable property was first
created by legislation in the early 1960's. Interest
in this area was renewed in 1978 when energy and
rehabilitation credits were added to the Internal
Revenue Code. The benefits have increased in
range; they now begin at 8% of the cost of qualifying assets (assuming no reduction in depreciable
basis) and go to 25% for rehabilitation of a certified historical structure. There also are benefits to
be obtained by classifying properties as section
1245, or personal property, for the Accelerated
Cost Recovery Sys tem (ACR S) meth od o f
depreciation.
Let's look at several of the factors that may

cause companies to miss or lose credits and discuss some of the steps that may be taken to correct the situation. We also will discuss what properties qualify, where they are, how they can be
identified and other useful information.
What Qualifies?
Section 38 of the Internal Revenue Code allows
an investment credit for "qualified" property. Section 48 of the Code defines which properties qualify as Section 38 property. The first property defined is "tangible personal property." The income
tax regulations provide a further description by
stating: "... the term `tangible personal property'
means any tangible property except land and improvements thereto, such as buildings or other inheren tl y permanent s truct ure .. .. " The p aragraph goes on t o ex pl ai n th at i tems s uch as
equipment, counters, racks, shelves, and signs
constitute tangible personal property. Beyond this
regulation, one also can look at revenue rulings,
court cases, and so on for further definition.
Tangible personal property is probably the most
familiar type of property that qualifies for investment credit. The obvious properties for this classification are the assets added during the tax year to
furniture and fixture or equipment accounts. Tangible personal property items are not normally a
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Table 1

In the case of:
t. General rule
Property not
described in any of the
following provisions of this
column
2. S olar, wind o r geothermal
Property
property
described in section
48(1)(2)(A)(ii) or
48(1)(3)(A)(viii)
3. Ocean thermal property
Property described in section 48(1)(3)(A)(ix)
4. Qualif ied hydro electric
generation property
Property described in section 48(1)(2)(A)(vii)
5. Qualified intercity buses
Property described in section 48(1)(2)(A)(ix)
6. Biomass property
Property described in section
48(1)(15)
7_ Chlor- alkali electrolytic
cells
Property described
in section 48(1)(5)(M)

For the period
The credit
percentage is Beginning on: And ending on

—

100/0

Oct. 1, 1978

Dec. 31, 1982

15

Jan 1, 1980

Dec. 31, 1985

15

Jan. 1, 1980 Dec. 31, 1985

11

Jan. 1, 1980 Dec. 31, 1985

10

Jan. 1, 1980 Dec. 31, 1985

10

Oct. 1, 1978 Dec. 31, 1985

10

Jan. 1, 1980 Dec. 31. 1982

—

—

—

—

All of the above considerations have some exceptions which must be looked at on an individual
basis. In most cases, "tangible personal property"
is easily identified if a company has proper asset
records. As we will show later, the problem in this
area is that the list of properties in furniture -fixture or equipment accounts may not be complete.
The second class of property defined is "other
tangible property." .The Code states, without going into detail, that "other tangible property" is
property (except a building and its structural
components) used as an integral part of manufacturing, production, and extraction or used in furnishing transportation, communications, electrical
energy, gas, water, or sewage disposal. This section goes on to describe other properties used in
the above activities such as research facilities and
bulk storage of fungible commodities. Also, the
regulations provide further definition of "integral
part' and "building and structural components."
The basic definitions are then expanded by court
cases and revenue rulings.
This area of qualifying property is much less
understood than tangible personal property by
companies and, in particular, accountants. First,
accountants may have a basic understanding of
the production or manufacturing process, but may
not have a firm understanding of the details of the
process and what parts are "integral" to the process. In addition, they may not be familiar with
the engineering terminology used in the Code,
regulations, or in their own facility. This is understandable because accountants are not trained in
this area. The problem is that they are the ones
familiar with the Code, while engineers or manufacturing personnel, who are familiar with the terminology or process, are not, in most cases, aware
that investment credits exist or what types of

the energy credits expired at the end of 1982.
There are some that will expire at the end of 1985.
Table 1 shows when credits for various types of
energy property have or will expire and the credit
percentage available.
In the past, companies mostly claimed energy
credits under Category I (General Rule). The two
active areas today in which companies are most
frequently finding available credits are II (Solar,
Wind, or Geothermal), and VI. (Biomass Property). A good'example of not knowing the terminology is the area of energy credits. Although they
have expired, the "specially defined energy property" offered many opportunities, but how many
people who were aware of the credits knew what a
regenerator was, or a turbulator? What is the real
definition of a heat pipe? Many of these items
were installed, but if a person was not familiar
with the terminology, he may not have recognized
that the property was installed or that it was eligi-

—

• Where is the property being used — inside or
outside the United States?
• Is the property used for lodging or furnishing
lodging? A chair in an apartment house is not
considered Section 38 property, while a chair in
a hotel, which meets the "transient" tests, is
Section 38 property.
• Is the property to be used by tax exempt organizations or by governmental units?
• Is the property new or used?
• Has the company reached its limitation for used
Section 38 property?
• Is the property leased or to be leased and are
the credits to be passed through to the leasee?

properties may qualify.
In addition to management accountants not being familiar with investment credits, architects,
engineering design firms, contractors, and vendors
also are not aware ofwhich properties may properly qualify. Yet as we will discuss later, these
people are responsible for installing and providing
many properties which are "other tangible property" as well as "tangible personal property."
To complete the discussion of which properties
qualify, the Code has two other major sections,
energy credits and rehabilitation credits. Many of

—

problem area, but some care should be taken. For
example, the property must meet the conditions of
section 1.48 -1(c) of the Regulations which is the
basic definition for tangible personal property.
Other considerations are:
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Figure 1
Percentage of Total Cost Qualifying for Investment Credit
Building Type
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ble for energy credits.
The rehabilitation credits were a welcome addition to the Internal Revenue Code. They offer
many opportunities for upgrading facilities and
are the easiest to understand. The main problems
with rehabilitation is making sure that all costs associated with the rehabilitation are included, such
as fees and services, and that regular investment
credit properties are separated out as regular investment credit properties that do not qualify for
rehabilitation credits.
To understand fully which items may qualify
for investment credits requires research of the
many documents that define Section 38 property.
It also requires an understanding of engineering
terms and construction practices. Only very large
companies can afford to employ a person specializing in this area. Most companies must rely on
their accountants or outside firms who specialize
in this area. However, there are some steps that
companies can take themselves to help maximize
the o ppo rt uni ti es in t his area o f i nvest ment
credits.
Where Are Investment Credit Properties?
Simply put, many, if not a major portion of investment credit properties, are buried in construction contracts. As an example, Figure 1 shows
typical percentages of total construction costs that
may qualify as investment credit property for several types of facilities. The chart is only a rough
guide. Actual projects may produce a higher or
lower qualifying percentage, depending on the circumstances. What the chart shows is that a significant portion of a construction project may be investment credit property, rather than building
costs.
Unfortunately in many construction projects,
the "cost of construction" is transferred into a
building account and is not segregated into proper
classifications. The reasons why this occurs are
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many. First, the owner or his management accountants may not be completely aware of which
items qualify, or the company's outside accountants may not have an investment credit specialist
or a complete understanding of the construction
project. If the project has an architect or an engineering design firm involved, they probably are
not aware of which items may qualify. The same
is true of contractors and vendors. Also, the contractor may not submit sufficient cost detail to
identify properties of interest readily.
As an example of insufficient cost detail, we can
look at the contract documents or invoices submitted by most contractors. Many contractors use
the standard form developed by the American Institute of Architects or a modified version of it.
Depending on the size and type of project, the
breakdown provided may be for 10 to a 100 items
or more. The breakdown usually follows the type
of work performed. As an example, Table 2 shows
Table 2
Typical Breakdown Supplied by a
Contractor
Foundations
$ 151,200
Slab on grade
356,400
Structural concrete
566,000
Tilt slabs
359,000
Miscellaneous concrete
66,000
Structural and miscellaneous steel 389,000
Carpentry and mill work
16,500
Waterproofing
138,600
Insulation and sheet rock
164,000
Roof deck
199,000
Roofing
339,000
Doors, windows, hardware
158,000
Ceramic tile
85,000
Acoustical panels
87,500
Acoustical ceiling
119,000
Miscellaneous specialties
183,000
Plumbing and HVAC
1.017,000
Sprinklers
320,000
Electrical
684,000
Bonds, insurance. permits
39,000
Contingency
60,000
$5,497,200

a typical breakdown provided by a contractor for
a manufacturing plant and office construction.
The list provides a cost for a number of items,
but in terms of investment credit, it does not show
the approximately one million dollars of property
that was identified in this part icular project.
Shown in Table 3 is the breakdown developed by
the contractor and his subcontractors after a specialist developed a list of potential investment
credit properties.
The company's management accountants and
their outside accountants only saw the first breakdown and there is nothing in that list that would
MANAGEMENT ACCOUNTING /OCTOBER 1984

be identified as investment credit property. The
accountants were not at fault for missing $106,000
in credit because they did not have any detail. The
contractor was not asked to supply any further
detail until a specialist entered the project. Because of the lack of communication between manufacturing, accounting, and the contractor, the
company almost lost $106,000 in credits. It was
also about to lose the accelerated depreciation
from these properties being classified as section
1245 (personal property), thus, qualifying for five year ACRS d epreciation instead of 15 -year.
(Note: under current changes to the tax laws this
would be 18 years.)
It should be pointed out that this contractor
supplied the normal amount of detail. There are
contractors which supply considerably more but
there are also many which supply a statement
which contains three line items: material, labor,
and fees.
The contractor may provide a large stack of invoice copies each month, but this information is
not meaningful to the owner. As stated previously, anywhere from 30% to 90% of the property
available for investment credit may be buried in
the construction contract. These properties also
may be "tangible personal properties," as contractors do install signs, shelving, counters, etc.
How Can Investment Credit Be Maximized?
How do you maximize your investment credit?
The obvious answer is to hire a specialist to conduct a study for the company. But, there are steps
that a company can take that may increase their
benefits whether it hires a specialist or not. These
steps begin at the initial stages of planning a construction project.
A list of activities and processes that are being
planned for the facility should be developed by
someone who knows all about the project. As
examples:
• If there is a special computer room planned,
will it need special raised flooring, separate air conditioning, a separate transformer, or utility
connections?
• Is a research or product development lab to be
included which requires special benches, exhaust hoods or utilities?
• Review manufacturing areas for foundations,
cranes, compressed air systems, special ventilation, plumbing, etc.
• Discussions should be held between manufacturing and accounting to review possible properties that may qualify as Section 38 properties.
Your outside accounting firm may offer some
as s i st an ce i n res e arch i n g t h e C o d e an d
regulations.
• Discuss potential investment credit properties
MANAGEMENT ACCOUNTING /OCTOBER 1984

with the architect or engineering design firm.
They may be able to show you additional items
that they know about but that did not stand out
before you let them know about investment
credits.
• When properties have been identified, let the
contractor know up front what cost detail you
require on these properties. Do not be afraid to
Table 3
Breakdown After Developing List of Potential Investment
Credit Properties
Property Description
General contractor
Exterior improvements:
1. Concrete foundation pads for:
Water tower
Glycol storage tank
Silos
Cooling tower
2. Aluminum logo
3. Flag pole
4. Illuminated logo
General Office Area:
1. Restroom accessories
2. Pneumatic tube system

9. Portable fire extinguishers
Manufacturing areas:
1. Noise control panels
2. Restroom accessories
3. Removable shelving in offices & storage areas
4. Employee's lockers
5. Portable fire extinguishers
Receiving dock area:
1. Bumper guards
2. Dock bumpers
3. Dock levelers and electric wiring
Process related equipment
Mechanical Equipment:
1. All tool & die equip. foundations slabs, isolation
pads, hold downs.
2. Diesel engine pump and fuel tank

13. Exhaust fans for injection process
14. Mechanical connections for injection molding
machines.
Electrical equipment:
1. Electrical wiring for process equipment.
2. Electrical wiring /controls for assembly line drive
motors and controllers.

8. Process bus duct, switches, and fuse units.
Research /development area:
1. Compressed air. Ip gas. and nitrogen piping
network.
2. Vacuum pump and piping.
3. Electrical counter
Misc. Areas:
1. Floor mounted A/C unit (bldg. 8)
2. Smoke detection equip. for computer
3. Special coating for floor
Totals

Section Section
1245
1250

$ 8,150.42
$ 1,358.40
$ 7,358.02
$ 6,792.02
$ 13,018.03
$ 3,169.61
$ 7,924.02
$ 4,641.21
$ 18,678.05

$

679.20

$127,350.31
$ 3,622.41
$ 3,169.61
$ 10,754.03
$ 1,301.80

$ 4,075.21
$ 2,037.60
$ 33,054.48

$ 3,622.41
$ 41,318.10

$

8,263.62

$

6,226.02

$ 22.866.46
$ 10.018.22

$ 31,130.08

$ 17,885.64
$ 12,225.63
$ 2,603.61
$
124.52
$ 46,978.11
$ 24,338.06
$1,052,321-09
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ask for items which you may not be sure qualify. It is better to have too much rather than too
little detail. Items can always be dropped later.
Now all you have to do is wait for the project to
be completed, collect the total costs, and document the properties that qualify. Documentation is
important. It may take some research of the documents that define investment credit, but a study is
not complete until this occurs. After totaling the
costs supplied by the contractor, you may think
you are ready for the tax return. Wrong! The contractor may have supplied you with a raw cost,
but it is not the complete installed cost to your
company for the property.
The cost supplied by the contractor may be
only materials. Did he include labor? Did he obtain them from a subcontractor? Did he include
his fees? Contractors will normally get a markup
on all items supplied by subcontractors. What
about contractor's fees? These often are listed separately. As shown in the listing for the building
above, there may be bonds, permits, and insurance
that the contractor will pay for. Have these costs
been inclu d ed o n a pro rata b asis to all properties
co n stru cted ? Have t h e arc h itect 's fee s been allocated to the proper areas? The complete and in-

stalled cost of a particular property to an owner is
usually not the cost provided by a contractor but

includes several other costs, such as fees and services, related to the construction.
As an example of a fee that relates to a particular property, the following list shows various fees
allocated to carpet that was installed in a hotel
project:
+
+
+
+
+

Cost of carpet
Cost from installer
Pro rata of interior designer fees
Pro rata of contractor fees
Pro rata of architect fees
Pro rata of general fees for
hotel construction
Total installed cost of carpet

The true costs of a property may be considerably
more than the cost of materials.
As mentioned previously, it is cost effective to
hire a specialist to perform an analysis of a construction. Most companies do not have the time or
personnel to devote to the research and analysis of
the documents that define investment credit properties. In addition to being familiar with the tax
aspects, the person also must understand con1110-11111.91

"The best single investment
you could make in your career:'
If you want to get ahead fast in accounting —
whether you're a seasoned professional or
just starting out — Robert Hales Success
Guide for Accountants gives you the proven
"how -to" to do it. The most authoritative work
of its kind, it provides...
...the priceless benefits of the author's 35
years of experience in the accounting
and financial executive recruitment
fields, plus...
...the career strategies found most successful by CPA partners and top financial officers across the country—the re-

suits of a nationwide survey conducted
by one of America's leading research
organizations exclusively for this book.
Here is everything the ambitious accountant needs to move up... from picking the fastest career path to the top... to getting your
accomplishments noticed (and appreciated!)
... to building a solid, loyal team behind you.
Packed with scores of real -world examples
and personal insights from the most successful people in the business, this unique book
gives you step -by -step guidance you just
won't find anywhere else.
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In the Library
The books listed in this section are available from the NAA library. NAA will attempt to review all commercially published books written by NAA members.
Names with asteri sks ind icate NAA
members. If you have a book which has
been published recently or is about to be
published, ask the publisher to send a review copy to Miriam Redrick at the NAA
office. Members may borrow books for a
two -week loan period by mail, telephone
or in person visit. Address Ms Miriam
Red rick, Manager, Library Services,
NAA, 919 Third Ave., New York, N. Y.
10022 —(212) 754 -9736 or 37.
Starting and Building Your Own
Accounting Business
Jack Fox *, John Wiley & Sons, 605
Third Ave., New York, N. Y. 10158,
1984.257 pp.—This is the first book in
the new Wiley /Ronald /National Association of Accountants professional
book series. Mr. Fox, an active member
of the Association, several years ago
went into business for himself. He recently wrote an article for MANAGEMENT ACCOUNTING on his experiences,
which turned out to be one of the most
popular articles ever written. He has
proceeded to expand on his experiences
and turn them into a book.
Any management accou ntant who
wishes to become his own boss should
read this book. After beginning with the
fundamentals of the original decision
process such as choosing a location,
space requirements, and so forth, Mr.
Fox quickly moves into the establishment of a business plan, including recruiting and management of the new office. On e o f t h e mo st i mp o rt an t
chapters is titled "How to Charge and
Collect," in which Mr. Fox offers the
following advice: "There is one sure
way to recognize an inexperienced or
unsuccessful accountant as the one who
usually tries to bypass or minimize the
subject of fees." He advises not writing
down or lowering a bill after it has been
rendered because "clients who haggle
are not the kind needed to build a successful practice."
Some of the most effective parts of
Mr. Fox's book deal with marketing of

Miriam Redrick and Stan Stec, Editors

services, building up the practice, and
dealing with clients. Because preparation of income tax returns represents a
significant portion of an accounting
practice, Mr. Fox's chapter on the subject is particularly valuable.
The book has been enhanced with a
comprehensive suggested library and a
good deal of reference material for further sources of information. Is there an
accountant working for someone else
who at some time or another has never
consid ered what it would be li ke to
work on his own? Regardless of whether one is seriously considering such a
move, this book should put both the
plusses and minuses in perspective.
Management Mistakes
Robert F. Hartley, Grid Publishing, Inc.,
P.O. Box 14466, Columbus, Ohio 432140466, 1983, 254 pp. —In American business literature, the Edsel is often referred to as a classic case of a marketing
mistake. W.T. Grant is often referred to
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as an example of a firm that went bankrupt because of inadequate financial
controls. Chrysler is often referred to as
a classic example of a corporate turnaround based on government aid. Yet
what do we really know about these
cases? Constant references in the business press l eads to a ki nd o f sh orthand —which often obscures the underlying business reality.
This book includes 16 cases representing classic management mistakes
written for business school discussion.
The authors have characterized these 16
cases in five areas as errors in planning,
organi zatio nal mi shand ling, flawed
leadership and strategy implementation,
inadequate controls, and management
of crises. When a corporate disaster
takes place, it is probably simplistic to
try and analyze the problem in terms of
a single fault, whether planning or controls or strategy. Usually it is all of the
above which have interacted adversely.
This book is easy reading and yet pro-
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vides provocative insight into a number
of classic management failures. The fact
that firms with the stature of DuPont —
which when it developed Corfam felt it
was immune to competition, or Boise
Cascade which carried decentralization
to the extreme —can fail indicates that
the largest and seemingly best -run companies can still stumble.
The author provides a good factual
background for each crisis. He then
provides a section in each case showing
"wh at can b e l earn ed" p l us a bri ef
update drawing the story to a current
conclusion.
If you are preparing a speech or making a financial presentation and want to
illustrate what should be avoided, this
sli m vol ume wou ld be an ex cellent
source for information on how others
failed. By itself, the book is fascinating
reading. Whether used as a case book in
a formal educational environment or
simply for education at the self -study
level, it will remind us that any firm can
stumble or even fail.
Managing Capital Budget Projects:
A Preemptive Audit Approach
Felix Pomeranz, Coopers & Lybrand,
John Wiley do Sons, 605 Third Ave., New
York, N. Y. 10158, 1984, 258 pp.—Just
what exactly is a preemptive audit? One
immediately thinks in terms of the "preemptive strike" discussed by military
strategists. Is a preemptive audit merely an effort to identify and capture the
perpetrator of a defalcation before he
knows what has hit him?
As used by the author, a preemptive
review or audit "involves evaluation of
business actions for decisions before the
actions are completed or the decisions
implemented —for example, while contracts are executory or budgets are being drawn up." What Mr. Pomeranz is
really getting at is the application of a
management accountant's, or auditor's,
skill in evaluating plans and proposals
before they are executed. This contrasts
with trying to identify what might have
gone wrong after the fact and hoping
that any problems will not recur in similar future circumstances.
The focus of this particular book, as
the title indicates, deals with capital expenditure proposals, primarily building
projects. Thus, while the basic concepts
of preemptive auditing are applicable in

many areas, this particular book focuses
on one limited, nonetheless important,
area which is the design and construction of buildings. The book provides a
very comp rehensive checklis t of the
steps which should be undertaken in
any bui ldin g p roject and highlights
those which would benefit from an analytical review and detailed questioning
by the auditor. NAA itself recently has
co n t ract ed fo r a n ew h eadq u art ers
building. While this book was not available at the time, much of what Mr. Pomeranz recommends is the application
of good management concepts, and, fortunately, NAA followed many of them.
The more structured approach, the author recommends, however, would have
been helpful to us and can be recommended for others.
Handbook of International
Financial Management
Allen Sweeny and Robert Rachlin *,
McGraw -Hill Book Co., 1221 Ave. of the
Americas, New York, N. Y. 10020, 1984,
480 pp.— Handbooks have a real place
in the library of a management accountant. Most handbooks have chapters of
20 to 30 pages whereby the topic assigned to the author is summarized for
the knowledgeable, but not specialist,
reader.
As might be anticipated, this book
covers foreign exchange, political and
economic risk analysis, licensing, financing foreign trade, international
cash managemen t. There are s everal
chapters on accounting, auditing, budgeting, and performance evaluation in
the international environment, as well
as a very useful chapter on international
tax planning and execution.
A management accountant given new
responsibilities in the international area
could benefit by a review of the material
in this volume. As wit h many handbooks, some of the material is covered
in more than one chapter, and the different interests of the authors are such
that the book is not as coherent as if it
had been written by one or two individuals. Offsetting this is the level of expertise of the authors, each an expert in his
field. The backgrounds of the authors
are well balanced with about half from
indus try, a qu arter from accoun ting
firms, and a quarter from consulting
firms and banks.
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Report of t he President
and Execut ive Direct o r
Dear NAA member:
A recurring ques tion that we have heard from
some of our members as we traveled across the country
to participate in activities has been: "What value do we
really receive from our dues, and is membership in NAA
really worth it ?" This is particularly relevant this year, of
course, because our Board of Directors found it necessary
to increase the dues level as of September 1, 1983, to catch
up partially with the spiralling costs of inflation over the
last few years and to place NAA on a fi rm financial
foundation.
It is to those members who have asked this question that we particularly address the Annual Report for the
year 1983 -84. We hope you will read it carefully — not
only the financial statements but the text of the report as
well. It delineates clearly the range and depth of activities,
both ,professional and social, in which NAA, and you
as a memb er, have particip ated duri ng the past year.
Although rising costs that had not been fully
recognized or compensated for in prior years necessitated
the dues increase, we continued to keep close watch on
all expens es during the year. Each of the funds of the
Association had an excess of revenues over expenses for
the year which have been applied to the fund balances.
Various key ratios by which one may judge the management of Association resources continue to be favorable to
prior years and to those ratios of similar organizations. For
ex am ple, t h e p e r c e n t o f m e m b e r d u e s r e v e n u e t o t o t a l

revenue has remained at about 60 percent despite the dues

increase. That means that about 40T of every dollar of
Association revenue come from sources other than
member dues. Also, the number of employees has remained almost constant throughout the year (less than 100),
in spite of a large number of new programs and activities.
Our ratio of dues - paying members to employees is approximately 850 to one, more than double that of any similar
organization. In effect, each member of staff services a
greater number of dues - paying members than in other,
comparable organizations.
The theme which was reiterated several times during the year called attention to the certainty and constancy of change — within NAA, in the accounting profession,
and as part of life in general. An organism, any organism,
must constantly adapt to a changing environment or
perish. As you read about the work of the standing committees, made up of volunteer members like yourself, you
will be as impressed as we are at the massive efforts they
have displayed to cope with our ever - changing world.
It is not the purpose of this letter to repeat all of
the accomplishments described in the body of this report.
It is rather to urge you to avail yourself of the wide variety
of opportunities which NAA offers you — at the chapter,
the regional and the national levels.
Our organization is the largest in the world which
has the furtherance of the profession of management accounting as its primary interest. As such, membership and
active par tic ip a tio n in t h e Ass o ciatio n car ry wit h it m any
intangible b e n efits th at d erive fro m its in flu en t ial p o sition

Robert L_ Shultis

Ch a r le s T. S m it h , J r .

at the top of the profession of management accounting —
and , as we h ave s ai d man y times b efo re — we are all
m a n a ge m e n t a c co u n t an t s .
Ea c h y ea r a n d e a c h ad m in ist r a t io n b e c o m e p a r t
of a co ntinuu m . Pro gram s s tarted in pr ior yea rs have been
cont inu ed and , in s om e in sta nces , c om p let ed in 1983 - 84.
New pr oject s have been init iated this year which will bear

fruit in the future. Many of these are discussed in the body
of this report. Of major interest, however, is the in -depth
research into membership attitudes and needs that was
authorized jointly by the Marketing and Membership and
the Planning Committees during the year and conducted
by professional outside researchers. The first phase has
now been completed and a list of actionable items is under
st ud y by b ot h co m m it te es .

Why should this study be of major interest? Because we who have been privileged to serve at the national
level recognize more clearly than anyone the vital role
which our members play in the Association. The greater
the number of members who are active and participative,
the better NAA will be able to serve everyone. The challenge we leave to future administrators, which we are sure
they will meet, is to do just that — to find new and better
ways to respond to our members' changing needs.
Respectfully submitted,

-/C2 /_ .
Rob er t L. Shultis
Ex ec ut ive D ir ec to r

C h a r le s T. Sm it h , Jr .
Pr es id en t

Professional
Services
RESEARCH
The research dep artment completed a very b us y an d
productive year, setting new records in the volume of the
work produced, and at the same time attaining a still higher
level of recognition for the quality and usefulness of NAA
research publications. Special attention was given to the
projects intended to provide practice reports and guides.
This type of research activity is the primary goal of the
recently- introduced changes in the structure and purpose
of the Association's expanded research program. Such
projects included the revision and updating of outmoded
practice reports. Members will find this research orientation to be even more prominent in the program for 1984 -85,
which was already partly implemented during the closing
weeks of 1983 -84.
At the beginning of the year, nine studies were
underway, while two were being printed. Ten new projects
were added as the year progressed. Altogether, fourteen
of the nineteen projects in the 1983 -84 research program
were completed and approved, five of which comprised
staff surveys whose findings were published in Management
Accounting. Nine were studies on the following subjects:
I. The New - Product Decision
2. The Acquisition Decision
3. The Product Abandonment Decision
4. Warehouse Accounting and Control
5. Internal Use of Inflation- Adjusted Data
6. Toward a Statement on the Common Body
of Knowledge for Management Accountants
7. How US Firms Measure Productivity
8. How to Increase Productivity in the USA,
and
9. Managing Microcomputers: A Guide for
Financial Policymakers.
A considerable part of NAA research has been cosponsored or conducted in cooperation with other
organizations. Among the nine studies done in 1983 -84,
four were jointly- sponsored projects: three with the Society
of Management Accountants of Canada, and one with the
National Council of Physical Distribution Management. In
addition, the American Productivity Center and New York
University actively participated in the studies on productivity measurement, and inflation- adjusted data, respectively.
As 1983 -84 was ending, five studies were in
progress:
1. The Current State of Budgeting Practices
2. The Use of Mathematical Models: A Guide
for Management Accountants
3. Separating and Using Costs as Fixed and
Variable
4. Performance Measures Used by Management Accountants, and
5. Use of Contribution Margins in Pricing
Decisions.
Late in the year, some attention was directed
toward 1984 -85. In April, seven new projects were author-

The MAP Committee met in March with members of FASB.
This interaction planned with organizations with which
NAA works closely helps toward mutual understanding and
cooperation. President Smith makes a point with MAP's Bob
Sweeney (center) and FASB's John W. March.
ized, and by June, some work had already been done. The
new projects are:
1. Techniques in Inventory Management
2. How to Accelerate Closings and Reports
3. Predicting Sales /Demand
4. Presenting Information to Management
5. Quality Costs: Measurement, Planning, and
Control
6. Management Performance Incentives, and
7. Classification and Coding Techniques.
Another project is in the proposal state —a pilot
study on inflation reporting.
An important role of NAA research has been to initiate and support various NAA actions and services, such
as the work on the common body of knowledge, whose first
phase resulted in the Profile study published in 1982 -83.
The work completed in 1983 -84 represents the second and
concluding phase of this program.
Looking ahead, cooperative activity planned for
1984 -85 includes a Symposium to be held jointly with the
American Accounting Association.

MANAGEMENT ACCOUNTING PRACTICES
The Management Accounting Practices Committee made
significant progress toward enhancing NAA's relationship
with the corporate community, the academic community,
and financial reporting standard - setters.
Under MAP Committee sponsorship, a Westchester (NY) /Fairfield (CT) Counties Accounting Roundtable was established. An experimental program, the
Roundtable was conceived as a forum at which senior financial executives within a particular geographic area would
meet periodically to exchange views on timely issues of
mutual concern. The success of this pilot meeting points
the way toward the formation of Roundtables in other areas
as well.
Another new program was MAP's participation at
regional meetings of the American Accounting Associa-

tion. Members gave presentations on the Committee's role
at four spring meetings of AAA and engaged in dialogues
with its members.
The MAP Committee's relationship with the Financial Accounting Standards Board was strengthened as a
result of holding one of its meetings during the year at the
Board's headquarters. The meeting provided an excellent
opportunity for interaction between NAA and FASB. At
another MAP Committee meeting, Securities and Exchange
Commission chief accountant Clarence Sampson discussed
issues currently of concern to the Commission. The Committee is continuing its successful program of inviting local
area NAA chapter presidents and university faculty persons to its meetings. During the year, the MAP Committee
addressed numerous issues related to financial reporting.
Representatives testified at two FASB public hearings: MAP
Committee Chairman John Chironna appeared in connection with Employers' Accounting for Pensions and Other
Postemployment Benefits,and Penny Flugger spoke at the
hearing on Accounting for Income Taxes. NAA representatives also traveled to Washington to discuss with the
deputy undersecretary of defense a proposed Cost
Accounting Standards Board within the Department of
Defense.
The Subcommittee on MAP Statement Promulgation has been reorganized to facilitate operational control
over projects. At year -end, the Subcommittee had sent to
the MAP Committee a proposed Statement on Management
Accounting, Costof Capital, and a proposed issues paper
for submission to the FASB, Accounting for Software Used
Internally. Besides projects in progress —Cash Management, Allocation of Indirect Manufacturing Costs, Allocation of Data Processing Costs, and Allocation of Central
Corporate Costs - -the Subcommittee, now comprising nine
persons, is examining a variety of other topics in what looks
to be a major expansion of its role for the NAA.

SPECIAL CONFERENCES
Four one -day special conferences and the Fifth Annual
Controllers' Conference were held during the year. Each
was notable for its selection of topics for talks and presentations, for the quality and expertise of its speakers, and
for the companies and organizations they represented. Attendance was excellent overall.
Two of the conferences were held in September.
Software Accounting Conference was held on the 9th in
Washington, D.C. Speakers from industry, the SEC, IRS,
and financial institutions explored software accounting
issues from their points of view. On September 30, attendees
in San Francisco heard speakers from the public accounting, actuarial, corporate, and investment fields discuss the
latest and newest developments in accounting for pensions.
The Financial Accounting Standards Board was represented to update the San Francisco gathering on its findings
and to defend its position on the controversial matter.
The Association held its Fifth Annual Controllers'
Conference in Philadelphia, October 26 -28. The conference theme stressed the partnership between financial

A taping of a segment for the NAA Video Network, the innovative professional learning program that made great
strides during the year.
and operating management, and the 200 participants were
enlightened by the experiences, observations and recommendations of a distinguished group of senior operating
and financial executives.
On December 16, a conference was held in New
York City on managing and controlling one's investment
in micros. The conference was a vehicle for presenting the
preliminary findings of a research study sponsored by NAA
and conducted by Price Waterhouse.
New York was again the setting for the Association's
final special conference of the year. The topic was accounting for income taxes and the meeting was held on March
16. A variety of speakers gave their views on FASB's proposed changes in income tax accounting, including an important analysis of the political ramifications of these potential changes.

PROFESSIONAL EDUCATION COURSES
A healthier economic climate allowing for more discretionary expenditures for education was one of several factors resulting in important gains in the Professional Education Program (PEP). Also contributing to these gains were
a more careful selection of courses, many of which were
new or revised; a decision to limit the number of sites for
holding the courses; and the introduction of innovative
marketing efforts and incentive discounts.
With the reorganization of the program, the better selection of courses and the reduction of sites from
thirteen to five, coupled with the increasing willingness
of companies to encourage participation, are credited with
attendance achieving 140 1/o of budget. Analysis revealed
that 30 1/o of course participants took advantage of the incentive discount pricing.

CHAPTER AND COUNCIL-RELATED
ACTIVITIES
Six new video - assisted programs were introduced and five
professional develo pment outlines were released,
Chapters and councils now have access to seven video assisted programs and ten outlines. These low -cost educational resources have found much favor with the local and
regional units of NAA. Work is well along in th e development of the first materials intended for chapter
technical meetings. They are designed to help chapters

upgrade the educational opportunities to benefit their
members.
The first Acknowledgment of Continuing Education (ACE) certificates were issued to approximately 150
chapter members who applied under this program.

NAA VIDEO NETWORK
In the six months since the launching of the NAA Video
Network, the subscriber list has grown rapidly. Many of
the Fortune 1000 companies, as well as smaller companies,
public accounting firms, chapter councils, and a variety
of other organizations are receiving up to 40 hours annually of professional programming and supportive technical
materials on various accounting and related topics.
Overall reaction to the monthly video programs sent to
subscribers has been extremely favorable. As a means of
keeping employees current on new developments in the
accounting profession, the network has proved useful and
cost effective.
One of the advantages of the network is that participation qualifies for Continuing Education credit for
CMAs, CPAs and others requiring it.

SELF -STUDY PROGRAM
In an effort to streamline the self -study program, several
of the original courses introduced in the mid- 1970's were
phased out, with members and chapters taking advantage
of special sales at greatly- reduced prices.
During the year, four newly - developed courses
were introduced: "Cost Accounting: A Practical Approach," "Personal Financial Planning For Growth and
Security," "Financial Appraisal of Capital Expenditure
Proposals," and "Financial Management." Additionally,
two courses are in advanced stages of development and
have been scheduled for release in September 1984:
"Overhead Cost Accumulation, Distribution and Allocation," and "Wordscope: Computer Action Learning." The
latter course introduces a new concept for teaching written communication techniques with the assistance of a
microcomputer.

Hundreds of copies were distributed as a direct result of
the press attention.
Other media events included a press conference
in December based o n th e microco mputer su rvey that
Price Waterhouse conducted under NAA sponsorship, the
Association's testimony in January at FASB's hearing on
accounting for pensions, and NAA's combination press
conference and one -day meeting in March on accounting
for income taxes. It has become abundantly clear that the
press conference approach has paid dividends. Great advances are b ein g made in the media's perception of
management accounting as a distinct and separate profession. This awareness is reflected in their writing, and
most certainly is being absorbed by the readers.
Junior Achievement continues as an important
public relations activity. The Association provides the
judges and underwrites the prize money for the Junior
Achievement Vice President of Finance Competition annually and invites the young winner to attend the annual
conference to accept a certificate. Many chapters support
local contests and also offer prize money. Junior Achievers
tend to be advocates of the free enterprise system.

Institute of Management
Accounting
The CMA program maintained its growth pattern in
1983 -84. The number of participants and examination parts
written was the highest since the program began. During the year, 745 new Certificates were issued, bringing
the total number of CMAs to over 4,500. There are an additional 8,000 participants working toward the CMA. The
IMA made a positive financial contribution to NAA in
1983 -84.
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PUBLIC RELATIONS
Encouraged by the interest displayed by the media a year
ago when MAP Statement 1 B, "Objectives of Management
Accounting," was introduced at a press briefing and again
when NAA held its conference on accounting for pensions,
the issuance of the Association's Code of Ethics for
Management Accountants held promise for another successful response from the media, It turned out just that way,
for attendance at the press conference announcing the
code was deemed very satisfactory, and subsequent
coverage in the nation's newspapers —and indeed, in
many overseas publications —was widespread. Several of
the organization's leaders, including NAA President
Charlie Smith and Chairman Lou Vlasho, were generously
quoted. There was also considerable follow -up, not only
from the press, but from individuals, companies, libraries,
public accounting firms, governmental bodies, and others,
who having read about the code, requested copies.

Media representatives taking notes at the press conference
held in conjunction with the special conference on accounting for income taxes.

The IMA is continuing to promote the CMA to accountants and to the business and academic communities.
During 1983 -84, a new student brochure and a new program announcement were developed. Arti cles or comments on the CMA program were published in many newspapers throughout the United States, including the New
York Times and the Wall Street Journal. Several thousand
requests for information have been received as a result of
articles on the CMA by career columnists. A 35mm slide
presentation on the CMA was developed by IMA. Since
January 1984, it has been in use by NAA chapters, accounting professors, and companies to promote the
program.
Industry support for the program continues. A
number of Fortune 500 companies offer in -house review
courses to aid their employees in preparation for the CMA
examination. Other companies provide financial support
for employees attending public review courses.
More professors are requesting information on the
CMA for their students. CMA questions are appearing in
more textbook s and t he CMA is included amon g th e
credentials many schools seek when hiring new faculty.
The IMA, which had participated in the development of the NAA Standards of Ethical Cond uct for
Management Accountants, adopted the Stand ards. The
Standards apply to both CMAs and participants in the
CMA program.

ACADEMIC RELATIONS PROGRAM
A new phase in NAA's commitment to accounting education was introduced in 1983 -84. NAA embarked on an am-

Officials of the China Electronic Industrial Accounting
Association being welcomed by President Smith. They were
attentive participants in the annual conference program
in Seattl e and had the chance to t alk with many NAA
members.

bitious program to promote management accounting and
the NAA in the academic community. Among the activities
begun during this first year are the establishment of a network of NAA Management Accounting Coordinators who
can serve as contact perso ns for NAA on college campuses, doctoral dissertation support grants, a semi - annual
newsletter for faculty and students, and publication of an
NAA booklet "From Management Accountant to CEO."
The academic relations program activities will be coordinated with the NAA programs already in existence, such
as chapter programs with students and colleges, and the
student affiliate groups.
The academic relations program is carried out by
the academic relations department of NAA. The Association has been fortunate to have this department staffed during its first year by a loaned executive from the General
Mills Corporation. This resource has made it possible for
the program to get off to a quick start. The NAA Committee on Academic Relations, established by the Board of
Directors in June 1983, is responsible for this program.

Publications & Member
Services
PUBLICATIONS
Management Accounting, NAA's primary link to every
member, continued to show improvement in every department — editorial, advertising, production, and circulation.
Staff benefited from feedback provided by Subcommittee
members of the Committee on Publications, which initiated
a continuing series of critiques of the monthly issues.
Graphically, more color and other production improvements were made possible in part by increased sales of
four -color advertising pages, on which editorial could
piggy -back, production -wise. Subscriptions of the magazine to nonmembers increased by 64 %, including a 7%
increase in the number of libraries serviced. Overall, circulation was up 1 -1/2 %.
A series of interviews, inaugurated last year with
CEOs who had spent part of their careers as management
accountants, has proved to be one of the most popular
features of the magazine. The series will continue, and six
of those articles already published have been compiled
into a book of reprints —From Management Accountant
to CEO. This publication already is proving to be an effective marketing and public relations tool in recruiting
student members, and it will be distributed extensively this
fall by the Committee on Academic Relations.
We continued to distribute Association Leader to
more than 11,500 national and chapter officials each
month. Cost savings were effected by switching composition to in- house, using computerized direct link to the
printer. Department personnel also type -set one of the six
NAA books produced by NAA Publications Division this
year.

Shown here are the participants listening intently to a
speaker at one of the special conferences held during the
year.
Authors of rejected manuscripts were able for the
first time to receive a limited critique of their efforts. A
pilot program of critiquing was offered to the first 100
authors requesting this service.

MEMBER SERVICES
Chapter Operations
A complete restructuring of the chapter competition was
developed through the simplification, reassignment, and
establishment of programs in the educational areas. The
chap ters will be better equip ped to provi de a greater
variety of specific educational programs to their members
as a result of these changes.
New Committees
As a result of the expansion in the international and United
States regional areas, the Committee on Chapter Operations recommended the adoption of two new NAA standing committees. The Committee on International Operations and the Committee on Regional Councils were
approved as standing committee operating units, effective
February 1, 1984.
International Activities
A delegation of members from the Tokyo International
Affiliate visited the NAA offices in August. The members
later continued on to Boston, where they visited various
production facilities in the area.
Several members of the China Electronic Industrial Accounting Association of the Peoples Republic
of China registered for the Annual International Conference in Seattle in June. The delegation, which had been
invited by NAA, attended the meeting of the International
Operations Committee and the various educational programs at the conference,
The Committee on International Operations held
two meetings after it was chartered in February 1984. Plans
are underway to conduct an International Regional Conference in Paris, France, on April 18 -20, 1985. The newly chartered NAA European Regional Council will develop
the educational program.

Community Responsibility
With the merger of the Socio- Economic Programs with
Community Relations Activities, under Community
Responsibility Programs, over 100 chapters competed for
the S. Alden Pendleton Award. The Atlanta North Chapter
was declared the winner for excellence of service in providing community responsibility services to the citizenry.
The new publication "Community Service and the
Management Accountant" was widely distributed by
chapters to various community agencies.
Two Stuart Cameron McLeod Society Scholarships of $1,250 each were awarded. Lois D. DeNatale,
whose application was submitted by the Mt. Rainier
Chapter, and Richard D. Litzman, whose application was
submitted by the Denver Chapter, were the recipients of
the scholarships. Chapters applying for the S. Alden
Pendleton Award were eligible to enter one student applicant for the scholarships.
New Chapters and Partitions
Charters were presented to the Greenwood Area Chapter
(SC), Lake West Point (GA), and Zane Trace Ohio
Chapters.
The Northern Wisconsin Chapter partitioned into the Packerland Chapter (Appleton). The East Bergen Rockland Chapter name was changed to Bergen - Rockland
Chapter; the area to be serviced will remain the same. The
East Jersey Chapter has merged with the Raritan Valley
Chapter (Somerville, NJ), with the Raritan Valley
Chapter chosen as the name for the merged units. Three
chapter charters were recalled due to the lack of effective
leadership at the local level.
Student Affiliates
The number of NAA student affiliate groups continues to
expand, Twelve new affiliates were chartered by the sponsoring chapters to increase the total to 60 affiliates now
active. Fifty chapters are involved in the operation of these
groups which include students matriculating in 68 schools
of higher learning. Another 50 chapters are in the process of organizing affiliates.
The Association continues to operate with 334
domestic and 17 international chapters. Th ere are 2 5
Regional Councils, including the NAA European Council chartered last year.
Membership
The Association ended the year with 4,800 fewer members
than it began the last year. The trend that began in 1982 -83
continued; i.e., fewer applications and greater than normal resignations and terminations being partly offset by
an aggressive campaign of acquisition on the part of a
number of chapters.
President Smith's Leadership and Outstanding
Member Award programs encouraged 56 chapters to complete the year with 105 1/b to 1381/6 membership growth.
Helped by these programs, the financial membership loss
of 13% included in the financial budget for the year did
not materialize, with a substantial favorable financial
variance accruing to the Association.

Planning
During the last quarter of the fiscal year, Doremus & Co.,
was engaged to conduct a study to determine member and
nonmember reactions to existing as well as proposed programs and services. This jointly- sponsored project by the
Committee on Planning and the Committee on Marketing
and Membership will provide the Association with valuable input into the preparation of a long -term strategic
plan.

the National Board, it could be reported that the site preparation was complete, the foundations were in, and the masonry
walls erected. By spring, the structure really began to take
shape, The exterior brick work was done and contractors
were installing the plumbing, heating and air conditioning
systems, and the wiring. As the fiscal year drew to a close,
the Building Implementation Committee was able to announce a probable completion date of autumn 1984. (Front
co ver of A nn ua l Repo rt d ep icts p ha ses of build ing's
construction.)

BUILDING FUND
The Building Fund was organized in early 1983. Chaired
by Warren Byrne, various solicitation programs have been
considered, involving the general membership, chapters
and councils, national board of directors, and the McLeod
Society. Participating in the Building Fund gives members
and others the opportunity to help provide a permanent
home for the Association, to provide for a pride of ownership we have not before experienced, and to protect the
Association from escalating rental costs. The building is, in
effect, each and every member's facility. In early June, President Smith sent a letter to all chapter presidents urging their
chapters to consider supporting the Building Fund by making a contribution and/or pledge. All chapters responding
by the end of the fiscal year (June 30) would be listed in the
Annual Report, he said, and following are the names of the
chapters that participated:
The Committee on International Operations met at the NAA
office in April. One of its projects is the regional conference
scheduled for Paris in April 1985. It is also exploring growth
potential in Europe and elsewhere.
One of the most significant results of the study was
the strong level of interest expressed by both current and
former members in obtaining more information relative to
specific industries and /or specific accounting disciplines.
These findings are opening up new directions for
NAA, and the first steps have been taken to utilize the
Doremus work. The Marketing and Membership Committee was provided with a significant part of the data collected for the comprehensive study on retention that it is
undertaking.
Other committee action is anticipated during the
fiscal year 1985 as a result of the Doremus studies.

NAA's New Home
The fiscal year had barely begun when the papers were
signed giving the Association ownership of an attractive
piece of land in Montvale, New Jersey. Ground - breaking
ceremonies attended by a number of NAA dignitaries were
held August 23, and that same day the heavy earth- moving
equipment rolled in. By the time of the January meeting of
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LIABILITIES and FUND BALANCE
Accoun ts payable and accrued expenses . ..... $ 1,959,865
B o n d s p ay ab l e ( n o t e 6 ) . . . . . . . . . . . . . . . . . . . . .
4,000,000
Deferred revenues
Me mbe r sh i p d u es .. . . .. . .. . .. . . .. . .. . .. . .
3,682,251
Buil din g fu nd con trib uti ons ... ... .. . . ... . .
227,299
Research contributions (note 1) . , .... , .... .
30,941
Other
... ...............................
Total liabilities . . . . . . . . . . . . . . . . . . . . . . . .
Fun d bal an ce .. ... .. ... .. ... .. ... .. ... .. ..
1,034,849
$11,052,657
See notes to combined financial statements

Combined
$1,422,005
5,099,737

417,855
780,030
3,360,058
85,052
251,2_24
$11,052,657

1983
Combined
$ 453,589
9,389,097

—

ASSETS
Cash (note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities at cost (note 2) . . . . . . . . .
Receivables net of allowance for doubtful
acco un t s ($2 6 , 10 0 and 2 5, 2 0 0 ) . . . .. . . . .. . . .
Furniture, equipment, leasehold improvements
an d s o f t wa r e ( n o t e 3 ) . . . . . . . . . . . . . . . . . . . . .
Lan d a n d co n s t r u ct i o n co s t s . . . . . . . . . . . . . . . . .
Due from (to ) funds ......... ...............
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Current
Operating
Fund
$ 281,001
5,877,437

1984
Memorial
Reserve
Education
Fund
Fund
$ 171,650 $
938
3,370,349
141,311

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

COMBINED STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCE
Years Ended June 30, 1984 and 1983

FUND BALANCE, END OF YEAR . . . . . . . , . . . .
See notes to combined financial statements

$

-

$ 6,243,317
1,250,069

$5,429,380
907,443

-

706,053
28,403

903,620
26,589

882,574
471,115
408,368
268,906
113,350
835
14,030

810,186
594,824
339,893
420,531
130,570
475

882,574
458,982
408,368
-

268,906
113,350
-

12,133
-

7R9

17 0r lQ

14,030
0 001

709

835
-

It) 107 n7n

1 R 70 1

U,oro,ouz

-

-

1,208,131
465,524
148,530
1,751,241

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

547,141
84,279
8,213
239,403
194,169
96,745
125,146

-

-

1,121,237

-

-

-

-

547,141
84,279
8,213
239,403
194,169
96,745
125,146

-

-

744,815
116,803
33,434

643,827
87,623
3,393

-

-

-

-

220,993
644,164
721;428
420,294
1,053,918

196,724
361,558
9,348,934
229,868
3,790,967

145,011

4,020,835

116,803
20,000
52,269

(116,803)
(52,269)

Q1 n 4 A QA 0

(V) AF1 7 1 7

(20,000)
Q 1 "2 7 MCI

-

-

Q

A AOA n A r ,

-

4,348,033

-

(472,209)

nnn)

12,968

inn

382,256

256,900
656,745
811,394
436,179
1,076,032
111,850
52,269
214,837
_394,030
9,773,810
613,210

i

256,900
656,745
811,394
436,179
1,076,032
111,850
52,269
214,837
394,030
9,773,810
217,986

201,869
184,892
94,046
88,679

-

744,815
116,803
33,434

-

1,208,131
465,524
148,530
1,751,241

(

FUND BALANCE (DEFICIT),
B E GIN N IN G O F Y E AR . . . . . . . . . . . . . . . . . . . .
TRANSFERS
CMA special promotion program . . . . . . . . . . .
Vi d e o ed u c a t i o n p r o g r a m . . . . . . . . . . . . . . . . . .
National office relocation . . . . . . . . . . . . . . . . . .
Capital transfers for land and building .......

-

C ombined

-

nnn

EXCESS OF REVENUES OVER EXPENSES.....

$

1983
Combined

706,053
28,403

inn

EXPENSES
Member services
P a y me n t s t o c h a p t e r s . . . . . . . . . . . . . . . . . . . . . .
Other
M a r k ....
e t i n g...............................
a n d memb er s h i p . . . . . . . . . . . . . . . .
Technical publications . . . . . . . . . . . . . . . . . . . . . .
Professional services
Continuing education program . . . . . . . . . . . . .
C h ap t er an d co u n ci l act i vi t i es . . . . . . . . . . . . . .
NAA vi d e o n et wo rk p r o g ram . . . . . . . . . . . . . . .
R es ear ch fu n d ex p e n d i t u res . . . . . . . . . . . . . . . .
Management accounting practices . . . . . . . . . .
Public relations and promotion . . . . . . . . . . . . .
Tech n ical in format io n and li b rary .. . .. .. . .. .
Institute of Management Accounting
CMA program . . . . . . . . . . . . . . . . . . . . . . . . . . .
S p e ci a l p ro mo t i o n p r o gr a m . . . . . . . . . . . . . . . .
Academi c rel at io n s . . .. . . . .. . . . .. . . . .. . .. . . .
Finance
Ac co u n t i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
In f o r ma t i o n s e r vi c e s . . . . . . . . . . . . . . . . . . . . . . .
General office . . . . . . . . . . . . . . . . . . . . . . . . . . .
Occupancy costs . . . . . . . . . . . . . . . . . . . . . . . . .
Ad mi n i s t r a t i o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Member interest groups . . . . . . . . . . . . . . . . . . . . .
National office relocation . . . . . . . . . . . . . . . . . . . .
Meet i ngs p l an n in g . . .. . .. . .. . .. . .. . .. . .. . .. .
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . .

$6,243,317
1,250,069

i

REVENUES
Membership dues . . . . . . . . . . . . . . . . . . . . . . . . . .
Advert is ing an d sal es of pu bli catio ns .. ... ... ..
Continuing education program registration fees and sales of material ........
Res earch fund cont ri but io ns ap pli ed .. .. ... .. ..
Institute of Management Accounting registration and examination fees . . . . . . . . . . .
Interest and dividends on investments . . . . . . . . .
An nu al co n feren ce - regis t rati o n fees . .. .. . .. .
Ga i n o n s e c u r i t y s a l e s . . . . . . . . . . . . . . . . . . . . . . .
Regis t rat i o n fees for memb ers h i p . . .. . . .. . . .. . .
Contributions ..............................
Miscellaneous . ............... ..............

1984
Memorial
Reserve
Education
Fund
Fund

Current
Operating
Fund

QA 0 7 n 0 0 0

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

COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Years Ended June 30, 1984 and 1983
1983

1984
Current
Operating
Fund

$

217,986

Memorial
Education
Fund

Combined

Combin ed

$ 382,256

$ 12,968

$

$

-

-

196,730

229,868

196,730
(268,906 )

86,711
(420,531 )

541,034

(103,952)

826,924
116,758
5,097
3,475
24,657,673

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

-

-

(268,906)

613,210

.

Funds provided
From operations
Excess o f revenu es o ver expenses ... ....
Add (deduct) items not requiring
(providing) funds
Dep reciatio n and amorti zat io n . .. ... ..
(Gain) on sale of marketable securities
Total funds provided from (used by)
operations . . . . . . . . . . . . . . . . . . . . .
Increase in deferred revenues
M e mb e r s h i p d u e s . . . . . . . . . . . . . . . . . . . . .
Building fund contributions . . . . . . . . . . . .
Research contributions . . . . . . . . . . . . . . . .
Other ...............................
Proceeds from sale of marketable securities
Decrease in receivables . . . . . . . . . . . . . . . . .
Increase in accounts payable and accrued
expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . .
P ro ceed s fro m s al e o f b o n d s . . . . . . . . . . . . . .
(Increase) decrease in interfund advances ..
Total funds provided . . . . . . . . . . . . . . . .

Reserve
Fund

9,316,104

251,495

-

-

-

-

-

717
15,407,317

-

-

(20,000 )

(6,267)
(1,151,991)
1,323,641
7,205
$ 171,650 $
938

(968,416)
1,422,005
$ 453,589

-

(1,269,072 )

-

-

-

-

-

-

-

373,986
1,936

(20,000)
(52,269)
(1,100,000 )

-

See notes to combined financial statements

$

-

189,842
91,159
281,001

32,047,715

604,851
14,425,827
-

Net in crease (decrease) in cash .. ... ..
C as h b al an ce, b egi n n i n g o f ye ar. . . . . . . . . . . .
C a s h b a l a n c e , en d o f ye a r . . . . . . . . . . . . . . . . .

255,000

15,736,018

-

(116,803)

--

2,883
102,033
28,678,127
106,700
2,986,072
171,900
-

116,803
20,000
52,269
1,100,000
1,289,072

255,000

31,079,299

-

Transfers
CMA special promotion program . . . . . . . . .
Vi d eo ed u ca t i o n p r o g r am . . . . . . . . . . . . . . . .
National office relocation . . . . . . . . . . . . . . . .
Capital transfers for land and building .....
To t a l t r an s f er s . . . . . . . . . . . . . . . . . . . . . .

-

9,332,095

-

22,460,620

9,332,095

4,270
268,733

-

19,722
9,449,176

Funds applied
Purchase of furniture, equipment and
software
Building ...........................
Other .............................
Purchases of marketable securities . . . . . . . .
In c r e a s e i n r e ce i va b l e s . . . . . . . . . . . . . . . . . .
Increase in land and construction costs . . . .
In c re a s e i n o t h er as s et s . . . . . . . . . . . . . . . . . .
Decrease in accounts payable and accrued
expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . .
To t a l f u n d s a p p l i e d . . . . . . . . . . . . . . . . . .

2,883
102,033
19,091,032
106,700
2,986,072
171,900

-

-

928,338
4,000,000
-

-

928,338
4,000,000
(23,992)
21,361,390

-

-

-

-

12,968

.

826,924
116,758
5,097
3,475
15,090,074

113,350

-

414,716

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

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

NOTES TO COMBINED FINANCIAL STATEMENTS
June 30, 1984
Note 1 — Summary of s ignificant accounting policies
The combined financial statements include the funds and accounts
of the National Association of Accountants (Association) and the
National Association of Accountants Foundation, Inc., (Foundation)
(See Note 7), a related entity incorporated on May 9, 1983 for the
purpose of owning an office building which will be leased to the
Association. Included in the Current Operating Fund is the
financial data of the Foundation. The combined financial statements
do not in clu d e the fu n ds an d acco u nts o f ch ap ters, regional
councils, and th e Stuart Cameron McLeod Society.
Current Op erating Fu nd
Revenue recognition
Membership dues are recorded as revenue during the applicable
membership perio d and no p ortio n of such dues is allocated to
subscription revenues in the combined financial statements.
Registration and examination fees are recorded as revenue when
the related p ro gram or exam in ation takes p lace. Advertising
revenues are recorded as revenue when the applicable publications
are issued.
Furniture, equipment, leasehold improvements and software
Furniture, equipment, leasehold improvements and software are
recorded at cost. Leasehold imp rovements are amortized on the
straight -line method over the term of the lease or the estimated
useful lives of the assets, whichever is the shorter period. Software
is amortized on the straight -line method over a period of five years.
Furniture an d equ ip ment are depreciated o n th e straigh t -line
method over their estimated useful lives.
Reserve Fund
In June 1982 the Board of Directors approved future expenditures
from the Reserve Fund for two purposes:
1. Fo r th e acqu isitio n of lan d an d th e co nstruction of a
building in Bergen County, Northern New Jersey and for
such moving and related costs as may be required in an
amount not to exceed $2,000,000. As of June 30, 1984,
$1,311,269 had b een transferred. The additional funds
to complete the project were obtained through the
issuance of $4,000,000 of Industrial Development Bonds
by the New Jersey Economic Development Authority (See
Note 6).
2. For the implementation of a comprehensive marketing
and promotional effort for the Certificate in Management
Accounting Program in the amount of $300,000. As of
June 30, 1984, $204,426 h ad been ex pend ed.
The cash is held by a bro ker an d earns interest at a rate which
approximates the weekly 90 -day U.S. Treasury Bill rate.
Memorial Education Fund
The Memorial Education Fund has been established for the purpose of supp ortin g and furthering the ed ucatio nal goals of the
Association. Contributions for such purposes, and interest earned
on the Fund's investments, are recorded in the Fund. The Board
of Directors has app roved a policy that on ce the Fund reached
$100,000 the interest income may be expended. The Fund is administered by a committee of trustees whose actions are subject to the
approval of the Executive Committee.
The trustees, with the approval of the Executive Committee, approved a transfer in the amount of $20,000 for the expansion of a video pro gram for the use o f chapters and cou ncils all
of which was exp ended as of June 30, 1984. At Jun e 30, 1984,
$28,198 was available for future ex penditures.

Research Fund
The Research Fund, which is administered by the Committee on
Research, has been established for the purpose of providing funds
for the expansion of the research activities of the Association. The
policy of the Association is that funds contributed for research be
included in the Current Operating Fund and that expenditures for
research will come first from the amount of the Association's annual budget for this purpose. Any excess expenditures will be
charged to contributed funds and remaining contributed funds will
be deferred and committed to future research expenditures. Funds
contributed for research with a specific dedication or restriction
to a specific research subject or project will be considered restricted
funds and accounted for as such.
The following is a summary of transactions affecting deferred research contributions for the 1984 fiscal year:
Balance July 1, 1 9 8 3 . . . . . . . . . . . . . . . . . . . . . $25,844
C o n t r i b u t i o n s r e c e i ve d . . . . . . . . . . . . . . . . . . . 33,500
59,344
Research Fund contribu tions applied ....... 28,403
Ba l a n c e J u n e 3 0 , 1 9 84 . . . . . . . . . . . . . . . . . . . . $30,941
Note 2 —Marketable securities
Following is a summ ary of marketable securities by fund.
1984
1983
Cost
Cost
Fund
Market
Market
Current
Operating $5,877,437 $5,866,688 $1,876,479 $1,925,852
Reserve
3,370,349 3,520,078
3,085,452 3,633,818
Memorial
Education'
141,311
137,806
141,311
137,806
$9,389,097 $9,528,077 $5,099,737 $5,697,476
"Includes accrued interest at June 30, 1984 and 1983

Note 3 — Furniture, equipment, leasehold improvements
and software
As of June 30, 1984 and 1983, furniture, equipment, leasehold improvements and software consisted of the following:
1984
1983
Furn itu re a nd equ ipm e nt. .... , ...
$1,317,434 $1,281,417
Le a s eh o ld im p ro ve m e n t s .. . . .. . . .
199,953
198,887
Software .......................
370,329
302,496
1,887,716
Less accumulated depreciation
a n d a m o r t i z a t io n . . . . . . . . . . . . . .

1,782,800

1,107,686

917,647

$ 780,030

$ 865,153

Note 4 —Pens ion plan
The Association has a noncontributory pension plan covering substantially all employees. The Association's policy is to fund pension expenses as accrued. Total pension expense was approximately
$238,000 and $233,000 for the years ended June 30, 1984 and 1983,
respectively. The actuarial funding method used is the Frozen Entry
Age Actuarial Cost Method. Actuarial gains totaling approximately
$72,000 are being amortized over a 10 -year period from July 1,
1976; the balance at June 30, 1984 amounted to approximately
$14,700.

$2,269,680
$3,133,021

Under a deferred compensation plan for certain employees of the
Association a provision of $20,000 is bein g accrued annually to
provide an amoun t, at age 65, eq ual to the present value o f anticipated payments to these individuals. As of June 30, 1984, $80,000
has been accrued and no pay men ts have b een made.

Note 5 - Commitments
The Association occupies office space under lease agreements,
expiring in 1985, requiring minimum rental payments plus certain
escalation charges. Rent expense, net of sublease rentals of $74,575
and $69,188, was $429,487 and $420,294 for the years ended June
30, 1984 and 1983, respectively. The aggregate minimum annual
rentals under the above leases for 1985 is $398,364.
A reimbursement agreement dated July 1, 1983 between
the Association and Manufacturers Hanover Trust Company
regarding the issuance of an irrevocable letter of credit by the bank
to facilitate the sale of New Jersey Economic Development Bonds
contains a provision that the Association agrees to pay 1 1/4 percent per annum on the outstanding balance of the letter of credit.
For the year ended June 30, 1984 the total commissions amounted
to $40,251.
The Association entered into a lease agreement dated July
1, 1983 which provides that the Association will lease from the
Foundation, the land and building located in Montvale, New Jersey,
for a period of twenty -five years for approximately $422,000 per
year which represents the interest and principal payments on the
outstanding bo nd s of the New Jersey Econ om ic Development
Authority. In addition, the Association is required to pay all real
estate taxes on the property.

will

Note 6 - New office facility
In July, 1983, the Foundation acquired land in Montvale, New Jersey, for the purpose of constructing an office facility which
be
leased to the Association for its National Headq uarters as discussed in Note 5 It is estimated that the cost of the new building,
land, furnitu re and fixtures and other related movin g costs will
approximate $6,000,000. Financing for the project is to be provided
in part by the Association, as mentioned in Note 1, and through
the issuance of $4,000,000 of Industrial Development Bonds by the
New Jersey Economic Development Authority On August 17, 1983,
the bonds were sold and the proceeds of the sale are being used
by the Foundation to finance construction of the facility.
The bonds are special obligations of the Authority,
guaranteed by the Association and require interest payments semiannually on January 1 and July 1 of each year beginning January
1, 1984 at the rate set forth in the maturity schedule as follows:

Note 7 - National Association of Accountants Foundation, Inc.
As indicated in Note 1, included in the Current Operating Fund
is the financial data of the Association and the Foundation, The
respective balance sheets as of June 30, 1984 are as follows:
ASSETS

ASSOCIATION

FOUNDATION

CURRENT
OPERATING
FUND

$ 16,742 $ 264,259 $ 281,001
Cash
......securities
..........
Marketable
3,355,439
2,521,998
5,877,437
at cost
...net
...of
.......
Receivables
allowance for doubt 417,855
fu l a cc o u n ts .. .. .. ..
357,391
60,464
Furniture, equipment,
leasehold improve780,030
ments and software ..
780,030
Land and construction
3,360,058
3,360,058
costs
....
....... 368,022
85,052
Due from
(to)...
funds
(282,970)
141,227
109,997
251,224
O t h e r a s s e t s . . . . . . ....
...
$5,018,851 $6,033,806 $11,052,657
-

.........................
..............................
Net assets available for benefits
.......

Total

MATURITY SCHEDULE
$715,000 Serial Bonds
Due
Interest
Due
Interest
July 1
Amount
Rate
July 1
Amount
Rate
$50,000
1984
5.50%
1989
$70,000
7.50%
1985
55,000
6.00
1990
80,000
7.75
1986
60,000
6.50
1991
80,000
8.00
1987
65,000
7.00
1992
90,000
8.25
1988
65,000
7.25
1993
100,000
8.50
The remaining 9% percent term bonds totaling $3,285,000 will be
retired annually by redemption from July 1, 1994 to July 1, 2008
by lot or other method as determined by the trustee.
On June 16, 1983 the Foundation entered into an agreement for construction of an office facility on land owned by the
Foundation in Montvale, New Jersey. The amount of the original
contract was $2,560,000. As of June 30, 1984 the total billed
amounted to $1,673,864.
In connection with the construction of the office facility, the Foundation has capitalized interest costs in accordance
with the applicable Statements of the Financial Accounting Standards Board. For the year ended June 30, 1984, interest costs of
$361,389 were incurred of which $290,298 were offset by interest
income earned on investments acquired with the proceeds of the
above tax - exempt bonds, and the rem aining $71,091 was
capitalized.

-

Accumulated plan benefits, as defined by the Financial
Accounting Standards Board, are retirement plan benefits earned
to date by plan p articipants. Such ben efits, calculated as of the
most recent valuation date (July 1, 1983), alo ng with n et assets
available fo r b enefits, m easured o n a market value basis, are
presented below. The calculations are prepared using an assumed
rate of return of 61/] percen t on plan investments.
Actuarial present value of accumu lated plan benefits
Vested
$2,120,055
............................
Nonvested
149,625

LIABILITIES AND FUND BALANCE (DEFICIT)
Accounts payable and
acc rue d e xp ens es. .. $1,178,368 $ 781,497 $ 1,959,865
Bo n d s p a y a b le . . . . . . . .
4,000,000
4,000,000
Deferred revenues
Mem bership dues .. . 3,682,251
3,682,251
Building fund
contributions
227,299
227,299
.....
Research
contributions
30,941
30,941
..... 117,452
Other
117,452
.............
Total liabilities .. 5,236,311
4,781,497
10,017,808
Fund balance (deficit)
(217,460) 1,252,309
1,034,849
$5,018,851 $6,033,806 $11.052.657

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

ACCOUNTANTS' REPORT

PA NN EL L
KERR
FORSTER
Certified P ublic A cco untants
420 Lexington Avenue
New York. NY 10170

The Board of Directors
National Association of Accountants
We have examined the combined balance sheet of the National Association of Accountants and National Association
of Accountants Foundation, Inc. at June 30, 1984 and June
30, 1983 and the related combined statements of revenues
and expenses and changes in fund balance and changes
in financial position for the years then ended (the financial
statements for 1983 are presented herein in summarized
form). Our examinations were made in accordance with
generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such
other auditing procedures as we considered necessary in
the circumstances.

In our opinion, the 1984 combined financial statements referred to above present fairly the financial position of the National Association of Accountants and National Association of Accountants Foundation, Inc. at June 30,
1984, and the results of their operations and the changes
in their financial position for the year then ended, in conformity with generally accepted accounting principles applied on a basis consistent with that of the preceding year.

August 20, 1984

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

SUPPLEMENTARY INFORMATION (UNAUDITED)

FASB Statement No. 33, Financial Reporting and Changing Prices, requires that certain large publicly held companies present information about the effects of changing
prices and encourages other organizations to experiment
with such information. The accompanying five -year summary contains selected data for the Association for the fiscal
years ended June 30, 1980 -84 on the basis of historical cost
and historical cost adjusted for general inflation.
The historical cost financial data adjusted for
general inflation is the result of restating all historical
revenues, expenses and fund balances in terms of dollars
of average 1983 general purchasing power as reflected by
the Consumer Price Index. Restatement of the prior year's

reported results in terms of a constant measuring unit, today's
dollars, makes all years comparable. When adjusted for the
effect of general inflation, the five -year presentation more
clearly portrays the trends in revenues, expenses and fund
balances. No adjustment was made for depreciable assets
as they are not a material factor. The average Consumer
Price Index for th e cal end ar year was us ed in lieu of
recalculating an average as of June 30 for each respective
year.
Over the last five years, on a historical cost basis,
revenues have increased by 49.7 percent and expenses by
39.2 percent. When adjusted for the effects of inflation,
revenues have increased 9.6 percent and expenses 1.9 per-

cent. During this same five -year period, membership has
decreased by 4.7 percent. At the same time, growth in
revenue - producing activities has generated funds that were
used to provide services to members.
It should be noted that during the year ended
June 30, 1984, with the approval of the Board of Directors,
the following transfers were made from the Reserve Fund
to the Current Operating Fund:
CMA special promotion program . . . . . . . . $ 116,803
National office relocation ...............
52,269
Capital transfers for land and building ....
1,100,000
T o t a l . . . . . . . . . . . . . . . . . . . . . . . . . . . $1.269.072

The fund balance of the Current Operating Fund
has increased significantly principally as a result of transfers
from the Reserve Fund for the acquisition of land and
building. Following is an analysis of the Fund balance as
of June 30, 1984:
ASSOCIATION

FOUNDATION

CURRENT
OPERATING
FUND

Fund balance from
operations........ $(217,460) $
(6,691) $ (224,151)
Capital transfers from
Reserve Fund.....
1,259,000 1,259,000
Total..,......... $(217,460) $1,252,309 $1,034,849

Historical Cost Financial Data as Reported
in the Financial Statements"
Fiscal Years Ended June 30
1984
$6,243.3
706.0
1,250.1
882.6
408.4
501.4
9,991.8
9,773.8
$ 218.0

1982

1981

1980

$5,429.4
903.6
907.4
810.2
339.9
620.5
9,011.0
9,348.9
$ (337.9)

$5,135.8
1,054.2
949.3
631.8
391.5
885.6
9,048.2
9,248.8
$ (200.6)

$4,402.6
1,019.7
637.0
527.2
242.4
438.1
7,267.0
7,818.7
$ (551.7)

$3,986.5
819.4
452.9
471.8
335.1
609.7
6,675.4
7,019.4
$ (344._0_)

$1,034.8
3,461.2
138.0

$ (472.2)
4,348.0
145.0

$ (395.9)
4,043.6
143.3

$ (210.3)
4,147.9
135.7

$ 341.4
3,249.1
120.2

62.5

60.3

56.8

60.6

59.7

$9,991.8
9,773.8
$ 218.0

$9,281.3
9,629.4
$ (348.1)

$ 9,880.6
10,099.7
$ (219.1)

$8,749.5
9,413.7
$ (664.2)

$9,118.6
9,588.5
$ (469.9)

$1,034.8
3,461.2
138.0

(486.4)
4,478.4
149.4

(432.3)
4,415.6
156.5

(253.2)
4,994.1
163.4

466.4
4,438.3
164.2

-

REVENUES
M e mb e r D u e s . . . . . . . . . . . . . . . . . . . . . .
Educat ion .. ...... ...... ...... ......
Publications and advertising ..........
Institute of Management Accounting ...
Annua l c onfe re nc e . . . . . . . . . . . . . . . . . .
Othe r .. .... .... .... .... .... .... ...
Tot a l re ve n ue s . . . . . . . . . . . . . . . . . .
Tot a l e xp e nse s . . . . . . . . . . . . . . . . . .
Excess of revenues (expenses) "" . . . . . . . .
FUND BALANCES
Current Ope ra ting Fund . .. ... .. ... ..
Reserve Fund . . . . . . . . . . . . . . . . . . . . . .
Memorial Education Fund ............
Percent of member dues revenues to
t o t a l re v e nu e s . . . . . . . . . . . . . . . . . . . . . .

1983

Historical Cost Financial Data Adjusted for
General Inflation (in Average 1983 Dollars)`

.

In thousands of dollars
"Current Operating Fund

$

$

$

$

-

To t a l r e v e n u e s . . . . . . . . . . . . . . . . . . . . . . . .
To t a l e x p e n se s . . . . . . . . . . . . . . . . . . . . . . . .
Excess of revenues(expenses) " . . . . . . . .
FUND BALANCES
Current Operating Fund ......
Reserve Fund . . . . . . . . . . . . . . . . .... .. .. .. ..
Memorial Education Fund ............
Average Consumer Price Index
(1967 = 1 0 0 ) . . . . . . . . . . . . . . . . . . . . . . .
Number of dues paying members at
ye ar e nd . .. .. .. .. . .. .. .. .. .. .. .. .. .
Number of employees at year end .......

297.4

288.6

272.3

247.0

217.7

85,036
99

89,265
93

90,434
100

90,202
99

89,230
100

Financial
Review

Executive
Committee

CURRENT OPERATING FUND

PRESIDENT
CHARLES T. SMIT H, JR., Detroit

For the year ended June 30, 1984 revenues exceeded expenses by $217,986 compared to a prior year deficiency of
$337,921. This excess is inclusive of the expenses incurred
for the CMA special promotion program, the national office
relocation and the video cassette education program totaling $189,072 but does not reflect the authorized transfers
of an equal amount from the Reserve Fund and the Memorial
Education Fund as these were transfers between funds and
are not reflected as revenues in the Current Operating Fund.
Membership dues revenues increased by $813,937.
The positive effect of the dues increase which went into effect September 1, 1983 was offset by a decrease of members
in good financial standing of 8.1 % for the year. Payments
to chapters increased by $92,553.
Revenues for the continuing education program
decreased by $197,567 as the result of a reduction in the
number of conferences and seminars held during the year.
Related expenses were $574,096 less than the prior year principally as a result of a $167,318 decrease in salaries and
fringe benefits and a $203,484 reduction in promotion expense. The CMA program continued its growth as revenues
increased $72,388 primarily from increased applications and
examination registrations. The expenses increased by
$100,988 principally due to increases in salaries, printing
costs, rent and postage. There was also an increase of
$342,626 in advertising and publication revenues and a corresponding $167,046 increase in expenses from the prior
year primarily as a result of an increase in printing costs.
Annual Conference registration fees increased by
$68,475 as a result of an increase in the registration fees and
more attendees at the Seattle Conference as compared with
the Houston Conference in 1983. Expenses increased
$32,472 but the excess of revenues over expenses was
$14,338 as compared to a deficit of $21,665 in the prior year.

RESERVE FUND
For the current year gains on security sales totaled $268,906
as compared to a gain of $420,531 in the prior year. Registration fees received from new members totaled $113,350 as
compared to $130,570 in the prior year reflecting a decrease
in new member applications. During the year authorized
transfers to the Current Operating Fund of $116,803 for the
CMA special promotion program, $52,269 for the national
office relocation and $1,100,000 for the land and building
in Montvale, New Jersey were made,

MEMORIAL EDUCATION FUND
Contributions for the year totaled $835 compared to $475
during the prior year. Interest on investments amounted to
$12,133 which is a decrease of $4,080 from the prior year,
reflecting a decrease in interest rates. During the year an
authorized transfer to the Current Operating Fund of $20, 000
for the video cassette education program was made.

CHAIRMAN OF THE ASSOCIATION
LOUIS VLASHO, C MA, Da yton
VICE PRESIDENTS
DONALD H. BARRY, Bridgeport
JAMES H. CHILDERS, Wichita
ANITA B. HAYES, Cuyahoga Va lley
ROBERT W. LIPTAK, Grea te r Gree nville
GARY A. LUOMA, CMA, Atla nta North
WILLIAM R. MERCER, Dia blo Valley
GEORGE L. NICHOLAS, Los Ange le s
ROBERT E. PATERSON, New York
CHARLES E. PHIPPS, Ba ltimore
STANLEY R. PYLIPOW, St. Louis
HOWARD L. SIERS, Delawa re
ARNOLD G. SWENSON, Rockford
TREASURER
GLEN E. WOODSON, Ca nton
APPOINTED MEMBERS
NORTON M. BEDFORD, ('86) Sangamon
Valley
JAMES J. CORBOY, ('86) Dallas
BRUCE L. DAVIS, JR., ('85) New York
DONALD C. JENSEN, ('85) C leveland
HERBERT C. KNORTZ, ('84) Hartford
HERBERT H. SEIFFERT, ('84) Raritan
Valley
PAST CHAIRMAN
EMIL SCHARFF, ('84) San Francis co
CHAIRMEN OF STANDING COMMITTEES
JOHN C. ARMS, San Die go
DONALD W. BAKER, West Ge orgia
JOHN S. BILLINGS, Peninsula -Palo Alto
JEAN COHEN- SCALI, France
JAMES B. EDWARDS, CMA, Columbia
EARNEST A. HUBAND, Richmond Lee
PAULA G. KEEN, Nashville - Capitol City
HERBERT C. KNORTZ, Hartford
ROBERT R. MEYER, Raritan Valley
THOMAS M. O'TOOLE, Ma comb
County - Michigan
FRED S. SCHULT E, Austin Area
CALVIN A. VOBROUCEK, Pe oria
CHAIRMEN OF OT HER COMMITTEES
JOHN F. CHIRONNA, Westchester
JERRY L. FORD, CMA, Minne apolis Viking
LOUIS VLASHO, CMA, Dayton

Standing
Committees
COMMITTEE ON
ACADEMIC RELATIONS

HERBERT C. KNORT Z, Hartford,
Cha irma n
CURTIS H. EAST ER, 1R., CMA, Columbia
DORA R. HERRING, Northeast Mississippi
STANLEY M. HUNT, Minneapolis Viking
JOHN C, MAC AULAY, CMA, C hica go
WILLIAM J. MORGAN, New York
GRANT W. NEWTON, CMA, Los Ange les
RONALD 1. PATTEN, Hartford
GORDON SHILLINGLAW, Member -at -Large
RICHARD L. SMIT H, CMA, Parkersburg Marietta
ROBERT F. ST ONER, CMA, Oakland
County
DONALD J. TRAWICKI, Morristown
TAMES BULLOCH, Staff Secretary

COMMITTEE ON
CHAPTER OPERATIONS

MICHAEL R- MYERS, Saginaw Valley
EDWIN R. NELSON, Southern Ma ine
GRANT W. NEWTON, Los Angeles
THOMAS J. NOBEL, JR. , Grand Rapids
CARROLL S. PETERSON, San Diego East
County
GERALD M. POSLUSZNY, Fox River
Valley
HARRY P. RIDENOUR, JR., Montgomery
Princ e George s
OWEN E. RILEY, Ca nton
LEE A. ROBBINS, Dayton
DONALD G. SC HERRER, Scottsdale Area
RUTH E. SCHERRER, Scottsdale Area
WILLIAM E. SHAFFER, Pe nns ylva nia
Northwest
DAVID W. SHIVES, JR., Mason -Dixon
NIC HOLAS R. SUC IC , Akron Summit
JERRY E. TRAPNELL, Baton Rouge
LLOYD VANN, JR., Oakland -East Bay
FRONZ V. VON BRADSKY, South Bay
DEBORAH R. WALLIN, Las Vegas
GREGORY S. WILSON, C hic ago
JACK J. WOOLF, Tulsa
DAVID R. WRIGHT, Lynchburg
ROBERT G. YINGLING, JR., Portland
Columbia
WALTER M. KASUNIC, Staff Secretary

COMMITTEE ON
COMMUNITY RESPONSIBILITY
yw,

JOHN S. BILLINGS, Penins ula Palo Alto
Cha irma n
PAULA G. KEEN, Nashville - Capitol City,
Cha irma n
KENNETH E. ALEXANDER, Nashville Capitol City
STEWART T. AXTELL, Lancaster
MICHAEL V. BARNES, Tulsa
THOMAS E. BARTON, Cleveland East
LEE B. BENNETT, Oakland County
ANDREW J. BROWN, 1R., Los Angeles
GARY M. CUNNINGHAM, Roanoke
RAMON J. DE REYNA, New York
ALYCE R. DRESSLER, Indianapolis
LEE E. EARLY, Virginia Skyline
LAWRENCE R. ENGLERT, Indiana East
LINDA M. GOSS. C hica go
DOLORES F. GOUVERT, Boc a Raton Area
DEXTER E. GULLEDGE, Virginia Skyline
MICHAEL R. HANRAHAN, Alaskan
ROBERT J. HYDE, Minneapolis- Viking
REESE A. LASHER, Asheville
EUGENE F. LUDWIG, Detroit
DONALD F. Mc QUILKIN, Cleveland
EDWIN G. MILLER, Bellevue Eastside

CHARLES L. ABEL, Washington Tri- Cities
BOBBIE J. BARKER, Texas Bay Area
CHERYL S. BILLINGS, Oakland -East Bay
A. KENNETH BONANNO, Merrimack
Valley
WILLIAM M. CASSIDY, JR. , Elmira Area
THOMAS P. C OST ELLO, Philade lphia
COLLIER DAWSON, Nashville - Capitol City
VALERIE A. GOODWIN, Olean- Bradford
Area
THELMA E. HENRY, Atlanta North
FREDERICK H. KALMES, Cape Ca nave ral
HO 1. KIM, Tre nton
LARRY R. MARTIN, Mason -Dixon
WILLIAM R. MURPHY, Austin Area
BRENDA L. NORVAL, Portland Willamette
SARA B. PENN, Grea te r Gre enville
HERBERT S. PLEP, Portla nd Columbia
ROBERT L. RUSSELL, Macomb County Michigan
MARDA F. SALISBURY, Mid - Florida
JAMES C. SMITH, Blue Gra ss Area
REX D. SOUTAR, Los Angeles

DAVID L. THOMPSON, Ca nton
LAWRENCE R. VAN DEUSEN, Delaware
NELLO L. VERGARI, Kokomo Area
R. C . VOLOVIC , Pitts burgh
RICHARD W. WAGNER, New York
WALTER M. KASUNIC, Staff Secretary

COMMITTEE ON
EDUCATION

JOHN C . ARME, Sa n Diego,
Cha irma n
LAMAR C. BAGBY, Birmingham - Vulcan
RICHARD P. BANIS, New Jersey
Meadowlands
RICHARD F. BEBEE, Member -at -Large
ARTHUR V. CORR, Racine - Kenosha
GERALDINE F. DOMINIAK, Fort Worth
MOHAMED S. EISA, Ba ton Rouge
SUSAN P.FOLSOM, De laware
ROBERT E. GOVE, South Bay
DORIS A. HANSEN, Sioux City
RICHARD J. HOBDAY, Omaha
JAC KSON W. HOGAN, Piedmont
Gre e nsboro
ANTHONY T. KRZYSTOFIK, Springfield
EDWARD A. MAJHER, Cleveland East
JAMES W. Mc LEOD, Merrimack Valley
JOHN J . MESKO, Gre ater San Gabriel
Valley
LEONARD F. MURPHY, Nebraska
Cornhus ke r
ROBERT E. O'BRIEN, JR., Racine- Kenosha
RICHARD G. PETT IGREW, North Da llas
PATRICIA C. PRATT, Bangor- Waterville
THOMAS J . REARDON, Westchester
VICTORS. REZENDES, Montgomery Prince Ge orge s
THOMAS A. RUBIN, Was hington
DANIEL SCHLECHTER, Norwich
JOHN G. SCHMID, J R. , Bridge port
MARTIN S. SMIT H, J R., Akron Cas cade
ROBERT E. STOCKMEYER, Evansville
MILTON F. USRY, Member -at -Large
RAY VANDER WEELE, Madison
MILYN J. VOLLMER, Racine - Kenosha
DON M. WALDEN, North Dallas
WILLIAM M. WAT TS, JR., Florenc e Area
PAUL W. WILLEY, Dallas
DAN WIPFF, Houston -Lone Star
NORMAN E. HADAD, CMA, Staff
Secre tary

COMMITTEE ON
FINANCE

HISAO KOLA, Tokyo
STEVEN E. KRAFT, Swiss
ANTHONY M. LEAC H, Ne therlands
THEODORE LIES, Philadelphia
SILVIO MARRERO, Atla nta Ce ntral
RICHARD D. PET ERS, St. Paul
GERARD PET IT, France
HOWARD L. SIERS, Delaware
ROBERT J. SNYDER, Dusseldorf
JAMES D. COLLIER, Staff Sec retary

COMMITTEE ON
MARKETING AND ME
CALVIN A. VOBROUCEK, Pe oria,
Cha irma n
HAROLD E. ARNETT, C MA, Ann Arbor
HERBERT M. AUSDERAU, Niagara
DAVID L. BODENHAMER, Washinq_ton
JERRY L. DODSON, Tulsa
RIC HARD A. DURO, Ca nton
JAMES G. HUMMEL, Evansville
WILLIAM J . MAUS, Erie
WILLIAM C . MERRIC K, Atlanta Ce ntral
LOUIS J. OLIVERIO, Dayton
EDWARD PALUGA, C hica go
CLAIR M. RAUBENSTINE, North Penn
ROBERT L. SINAGRA, Norwich
COLIN A. ST ILLWAGEN, San Die go
WILLIAM WARSHAUER, JR., Montgomery
Princ e Ge orge s
GUY B. WILSON, Ora nge C ounty
GLEN E. WOODSON, C anton
A. KENNETH BENSON, CMA, Staff
Secre tary

COMMITTEE ON
INTERNATIONAL OPERATIONS

JEAN COHEN- SCALI, France
Cha irma n
JAMES J. CORBOY, Dallas
RAMON J. DE REYNA, New York
LUIS DIAZ, Philippine
ADOLPH ENTHOVEN, Dallas
HERNANDO FORTINI, Los Angeles
MOHAMED HEGAZY, Cairo, Egypt
CHARLES HOLLAND, Sao Pa ulo

THOMAS M. O'TOOLE, Mac omb C ounty
Mic higa n, C ha irma n
DONALD C. APPLE, Ka nsas City
EDWARD BAKER, Massachusetts Route 128
JOHN H. BEHDJOU, Los Ange les
GEORGIA E. BUTLER, Illinois Northeast
STEPHEN F. CAPRON, T exas Ba y Area
R. DOUGLAS C OWAN, Cuya hoga Valle y
CHARLES J. CRAMER, Butler Area
WALTER R. DAHLGREN, C onnec ticut
Gateway
EDGAR M. DARNALL, San Jose
RANDALL A. EDWARDS, C hattahoochee
Valley
JACK A. ELISAR, Nashville -Music City
WILLIAM F. EPPS, Fa yetteville Area
DWIGHT B. FERGUSON, JR. , Atla nta
North
PAUL B. FOUTZ, Alaskan
JACK D. HATFIELD, Member -at -Large
WILLIAM A. HAWKINS, Nashville - Capitol
City
GARALD R. HOT TMAN, South C entral
Minnesota
BEN O. HOWELL, JR. , Augusta
FLOYD W. HURLBUT, Acadiana
KARL E. IDEMAN, Hartford
DONALD E. KELLER, Piedmont Winston Salem
WILLIAM C. KILPATRICK, Colorado Wyoming Border
RAYMOND J. KING, Erie
MICHAEL MICHALISIN, New York

STEPHEN C. MOORE, North Alabama
RONALD MORE, Bridge port
HAROLD A. MORRISSEY, JR., Ama rillo
Area
JOHN W. NOBLE, T ampa Bay
LARRY PARKER, Connec ticut Gateway
WILLIAM M. PFANN, Ala meda C ounty
South
BRUC E W. POTTER, Lake Superior
ROBERT L. ROOT, Colorado South
JOHN H. SALTER, Mid - Florida
ROBERT J. SNYDER, Dusseldorf
MARY JANE SPERRY, Fort Lauderdale
CHARLES E. T OTHERO, Readina
DAVID C. TRUNDLE, Cha ttanooga
PATRIC IA B. UNDERWOOD, Daytona
Bea ch Area
DONALD L. WAGNER, Tulsa
LARRY D. WARBERG, Salem Area
DOROTHY M. WATSON, Dayton
JAMES D. WILSON, Muscle Shoals
LARRY W. YORK, South Central
Tennes see
WALTER M. KASUNIC, Staff Sec retary

COMMITTEE ON
PLANNING

ROBERT R. MEYER, Raritan Valley,
Cha irma n
DEAN W. ARNOLD, Pikes Peak
R. LEE BRUMMET , Durham Area
JAMES B. EDWARDS, CMA, C olumbia
RIC HARD W. HARRIS, Los Angeles
GEORGE D. JEDDELOH, St. Pa ul
CHESTER S. KULESZA, JR., CMA, Diablo Valley
CHARLES R. LEONE, Sa n J ose
THEODORE G. LIEB, Philadelphia
FRANK M. MASTROMANO, Morristown
BILL G. Mc CLAIN, C entral T exas
BETTY J. OLDHAM, C incinnati
VERNON OWENS, J R. , Birmingham Vulc an
JAC K D. REIC H, Virginia Skyline
ROBERT L. ROSENBLATT, Boston
STEPHEN P. SALZMAN, Long Island - Suffolk
ROBERT L. WOOLHEATER, Orange Coa st
California
ROBERT L. SHULTIS, Staff Secretary

COMMITTEE ON
PUBLIC RELATIONS

FRED S. SCHULTE, Aus tin Area,
Cha irma n
MARY J. BERGIN, La Crosse - Winona Area
ALFONSO BLANC O, Wa shington
PAUL 1. BLANKMAN, Suburban Northeast
Philadelphia
EUGENE E. ENGLE, Calumet
ALAN F. FLET CHER, Cedar Rapids
PRISCILLA G. FLORINDI, Morristown
SERAFINO M. FORZANO, Scottsdale Area
WILLIAM M. HAWKINS, Wa shington
HYMAN INDOWSKY, Fort Lauderdale
DONNA M. J OHNSTON, Pittsburgh
WILLIAM D. JOHNST ON, III, Butle r Area
CLARA V. KING, Midland- Odessa
LAWRENCE B. KING, Southe ast Alabama
MACK MALONE, JR., T yler Area
ED Mc BRIDE, Durham Area
EDWARD R. McFARLAND, JR., New Haven
DAVID W. METTE, Boston
JAMES R. MILLER, Fort Wa yne
GAIL L. NASH, Phoe nix
WRIGHTLY T. REED, Northe rn Virginia
JOSEPH J. REPOLE, Mass. Route 128
JAMES E. RIPLEY, Dayton
GEORGE L. SACHS, J R. , St. Louis
JAMES L. SKILLINGTON, Chattanooga
DOUGLAS A. SLEDGE, Muscle Shoa ls
GALEN F. STRIEMER, Sacrame nto
LAWRENCE C. SUNDRY, Central Minnesota
JACK I. TOMPKINS, Houston -Lone Star
WILLIAM E. WELCH, San Mateo County
LLOYD F. WYSOCKI, Minneapolis
Northstar
ROBERT F. NOLAN, Staff Secretary

COMMITTEE ON
PUBLICATIONS

1

EARNEST A. HUBAND, Richmond Lee
Cha irma n
WILLIAM F. BENTZ, Oklahoma City
JAMES H. BOYLAN, JR., Richmond Lee
DAVID L. CHAMBERLAIN, New Jersey
Meadowlands
FREDERICK M. COLE, Jacksonville
GEORGE C. FOWLER, Ha rtford
E. LELAND HAYWOOD, Charlotte Blue
JESSE W. HUGHES, Virginia Peninsula
LEE M. LFVAN, Reading
JOSEPH D. LYNC H, North Jers ey Shore
LAWRENCE 1. PRESKE, Evansville
JAMES R. ROUSE, Wilmington
GAROLD L. RUT HERFORD, Pittsburgh
MANUEL A. TIPGOS, Blue Gras s Area
ERWIN S. KOVAL, Staff Secretary

COMMITTEE ON
REGIONAL COUNCILS

JAMES B. EDWARDS, CMA, C arolinas
Cha irma n
GRADY J. REICH, Ca rolinas
RANDALL A. EDWARDS, Dixie
EDWARD R. DEPPMAN, Florida
CHERYL BILLINGS, Golden We st
MICHAEL V. BARNES, Heartland
WILLIAM D. J OHNSTON III, Keystone Mt
States
LLOYD C. HILLARD, JR., Linc oln T rail
RAYMOND P. MANNION, Metropolitan
New York
ARTHUR L. BENEDICT, Michigan
CARL V. MENCONI, Mid - America
CLARR RAUBENSTINE, Mid - Atlantic
GARALD R. HOTT MAN, Minnesota

ROBERT J. SNYDER, NAA European
JAMES W. Mc LEOD, New England
DAVID L. CHAMBERLAIN, New Jersey
ROBERT J. HARTMAN, North Central
LOUIS J. OLIVERIO, Ohio
BRENDA NORVAL, Pacific Northwest
NATHAN D. NADDEO, Potomac Ches a pe ake
DEAN W. ARNOLD, Rocky Mountain
R. SC OTT IOSLIN, Te nness ee Va lley
BILL G. McC LAIN, Texas
FRANK McCARTHY, Upstate New York
RICHARD W. HARRIS, Wild West
JAMES D. COLLIER, Staff Sec retary

COMMITTEE ON
RESEARCH

DONALD W. BAKER, CMA, West Georgia,
Cha irma n
GEORGE BANNON, Lehigh Valley
ROBERT U. BOEHMAN, Louisville
JAMES COLFORD, Wes tche ster
WILLARD C OX, North Da llas
JAMES L. CRANDALL, Fort Lauderdale
DENNIS C. DALY, La Crosse - Winona Area
PAT RIC IA P. DOUGLAS, We stern Monta na
MARGARET DUFFY, New York
JAMES DON EDWARDS, Atla nta Ce ntral
CHARLES L. GRANT , Connectic ut Ga teway
WALLIS W. GRISSETT, Southeast Louisiana
ROBERT E. HAMPEL, Evansville
NEIL E. HOLMES, Kansas City
JOHN H. HOLZAPFEL, Pitts burgh
JAMES O. INGLE, Atlanta North
CHARLES D. MECIMORE, Piedmont
Gre e nsboro
LARRY E. NEW MAN, Birmingham- Vulcan
JOHN A. O'CONNOR, Ka nkakee Valley
JOHN B. POLLARA, Gre ate r Sa n Gabrie l
Valley
LEROY H. ROGERO, JR., Da yton
MILDRED B. STEPHENS, Trenton
STANLEY P. VROMAI', St. Louis
THOMAS H. WILLIAMS, Member -at -Large
STEPHEN LANDEKICH, Staff Secretary
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BOARD OF REGENTS of the
INSTITUTE OF
MANAGEMENT ACCOUNTING

TO RE P ORT I N 1984

JOHN F. C HIRONNA, Wes tchester
Cha irma n

JERRY L. FORD, CMA, ('84), Minne apolis
Viking, Chairma n

LOUIS VLASHO, C MA, Dayton,
Cha irma n

HENRY R. ANDERSON, Mid - Florida
DENNIS R. BERESFORD, Cleveland East
BERNARD R. DOYLE, Member -at -Large
PENNY A. FLUGGER, New York
WILLIAM 1. 1HLANFELDT, Member -at -Large
EARL R. MILNER, Milwaukee
BRYAN H. MITCHELL, Chicago
ALLEN H. SEED, III, Boston
WILLIAM J. SHANNON, Rockford
ROBERT B. SWEENEY, Member -at -Large
ARTHUR WYATT, Member -at -Large
LOUIS BISCAY, Staff Se cretary

C.T. HORNGREN ('84), Peninsula -Palo Alto
CLARK H. J OHNSON, CMA, ('86), Raritan
Valley
THOMAS E. MARTIN, C MA, ('85), Phoe nix
THOMAS J. O'REILLY ('85), C leve land
EDWARD W. RODGERS, CMA, ('84),
Dayton
SCOTT G. T HOMPSON, C MA, ('86),
Atlanta C entral
RICHARD B. TROXEL, CMA, ('86), Chicago
ROBERT S. WEATHERLY. JR., CMA, ('85),
Member -at -Large
JAMES BULLOCH, Sta ff Secre tary

ANNUAL INTERNATIONAL
CONFERENCE
(June 24 -27, 1984, SEATTLE. WA)

ROBERT F. WEST, Seattle , C hairma n,
Opera tions
JERRY L. FORD, C MA, Minneapolis Viking,
Cha irma n, Progra m
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CHARLES L. ABEL, Washington Tri- Cities
HERBERT M. AUSDERAU, Niagara
DONALD W. BAKER, CMA, Wes t Georgia
MICHAEL V. BARNES, Tulsa
ROBERT J. DONACHIE, Dallas
SERAFINO M. FORZANO, Scottsdale Area
EARNEST A. HUBAND, Richmond Lee
JAMES G. HUMMEL, Evansville
GEORGE D. JEDDELOH, St. Pa ul
JAMES W. McLEOD, Merrimac k Va lley
GRADY J. REICH, Piedmont Winston -Salem
EMIL SC HARFF, San Fra nc is co
MART INS. SMITH, J R. , Akron Ca sc ade
MILDRED B. STEPHENS. Trenton

What Gross Margins
Do Not Tell You
53-4-4
Using an artificial cost on the good buys
keeps the salespeople from earning excessive amounts from the buying activity over which they have no control but
which the store owner controls. And usT ab .
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it, must be undertaken to determine if a
specific item property used in a particular i n d u s t ry will qu ali fy for an
exemption.
One last item: state and local classifications of real and personal property
may not coincide with the federal. This
could have a significant effect on these
tax bills.
�

their state. Forms may have to be submitted to the contractor and by the contractor to his vendor to obtain the exemption. In a recent case in Michigan,
this exemption amounted to $40,000.
Some states have limited and specific
exemptions, while other states are quite
broad in coverage. A review of the state
law, the rulings and court cases defining
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INSTANT FINANCIAL PICTURE!
Corporate Financial Simulation Model on your IBM PC or
XT with Lotus 1 -2 -3, Multiplan, SuperCalc, VisiCalc or
PeachCalc. Also a vailable on most
.� ¢;� ,
CP/M & all Apple systems.
A $6,000 value for $295.

ing the artificial cost on the bad buys
gives salespeople an incentive to move
the cameras out of inventory.
In conclu sion, th e main p oints to
keep in mind are:
•�Don't�place�much�weight�on�margins
computed from current selling prices
and past costs.
•�Don't�be�impressed�with�high�profit
figures if old inventory items are not
moving.
•�Design�your�bonus�plans�so�managers
make money from activities they control, not from activities beyond their
control.
•�Design�your�bonus�plan�so�managers'
bonuses reward behavior that produces�real�profits�for�the�company.�

Investment Credit:
Are You Getting
Your Share?
68-44
struction terminology and documents
such as blueprints and specifications.
There is another factor to consider.
Many states require a sales tax on all
materials purchased by a contractor.
Yet, many states also have exemptions
from sales tax for materials used or consumed in industrial processing or pollution control devices. There may be a
number of properties purchased and installed by a contractor that qualify for
exemptions. Companies should review
state tax codes or consult with their account ants as t o th e requirement s of
MANAGEMENT ACCOUNTING /OCTOBER 1984

Bottom =- == V
A�Financial�Decision�Support�System�—
budge ting, planning, a nalysis, and five -year
forecasting.

For information or immediate UPS COD delivery call (714) 476.2842
ILAR�Systems,�Inc.�• �1300�Dove�Street,�Suite�200�• �Newport�Beach,�CA92660

Computers should
help prepare taxes.
1

4

Not tax your
cash flow.
You don't have to buy a new computer to use one. Lease direct from
us. Any make. Any store. Any time.

CALL US LEASING
800 - 227 -4188
In California call 800- 792 -0886.
Not available in Alaska, Hawaii,
Arkansas and Louisiana.
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the statement notes.
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be provided to lenders by Level I or

Level 5: Full accrual GAAP statements Level 2 statements. This may be all that
for private companies. Finan- is needed to satisfy creditors.
The needs of private company ownercial statements with only current allowable statement exclu- managers might be satisfied by financial

30-4.4
Cash flows are reported with
accruals for inventories, for receivables, and for depreciation.
Level 3: Full accrual.
Level 4. Full accrual with footnote disclosure. All cost - beneficial financial reporting standards are
followed. The provisi ons of
standards that are not cost beneficial, and the directions of
their effects, are disclosed in

sions (FAS Nos. 14, 21, and 33,
for example) for private companies are prepared.
Level 6: Full accrual GAAP statements
for public companies.
Given these choices, statement preparers could choose the least complex
reporting level that would satisfy user
needs. Perhaps liquidity and cash flow
information for debt repayment could

Its a bad idea to change jobs for the sake of changing jobs. It's a good
idea to change if the timing is right.
So how do you know if the timing is right? It could be right if you know
your job backwards and forwards but you haven't moved forward quickly
enough. It could be right if you feel its right.
We specialize in the fields of accounting, finance, banking, and computer
technology, and we put out a newsletter called Careers with information about
these fields you might find useful.
Call your local Romac office to have a free copy of Careers sent to your

home at no obligation, or call our corporate office, 800/341.0263
or 207/773 -6387.
513 4636644

301/6250400
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617/9694010
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reports from Level 3. Private company
owner - nonmanager needs might, in contrast, require reports prepared at Level
4. The six reporting levels are related
fundamentally. Many private companies already prepare Level 2 statements
for reporting federal taxes.

One Proposal
Owners of private companies would
benefit by choosing the least complex
reporting option that would satisfy each
user group. If a user desires more detailed information (a higher level of reporting), private company owners could
compare the potential benefits of providing that information (as a reduction
in loan costs) with the additional costs
of supplying that information. As there
are no public policy considerations, financial reporting for private companies
could be limited to market ju stified
output.
An audit opinion on the financial
statements of private companies would
be qualified or disclaimed as necessary,
indicating the level of assurance given
by the CPA. A separate paragraph for
the "emphasis of matter" could describe
the p ri vat e co mpany s tat us and the
cost - benefit justification for the reduced
level of reporting.' An AICPA Statement of Position would be helpful in
structuring the "emphasis of matter"
paragraph and in providing support for
this approach. If the departure from
'Big GAAP" is material or of such significance and pervasiveness as to cause
a misstatement of the financial statements tak en as a whole, the aud itor
must disclose the quantitative effects6
(make the calculations and bill the owner) or disclaim an opinion. In such a
case, a review or compilation might offer a cost - effective response to user
needs. A modification of generally accepted auditing standards that would allow the auditor of a private company to
qualify an opinion without disclosing
the magnitude of the effects of non cost effective accounting standards violated
would be of great assistance in allowing
owners of private companies to select
► ► 95
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People in the News
Promotions and New Positions
Stephanie LiCause, Akron Summit, is
now controller of both Marshall Dry
Goods and the Wm. Annat Co.
William Burke, Atlanta North, was
named vice president of finance with
Shoney's Management, Inc.... Dwight
Ferguson has been promoted to vice
president and treasurer of Nuclear Assurance Corp.
Tatsy Jeter, Baton Rouge, was promoted to manager at Deloitte, Haskins and
Sells.
Gary Schermerhorn , Cape Canaveral, is
now vice president of Data Linear Semi
Conductor in West Palm Beach.
Michael Pollard, Permian Basin, is the
new chief financial officer with Mid America Petroleum.

SALZMAN
Long island - Suffolk

been promoted to resident managing
partner of Cherry, Bekaert & Holland
.... Wi lliam C . Gore is now assistant
controller and assistant secretary, and
B. Alan Hayes is assistant controller
and assistant treasurer at Ti -Caro, Inc.
... Turner Rivenbark is now partner at
Cherry, Bekaert & Holland.
Aileen M. Kelikulos, Hawaii, has been
promoted to controller at Ala Moana
Americana Hotel.... Stanley M. Sawai
was admit ted to partnership at Peat
Marwick Mitchell & Co.... Stuart K.
Y. Hong has been promoted to manager
at Peat Marwick Mitchell & Co.
Patrick T. VanSlambrouck, Kalamazoo,
has joined KPM, Inc. as comptroller
.... David Healy was named a manager in management consulting with Price
Waterhouse in Detroit.
Charles R. Seidel, Lancaster, has been
named a plant controller for Armstrong
World Industries.

Jerry P . F o x , Gaston. Carolinas, has
MANAGEMENT ACCOUNTING /OCTOBER 1984

Barry Wertz, Michiana, is now controller o f Co nti nent al Indust ries, In c.
.. . Patrick R. B lan da i s co nt ro ll er,
Borkholders Building Supply Co.
John Brigh am, Mohawk Valley, has
been appointed comptroller for the Utica plant of Chicago Pneumatic Tool
Co.... Gwen Meyer has been promoted to assis tant compt roller at Utica
College.

Programmed for Success is the name — and it has all
the facts, figures and background data compiled by
COMPREHENSIVE,'R

the nation's largest franchisor of
monthly bookkeeping, accounting and tax services for
small and medium -sized businesses of all kinds. If you
want to work for yourself, be your own boss, and have
the security of being backed by experienced profes-

Timothy Petric, Cuyahoga Valley, was
named controller with S. D. Meyers.

Debra L. Singleton, Fort Wayne, was
named controller of Glipin, Inc.

Barry Haller, Miami Valley, has been
appointed assistant controller, and Sur endra S. Singhvi has been appointed
general manager , financial management, at Armco, Inc.

We'll send you The Book
on how and why. Free!

Christine J. Minor, Corpus Christi, has
recently joined Lambda Semiconductor
as controller.

Laurie Richards, Elmira Area, has been
named controller, Steuben Division, at
Corning Glass Works.

Stephen P. Salzman , Long Island -Suffolk, has been promoted to vice president— finance and chief financial officer, an d Lo ren zo Ci n qu e is now
treasurer at Power Test Corp.

Accountants: Start
your own practice!

SCHAEFER
Peoria

David Wong, Diablo Valley, was promo ted to co n t ro l l er for HE X E L
. . . . M art y DeVenuta is now controller
for Shaver Corp.

Richard A. Durner , Lehigh Valley, is
now controller of Beth - Westgate, Inc.

• .

si onals, c ontac t C OMPREHENSI VE today .

all S. A. Kucera
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
In Illinois, call collect (312) 898.6868
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Introducing
COMPUTERS
FOR
CPAs AND
ACCOUNTANTS

Phyllis Day, South Birmingham, is now
as s is t an t co n t ro l l er of Vu l can
Chemicals.

Donald J. Garbison, Muskegon, was
named vice president — controller at
CWC Castings Division of Textron.

Wayne Barnett, South Central Indiana,
has been named chief financial officer of
th e In d i an a Finance Au t ho rit y at
Indianapolis.

Katharine C. Floyd, New Orleans, was
promoted to senior vice president and
chief financial officer of First Financial
Bank.

C0l4iF'frrERS
P M
CPAs AND
ACMUNTANtS

°a

Ronald Reed, Montgomery, is now controller and treasurer of Alagold Products, Inc.

Carol Cassell, Niagara, has been named
controller of DeGraff Hospital.

L =

Leslie Day, Northern Wisconsin, was
promoted to comptroller of Arrowhead
Conveyor, Inc.

Step -by -Step
Computer Buying
Well -known computer consultants
Peter and Ranier Luedtke will guide you
step -by -step in selecting and implementing the ideal hardware and software for
your accounting office.
Computers for Accountants and CPAs
includes everything an accountant needs
to know to:
• decide if a computer system is really
necessary
• determine which functions to
computerize
• contact vendors
• obtain vendor system proposals with
cost data
• make a well- informed selection
decision.

Dale Ducat, Packerland , has been
named controller of Branch Cheese,
In c.. . . J oh n Kaye was p romo ted t o
corporate credit manager of Green Bay
Packaging, Inc.
George A. Schaefer, Peoria, has been
named vice chairman of the Caterpillar
Tractor Company.
Alan D. Skouby, Platte Valley, has been
named controll er for Dekalb AgResearch, Inc.

Promises in Writing!
The Request for Proposal included in
your handbook lists hundreds of specific
questions for vendors to answer about
their computer systems. Because vendors
respond in writing to your questions, you'll
know exactly what they're proposing and
how much each item will cost — hardware,
software, service, installation, and all of
the "extras." This is the ideal way to quickly
and objectively evaluate many vendor
proposals.

Gary Peters, Quincy Area, has been
named controller of the City of Quincy,
Tony Donato, Raleigh, has been promoted to controller with the Eastern
Carolinas Practice of Touche Ross and
C o . . . . Sara Gosnell was elected assistant controller of Durham Life Insurance Co.

10 -Day Free Trial
Order Computers for CPAs and Accountants today and take ten days to examine it.
If you're not completely satisfied, return
your copy within ten days for a full refund.
$49.95 300 pages approx.
Computers for CPAs and Accountants is
available at leading bookstores and computer stores nationwide. To order directly,
call

Toll Free 800-543-1918
Collect in CA 619- 699 -6335

Q
Harcourt BraceJovanovich
1250 Sixth Ave.
San Diego, CA 92101
94
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Daniel F. Johnson, Roan oke, was
named senior consultant for Organization Con su lt an ts, Inc.. .. Richard C.
Dowd is the controller of Waste Industries, Inc.
Michael Hayden, San Antonio, has been
named controll er of F oster E lectric
C o . . . . Eve Southerland is now vice
president, group audit manager, Gill
Companies.
Elizabeth Tornow, Savannah, was promoted to director of financial reporting
at SEPCO.

Mark Lassiter, Toledo, is now a partner
in the firm of Price Waterhouse.
Douglas L. Fine, Westchester, has been
promoted to manager of corporate accounting by General Foods.... George
Perrotta has been promoted to manager
in the audit department at Coopers &
Lybrand.
Bonnie Reyes, Western Wayne, was
promoted to assist ant controller for
Grand Trunk Railroad.

Emeritus Life Associates
John L. Bolla, Minneapolis Viking.
Catherine Cebas, Rockford.
John M. Clark, Jamestown- Warren.
Sheldon P. Cohen, Baltimore.
W. A. Conley, Morristown.
Ralph L. Cox, , Pied mont Winston Salem.
Saturno J. D'Alfonsi, East Jersey.
Ed ward L. Dunn, Hawa ii, past
president.
Russell C. Erb, Baltimore.
Mario J. Formichella, Essex County.
Francis A. Garitty, New Orleans.
Philip Golbin, Baltimore.
Marlin R. Hemphill, Macomb County Michigan, past national director, 195961.
Raymond E. Hunter, Long Beach.
Edward H. Hussey, New York.
Foster G. Ingram, Macomb- County
Michigan.
George N. Karambelas, Northern
Virginia.
Robert M;, Knuth, Tu cs on , past
president.
Theodore A. Kretzmann, Columbus.
George F. LaFollette, Jackson, past
president. Stuart Cameron McLeod
Society.
Victor S. Lapezynski, Detroit,
William G. Layhe, St. Louis, past president. SCMS.
J. J. Lesko, New York.
Walter J. Lossin, Chicago, past
MANAGEMENT ACCOUNTING /OCTOBER 1984

president.
Stanley S. Martin, Jr., Columbia.
James G. Michael, Richmond - Jackson.
Hiram A. Miller, Orange County.
J o h n R. M i l l er, Sa va nn a h , past
president.
Robert L. Miller, Lancaster.
Robert A . Morgan , Peoria, past national
vice president, 1965 -66. SCMS.
Robert L. Mueller, Cleveland East.
J. T. Murphy, Elmira Area.
John W. Poettgen, St. Louis.
Daniel J . Popa, Oakland County,
Robert E. Rivers, Mid - Florida, past
president.
Loren R. Roberts, South Bay.
Robert G. Rudnick, Detroit.
William P. Tait, Jr., Philadelphia.
Arthur A. Thompson , Toledo.

In Memoriam
Leonard E. Avery, 67, Las Vegas, 1960.
Ervin S . Bangs, 58, Long Island -Suffolk, 1971.
Gustave Beauchamp , 60, New York,
1975.
Howard C . Beck , Jr., 87, Baltimore,
1946. Emeritus Life Associate.
Robert W. Behrmann, 64, Los Angeles.
Isadore M . Belba, 71, Baltimore, 1961.
David B. Cramer, 29, Dayton, 1984.
Harry L. Crammer , 54, Jacksonville,
1970.
Walter E. Deering, Jr., 57, Blue Grass
Area, 1962.
Virginia H. DeLano , 70, So uthern
Maine, 1977.
Joseph P. Duffy, 69, Providence, 1962.
Joseph J . Eron , 60, Syracuse, 1952.
Samuel J. Fitzpatrick , 68, Member -atLarge, 1952. ELA.
S.H. Garland , 73, Ann Arbor, 1950.
ELA.
James E. Gel bert, 68 , Philadephia,
1946. ELA.
Reese L. Jett, 84, Baltimore. ELA.
Ralph R. Marx , 62, Santa Barbara,
1976.
James W. Miller, 85, Cincinnati, 1942.
ELA.
John A. Neylan, 61, South Jersey, 1963.
Edward J. Slesinski, 26, Detroit, 1982.
William A. Steger, 75, Ann Arbor, 1952.
ELA.
Joseph N. White, 77, Pittsburgh, 1934.
ELA.
Warren C . Zerfass, 53, Lehigh Valley,
1980.
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Data Sheet
18-44
IBMicro Report, P.O. Box 80280, Atlanta, Ga. 30366, aims to serve CPAs
who use the IBM PC.... Accounting &
Auditing Update Service, Warren, Gorham & Lamont, Inc., 210 South St.,
Boston, Mass., is a newsletter that is designed to in t erp ret all FAS B an d
AICPA pronouncements within two
weeks of promulgation .... Journal of
Partnership Taxation, also by Warren,
Gorham & Lamont, is a quarterly devoted to tax planning for partnerships
and investors in partnerships.... The
Confederation of Asian and Pacific Accountant s will h old its l lt h C APA
Conference, November 9 -13, 1986, in
Melbourne, Australia. Theme of the
Conference is "Accountancy's Image:
Ch al l en ge an d C h an ge. . . . . . M ai n
Hurdman /KMG has added business logistics consulting to its roster of services
by purchasing Drake Sheahan /Stewart
Dougall, Inc., an international distribution consulting firm.
❑

Small
Business
9211
the most cost - beneficial level of reporting for their company. With this approach, the content of the private companies' financial statements would be
determined by the market as it affects
the owner who pays for the information
generated rather than by third -party
statement users who bear none of the
cost.
�
'Report of the Special Committee on Standards Overload American Institute of CPAs, February 1983.
'See the FASB report. Financial Reporting by Pn'rare conppaa� ies;
Diagnaris and Review summarized in A. Rashad Awel- khalik.
NAA Research, Management Are»unting, October 1983.

"F AS B, F inanci al R ep orting by P ri v ately Owned Companies.' Sum.
nmry of Responaev to FAS8 Invitation to Canment. February 1983.

'AICPA, p. 3.
'AIC PA. Professional Standards. 509,27.
.Ibid.. 509.16 and 509.33. Paragraph 509.12 may also be relevant
as "significant" scope limitations imposed by the client (owner)
will result in the auditor duselaiming an opinion.

We're Moving!
As of November 3, 1984, please address all communications to MANAGEMENT ACCOUNTING , 10 Paragon
Drive, P.O. Box 433, Montvale, NJ
07645, 201 - 573 -9000.

Computers should
be a capital idea.

Not a ca

investm
You don't have to buy a I
puter to use one. Lease
us. Any make. Any store
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New Products /Services

MAI /Basic Four Business Products
Corp. has introduced its Professional
Dealer Program. The object of the program is said to be the enlisting of professionals who advise and counsel small
96

Graphic M *I *S, Inc. is now marketing
Speech *Maker, a presentation graphic
package. According to the manufacturers of Speech *Maker, you select from a
series of predefined word chart formats
and enter your own words to have your
overheads professi onally print ed or
plotted for presentation. The package
contains three fonts in four sizes, with
the full ASC II 94 character set, plus
four arrows and a five -point star. Letters can be underlined, words can be rotated, and fonts changed, for special effects. The software operates on the IBM
PC /XT, and most compatibles, plus
Digital Equipment Corps Rainbow 100
and 10 0+ personal computers. The
user would need a graphic printer or
plotter. Speech *Maker supports the
Hewlett Packard 7470A, 7475A plotters, the Epson RX80 and IBM printers. For further information, contact
Graphic M *I *S, Inc., Springfield, Ill.,
at (217) 793 -0884.
American Management Systems, Inc.
(AMS) will offer a new product line of
software to support corporate and international banking functions of major
banks. The first products in the new line
are the Corporate Deposits System and
the Corporate Account Analysis System, which are intended for banks with
over $2 billion in assets and which have
substantial deposits from corporations.
All the applications will be built with
AMS's Foundation Software, providing
integration, on -line file maintenance, as
well as inquiry and reporting capability.

For further information, contact Betsy
Walker, New York, N.Y., at (212) 6180311.
BNA Software has introduced Income
Tax Spreadsheet, a program for IBM
personal computers, which allows professional tax planners to expand their
advisory services by reducing income
tax computation time. The spreadsheet
should be of service to tax professionals
involved in tax planning and tax compliance work, including certified public
accountants, tax attorneys, financial
planners, public accountants, and commercial tax preparers. It is designed to
include automatic calculation of net tax
liability, over a seven -year period, for all
categories of individuals and fiduciaries;
use of multi -level worksheets, permitting entry of as much, or as little detail
as preferred, without following a rigid
format; and use of "help messages ", displaying references to the Internal Revenue Code. The program includes 1984
law changes. For further information,
contact Jonelle Birney, Washington,
D.C., at (202) 466 -7590.

Advertisers' Index
Aa rdv a rk /Mc G ra w Hill . . . . . . . . . . . . . 17
Accountemps
. . . . . . . . . . . . . . . . . . . . . . 70
.
Alpine Data Systems
.. . . . . . . .. . . . . . C
. -3
Beneficial National Bank
C M A E xa m R e v i e w . . .. .. ..... .. .. .. ..... .. . . 3 0
Compre he ns ive Ac c ounting . . . . . . . . . . 93
C P A C omp ut e r Sho w . . . . . . . . . . . . . . . 5 9
Cyborg ...........................13
Da ta De s ign A s s oc ia te s . . . . . . . . . . . . . 19
D . H. D i a l . . . . . . . . . . . . . . . . . . . . . . . . . 2 2
Fa s t T a x . . .. . .. . . .. . . .. . .. . . .. . . .. 1 5
FBN Corp . . . . . . . . . . . . . . . . . . . . . . . . 2 2
7
Great Plains Software
. . . . . .. .. .. :. .. .. .. ......9. 4
Harcourt Brace Jovanovich
C -2,31
Hewlett Packard
HM S C o mp u t e r. . ....... .. .. ....... .. .. ....... . . . . 3 7
20 -21
IBM Credit Corporation
. . . . . . . . . . . 91
Ilar Systems, Inc
Le xi ngt o n B o o k..
s ..
. . ...
. . ..
. . ...
. . ..
. . ...
. . ... . . 3 0
McGraw -Hill
68
.
Robert Half . . . . . . . . . . . . . . . . . . . . . C-4
R o m a c . . . .. ....... .. .. .. .. .. .. ......... .. .. .. .. .. ..... . 9 2
Security Pacific . . . . . . . . . . . . . . . . . . . . . 5
48-49
Smith Sternau
S o r c i m / 1 U S. .. .. .. ....... .. .. .. ....... .. .. .. ..... . . . . 9
Source Finance . . . . . . . . . . . . . . . . . . . . 3 2
Sy s ge n. . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 3
UC C E L . . . . . . . . . . . . . . . . . . . . . . . . . . . I1
69,91,95
U.S. Leasing
. .v.e. .... .. ....... .. ..... . . . . . . . 3 8
Wa lk e r Inte.r.a.c. ti
.

Aardvark /McGraw -Hill recently released updated versions of its tax and financial planning programs to incorporate changes resulting from the Tax
Reform Act of 1984. Version 3.3 of Professional Tax Planner includes the new
income averaging calculation; deletes
ITC recap tu re fro m th e alt ern at ive
minimum tax calculation; increases the
limitations on charitable contributions
to private foundations, calculates the
carryover for these contributions, and
computes the tax credits in the new order. Estate Tax Planner, Version 3. 1, includes changes in the estate tax rate, to
incorporate the new law. Fixed Asset
Accounting, Version 1.2, includes the
tax freeze on used ITC property and
first -year expensing; recovery period
changes for real property, including
earnings, profits, and tax preference depreciation. For furt her info rmation,
contact Robert M. Guilbert, Jr., Milwaukee, Wis. at (414) 225 -7500.

busin esses to become famil iar with
MAI's software and recommend it to
their clients. The program is supposed
to allow professionals to become conversant on one accou nting soft ware
package, and demonstrate the software
to clients in private. By focusing on a
single, well- integrated software package, the consultant or certified public
accountant can install the system in clients' businesses and not have to learn a
number of different accounting systems.
For further information, contact Joan
Levison, Santa Clara, Calif. at (408)
980 -9250.

.

Telentry Systems, Inc. has introduced a
data communication service network,
dataDRIVER, designed to facilitate information delivery between previously
incompatible word processors and personal computers. It is said to be designed to meet the current and future
document - interchange needs of business. The service network will, reportedly, be able to transfer a document
through telephone lines, with word processor codes intact, so that it can be received in the new word processor code
for editing and revision. Telentry installs basic hardware at each subscriber
site, and is said to be able to score documents of up to 1,000 pages long; encode
and decode them; and support this function with an error detection and correction process. Training, maintenance,
and system upgrading are performed at
no extra charge. For more information,
contact Thomas W. Campo, New York,
N.Y. at (212) 986 -6100.

Donna Marks, Editor
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SUE

TRADE UP TO GOLD AND CUT YOUR COST.
NAA m e m b e rs ge t a lin e o f cr ed it fro m $ 5,0 00 to as high
as $15,00 0, with y o u r ch o ice o f a Pr em ier Visa I' o r G o ld
Ma st er C ar d a ac c o u n t f r o m Be n e f ic ia l N a t io n a l Ba n k
(U. S. A. ). P lu s t h e se s p ec ia l co st -cu t t in g f e a t u r e s :
A p r e f e r r e d i n t e r e s t r a t e . 17,52% or 4 %, above prime,
whichever is h igh er.
No inter est ch a rge o n p u rch as es —wh e n y o u p ay y our
balance in full each mon th.
Re du c ed a n n u al fe e f o r N A A m e m b e rs . O n ly $ 25 —
half the cost o f co mparab le p rem ium accoun ts.

Free Money Management Checks. Access your entire line
of credit, conveniently, privately.
Free Air/ travel Accident Insurance. $250,000 with your
Gold MasterCard or $150,000 with your Premier Visa card.
For those with a total annual income of $30,000 or more, this is a
solid package of purchasing and borrowing privileges — at a
reduced price for NAA members. Send us your application
to&a , —let Beneficial cut your costs, as we add to your
financial convenience!

PREMIUM CARD ACCOUNT APPLICATION
FOR MEMBERS OF THE NATIONAL ASSOCIATION OF ACCOUNTANTS
Yes, as a Member of the National Association of
Accountants, I want to receive a: (select only one, please)
Beneficial Go ld MasterCard account Including a credit line
of up to $15,000
B eneficial Premier Visa account Including a credit line
of up to $15,000
Please provide all information requested. Incomplete
applicatio ns must be rejected.

FINANCIAL REFERENCES
Bank name — Savings

_ Balance $

Bank name—Checking- Other Credit Cards—E] Amex

_ B alance $
M asterCard

Visa

Other, including money market f unds. etc. Balance $—
Estimated total debt (excluding home mo rtgage) $ —.

Name

I agree to be bound by the Beneficial National B ank (U.S.A.)
Cardho lder Agreement and Disclosure S tatement that will be
mailed to me along with my Gold MasterCard or Premier Visa
card. I understand that If my total household Income is less than
$30,000 1 will be Issued a regular MasterCard or Visa card. This
application Is no t for a company account.
I'm interested in credit life insurance. S end details

Home Address
City

State

Zip

Previous Address
(if at new address less than 3 years)
Home Telephone (

)

Office(

My Social Security Number is

)

Birth Date

Applicant's Signature

Date

Co- Applicant's Name (please print)

Employer's name and address

Co- Applicant's Employer
Years there

Position

Co- Applicant's Annual Income $

Current annual income (gross) $

Co- Applicant's Signature

Re nt

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

Own H o me

Monthly rent /mortgage payment $
Dale purchased

Purchase Price $
Membe r F D IC

Date

T o c ov er th e ad mi n is tr at i ve c os ts of a rr a ng in g a n at io na l p ro gr am, t he A ss o ci at io n
re ce iv es a smal l l ee . T h is of fe r sh o ul d no t b e co ns tr u ed a s an en do rs eme nt b y th e
As so c ia t io n o f t h e l en d er or a n y o th e r p ro d uc t s o r s er vi c es in c lu d ed in th e G r ou p
Di s c o un t P ro g r a m
0 1

Beneficial National Bank(U.SA)

Th e A n n u a l Pe r c e n t a g e R a t e f o r p u r c h a s e s a n d c a s h a d v a n c e s 1 s

variable. and will be the higher of 17 52 %or4%above the "Prime Rate' There is a minimum Imance

charge of $ 50m any billing period in which a finance charge is due OI course. no inleresl will be charged for purchases which first appear on your most current billing
statement if payment in full of the new balance is received by the payment due date
4005 -10

Yours free
0

This valuable booklet contains many practical
tips —some will almost certainly improve productivity in your company. It's published by Robert Half;
the world's largest recruiting service specializing
in financial, accounting and data
processing professionals.

To get your copy, contact any of the 80 Robert
Half offices on three continents. Or, write on your
company letterhead to: Robert Half International Inc.,
PO Box 4157 New York, NY 10163.

URQBERT

NRLFO

accounting, financial and edp personnel specialists
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