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Now. Unsecured credit lines to $25,000

from the privacy of your office.

As a member of the National Association of Accountants, you are eligible
to apply for a line of credit up to
$25,000 ... on your signature alone. No
collateral is necessary. No endorsers.
No co-signers. And, most importantly,
no hassles.
• Credit lines available 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 unique feature makes borrowing
unusually convenient and guarantees
privacy. There are no personal meetings and no complicated procedures. The few necessary steps are
made by you in the privacy of your
home or office.
• Your sign atu re 1s the on ly co llateral
required. There's no need to tie up
any of your assets.
• The convenience of a revolving
credit line. Once your credit line is
approved, it only takes a phone call to
activate your credit —a check is mailed
immediately. If you want additional
funds the next month ... or the next
day... just call and your money will be
in the mail.

• No fees. No prepayment penalties.
There is no charge to establish your
credit line, no loan processing fees,
and no prepayment penalties. Once
you activate your line, you pay interest
only on the amount you actually use.
• Satisfaction guaranteed. There's no
risk. If you activate your credit line and
are not completely satisfied, return the
money within 30 days and there's
absolutely no cost to you.

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 Program.
You'll find It easy to apply for
your line of credit. lust fIII out the
coupon below and mail It today. By
return m ail you 'll receive a one -page
application. It's that simple.

5

SECVRM PACT C

This special program is administered
by Security Pacific Executive /Professional

E,tlddN

Services in Aurora, Colorado —a national
leader in providing mail loans with a
history dating back to 1905. In California,
the program is handled by The Banker's
Investment Company.

Both Security Pacific Executive/
Professional Services and The Banker's
Investment Company have the experience and financial strength to serve the
membership. They are subsidiaries of
Security Pacific Corporation, the nation's
seventh largest bank - holding company with
assets over $46 billion. Both institutions
are equal opportunity lenders and
approval of all credit lines, regardless

of amount, is subject to their normal
credit polices.
To cover the administrative costs of
arranging a national program, the
Association receives a small fee. The
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*2 out of 3
executives agree:
Specialized temporary
personnel services
do a better job.
Quite simply, Accountemps is the best —when it comes to providing
skilled accountants, bookkeepers and data processing professionals. All of our
employees are specialists. And most executives agree: specialists do a better job.
One of the reasons our employees do a better job is they are slightly
over - qualified —which means they get the job done faster and more accurately
—and that's cost - effective.
And there's something else that's important to you. At Accountemps,
your contact is with an experienced assignment manager —a specialist at
selecting just the right temporary accountant, bookkeeper or edp professional
to match your precise requirements.
On the other hand, when you deal with most temporary services, your
only contact is with a dispatcher, whose job it is to send out temporary help for
a hundred different occupations —from file clerks to laborers.
Find out today why 2 out of 3 executives agree that a specialized
temporary service does a better job.
Contact an Accountemps assignment manager at any of our offices
on three continents.
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GAO: Uncle Sam's Auditor

22

By Kathy Williams
Since its inception in 1921 as a federal budget watchdog, the General Accounting Office
has evolved into an evaluator of all government programs and systems. Under the leadership of Comptroller General Charles A. Bowsher, a former partner with Arthur Andersen &
Co., its latest and most comprehensive project is restructuring the government's financial
management system. If adopted, the new system would feature uniform accounting principles and standards and would show clearly what government services and programs cost
and why.

High
Tech

Investments

Accounting for the Factory of the Future

34

By David M. Dilts and Grant W. Russell
The implications of the automated factory or Flexible Manufacturing Systems (FMS) are
not yet fully understood by controllers and management accountants. But this new technology will force them to change their techniques to ensure that financial accountability will
be present in the "Factories of the Future.''

Accounting for Commodity Futures

42

By Ted Siebers
If you ever wanted to make a plunge into the commodity futures market, here is a refresher
course on just what the risks and rewards are. The ramifications of the FASB standard,
"Accounting for Futures Contracts," also are explored.

Annual
Conference

Staying on Top of New Trends: St. Louis '85

48

By Donna Marks
MSA's dynamic CEO John P. Imlay, Jr. will be a key guest speaker at the Annual Conference, June 23 -26.

Cost

Companies Are not Using FAS 33 Data

51

By Kenneth Rosenzweig
This survey of controllers of companies subject to FAS 33, "Financial Reporting and
Changing Prices," shows that most are not using the data internally, contrary to assertions
by other research studies. There are, however, a number of significant characteristics associated with companies that do use the information internally.

How Variable Costing Is Used in Pricing Decisions

58

By Thomas M. Bruegelmann, Gaile A. Haessly, Claire P. Wolfangel, and Michael Schiff
"Strictly confidential" is usually how a company classifies information about its pricing
practices. But in a recent NAA- sponsored survey, manufacturing executives revealed how
and why they use the variable costing approach when making strategic pricing decisions.

Law

Caution: RICO Can Hurt You

62

By Chris Monical
Congress meant RICO to be used to keep organized crime from infiltrating legitimate businesses. Unfortunately, the same companies Congress set out to protect are finding themselves the target of lawsuits under this anti - racketeering act.
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A Simple W ay to Account for Loss Reserves for Loan Receivables 66
By William T . Geurts
A ltho ugh generally accepted acco unting principles require the establishment o f lo ss reserv es, they lea ve t he m etho d o f co m puta tio n to the acc o unt ants inv o lve d. W hen o ne
bank senio r VP and contro ller was asked to re- evaluate loss reserves on a lo an po rtf olio ,
he f o und that traditio nal metho do lo gy did no t pro duce the desired results, so he devised
his own system —one that is relatively easy to use and that works.
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Leaders Energize the Talented
There are moments in our shared national experience when a single
phrase captures an insight that is so basic we wonder why we ever
lost track of it. It was just such a moment when U.S. Representative
Jack Kemp stood in front of the Republican Convention in Dallas and said:
"What a difference a leader makes!"
The audience responded with a burst
of applause: It was a shared perception
and all recognized the innate truth.
Countries, profit- making companies —or
any organization as a matter of fact —
can drift for years. Finally, when a leader
does arise by appointment, election, or
the natural course of succession, the difference is startling.
Events begin moving-, the mood is upbeat. A leader, in effect, has turned on the "current." The organization and the people who make it work have been energized. And
that is one of the secrets of successful leaders: They know how to
energize the talented.
Releasing the energies of the creative and talented is like turning
on the afterburner in a jet plane. Suddenly there is a perceptible
boost in power, which translates into increased productivity.
A leader causes sparks to fly and often those sparks light a fire in
an organization. Obviously, that's what has been going on in this
country. The model is there for each of us to follow in his or her own
organization.
We must assume that there is untapped potential of almost infinite depth in the people of any organization. It is the job of the true
leader to energize that potential, release the energies, and thus fulfill the objectives of the organization.
How do you as an association leader —or as a business leader —
release that potential? First, it is important when the job has been
spelled out to give those assigned the widest possible latitude in
carrying it out. Creativity cannot be reduced to principles, rules or
procedures. It is formless, almost undefinable but we know it exists
as we look around at the major achievements in our economy today— particularly in the high tech area.
Be objective. Often there is no one "right" way to do a job and
tunnel thinking can inhibit optimum solutions. Encourage innovation:
it may never have been done this way before but that doesn't mean
it can't be done this way, this time. An open mind is absolutely essential for the development of new ideas. Give your team members
free rein to carry out the responsibilities of the task, encourage
them to succeed, and stand back and be prepared to cheer them
on.
Remember: the best leadership is the development of leadership
in others,
HERBERT SEIFFERT
NAA President, 1984 -85
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End the year-end crunch.
Introducing FAS M," the powerful microcomputer software tool created for the

corporate controller, the financial analyst and the internal auditor who w)uld like to put an
end to the year -end crunch.
FAST!C is the corporate version of FAST!,TM the popular field audit system used by
accounting firms of every size.

FAST!C converts labor- intensive clerical and mathematical procedures into completely

automated hinctiorL& It prodttces automated fuiancial,tax and analytical rieviewwrxkpapers
and reports to make things easier on you and your external auditor. What used to take hours
can be done and re -done in minutes,
Of axm,FAST!C is flexible. It interlitces with 10TU5,1 Symp ho ny' Rmrmtrk' and
Send literature
Have a representative call dl3r v .TM Its also o4mri lable.You
can choose from an assortment
of options including Statistical
Na me Sampling,Time Contr6l, ConfirCompany
Title
Address
City
Zip

mation and Consolidation.
FAST!C comes standard with
valuable features like TenKey'm a

State
Phone

Mail to: Financial Audit Systems
3801 WdIw For e s t Road,Suite 204
Raleigh, NC 27609 (919) 876 -5033

FAST! C-3

MA 4 /8 5
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built in calculator and FAST! TYPE WRITER,' an easy -to -use word
processing system. And one final
feature you're sure to like. A PRICE
TAG UNDER $ 1000.
Circle number 5 on reply card.
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Opinion
Robert L. Shultis, Executive Director

Conceptual Framework—
Federal Government Style
Elsewhere in this issue of MANAGEMENT ACCOUNTING you will find a feature article on the
work of the U.S. General Accounting Office and
its head, Comptroller General Charles A.
Bowsher. The article is based on a long interview with Mr. Bowsher and on considerable
background material the GAO supplied NAA.
One of the documents that NAA received
was a draft titled "Managing the Cost of Government— Building an Effective Financial Management Structure." There were two volumes,
the first called "Major Issues" and the second
"Conceptual Framework." Each of them was
an excellent piece of work — clearly and concisely written and almost a primer on management accounting and control. My use of the
term "primer" in no way implies that the material is first - gradish but rather that it covers the
basic principles of management accounting
and control as adapted to governmental entities in clear, understandable English —far more
readable than the typical communication from
Washington.
The basic thrust of these GAO reports is that
the federal government should— must —adopt
the basic management reporting principles long
used by business to control costs and to report
on fiduciary responsibilities. How long would we
as management accountants last, for example,
if we budgeted costs one way —say, by programs or projects —but prepared our accounting and financial reports by categories of expense, such as travel or personnel? No wonder
our annual federal budget is approaching $1
trillion, and seemingly out of control.
The benefits cited for the new system are
those we have come to expect from any good
financial information system and include, but
are not limited to, .. .
... the ability to compare planned with actual
costs.
... the ability to measure the input of cost
and the output of performance.
... the ability to compare costs of similar operations across the government.

6

... greater assurance that financial transactions are not artificially moved from one fiscal
year to another_
An example of what happens under the current accounting and budgeting system (I use
the term loosely) is an incident involving the
Navy F /A -18 fighter plane. According to the
GAO report, "the Navy used budgetary practices that obscured from Congress a $310 million cost increase. Funds provided for support
equipment were used to pay for the plane itself.
The Navy then asked Congress again for the
money for support equipment. In effect, the
Navy budgeted the same support equipment
twice. Good project reports on planned versus
actual costs and accomplishments would have
revealed the overrun much earlier."
No citizen, and certainly no management accountant among the citizenry, would dispute
the need for improved financial and budgetary
controls throughout the federal government
and particularly within the Department of Defense. However, implementing the proposal —
even starting to implement the proposal —is going to be difficult.
The January 23 issue of the Washington Post
carried a story headlined "GAO and OMB at
Odds on Accounting for U.S." The article stated that the GAO had received more than 200
letters from various agencies which were generally supportive of the proposal. But, according to the Post, "there was one major exception: OMB. S t oc km an (d irect or of O MB )
returned the harshest comments, contending
that the GAO proposal would overemphasize
`accrual accounting,' that is, the accounting
system in which a company's expenses are recorded when they are incurred, not when the
checks are written."
I've seen the letter dated October 17, 1984,
which Mr. Stockman wrote to the GAO and also
Mr. Bowsher's reply. While Mr. Stockman does
discuss the "accrual" issue, with which accountants cannot be particularly sympathetic,
and levels some other criticisms as well, it
seems to me his main points are twofold: One:
there are some unanswered questions in the
GAO proposal and, therefore, any implementation should wait until all of them have been resolved and, Two: this is OMB turf and the GAO
should keep off.
Mr. Bowsher's reply dated November 14 effectively answers the criticisms. No changes of
this magnitude will ever have all the "i's" dotted or "t's" crossed at implementation time.
The perfect system doesn't exist, and improvements come with practice and use. With regard
to the turf problem, Mr. Bowsher cites legisla► ► 74
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WHAT DO YOU FIGURE ?

Whatever you figure. . . figure on a SWINTEC
SWINTEC electronic calculators are designed to make life easier for people who work with figures
day in and day out. They have large, comfortably contoured buttons and exceptionally easy -to -read
displays. . . and they are ruggedly built for reliable performance under the heaviest workload.

swintec

SWINTEC makes a complete line of full- featured
electronic calculators, including display /print
and display only models. However you figure
it, there's a SWINTEC calculator that's made
for you. For the name of the SWINTEC dealer
nearest you, call us toll -free at 800 225 -0867
(in New Jersey call 201 935 - 0115).

CORPORATION
23 Poplar Street, P.O. Box 421
East Rutherford, NJ 07073 201 935 -0115
Outside New Jersey, call toll -free 800 225 -0867
Circle num ber 6 on reply cord

Taxes
Israel Blumenfrucht
and Jerold M. Weiss, Editors

Home Office Deduction Expanded
In general, a taxpayer cannot deduct expenses
attributable to an office at home unless the office is used exclusively and on a regular basis
as the principal place of business or as a place
of business that is used by the taxpayer to
meet patients, clients or customers. Employees
must meet an additional test: the use of the
home office must be "for the convenience of
the employer" as opposed to being merely appropriate and helpful.
Congress attempted to eliminate the abuses
associated with the deduction of home office
expenses by enacting new Section 280A into
the Code which requires a taxpayer to satisfy
strict requirements before being enabled to deduct home office expenses. The rulings in two
recent court cases may, however, increase the
availability of deducting home office expenses.
In the first case (Feldman v. Commissioner
84 TC No. 1), the taxpayer successfully avoided having to satisfy these requirements by setting up a rental agreement with his company.
Ira Feldman was an employee, director, and
shareholder in a public accounting firm. He had
administrative duties in addition to his client responsibilities and was required and expected to
do a substantial amount of work at home. The
company, at Mr. Feldman's urging, agreed to
rent an office in his home that was to be used
on a regular basis exclusively for company
business. The company also rented a space in
Mr. Feldman's garage for the car he often used
for business. A formal lease agreement was
drawn up by Mr. Feldman in which the firm paid
him $5,400 -a -year rent. Mr. Feldman claimed
$2,975 in deductions as attributable to the production of the rental income.
Mr. Feldman based his deduction on the tax
law which permits a taxpayer to deduct expenses attributable to the rental portion of a
home without having to satisfy the stricter requirements for a home office deduction.
The IRS disallowed the deduction contending "that the rental arrangement here is an artifice arranged to disguise compensation as rent8

al income in order to enable the taxpayer to
avoid the strict requirements ... for deducting
home office expenses." In supporting its position that the rental agreement "existed on paper only" and served no real business purpose,
the IRS pointed to the following: the high rent in
comparison to the fair market value of comparable office space ($5,400 as opposed to a
FMV of $3,120); the close relationship of the
parties involved; and Mr. Feldman's intimate
knowledge of the literal requirements of the tax
law.
While the Tax Court agreed that Mr. Feldman
and his employer had dealt at less than arm's
length, it nevertheless concluded that the facts
of the case evidenced a strong buisness necessity for providing an office space outside of
company headquarters. The court stated:
Although it may have been [Mr. Feld man's] idea to locate the office in his
home, and he may have had both enough
influence in the company to effectuate his
idea and an understanding of the requirements of the Internal Revenue Code, we
nevertheless concluded that the rental arrangement was bona fide. The company
had a business necessity in providing
[Feldman] with office space outside of
company headquarters that was comfortable and convenient for [him]. The most
logical spot for that office was [his] home_
The fact that the location of the office was
convenient for [Feldman] does not override the business purpose.
Accordingly, the Tax Court allowed Mr. Feldman to deduct the expenses attributable to the
rental income of his home. However, it determined that the rental income he received was
excessive. This is significant because the
amount of expenses that may be deducted for
the rental of a home is limited, and in no event
can result in a net rental loss as an offset
against other gross income.
Three judges joined in dissenting. They noted that the effect of this ruling "is to convert
the rental use exception ... into 'the great
override,' which would permit taxpayers to circumvent all of the carefully crafted limitations
of the exception for business use."
Home Office Expenses Allowed for Professor
In another case (Weissman v. Commissioner
AFTR2d 85 -539), the Court of Appeals for the
Second Circuit reversed the Tax Court and held
that a college professor could deduct the expenses of a home office used exclusively to do
► ► 75
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standard refers is the obligation to disclose and
not the obligation to refrain from disclosing.
Assuming the authors wished to say that
sometimes one is ethically, if not legally, responsible to disclose confidential information, I
believe that Statement 1C does not foreclose
that option. The standards on Confidentiality
are intended to promote a respect for confidentiality and not to inhibit an appropriate reaction
to an apparent breach of ethics. Indeed, the
Louis Bisgay, Editor
very next article in the same issue, "The Controller Who Said No," demonstrates how the
standards on Integrity prompt a management
accountant to act in an ethically and professionally correct manner.
3. Finally, in addressing the portion of Statement 1C titled "Resolution of Ethical Conflict,"
Concerning NAA's Ethics Standard
the authors are critical of the Statement's recI read with interest the article, "Are Ethics Dan- ommendation that one step in the process of
gerous to Your Job ?" (Feb. '85), by Morgan, resolution is to discuss an ethical issue with
Soroosh, and Woelfel. Having been somewhat one's superior. The article points out that "one
involved in the development of Statement on does not resolve an ethical conflict by simply
Management Accounting No_ 1 C, Standards of reaching an agreement if what is agreed to is
Ethical Conduct for Management Accountants, ethically wrong," and that a conspiracy to "look
I am gratified that the authors believe the State- the other way" would seem to comply with the
ment "will serve a useful purpose for both words of the document. I do not interpret StateCMAs and controllers.'' There are several ment 1C as do the authors of the article. The
section on "Resolution of Ethical Conflict" propoints, however, I would like to address.
1. First I refer to the quotation cited above. A vides a recommended step -by -step approach
major portion of the article deals with a survey to dealing with an ethical problem, ultimately
made of two groups: CMAs and controllers. culminating, if necessary, with resignation from
The article discusses results of the survey in the organization and the submission of an inforterms of each group's responses. It seems an mative memorandum to an appropriate repreinappropriate dichotomy in view of the context sentative of the organization. There is nothing
in which management accountant is used by in Statement 1C, express or implied, that conthe NAA. SMA 1 B, "Objectives of Management spiracy to be unethical is acceptable behavior.
Accounting," states in the Preface that "ManThe authors recognize that the NAA is in the
agement accountants thus may have titles process of establishing a method to enforce
such as chief financial officer, vice president — the standards. New members must agree to
finance, controller, treasurer, budget analyst, abide by them. At the time this is being written,
cost analyst, and accountant, among others." the Ad Hoc Committee on Ethics Compliance
When Statement 1 C says that management ac- Implementation is working on a complete procountants should do or should not do some- gram designed to provide member support, apthing, it means all management accountants, propriate monitoring, and disciplinary procefrom the CFO to the entry -level accountant. du res. The p rogram would in clud e (a) a
Why then compare or contrast attitudes of requirement that all NAA members comply with
CMAs and controllers? Not only are the terms the code of ethics, (b) a standing national comnot mutually exclusive, but the NAA actively en- mittee responsible for monitoring compliance,
providing interpretations, and initiating disciplincourages all controllers to become CMAs.
2. The article says that "situations can arise ary actions, (c) an ethics appeal board to deal
when one might not be obligated legally to re- with formal charges against NAA members for
frain from disclosing confidential information noncompliance with the code of ethics, and (d)
but might be obligated ethically or professional- an educational program designed for implely to do so." The comment refers to the stan- mentation at the chapter level.
The authors are to be commended for tackdard that says management accountants
should "refrain from disclosing confidential in- ling a complex and important issue. My comformation acquired in the course of their work ments are intended only to clarify certain proviexcept when authorized, unless legally obligat- sions of SMA 1 C.
Louis Bisgay, Editor
ed to do so." The legal obligation to which the

Management
Accounting
Practices

10

MANAGEMENT ACCOUNTING /APRIL 1985

❑ O e

7

GOD ❑
SALE
USETAXES

/ 0 7

4
O�

l <Ci

- A-

S u.x 7

1 r i r i Y . H. 1ljEiry466� 0^s

Only from
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Prentice-Hall's Guide to
Sales & Use Taxes
Covers all states, the District of Columbia
and m ajo r cities. This u niq ue h and bo ok
provid es straigh tforward answers and
guid ance. It will tell y ou:
•❑Ex actly ❑wh at❑tran saction s❑are❑taxable
•❑Und er❑what❑co nd ition s❑th e❑seller
is exempt
•❑Wh eth er❑you ❑mu st❑file❑reports❑to❑the
states where the o rd er cam e from when and where th ey are filed
•❑How❑the❑seller❑can❑get❑credit❑for❑sales
and use taxes paid to oth er states
•❑When❑and ❑where❑to ❑file❑for❑a❑refu nd
•❑How❑th e❑seller❑h an dles❑bad ❑d ebts,
losses, cash and trad e disco unts,
returns, replacem en ts, trade -ins,
refun ds, repossessions and more
And, special coverage is given to Retail,
Man ufactu rin g, Foo d Processing an d the
Restau rant Business, Constru ction , the
Service Industry, and Hi -Tech Firms.

700 p ag es

of the solid
f acts you
need to
reduce the
chances of
unnecessary
expense,

trouble and
penalties •

Prentice-Hall's Guide to
Sales & Use Taxes
is also • Current - reflecting all changes
to date of publication D e c e mb e r ' 8 4

•❑Organized❑-❑on❑a❑state❑by
state form at
•❑Indexed❑-❑for❑fast,❑easy❑research
•❑Comprehensive❑-❑with❑quick-❑reference
charts and calendars that bring
important data and reminders together
in one place
•❑Handy-❑7"❑x❑10"❑size❑is❑practical
for office, hom e and travel use
PLUS, Prentice - Hall's exclusive
uniform paragraph num bering system
lets you com pare taxes in different
states at the flip of a page.
Fill out the coupon below
and send it to Prentice-Hall, Inc.

P r e n t ic e-Ha ll, In c ., In fo rm a tio n Se rv ic e s Divis io n , 240 Fr is c h Co ur t , Pa r am u s, N J 07652
---------------------------------------------------------------------- - - - - -SPECIAL NAA
10 % DISCOUNT
PRICES
1 -4 copies . .
5 - 9 copies , .
10 -24 c opie s
25 - 49 c o pi e s

. . . . . . . . $19.75 each
, . . . . . . . . 18. 9 0 e a c h
... ... ... 18. 00each
.. . . . . .. . 17. 10eac h

Please send me
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wh ere applicable.
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Management
Information
Systems
James E. Gauntt
and Grover L. Porter, Editors

Allocating MIS Costs

will

The MIS department in most companies is a
service department, separate from line responsibilities. Because the nature of the services
provided are administrative rather than manufacturing, many companies do not allocate the
MIS costs to user organizations. Allocation of
costs, however, is an important management
tool of larger companies, offering the potential
for control over the performance of MIS departments, and, more subtly, over the use of MIS by
the user departments.
There are many approaches to the allocation
of service department costs. The allocation
may be based on some "ability -to- bear" criteria, such as total revenues or total costs; it may
be based on an attempt to spread all MIS costs
over potential users in some fashion through an
intricate "charging algorithm;" or the allocation
may actually serve as a tool for user management in exercising control over MIS costs.
The typical "allocation life cycle" for MIS
costs starts with a decision to encourage users
to initiate MIS activity at little or no cost to
themselves. This takes place through a decision not to allocate MIS costs at all, or, to allocate MIS costs to user departments as an
"overhead" item not directly related to use. In
most companies, this phase of allocation results in the rapid penetration of MIS into areas
of the companies where users are not threatened, and where user management sees the
potential to reduce costs for which they are accountable. In this environment, MIS management often uses some measure of internal profitability as a project selection tool. However,
not be held directly responsible
users who
for their MIS costs become adept at estimating
"intangible" benefits to assure their receiving
priority service from MIS. This strategy does
not ensu re the most efficient use of MIS
resources.
12

Many companies have formed "steering"
committees to work with MIS management in
establishing priorities among the functional areas of the firm, This is at best only a short-term
solution, however, because the failure to address the central question of "true" organizational b enefit s resu lt s in org aniz at ion al
stresses.
The next level of solution to the allocation
problem becomes one of allocating all MIS
costs to user organizations. The MIS budget
and elaborate formulas are developed (usually
by MIS personnel) to assure that all MIS costs
will find a home in some friendly user's budget
report. These "charging algorithms," based on
actual usage of MIS resources, are always
complicated and usually bear only a remote relation to the actual use of scarce resources.
The resulting figures are unauditable by the
user and are usually uncontrollable. They result
in a feeling of discontent, but no satisfaction is
possible. In some cases, user departments
have, at least nominally, the option of going
outside the company for service if costs can be
reduced. However, this is an extreme step with
political implications that can be unpleasant for
those concerned.
The allocation question can be addressed directly, however, if the companies return to the
basic principles of allocation: establish flexible
budgets for service departments based on a
meaningful activity ievel; allocate fixed costs
not according to actual usage but on the capacity requested by the user department; and
base the allocation for actual usage of services
on the variable costs incurred for those services. Most MIS costs are fixed by contractual
agreement based on the level of capacity that
is "needed." MIS decisions to add computing
capacity based on user projections of needs
should be charged to those users who project
the need for that capacity. In the absence of
user needs, capacity increments should be
added only u n d er c arefu lly c on s id ered
circumstances.
Allocation of fixed costs based on the user
demands for capacity provide the user with a
tool for control over MIS costs by placing the
responsibility for those costs with the user. The
allocation of variable costs should be based on
actual services provided. In most companies,
true variable costs will be incurred based on
the activity in two areas: the operations department will incur variable costs based on the level of activity in "production" jobs; the systems
analysis and programming department will incur variable costs based on the level of development activity. Identifying the activity bases
► ► 74
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Letters
TO THE EDITOR
Give It a Test Drive
I agree, as suggested by Jeffrey Walker
in the section on Computers and Accounting (Nov. '84), that in selecting a
software system potential purchasers/
users should "Give it a test drive." But
I believe it should be stressed that before testing any particular system, the
purchaser /user needs to answer some
basic questions like, "What tasks [do I]
plan to accomplish with the software
and the operating environment—MiniC o mp u t er Wo rk s t at i o n s o r M ai n
Frame System ?" This could save time
and effort in determining which vendor's software should be considered for
testing and the preparation of the test itself. For example, the ability to transfer
or "down load" from a mainframe and
visa versa.
Be sure you know what you are looking for, because in the software business
it seems you may wind up paying for
something you think will do the job and
then have to pay mo re mon ey to
straighten it ou t t o d o t h e j ob yo u
thought it was supposed to do.
Frank M. Zappacosta
Washington Chapter
Alexandria, Va.
What's in a Name?
After reading "Are Ethics Dangerous to

Your Job," in the February issue, I am
a little confused. This article continually
stresses the distinction between Controllers and CMAs, but I am not sure
why there is a distinction.
I came to New York from Ontario,
Canada, a year ago to become controller
of a manufacturing company on Long
Island. I hold the Canadian Management Accounting designation "RIA,"
which is soon to be changed to CMA,
and I was very surprised to discover
that Management Accounting does not
hold the same respect in the U.S. as in
its sister nation.
The designation in Canada has been
given for 50 years and is certainly very
professional, but it seems that in the
U.S., CPAs corner the market on professionalism. Everything I strived for in
Canada seems to b e demeaned here,
with undue cause in my opinion. However, back to my original dilemma!
What is the difference between Controllers and CMAs? I am a controller
and a CMA. Is one higher than the other? I would be very grateful if you could
enlighten me.
Lesley E. Dolby, RIA
Controller
Doak Pharmacal Co.
Westbury, N. Y.
It is a false distinction. Any accountant,
including controllers, who passes the fivepart CMA examination and satisfies the
other requirements can receive the Certified Management Accountant designation. See MAP Column this issue for
more on this subject. Ed.

INSTANT FINANCIAL PICTURE!
Corporate Financial Simulation Model on your IBM PC, XT or AT
with Lotus 1 -2 -3, Multiplan, SuperCalc, VisiCalc or PeachCalc.
Also available on most PC /M & all Apple
systems. A $6,000 value for$295.

Bottom =- _= V
A F ina nc ial De c is io n S up p o r t S ys tem — b u d ge tin g,
p la nning , a na lys is , a nd five- ye ar fo rec as tin g.
Now us ed nationwide b y Peat, Marwick, Mitchell & Co
( "Big 8 " accounting firm)

For in fo rm atio n o r im m ed iate UPS C OD d e liver y call 1- 800- 828 -7257,
CA o nly 1-800 - 523 -7201 or 714- 476 -2842.
L.AR Systems, Inc. • 1300 Dove Street, Suite 105 • Newport Beach, CA 92660
on
MANAGEMENT ACCOUNTING /APRIL 1985

CostAccounting
andPayroll
Support
IBM PC.XTt`AT Bar Code
Data Collection System

Application
Collect attendance, labor and material cost
data quickly and accurately with the DCSI
Data Collection System. Bar code wanding stations allow workers to easily enter
data on:
• Direct/Indirect Labor
• Time/Attendance
• Production Counts
• Inventory Receipts and Issues
• Material Movement
The data is edited, stored, passed to your
host and is available for up -to -the minute
status inquiries. The data is processed
to reconcile laborto attendance time and
is prepared for your payroll, shop floor
control and inventory applications.

Bar Code
Bar Code provides a superior method for
collecting shop floor data. Easy -to -do
wanding is fast, accurate and readily
accepted by workers. Affordable wanding
stations can be placed near the workers to
minimize lines and unnecessary steps.

The System
DCSI supplies the complete system, takes
full responsibility and guarantees its
success. The best hardware by IBM,
INTERMEC, and PRINTRONIX can be
configured for up to 300 wanding stations.
The powerful DCSI software allows you to
define the transactions to be collected
without custom programming. Data is
passed to the host by on -line communication or batch file transfer.
DCSI will configure a system and assist
you in tailoring the software to meet your
specific needs. DCSI provides on -site
installation assistance and user training.
For more information on how you can
benefit from bar code data collection and
implement your system in weeks, call
or write:
AF "
G
Data Collection Systems" Inc.
6500 France Pvenue South
Minneapolis, Minnesota 55 1435
16121922 -59514
Circle number 10 on reply card.
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Computers
and
Accounting
Alfred M. King, Editor

facility of a spreadsheet program or a simple file manager."
"Where the client already assists in the
preparation of a substantial part of our
working papers, the use of a microcomputer may not result in significant direct
time savings."
Copies of the guide can be obtained from
Deloitte Haskins & Sells, 1114 Ave. of the
Americas, New York, N.Y. 10036.

Balancing Your Budget Automatically

The international accounting firm of Deloitte
Haskins & Sells recently published a brief 50page pamphlet on this topic which provides
some of the best coverage we have seen.
Chapters discuss software tools for auditing,
selecting microcomputer engagements and applications, potential microcomputer applications, and developing these applications.
The following quotations from the pamphlet
present a good sampling of the content and
approach:
"Large complex spreadsheet applications
have, proportionately, more problems
than do small, simple applications. Thus,
doubling the size of an application more
than doubles the potential for errors."
"Examples of audit applications that may
take advantage of this capability include
preparing accounts receivable confirmations, computing loan amortization schedules, and analyzing total interest expense
by recomputing the interest on each
loan."
"Complex graphics programs take several
hours to learn and require a color plotter
to produce presentation - quality graphics_
A sixpen color plotter currently costs between $1,500 and $2,000. Most graphics
software, however, can use dot matrix
prin ters t o p rod uce black and wh ite
graphics, which may be quite suitable for
most engagement uses."
"The time required to learn and use a
database program varies greatly. Simple
programs can be learned in several hours,
but the more complex programs can take
weeks to master, and require extensive
programming. Many audit applications
can be accomplished using the database
14
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Auditing with the Microcomputer:
A Practical Guide

If you were to ask accountants to name one of
their most unpleasant tasks, many would reply
balancing and consolidating budget worksheets. For each department, expenses must
be spread by month, added across, added
down, and cross footed. Then to provide an annual budget by months for the company means
summing all departmental budgets by expense
category and month -by- month. Finally, to make
sure the entire package balances, all intermediate worksheets must be in balance. A transposition in copying down any one of the numbers
will throw the entire budget package out of balance. Further, a change to any dollar amount,
whether revenue or expense, means refooting
all affected worksheets.
Now imagine a microcomputer -based software package that will undertake all this drudgery, and has the capacity to rearrange and reform at t h e d at a in an y way one wish es .
Suppose one wants to examine all departments with salary expense for of March. What
departments have travel expense for the year?
What happens if sales returns and allowances
are raised from 2% to 3 %? These questions
occur every day for budget analysts. A new microcomputer program, TM/ 1, has been developed to solve this problem. Even better, it has
the "normal" spreadsheet capabilities so that
budget data can be manipulated to answer the
typical "what -if" questions, and, at the same
time, the original data are either maintained or
updated as the user wishes.
In effect, the program has all the normal
spreadsheet capabilities, plus it can work readily with large masses of tabular data, adding, reformating, changing, and consolidating virtually
run on an IBM PC /XT
at will. The program
or COMPAQ computer. A training disk and
good documentation are provided to users.
This product, TM /1, appears to be one of the
most valuable pieces of software the practicing
management accountant can use.
For information, contact Sinper Corp., 14 W.
40th St., New York, N.Y. 10018.
E
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York, urged that CPA firms deriving at least half
of their revenues from auditing be required to
divest themselves of management consulting
and tax advisory services to avoid conflict of interest charges. Robert Chatov, associate professor of managerial economics and policy at
the State University of New York at Buffalo,
recommended that the SEC be required to take
over the "public function" of setting accounting
and auditing standards. In the second session
last month, SEC Chairman John S.R. Shad defended the agency's oversight of the public accounting profession, pointing out that alleged
audit failures amounted to less than 1 % of audits conducted each year. Philip B. Chenok,
American Institute of CPAs' president, defended auditors' management consulting services, noting that this practice often helped auditors to do a better job of auditing clients'
finances.

Data Sheet
Robert F. Randall, Editor

Accountants Need More Computer
Education, Say Controllers

Congress has again trained a spotlight on the
public accounting profession as Rep. John Dingell (D.- Mich.) opened a series of hearings in
February_ The chairman of the House Energy
and Commerce Subcommittee on Oversight
and Investigations scored the Securities & Exchange Commission for letting off large accounting firms involved in serious audit failures
with "mere wrist slaps." Abraham Briloff, professor of accountancy at City University of New
16

Increased competition for accounting and auditing services has put pressure on the Big 8
firms. Peat, Marwick, Mitchell & Co. has asked
about 5% of its 1,300 U.S. partners to leave the
firm this year as part of a cost - cutting program.
Other signs: the trend toward mergers and diversification moves, including Arthur Andersen's recent move into the appraisal market,
and Coopers & Lybrand's recent merger with
Gottfried Consultants, Inc., a management consulting firm specializing in technology planning.
Arthur Young has formed Arthur Young Business Systems to market microcomputer training courses as well as other business tools.

FASB Plans Software Hearing
The Financial Accounting Standards Board will
hold an important public hearing May 2 at the
Waldorf- Astoria Hotel in New York on accounting for computer software costs. Its decision
could affect millions of dollars on corporate financial statements. Basis for the hearing is the
Board's 1984 exposure draft, "Accounting for
the Costs of Computer Software to Be Sold,
Leased, or Otherwise Marketed."

Business /Accounting Briefs
A group of independent CPA firms has formed
an association called LINC (Licensed Independent Network of CPAs)_ Call LING President
Howard Safer, (615) 242 -7351 for information.
_ . Almost 40% of clients switching audit
firms in 1984 changed because of poor service,
❑
according to Public Accounting Report_
.

Rep. Dingell Probes CPAs

CPA Firms React to Competition

.

Entry-level management accountants should
possess some familiarity with computers and
computer -based systems, a majority of controllers concluded in a recent survey. More than
60% of those surveyed said entry -level accountants should have familiarity with such areas as small computer hardware, computer
software, electronic worksheets, internal controls within EDP systems, methods of auditing
EDP systems, and real -time, on -line systems.
More than 60% of the controllers also indicated that entry-level management accountants
should have some skill in system flowcharting,
document flowcharting, application of computers to quantitative analysis, operation of small
business computers, and data entry. In what areas of computer education do entry-level accountants lack sufficient skill and knowledge?
Of those controllers indicating weaknesses,
31 % said that recently hired entry -level accountants had little or no exposure to computerized systems, and 21 % said entry-level accountants are lacking sufficient knowledge and
skill in the application of computers to the processing of accounting information such as budgeting, cost analysis, forecasting, and quantitative analysis. The survey of 500 controllers,
which had a response rate of 38 %, was conducted by Adel M. Novin, Ph.D., and Ali A. Peyvandi, Ph.D., professors of accounting at California State University, Fresno.
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PARTNERSHIP/CORPORATION

TAX PREPARATION &PLANNING
SOFTWARE
K] and S- Corporate
Tax Preparation
Preparing K -1 Partnership, S -Corporate forms and quarterly tax estimates need no longer be a complex,
time - consuming job. VOLTS- III tax
software for microcomputers does it
all with unprecedented speed, ease,
and accuracy.

Sophisticated
1hx Planning Capabilities
With VOLTS- III, current year'alternatives can be studied and revised,
on the spot. Store up to nine different versions of each plan. VOLTS"
simplifies comparison of tax scenarios by generating planning
reports, for instant review.

All Forms Supported
VOLTS- III software supports the
1065,1120,1120S, D, F, K, K -1,
2220, 3468, 4136, 4255, 4562, 4626,
4684, 4797.4835. and 6252.

Easy to Use
VOLTS- III is so simple to use, you
can master it in as little as two
hours ... even if you've never used
a computer before.

With VOLTS, you'll work the way
you ordinarily do ... only faster.
All written documentation is clear
and well- organized.

Accuracy
Reliability;
They're nd
Automatic.
VOLTS" III automatically selects
and completes all relevant forms,
quickly and accurately. Opportunities for human error are substantially reduced.

VOLTS- Flexibility
Can't Be Beat.
VOLTS' III operates on the DEC
Rainbow; IBM PC; and most other
IBM - compatible microcomputers,
adapting easily for multi -user
installations. All printing methods
are supported, including the
Hewlett- Packard LaserJet.

VOLTS""No Risk"
Money Back Guarantee.
Every VOLTS" system carries our
"No Risk" Guarantee. If you're not
fully satisfied within 30 days, simply return the package for a full
refund.

Three Packages,
Priced Right for Your Needs.
Complete VOLTS "federal packages
come in three levels. VOLTS "III
(Partnership /Corporate), for only
$1,000. VOLTS- I (Individual), just
$500. And VOLTS-11 (Professional),
only $1500. Selected state packages
are also available. To order by phone,
or for more information, call:
TOLL -FREE 1(800) 223 -8385.
In California 1(800) 874 -9806.

Professional Support
You Can Count On.
VOLTS "III was designed by leading
tax professionals and software engineers. A toll -free Hotline stands by
to provide assistance with special
problems.

VOLTS
TAX PREPARATION AND

PLANNING

HANOVER SOFTWARE SYSTEMS
1344 East Katella Avenue
Anaheim, CA 92805
Circle number 12 on reply card.

Small
Business
Kathy Williams, Editor

Which Computer Should I Choose?
With the glut of computer hardware and software now on the market, many potential customers are having a difficult time deciding on
the right system for their particular use. To help
business people make their decisions, the University of California Extension's Independent
Study Department is offering a correspondence
course on "Choosing and Using Small Business Computers." Designed for business people who are setting up their first computer system or replacing an existing one, the course
analyzes the advantages and pitfalls of computerization and provides guidelines on selecting, acquiring, and installing an efficient and
cost - effective system. Some of the course topics are choosing between an in -house system
and outside services, leasing or purchasing
equipment, getting the right software, and upgrading a system as more advanced products
appear. Other computer - related courses available include computer bookkeeping, business
computer systems and applications, data processing concepts, and the BASIC, COBOL,
FORTRAN, and Pascal languages. For information, write to Independent Study, Dept. NS,
University of California Extension, Berkeley,
Calif. 94720, or call (415) 642 -4124.

Accountants Are the No. 1 Choice
When small business owners and managers
seek help in business planning, which they consider their top - priority need, they turn to accountants first. Second and third choices are
lawyers and business consultants. Eighty -six
percent of the 805 respondents in a nationwide
telephone survey preferred accountants' help,
and 80% said that a financial plan was an integral part of the business plan and cash management the most im portant component.
18

These were among the findings of a survey undertaken by the Institute of Constructive Capitalism at the University of Texas at Austin and
Safeguard Business Systems, Inc.
The survey was the fourth in a series on the
attitudes and opinions about issues facing owners and managers of small businesses. The
first survey uncovered the major issues; the
second focused on management needs; the
third, based on the other two, ranked management assistancd preferences and requested
educational needs; and the fourth probed specific areas of internal management identified in
the third report. Results of all surveys have
been presented to Congress and the Small
Business Administration and others influential
in small business policy making as well as government and business leaders.
Survey respondents also reported more confidence in the condition of the U.S. economy, in
their ability to obtain capital, and in an increased demand for their products. High taxes
remain a major concern, however. For information on the survey findings, contact Safeguard
Business Systems, Inc., 400 Maryland Drive,
Fort Washington, Pa. 19034, (215) 641 -5018.

Roadmap to Federal Assistance
Is Available
The fifth edition of the Handbook on Small
Business, a comprehensive guide to federal
government programs and services designed
to assist small businesses, is now available.
The book outlines all small business programs
that exist within cabinet -level departments and
federal agencies; provides information on each
program's purpose, organization, and qualification requirements; and tells where entrepreneurs can obtain information within their own
geographic regions. Individual chapters also
explain how each relevant department or agency serves small businesses. To obtain copies
of the handbook, request Stock No. 052 -07100680-0 from the Superintendent of Documents, U-S. Government Printing Office, Washington, D.C. 20402. To place a telephone order,
call the Order Desk at (202) 783 -3238. Price is
$7.

If You Haven't Responded
In the October 1984 column, Professors G.
Thomas Friedlob and Franklin J. Plewa, Jr., requested survey data from creditors and private
company owners or managers on the standards overload controversy, They would like
more data, so if you haven't responded yet,
there's still time.
C
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Introducing the most in- depth, practical, and useable GAAP reference...

GA"Paw Interp re tat ion and Application
'
by Patrick R. Delaney, Northern Illinois University,
James R. Adler, Checkers, Simon & Rosner.,

AS re v i e w e d

Blackman,
Kallick
& Co., LTD.
Barry
J. Epstein,
Wichita State
University
& Michael
F. Foran,
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day, more and more accountants are f
frustrated by FASB publications and existing
GAAP references that are either too long,
1
poorly organized, shallow, or lacking insightful
examples.
We at John Wiley & Sons understand your
concerns and frustrations — frustrations that can
waste valuable time as well as making your job
more difficult. The result: GAAP: Interpretation and
Application.
Finally. A working reference, not a theoretica
treatise.
Years in preparation, it represents the most thorough. and practice- oriented reference of all broadly
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generally
accepted accounting
set
forth in the
pronouncements
of the FASBprinciples
as well as its ,
predecessors.
Here in one unified source are all the original pronouncements having general applicability, explanations of
all relevant terminology, and examples that let you put theory
into practice — every working day.
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Ona Golden, CPA EXAMINATION REVIEW, John Wiley & Sons, Inc., P.O. Box 886, DeKalb, Illinois 60115.
Please send me .__ copies of GAAP: Interpretation and Application at the regular price of $24.95, plus tax,
SPECIAL ANNUAL SUBSCRIPTION
ALSO, send me on an annual basis all new volumes as they are published.
NOTE: For bulk orders (5 or more copies), please contact Ona Golden at 815 - 756 -8486.
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The annual salaries of the respondents do not appear to correlate with
microcomputer usage, but a large
percentage having annual salaries exceeding $100,000 use their microcomputers daily (69 %):

NAA
Research

Annual salary

Suzanne G. Connors

Under $15,000
$15,001 -$ 25,000
$25,001 -$ 35,000
$35,001 -$ 50,000
$50,001 -$ 75,000
$75,0014100,000
Over $100,000

Microcomputer Usage Increasing Among Middle Managers

In December 1984, we sent a survey
to a random sample of 2,000 NAA
members, all holding middle management p os it ion s. This s urvey ad dressed the issue of microcomputer
usage, with particular attention to
middle management's actual "hands
on" experience with microcomputers.
The results indicated that 85% of the
members sampled use microcomputers. Of those, 47% hold middle management positions and use their microcomputers on a regular basis,
while 53% of the middle managers
said their staff uses microcomputers
on a regular basis. The response rate
was 48 %. Som e of t he g en eral
results:
. 47% of the middle managers use
microcomputers on a regular basis.
But most average less than five
hours a week.
• Just under 50% of the middle managers are directly involved in the
purchasing decision for obtaining a
microcomputer.
• Just under 40% said they were not
planning on purchasing any additional microcomputers, either for
their home or office, in the next 12
months. Thirty percent were planning on purchasing one for their department in the next year. Of these,
half said they would purchase one
additional microcomputer; 20% two
additional microcomputers; and
21% more than two additional microcomputers for their department
within the next year.
• The top five applications: spreadsheets (71 %), budgeting (48 %),
business statistics and financial
20

analysis (47 %), word processing
(46 %), and financial planning and
modeling (40 %). Of the top five applications, word processing was the
only one primarily performed by the
middle manager's staff. The remaining four were performed by the
managers themselves.
A year and a half ago, when NAA
conducted a similar survey, 60% of
our members used microcomputers.
One and one half years later, 85%
use microcomputers.
Middle managers appear to spend
less time on microcomputers than
their staff: less than five hours a week
as opposed to more than 10 hours a
week. When asked to describe their
regular access to microcomputers,
35% said they had one in their department, which their staffs use on a
regular basis. Twenty percent said
they themselves used it on a regular
basis. Furthermore, 11 % had a microcomputer in their office designated
exclusively for their own use.
About 60% of the respondents indicated they have had a microcomputer
in their department for less than two
years. Middle managers were asked
how long they had been using their
microcomputer and 46% responded
less than two years also.
Younger middle managers personally used microcomputers daily, while
older middle managers tended not to:
Age
Under 25
25 -35
36 -45
46 -55
56 -65
over 65

Yes
72%
68%
66%
45%
29%
0

No
28%
32%
33%
55%
71%
100

Yes

No

43%
56%
62%
59%
57%
55%
69%

57%
44%
38%
41%
43%
45%
31%

Software Applications
The applications directly performed
by middle managers are: spreadsheets, general ledgers with financial
statements, budgeting, tax return calculations, business statistics and financial analysis, financial planning
and modeling, and graphics.
Some of the specific applications
the middle managers said their staffs
were responsible for were: word processing, accounts receivable, accounts payable, payroll and personnel
records, inventory control records,
database systems, and external data
base (using modems).
Demographics of the Sample
Most of the respondents held middle management positions, earning
between $35,000 and $50,000. Most
were employed in smaller companies
having annual sales under $50 million. Just under 60% said they had
fewer than 10 people in their department, of whom less than 40% used
the microcomputer.
It seems microcomputers have not
yet saturated the market. But management accountants are gradually
learning more about the benefits of
using them, especially for financial reporting, statistical analysis, record
keeping and administrative reporting.
Today many of the software packages are designed to meet the specific needs of middle management.
NAA believes that all levels of management will soon use microcomputers on a daily basis and eventually
they will become as common as telephones in the offices of all employees, at all levels of management in
most companies.
El
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in a series portraying America's most messU

At C.R. Anthony Company,
a $440 million Oklahoma City based retail soft goods chain, an
atmosphere of no-frills efficiency
prevails. Founded in 1922, the
chain was built to its total of
280 -plus stores in 21 states by
following a philosophy of strong
operational controls.

a, I ar corporate general ledger installations.

"Big Night" Power.

b�

Corporate
General Ledge r .
Because of the size of their
business, when C.R. Anthony
decided to automate their general
ledger, the search initially focused on
mainframe software. But, as Warren
Shreve, CPA and controller, reports,
"We quickly decided to go with a
microcomputer and with AMI
General Ledger and Financial
Reporting software. Frankly, we
couldn't find software at a reasonable price for our mainframe that
offered the ability to handle the size
and volume of accounts that the AMI
General Ledger can."
C.R. Anthony has over 7,000
accounts in its chart of accounts and
will process over 21,000 transactions
each month. With AMI General
Ledger they've reduced their staffing

Warren Shreve and Helen Lafferty find high -volume
transactions entry quick on AMI's General Ledger.

Lafferty, general ledger supervisor.
Additional staff are introduced to
the system with AMI video training
tapes. Operator- assists, as well as
the logical menu screen and input
formats, allowed smooth entry of
over 100,000 historical transactions.
According to Shreve, "Once you get
the source code set up it just lays it
out and you keep entering."
Shreve continues, "But the main
strong point about AMI's General
Ledger is the report writing feature —
the flexibility. We will be able to give
managers any type of report they
require."

requirements by over 50 percent from
the old manual system. 'Volume is
our key consideration," Shreve adds.
"With automatic allocations for insurance, taxes, etc., to each of the 280
stores we will save a lot of man - hours.
The same goes for standard journal
entries. They're all set up on the system and all you need to do is load in
In sum, C.R. Anthony is a big
the correct amount each month."
enough company to have had a wide
In addition to volume, ease in
choice in selecting General Ledger
training was a major factor in select- and Financial Reporting software —
ing AMI General Ledger software.
be it mainframe, minicomputer, or
Shreve reports, "With the micro
microcomputer. And they chose AMI
General Ledger we have all of the
features of mainframe software, but
it's so much simpler to use. You can
see what you're doing, rather than
submitting the data to some 'black
box.' Once I went through the basic
ACCO UNTA NTS
training, I could do the rest myself."
MIIC.ROS YS TE MS
Shreve attended AMI class in
l w
Dallas and then trained Helen
P.O. Box 50
IBM PC AT is a trademark of International Business Machines
Curlrorduori.

3633 136th Place S.E.
Bellevue, WA 98009

AMI is the world's leading supplier of Software for Professionals'" Offices of all of the "Big
Eight" accounting firm s have

installed AMI's DATAWRITE"
.

Client Accounting software. And
now that same power is available
on your in -house microcomputer

with DATAWRITE" Corporate
General Ledger.
DATAWRITE" Corporate
General Ledger packs the power
of a mainframe into your business microcomputer, including
the IBM PC -AT. You can enter data
in any order and set up unlimited
accounts and journals. AMI's flexible
account numbers and proprietary
Matrix Report Writer produce custom management reports not possible
with 'canned' general ledger
software.
The fam ily of AMI corporate products includes Fixed Asset Management, Financial Plan Link to Lotus
1 -2 -3 and other spreadsheets, and
Data Link" access to general
accounting software.
Local training and support are just
as vital as software excellence. So

AMI built the AMICS "nationwide
support network. AMICS is there to
help you with six regional education centers, local AMI representatives, video training tapes, user
guides and tutorials, advanced
seminars, newsletters and an
800- number hotline.

Get Ready to Grow.

Whatever your industry— retail,
banking, government, non - profit or
other —AMI software is right for you.
But don't take our word for it. Read
the complete stories of C.R. Anthony
Company and eight other AMI
DATAWRITE" Corporate General
Ledger users. Call or write today for
your information kit including a free
copy of "Profiles in Productivity."
Create an environment for growth
for your firm. Call now:

1- 800 - 426 -8201;
206 - 643 -2050, in Washington.
Circle number 13 on reply card.
12.3 is a trademark of Lotus Dk
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GAO:UNCLE
VER SINCE PRESIDENT REAGAN'S PRIVATE
Sector Survey on Cost Control released its staggering
conclusions that the federal government could save
$424.4 billion over three years, that there were 2,478
ways the government could save money, and that the
U.S. annual deficit would reach $1.966 trillion by the
year 2000, the American public has become even more aware
that somewhere, somehow, federal spending of its money has
gotten out of control. What the same American public may not
know, however, is that a nonpartisan government agency, the
General Acco unt ing Offi ce, is
equally dedicated to helping the
federal government improve its financial management and reporting systems, reduce its waste, and
become more efficient. In fact, it
has been offering advice on federal
programs and spending for years,
but only since the current Administration has popularized an ongoing concept of frugality in government
has
a concentrated
cooperative effort begun in this
area and the climate been right for a major systems overhaul.
Since its creation by Congress in 1921 to monitor the Presidential budget— making sure monies allocated for federal
programs were being spent properly —the GAO has undergone sweeping ch anges in scope. Comp trol ler General
Charles A. Bowsher, who heads the agency, describes the
GAO's evolution: "Originally we were a general accounting
office; we checked all the vouchers to make sure it was okay
to pay them, the bills you might say. After World War II,
MANAGEMENT ACCOUNTING /APRIL 1985

AUDITOR

when the size of the federal government got so large, we took
on our second role, as financial auditors. The Comptroller
General at the time, Lindsay Warren, did not make another
attempt to try to recreate the GAO as it was before World
War II but moved toward setting it up as a financial auditor
with the idea that the Executive Branch would do the acco un ti ng in t he fu tu re.. .. Wh en E lmer St aats came i n
[1966], he gave a push for reviewing programs —are they being run efficiently and how effective are they —in addition to
checking the financial area. That's where we are today."
Since Mr. Bowsher took charge
in 1981, the GAO's direction has
been shifti ng to incl ude an increased emphasis on proper accounting procedures, integrating
budgeting and accounting systems
so results can be measured against
plan s, and set tin g accou nti ng
standards for federal agencies.
The former partner with Arthur
Andersen & Co. (see page 29) is a
strong proponent of sound financial management and fiscal responsibility and sees few reasons why some private sector acco u n t i n g p ri n ci p l es can 't b e a p p l i ed t o go vern men t
accounting.
Aiding the Decision Makers
The main thrust of the GAO's work, in serving as the auditing arm of Congress, is to provide that body with as much
information and analysis as it needs on any subject so it can
make current decisions and carry out its legislative duties
P3

COMPTROLLER
OFTHEUNITED`

ance Practices Act on Women's Insurance Costs;
Chemical Warfare: Many Unanswered Questions;
and OPM's Revolving Fund Policy Should Be Clarified and Management Controls Strengthened.
Although 1 -2% of the reports are classified,
most become public. "Our reports become public
documents. Even if we do one for a committee, we
give that committee 30 days to do whatever it
wants —hold a hearing, review it, or anything like
that —but once the committee holds a press conference or holds a hearing where the reports become a public document based on committee actions, then we issue to anyone in the public, and if
the committee does nothing at the end of 30 days,
we is s u e t o t h e p u b li c. On e o f th e greates t
strengths of our work is that it becomes a public
document except in rare cases where there is a national security reason," Mr. Bowsher explains.
A Thorough Review Ensures Accuracy

properly. This information can take the form of
reports based on evaluation of various programs,
testimony before Congress or its committees, legal
opinions and comments on proposed legislation,
and informal discussions with congressional staff.
For example, during fiscal year 1984, the GAO
issued 634 reports, testified 145 times before congressional committees, and provided legal opinions and legislative interpretations 587 times. This
work was undertaken with a budget of $272 million and a staff of 5,000, one -half assigned to the
Washington, D.C., headquarters and 80 audit
sites in federal agencies, and the other half assigned to 15 regional offices throughout the mainland United States, one overseas U.S. office in Honolulu, and foreign offices in Frankfurt, West
Germany, and Panama City, Panama. The measurable benefits of that year's work were $5.2 billion in cost savings.
The GAO is perhaps best known for its reports,
published results of audits and evaluations of various programs under the jurisdiction of the federal
government. Issued at the rate of two or three per
day, these in -depth analyses cover such wide ranging topics as drug trafficking, deregulation of
the trucking industry, acid rain, and Social Security benefits to dependents. Sample titles include
Comparison of Estimates of Effects of Fair Insur24

Many of the program evaluations are initiated
from Congressional request, most often from committees that are investigating a particular subject
and want objective input. Mr. Bowsher says the
GAO staff usually initiates about half the ideas
and Congress about half. A team of specialists in
the requested subject area studies and compiles all
pertinent information on the issue, then releases
the results. "On the average, a team might run a
couple of people in Washington and, a couple of
people each from two or three regional offices.
Assignments can range from an individual working alone to a team of 50 or more all over the
country," says Harry S. Havens, Assistant Comptroller General for Program Evaluation. "Much
depends on whether you're involving a regional
office or whether a regional office is taking the
lead and involving other regional offices. If we are
going to do a review, let's say, of the IRS computer systems, not only would we be looking at some
of the computers in Washington, but we would be
out there in the big service centers looking at
them," Mr. Bowsher adds.
Before the reports are released, they undergo a
thorough review process. "It's rigorous," Mr.
Bowsher acknowledges. "When the team is finished with its report, the line supervisor reviews it.
Then we send it through a separate review process, a quality assurance review process that's
done by people who haven't been involved in that
project. As an additional quality check, draft reports usually are reviewed by any affected parties
and their comments are reflected in the final report." Then the reports are released to the requestors or the public. "Sometimes we come to
conclusions and recommendations, and sometimes we don't. We'll just stick to the facts, or
we'll lay out options," he says.
Probably one of the most influential reports to
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be issued in quite a while, and one of which Mr.
Bowsher is quite proud, is the GAO's 1983 analysis ofchemical warfare. "Our document was the
most debated docu ment in t he discu ssion on
whether to go forward with production of new
weapons," Mr. Bowsher notes. When the Department of Defense asked Congress to end the moratorium on production of chemical weapons, the
Committee on Foreign Affairs of the House of
Representatives asked the GAO to "assess and
synthesize the existing information on chemical
warfar"eterren ce again st t he u se of chemical
weapons, Soviet and U.S. chemical warfare capabilities, binary chemical weapons, and the implications of binary weapons production for disarmamen t negotiations ." Becaus e of the b road
nature of the questions, the GAO says, it responded by performing an "information synthesis."
This approach allowed the GAO to "(1) describe
the nature and extent of published sources on each
topic, (2) focus on ones that would be the most
likely to contain either original data or arguments
about chemical warfare, and (3) assess the level of
confidence that can reliably be placed in them."
Staff members also talked with experts inside and
outside the DOD who represented various position s o n th e s ubj ect, an d th ey mad e su re all
sources had been accounted for. "The resulting report spelled out what is known today about the
chemical warfare issue. It identified the information that has been adequately substantiated and
also pointed out gaps and inadequacies in that information," the agency reports. Both proponents
and opponents of the subject quoted the GAO
findings, and the lengthy discussions led to a
House and Senate agreement to fund research and
development and maintain existing stockpiles of
chemical weapons and a decision not to produce
any new ones.
Another report Mr. Bowsher considers important and fairly typical concerned an analysis of
studies on alternative financing for the Clinch
River Breeder Reactor project, which had been
under way for about ten years and which, when
complete, was supposed to provide an almost unlimited supply ofenergy and minimize U.S. vulnerability to foreign supply cutoffs. "The project
experienced numerous delays, it had cost overruns, and people were questioning whether it was
technically up to speed, so Congress asked us to
review alternative financing. There were additional changes to the program, and the President said
if the private sector were willing to finance it, he
would support it. When we looked at the private
financing ofsuch a program, which was basically
a research program, you couldn't really get pri-

Frederick D. Wolf, director of GAO's accounting
and financial management division.
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vate financing unless you had government guarantees. If youhad that, it was probably more expensive than as a government program... and again,
the GAO reports were utilized a great deal in the
decision [Congress terminated funding]," Mr.
Bowsher explains.
Who Takes Action?
Although the GAO makes recommendations
and provides as much input as possible for federal
agencies and Congress, the recipients are not required to follow the suggestions. "Whether action
is taken on our work rests on the persuasiveness of
our reports, testimony, and briefings," the agency
notes. "Accordingly, agency management and the
Congress must be convinced that the analyses behind our work are sound and that it is in their
interests to take action." In fiscal years 1982,
1983, and 1984, for example, the GAO made
4,2 79 rec o mmen d a t i o n s an d 6 0 % were
implemented.

Savings can and do result from action taken.
For example, in various audits by the GAO and
the DOD, staff members found shortcomings in
the procurement of military spare parts. GAO
recommended that DOD combine its purchase of
spare parts with production components to reduce
costs on the B -1 bomber program. As a result of
the auditors' information, Congress reduced the
Defense Department's budget for spare and repair
parts in fiscal year 1984 to encourage more aggressive and efficient procurement policies. The
estimated savings: $648.6 million.
Al o n g t h e s ame vei n , GAO rep o rt ed t h at
amounts requested by the DOD for ammunition
in 1984 were too high because inventory levels
would exceed requirements, and cost estimates
were overstated, among other problems. As a result of this information, Congress reduced the De25

meet full disclosure requirements on their tax
returns.
Dreaming of Financial Reform

partment's ammunition budget by $440.4 million.
GAO's report recommendations also can help
an agency become more efficient and use its funds
more wisely. For instance, GAO discovered that
the Department of Agriculture had improperly
overpaid farmers participating in the Payment -InKind (PIK) program. As a result of this information, DOA limited such payments to the maximum of $50,000 per farmer, resulting in a lower
participation in the program and a corresponding
reduction in payments. The estimated savings:
$288 million.
Other actions taken on GAO recommendations
can't be measured in dollars and cents but can
lead to program efficiency and elimination of
waste or fraud. GAO found that the Bureau of
Land Management's use of discounted auction
prices to stimulate sales of public land did not
comply with federal requirements. GAO reports
that BLM had planned to continue discount sales
but after the GAO review decided to discontinue
the practice. In other areas, national parks have
stepped up safety procedures, and tax- exempt private foundations have been forced by the IRS to
26

Because he serves a 15 -year term, which began
in October 1981, Comptroller General Bowsher
just might be able to see his main objective fulfilled— implementing an effective financial management system for the federal government, inclu di ng th e ado pti on of u niform accoun ti ng
principles and standards, that would show clearly
what government services and programs cost and
why. With the current system, no one can even
trace all elements of a transaction. The GAO admonishes, "Today's financial reports do not paint
a clear picture of costs. They focus instead on obligations (when an item is ordered) and on outlays
(when the bill is paid). Both are important, but
neither is a consistently reliable measure of the resources being consumed (costs) in carrying out
government programs."
The budgeting and accounting systems need to
be integrated, Mr. Bowsher notes, so that actual
results can be measured against plans, an impossibility as the system stands today. "Budgets are requested and justified in terms of proposals and
projects, such as infant health care or dams for
flood control. Accounting and other financial reports, however, often focus on appropriations and
categories of expenses such as travel or personnel,
without relating them to the particular programs
or projects for which the money was requested
and approved." H e cites as an example of the
problem a 1982 GAO report on Defense Budget
Increases- How Well Are They Planned and Spent?
In two years the defense budget had increased $72
billion, specifically to "improve military readiness: the trained people, the spare parts, the basics —even just having the missiles and bullets
avai lab le. The GAO ex amin ed the use of the
readiness funds at selected military bases and
found that some of these funds were used to buy
things such as a chain link fence at one location
and to build a new gate house, a visitors' center,
and parking area at another. Obviously, the relationship between these expenses and military
readiness isn't apparent."
Forming the base of the new financial management system that Mr. Bowsher visualizes is a two volume report, Managing the Cost ofGovernment:
Build ing an Effective Financial Management
Structure, issued this February. Volume I describes the major issues involved in creating the
system and defines the reasons it is needed. Volume II delineates step -by -step and through numerous examples and illustrations the actual conceptual framework that underlies this structure.
Its premise is that the financial management process of the federal government encompasses four
MANAGEMENT ACCOUNTING /APRIL 1985

interrelated stages: planning and programming,
budget formulation and presentation; budget execution and accounting; and audit /evaluation. Mr.
Bowsher and the GAO say that until the budgeting and accounting stages are integrated and focus
on the costs of past and future decisions, the process won't produce accurate information for Congressional and Executive Department decision
makers to use in their planning efforts. The conceptual framework is based on seven underlying
concepts that the GAO says are keys to establishing a sound financial management foundation:
1. Use a structured planning and programming
process for evaluating and choosing alternatives for achieving desired objectives,
2. Make resource allocation decisions within a
unified budget,
3. Budget and account on the same basis,
4. Use accounting principles which match the delivery ofservices with the cost of the services,
5. Encourage financial accountability,
6. Measure outputs as well as inputs, and
7. Prepare consolidated reports.

Budget, the group responsible for putting together
the federal budget. (See Opinion column, p. 6.)
Mr. Bowsher explains: "There is a debate going
on right now between us and David Stockman at
OMB about our recent update of the standards for
the federal government. We feel very strongly that
one of the things that should be part of those standards is issuing a financial statement at the end of
the fiscal year and that each agency should be able
to issue its own financial statement off the official
accounting records and send that on over to a central group, which is the Treasury. I'm hoping we
can get this resolved. I feel very strongly that the
federal government needs that just as much as any
large corporation or any large government, state
or local body." In fact, for several years the Treasury Department already has been issuing prototype consolidated financial statements for the entire government.
As Mr. Bowsher wrote Mr. Stockman: "The
need for better accountability and sound financial

Only ifthese guidelines are followed can consistent accounting and reporting occur and management control be obtained, the GAO maintains.
A Battle over Standards Setting
A key element in the GAO's attempt at financial reform is the setting of uniform accounting
standards and principles for all federal agencies,
which the GAO is required by law to do from the
Budget and Accounting Act of 1921 to the Budget
and Accounting Procedures Act of1950 and various statutes dating to 1894. In 1983, GAO issued
"Standards of Internal Control" for federal agencies to use to annually evaluate and publicly report on whether their accounting and internal
control systems conform to the GAO's principles,
standards, and related requirements." These procedures were required under the Federal Managers' Financial Integrity Act of 1982, which had
been enacted as one cornerstone of an effort to
eliminate fraud, waste, and abuse resulting from
weak internal controls offederal agencies.
The latest accounting standards officially released by the GAO in 1984 are "Accounting Principl es and Standards for Federal Agen cies."
When GAO first issued the draft ofthe proposals
in the fall of 1983, it asked for comments from
agencies and others concerning the ideas. By the
fall of 1984, the GAO had worked out the technical concerns expressed by various agencies with
one exception: the Office of Management and
Harry S. Havens, Assistant Comptroller General
for Program Evaluation.
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rep o rt i n g ex t en d s t o al l fo rms o f go vern ment... The revised title 2 [the standards] calls
for agency accounting systems to produce financial statements on the totality of the agency's operations. It also requires that these systems be an
integral part of the agency's total financial management system and contain sufficient discipline,
effective internal controls, and reliable and useful
information. This type of reporting has proven a
noteworthy success in materially upgrading the
level offinancial management and control wherever it has been used in both the public and the
private sectors.
"By calling for such financial statements, title 2
is reinforcing the requirement for basic year -end
accounting by management to disclose the stewardship of resources entrusted to them and to
their performance for the period. Such annual ac27

The GAO and the
Grace Commission
After the President's Private Sector Survey on Cost Control (Grace
Commission) released its findings in January 1984, Congress asked
the GAO and the Congressional Budget Office to analyze the proposals for a budget impact for fiscal years 1985 -89, probable impact
on the programs involved, and the actions that would be necessary
to implement the proposals. In February 1984, the GAO and CBO
released their findings on estimated savings of $1 billion and over.
GAO recently issued a second report on all estimated savings.
Comptroller General Bowsher admires the efforts of the Grace
Commission but cautions: "I think many of the items in the Grace
report had merit, and some of them were taken from our reports,
which is natural... I think the numbers worried us, based on the
CBO's work. Also, some of the bigger savings weren't really what
I'd call efficiency or... just waste —there were some real program
policy issues. Some people might have the impression, as was possibly given, that you could clean up waste and inefficiency quickly
and save $424 billion. That's not true."
The GAO and CBO concluded that the savings were more like
$98 billion during fiscal years 1985 -87 for those recommendations
valued over $1 billion for which specific estimates could be prepared. They focused on 396 specific recommendations on 131 different issues which they said account for 90% of the projected
three -year savings and 95% of the estimated cash accelerations.
Comparisons reveal that some differences in projections can be
startling and that further examination is necessary. For example,
the PPSSCC estimated that a reform in military retirement pay
would save approximately $28 billion, while the GAO and CBO
estimated a $.5 billion saving. On the other hand, PPSSCC estimated a $1.7 billion savings on a revision of the Department of Defense
contract financing procedures, while the GAO and CBO estimated
a $6 billion savings. Their report said that some proposals couldn't
be compared because they weren't specific enough for a budgetary
impact estimate or not enough information was available to make a
recommendation.
Mr. Bowsher noted that sometimes problems occurred because
of the enormity of the federal budget and programs. "Someone
must constantly audit government programs," he explained. "Take
the Defense procurement problem, for example. I think that was a
situation in which some cost accounting allocation situations developed in the private sector, you might say, that the government was
willing to accept, and when they computerized some of their systems, they just weren't checking. An order became a number, and
you didn't have the human element asking, `What does that number mean? Does it mean a claw hammer, and why are you paying
$400 for a claw hammer?' The test of reasonableness and reason
was absent. The same thing happens in the private sector, too. I'd
not be surprised if you found something every month because when
you spend so much money, especially as Defense is spending, there
are bound to be problems."
The good news, however, is that President Reagan's 1985 -86
budgets include some Grace Commission recommendations, and
Congress is discussing others. With both the GAO and a follow -up
committee from the PPSSCC working on the problem, this time
Washington is listening.

counting is not new in government. A number of
state and local governments have been publishing
annual audited financial statements for several
years. These statements are not only supported
and encouraged by the federal government but are
required ofstate governments and large local governments. Recently enacted legislation —the Single Audit Act of 1984 — further requires that these
financial statements now be audited periodically.
We believe that eventually the federal government
should also have a financial audit.... "
Mr. Bowsher also reassured Mr. Stockman that
the accounting standards were not meant as competition for OMB's budget but "were an attempt
to improve the financial reporting of the federal
government by applying the principles of governmental and, where relevant, business accounting
to the government... to enhance the Congress
and the public's understanding of the relationship
between the federal government's resources and
the claims against those resources." GAO and
OMB are discussing their differences.
Reflecting a Government Environment
The accounting standards promulgated for the
federal government by the GAO and the financial
statements required under these standards are not
the same as those produced in the private sector.
They incorporate and build on the relevant work
of the Government Accounting Standards Board
(GASB) and its predecessor, the National Council
on Government Accounting, which establish standards for state and local governments. In other
words, they reflect a government climate or environment, not the state ofa corporation,
Mr. Bowsher calls the GASB a fine, qualified
group of people and says GAO and GASB probably will work closely. "We're supporting GASB,
and I have said publicly that it is my responsibility
to set the standards for the federal government
and that I would use the output of GASB. I don't
say that I would accept it completely, but certainly as we provide and produce the standards we
will look to see what GASB has said and, if at all
possible, adopt it."
Frederick D. Wolf, director of GAO's accounting
and financial management division, elaborates: "We
promulgate the accounting standards for the Executive Branch to follow, and ultimately the Treasury
incorporates them in its reporting. The group putting together standards not only works with people
inside GAO but also people outside GAO, from the
accounting profession, from the Executive Branch.
We send out exposure drafts about what we're doing, and we will be working with GASB as we come
out with requirements in the near future. GASB receives copies of what we're doing... we are both going to be building on each other."

To continue its standards - setting process, this
year GAO plans to revise the principles, standards, and related requirements for manual and
automated federal financial management systems
development and operation. Again, accounting
and budgeting systems integration will be emphasized. In addition, GAO will begin its revision of
"Standards for Audit of Governmental Organizations, Programs, Activities, and Functions" or
generally accepted government audit standards.
Hand -in -hand with these financial management
reviews, GAO has begun a series of management
reviews of major federal agencies and cabinet departments in which review teams are examining
these organizations for their efficiency and effectiveness. Not only will the GAO determine their
financial management proficiency, but it will assess the groups' policy and planning, procurement, personnel, productivity, information resources, and audit and evaluation efforts. Four
reviews are in process, the assessment of the Department of Housing and Urban Development is
complete, and the GAO wants to tackle the central agencies such as General Services Administration, Office of Personnel Management, and Office of Management and Budget.
Selecting the Right Staff
To carry out the more than 1,000 projects it
works on simultaneously, the GAO needs a diverse, specialized staff. With just more than 5,000
employees, "It forces us to be selective on the
work we do," Mr. Bowsher notes. Members of the
audit, evaluation, and general management staff
(82% of total) represent such broad backgrounds
as economists, lawyers, psychologists, engineers,
computer experts, and social workers —in addition to accountants. Of the accountants on the
staff, most have come up through the GAO ranks
and have worked in the financial or accounting areas there, Fred Wolf notes. "We have a few people
who have come in from public accounting firms
and a few who have come in from private industry, but that is probably the smallest group. Both
of these are much smaller than the group of people who came in when they got out of school or
shortly thereafter and have worked here for a significant number of years."
To become a program evaluator at the GAO, a
person must have a bachelor's degree and a grade
point average of 2.9 for all courses completed at
the time of application or during the last two
years of undergraduate work, or a 3.5 GPA in all
undergraduate major courses, or four years of
work experience demonstrating an ability to do
evaluator work, plus an additional year of experience demonstrating the possession of "analytical
and logical reasoning ability, written communication skills, the ability to establish and maintain ef-

The Making of a
Comptroller General
When President Ronald Reagan tapped Charles A. Bowsher as
Comptroller General of the United States, he predicted, "This is
one of the most important appointments that I shall make as President... it's obvious that in this post a strong and effective leaders
... can do much to restore the faith of the people in the integrity
and efficiency of government." He made a wise choice in Mr.
Bowsher.
Mr. Bowsher joined Arthur Andersen's Chicago office in 1956
after obtaining an MBA degree from the University of Chicago,
was named partner in 1967, then resigned from the firm that same
year to become Assisant Secretary of the Navy for financial management. In that position Mr. Bowsher had the responsibilities of
comptroller and chief financial officer. He directly supervised an
annual budget of more than $20 billion, a budget department of
250, an accounting and systems department of 4,500, and an internal audit staff of 500. In addition, he coordinated activities with the
Senate and House Appropriations Committee, OMB, and the
GAO.
After relinquishing these government duties, he returned to Arthur Andersen for 10 years, 1971 -1981, this time to its Washington,
D.C., office where he pursued his interest in the government arena.
Always a staunch advocate of sound financial reporting within the
private sector, he proposed the same principles for the government.
He participated in Arthur Andersen's 1975 research project to review the financial reporting of the federal government and helped
compile results of this study plus an illustrative set of consolidated
financial statements for the government, which were published in
the booklet, Sound Financial Reporting in the Public Sector. That
year he also served on the Arthur Andersen team that aided Secretary of the Treasury William Simon's efforts to extricate New York
City from its fiscal crisis —which led to a set of accounting standards being developed for state and local governments.
A member of the Arthur Andersen team that served as accountants and auditors for both President Gerald Ford and Governor
Jimmy Carter and both the Republican and Democratic National
Committees during the campaign of 1976, he also had firm -wide
advisory partner responsibility for engagements involving compliance with the new election laws and supervised the writing and
publication of his firm's booklets, Financial Management Systems
for Political Campaigns and Audit Criteria for Political Campaigns.
Low -key, affable, and extremely people- oriented, Chuck
Bowsher is noted for his dedication and his devotion to GAO work.
He encourages staff members to perform to the best of their ability
and is always available for consultations. In reflecting on why he
thought he was chosen over the seven other candidates for Comptroller General, he replies modestly: "I think I had a good deal of
background. I served in both Democratic and Republican administrations as Assistant Secretary of the Navy. Because I had as clients
both presidential candidates in 1976, I think there was a sense that
I could work with both sides of the aisle and be objective. Then I
had done a lot of work on government situations in the ten years
back with Arthur Andersen, such as the New York City fiscal crisis, so I think it was more just the general background that I had."
His colleagues might add perseverance, personality, and an enlightened perspective.

fective working relationships, and interviewing
and oral communication skills."
To help its staff maintain a peak performance,
GAO provides rigorous training programs. "We
spend quite a bit of money in trying to develop
our people in addition to their on-the-job training —we've worked hard on that," Mr. Bowsher
says. A new training center was opened recently
at the Washington, D.C., headquarters, which
provides modern, state -of -the -art classrooms and
a self -paced learning center where employees can
use individual instructional packages. GAO was
the first federal agency to be approved by the
Council of the Continuing Education Unit to

"We promulgate accounting standards for the
Executive Branch to follow, and ultimately
the Treasury incorporates them in its reporting. "

10 and 15 years' experience, we start to be less
than competitive. It's one of my big worries. Paul
Volcker worries about it at the Federal Reserve,
and Admiral McKee worries about it at the nuclear submarine program of the Navy where you
need top -flight people, professional people... and
I had lunch the other day with the Chief Justice
and that is one of his big worries. People who
have been willing to come into the federal judiciary are working at quite a reduced salary compared
to what they could get in the private sector."
Harry Havens adds: "Our key problem is people in their mid -30s, people that have had 10-12
years in government. Their peers in private industry and at public accounting firms are at the point
where they've made partner or comparable levels
in corporations, and their salaries are starting to
go up very, very rapidly, whereas if they stay in
government, their salaries will continue to grow at
a much more modest pace."
The GAO's Greatest Strength

award CEUs for internal training courses and
workshops.
In addition, selected staff members participate
in the Executive Candidate Development Program, which prepares them to enter senior executive service, and others whose jobs offer little promotion potential can cross over to positions as
evaluators after becoming qualified under the rigorous Upward Mobility Program. In addition, the
GAO participates in a cooperative education program and has just begun an intern program in its
accounting and financial management division
that is similar to the Financial Accounting Standards Board's fellow programs.
Although the GAO hires 200 -300 new employees a year, it admits that it has a problem with
their longevity. Mr. Bowsher explains: "I think
we're competitive salary -wise in the younger years
and the early years, and then when our people get
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What does tempt some to stay? "The mission,"
Mr. Bowsher states. "An y youn g p ers on who
comes here to work might get the opportunity to
work on more important and bigger issues than
anywhere else." Fred Wolf agrees: "I use the term
professional challenge. I think there is more of a
professional challenge in GAO than in almost any
other job they may consider."
The GAO's mission will continue to broaden as
Mr. Bowsher and his colleagues spur on the financial management reform and other projects. To
accomplish their goals will take the talents of a
dedicated, competent staff, which Mr. Bowsher
feels he has. "The GAO's greatest strength is the
people. We have many trained, experienced people here who know a lot of the program areas of
the federal government and how the government
works, so when Congress needs information or
needs a study done, we've got the people to go out
and do that. And that's an organization you don't
build overnight."
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Global -More of what you want from businesssoftware ... and less of whatyoudon'twant.

in a weeK, wanout interrupting our
day -to -day operations.
"At Peavey Electronics we manufacture sound equipment—ampli fiers, microphones, mixers —the whole
gamut. With a rapid growth rate
every year, our existing computer
systems had deteriorated rapidly. M
were desperate for a financial records
package that would get us caught
up -to -date, and keep on growing with
us year after year after year

l

"WhenGlobalsaid their
GeneralLed ers
rye
conversion wouldn't
hurt a bit'they weren't
kidding
.

Jim Clark
Accounting Manager
Peavey Electronics Corporation
Meridian, Mississippi

GLOBAL SOFTWARE, INC.
A Subsidiary of Global- Ultimacc Systems, Inc.
Circle number 14 on reply cord.

'There were other good General
Ledger packages available, but only
Global Software offered S *W *A *T, its
one -of -a -kind software implementation walkthrough program.
"Global converted our existing
files, wrote sub - system interfaces
between new and existing systems
and established our new transaction
processes. S *W *A *T was like eight
weeks in -house training in one. And,
best of all, we were on -line overnight
"The bottom line? We got online, multi- company, multi - product
total financial records control in a
week without having to shut down
normal operations."
S *W *A *T is Global's unique software implementation and training
walkthrough. See what Global
Software systems plus S *W *A *T can
do for you. Call 800/334 -7192 or in
North Carolina 919/872 -7800. Global
Software, Inc. 1009 Spring Forest
Road, Raleigh, NC 27609.
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Accounting
Education
James Schaefer and Kelly Hoxmeier, Contributing Editors
How to Be a Part -time Accounting Teacher

Many area colleges and universities
are turning to the management accountant to teach on a part -time basis. This is understandable, and often
prudent, because adjunct faculty enable schools to offer additional, and
possibly, specialized ac counting
courses. Most working accountants,
however, have little or no teaching experience and may not have been in a
classroom for some time. An understanding of policies and classroom
procedures can make the experience
of teaching on the college level a rewarding, rat her t han a tort urous
experience.
Know Your Assignment
If you are considering a teaching
assignment you should know the type
of accounting program a school offers
before agreeing to teach. Some programs emphasize preparation for professional accounting examinations in
their curriculum. Therefore, homework assignments and tests should
be designed to help students achieve
their professional goals. A program
with a higher percentage of adult students usually indicates a higher level
of motivation and a more demanding
group of students.
What all students expect at the beginning of a course is an outline, usually referred to as a syllabus, that contains in format ion about course
objectives and requirements. A syllabus also contains information about
daily assignments, the textbook to be
used, examination dates, and information on their final grades will be determined. Your office number and its
location also should be listed.
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Because accounting is such a precise discipline, we recommend that
an outline for each lecture be prepared and a skeletal copy of the outline given to the students at the beginning of the class. This outline also
could contain the key terms for the
lesson and any sample problems to
be explained in class. The students
can then concentrate on the class
discussion and explanations, rather
than on copying lecture fragments or
items put on the chalkboard.
A good way to start the class is by
reviewing the major concepts that
were dis cussed in the preceding
class; then presenting an overview of
the day's lesson and how it relates to
former lessons.
Numerous research studies conclude that students learn and retain
more information if they actively participate in the class. Active participation means that the student does
more than copy the professor's lecture; the student must interact with
the information. Class participation
can be achieved by encouraging students to provide questions and answers, giving students enough time to
respond to a question (at least 10
seconds), asking for a student's opinion and rewarding risk taking and active class participation.
Be Precise and Factual
Examination and lecture questions
should be precise with words the student knows. The student should be
able to ascertain whether he needs to
give a short, factual response or a
long explanation with examples. He
should understand why the question

is important, how it relates to the material being covered, and will the
question lead to another question or
to a precise answer. To help the student succeed, we recommend correlating in -class questioning with the
questions that will be on exams. Examination questions must reflect the
teacher's own questioning pattern
and vocabulary. If textbook exams
are used it is advisable to rewrite
them using your own verbal style.
Also, t he exam inat ion questions
should be of the same general type
(fact- based, rhetorical, inductive, and
so on) as those used in the classroom. The final ten minutes of each
class should be used to review the
major accounting concepts and terms
presented during the class and you
should introduce the students to the
topic to be discussed the next day.
At some point a full -time faculty
person may evaluate the instructors'
performance in the classroom. The
most common evaluation methods
are: personal observation, student
evaluations, and student feedback.
Regardless of the form of evaluation
used, the results ultimately should be
shared with the instructor. W e all
need to k now ou r s tren gt hs and
weaknesses. Knowing that students
are pleased with your performance as
an instructor can be rewarding and,
in cid en t ally, a great c onfid enc e
builder.
❑
dames Schaefer is an assistant professor of accounting and chairman of
the Division of Administrative Sciences at the University of Dubuque,
Dubuque, Iowa.
Kelly Hoxmeier is assistant professor
of E n glis h at t h e Un iv ers ity o f

It's no t a st imulat ing vi ew. ...
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Our Films are
Rated ****

Johnson
&
Johnson
finds us a good way to keep their staff current on a variety of financial
and accounting subjects.*

Ernst
&
Whinney
finds us a cost effective means of delivering up -to -date
management information.*

Monsanto
finds it's a very good experience to hear outside perspectives from
corporations, professionals and academia.*

Pillsbury
finds the topics relevant, and the quality of programs and material just
right for them.*

Circ le num be r 15 o n re ply card .

housing.. , and much more. The
material is ideal ly suited for group or individual viewing, or as the basis
of a seminar or discussion group. Executives also find
the Video Network an efficient, low -cost method to
meet CPE requirements for their CMA or CPA needs.
new

Each month, the NAA Video Network supplies companies with three or four one -hour information segments for executive viewing. Topics range from tax law
to pension accounting, microcomputers to economic
forecasting, cash management to controlling ware-

*As reported in the December 1984 issue of Management Accounting.

...but you will never know just how good we are
until you call Reed Morgan at (615)352-4140
for a FREE tape and learn for yourself.
...

The NAA Video Network cassettes a re a join t ventu re between th e N ational Association

or Accou ntan ts a nd Crockett &

Associates, Inc.
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By David M. Dilts and Grant W. Russell

economic implications. It is essential that m anagement accountants be aware of this new technology

Rap id gro wth in m a n u f a ct u rin g a ut o m a t io n is
challengin g the way No rth Am erican m anufacturin g co n d ucts its bu sin ess. Wh ile m ost rec ognize
th at m an u factu rin g au to m atio n is having a m ajor
im p act u p o n m arketin g, fin ance, research and develop m en t, an d , o f c o u r se, p ro du ctio n m an age-

because it is the first wave of the total reorganiza-

ment, few realize there also will be a substantial
impression upon management accounting.
Robotics, automated material handling, and
computer - controlled machine tools are all part of
this changing technolgy. The integration of this
technology into a unified production system in order to m anu factu re eco n om ically viable m edium sized p ro d u ct io n vo lu m es o f a variety of parts is
wh at is kn o wn as flex ib le au to mation.
Alth o u gh m u ch o f flex ib le fact ory autom ation
is still in t h e d esign sta ge, th ere are an ad equate
num ber of flexible manu facturin g system s in operatio n to forecast with so me accu racy the effect of
th is revo lu tio n ary tech nology upon the financial
con tro l asp ects of th e m an u facturing sector. Curren tly, m o st d o cu m e n tatio n o n flexible autom atio n d escrib es th e ph ysical an d engineering asp ects o f th e tech n o lo gy an d n o t its financial and
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tion of the m anufacturing function of the firm . Often referred to as "the Factory of the Future," this
new manufacturing technology will soon proliferate and it presents an urgent challenge to m anagem ent accou ntants to understan d and inc orporate'
within their system s.
Wh a t I s FM S ?
Aut om ation is n ot new in the manufacturing
environm ent. Num e ric al c ont rol m achine s have
been extensively used since the 1950s. These m achines, which are m achine tools run by program s
typically st ored on punc hed tape, ar e standalone
m achines; ea ch num erica l control m a chine operate s ind ep en den tly o f all o th er m a ch ine s in the
production process. The introduction of robotics
and com puter - controlled materials handling syste m s int o t h e m anufa cturing pr ocess perm itted
the linking of thes e s tand alon e m achines int o a
com ple te flexible m anu factur ing s ystem (FM S).
More precisely, an FMS consists of an integrated
collect ion of a u t o m a t e d pr od uc tion processes
(which m ay consist of numerical control m achines
MANAGEMENT ACCOUNTING /APRIL 1985

and robots), a material transport system (which
typically consists of an automated transfer line
and some use of robotics), and a system level controller (which usually consists of one or more
computers) to manufacture efficiently a flexible
variety of products. Figure 1 is a schematic.
The extent of the variety of products depends
upon the particular FMS. The products, however,
must share certain broad characteristics that allow them to be grouped within a particular family. These characteristics include size, type of material, type of operations to be performed, and
required precision of finished goods. It is expected
that with newer generations of FMS these constraints will become weakened. Nevertheless, the
major strength of an FMS is its ability to manufacture a "family of products," as opposed to only
a very narrow range of products. For example, at
the General Electric plant in Erie, Pennsylvania,
diesel engines of substantially different sizes can
be manufactured on the same automated production line, without substantial retooling and setups.
Various types of material transport systems
have been used in manufacturing since the 1920s.
These transport systems have been used primarily
for high volume, single - product, fixed- automation
manufacturing. New developments in technology
have permitted the application of automated
transfer systems to lower volume and heterogeneous products. The most notable change in transfer systems has been the addition of pick -andpl ace ro b o t s . Th es e ro b o t s , u n d er cen t ral
computer control, are able to manipulate a wide
variety of raw materials and work -in- process. For
example, pick- and -place robots are used to move
items from the automated transfer cart to the appropriate machine fixture. When the process is
complete, the product is retrieved from the machine and placed back on the transfer cart.
Coordinating this combination of equipment is
the central computer controller. This controller
performs tasks such as specifying the exact order
of manufacturing, programming the appropriate
machines to perform the manufacturing operation
required, verifying the quality of the process, and
gathering a wide range of system performance
data. To provide this extensive degree of control
requires several different levels of manufacturing
computers and microcomputers arranged in a hierarchy. Figure 2 shows the How of information in
a company that has FMS technology in place.
Such a hierarchy has only recently become economically feasible with the development of industrial microcomputers.
Most FMS installations have focused on the
fabrication of precision metal parts and components that have high product diversity. For example, the Heavy Machinery Center at the Ingersoll Rand plant in Roanoke, Virginia, is capable of
MANAGEMENT ACCOUNTING/ APRIL 1985

handling 500 different machine tool parts, and of
accommodating as many as 16 different part designs at any one time. Sperry Vicker has been using an FMS to produce hydraulic pump cover
castings in 25 different sizes and shapes. Sun strand Corp. eliminated 100 conventional metal
working machines, replacing them with 10 computer- linked numerical control machines, and the
new system can now process five times as many
different part designs at twice the volume. In Japan, Fujitsu Fanuc Ltd. is one of the most advanced users of automation in the world, with an
automated factory producing servomotors running for three shifts, of which two are almost
completely unmanned. (A servomotor is the small
motor used in robots.)
The characteristic common to all of these installations is that they are medium - volume, non homogeneous production processes. Typically,
volumes of 500 to 100,000 parts per year would be
considered medium volumes, but, of course, this
label would depend upon the manufacturing process being considered.
Factors Influencing FMS Growth
Over the past decade, North American manuFigure 1
Schematic of an FMS
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Figure 2
Info rmatio n Flows in FMS
Activity

Corporate
1

2

• Manufacturing performance

2.

•• Production
Aggregationplanning
of FMS results

3.

• Machine scheduling
• Product routing
• System error correction

4.

• Tool fixture and material control
• Machine movement control
• Physical transformation of material

5.

• Detailed. second -by- second monitoring

computer

Factory
computer

FMS

Machine
center

1.

3

Machine
center

A

FMS

Machine
center

Machine
center

5

Micro
processor

Micro
processor

Micro
processor

Micro
processor

facturers have experienced a number of economic
traumas which have spurred them to rethink traditional manufacturing methods and technologies.
Traditional manufacturing thought has separated
production into two major categories, manual and
fixed automation, and developed distinct technologies for each category. Table 1 provides a summary comparison of Manual Production, and
Fixed, and Flexibl e Auto mati on Prod uct ion
Systems.
These categories, however, have been blurred as
manufacturers have sought out new ideas to protect themselves against economic adversities. Beginning with scarcity of raw materials such as petroleum, t hese shock s have in cluded rap idly
expanding competition from foreign competitors
(Japan in particular), major declines and growth
spurts in the national economy, increasing consumer quality awareness, and increasing governmental involvement in manufacturing through environmental protection and equal employment
constraints. FMS technology is seen by many major corporations as a major contributor to the solution of these crucial problems because FMSs addres s t h e maj o r needs o f ma n u f a ct u ri n g
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organizations in a volatile economy. For example,
FMS s are not ed for provi din g t he fol lowing
benefits:
1. Increased variety of output as compared to
fixed automation without the low utilization
typical of job shop systems.
2. Wider range of economically viable manufacturing volumes. If the cost - volume relationships for the three manufacturing methods of
manual, fixed, and flexible automation are
compared, you will discover that FMSs are
the most cost - effective over the substantial
middle range.
3. Increased product quality due to accuracy
an d rep eat ab i l i ty o f t he man u fact u ri n g
process.
4. Reduced machine setup times needed to initiate the manufacturing of a new product since
the machines are more flexible and the computer controller can schedule the appropriate
combination of products to reduce the number of tool changes required.
5. No learning curve effect due to reduction in
direct labor and the consistency of the maMANAGEMENT ACCOUNTING /APRIL 1885

chine operations.
6. Reduced lead times to supply customer demands due to the reduction in setup times.
7. Reduced direct labor costs by using more capital equipment to replace labor.
8. Diminished work -in- process inventories resulting from reduced setup times and reduced
lead ti mes n eces s ary to meet cu s t o mer
demands.
9. Increased machine utilization resulting from
greater versatility of equipment and central
computer scheduling of the process.
10. Lower physical space requirements for the total manufacturing plant because of reductions
in inventory, reductions in the number of machines required, and the closer physical proximity possible with unmanned machines.
11. Reduction in capital cost of human environmental protection within the manufacturing
setting; also, reduction in capital cost compared with fixed automation because of higher machine utilization.
12. Increased ability to sustain production when a
single machine or group of machines breaks
down, as t he central comp uter sched ules
around it.
13. Quicker responses to changes in demand because changes in machine operations require
only minor software or tooling changes.
While these factors make the acquisition of an

FMS seem very attractive, there are some disadvantages that must be looked at carefully:
I. FMSs have a capital cost in excess of that required for a manual system.
2. Worker resistance may be high due to fear of
loss of employment.
3. There is an absence of expert knowledge in the
field, particularly by supporting professions
an d o ccu p at i o n s such as man ag eme n t
accounting.
4. The lack of a communication standard for information flows between machines within the
FMS.
Nevertheless, the rate of growth in FMS installations over the coming decade is expected to be
high. This growth rate, however, is lower than
what might be expected because of the absence of
a large number of experienced manufacturers in
the field. Current manufacturers include: General
Electric, Cincinnati Milacrom, and Kearney &
Trecker. General Motors recently has indicated
that it will also become active in supplying this
technology.
In addition to complete production facilities using FMSs, various degrees of application of FMS
technology can be found. Although the Erie Locomotive Division of General Electric operates on
the basis of FMS technology, the other divisions
employ traditional manufacturing and assembly

Table 1
Comparison of Manual, Fixed Automation, and FMS
Factor

Manual

Fixed
auto mation

FMS

Number of kinds of
products

Many

Only one

Several

Viable volumes

Low

High range

Middle

Product quality

Varies

Tightly constrained

Consistent

Setup times

High (learning
curve)

Very high

Short

Learning curve effect

Substantial

Depends on degree
of automation

None

Lead times (per unit)

Usually high

Moderate

Moderate /low

Direct labor cost (per unit)

High

Low

Very low

Direct labor cost (in total)

High

High

Very low

Inventories

RM high
WIP high

RM high
WIP high

RM high
WIP low

Machine utilization

Low

High

High

Space required

Extensive

Extensive

Moderate

Capital cost

Low

High

High

Sensitivity to breakdown

Low

High

Low

Responsiveness to
changes in demand

High

Low

High
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techniques. Moreover, FMS technology does not
necessarily have to be applied to the total manufacturing facility. An FMS can be just one component of the entire manufacturing system. For example, in one plant in Japan, the FMS is one part
of a manufacturing system that includes fabrication and assembly of finished products.
Cost Characteristics of FMS
Some of the characteristics that make an FMS
attractive will have profound effects on the controllership and cost accounting functions. We will
examine each of these characteristics and their ef-

fects on the areas of product costing, control, and

management decisions. Much research remains to
be done in determining how management should
adapt to these changes in technology.
REDUCTION OF DIRECT LABOR COST

Management goals in manufacturing in recent
years have focused upon decreasing the amount of
direct labor as a component of total cost. Wage
and benefit costs for direct labor have continued
to climb, and the cost of providing suitable environment protection has escalated despite reductions in direct labor hours. In an FMS the direct
labor cost is almost totally eliminated. The labor
cost that remains in an FMS system primarily is
made up of the cost of individuals performing initial machine, tool and raw material loading, but
only for a single shift of a three -shift operation.
The other two shifts, with respect to direct labor,
are operated unattended; that is, there are no machine operators, loaders or quality control personnel on the shop floor.
As a result, there are a number of product costing consequences. First, absorption costing becomes the only meaningful costing approach. The
All Fixed Company envisioned by Raymond Marpie 30 years ago,' describing a hypothetical company which had only fixed costs, has become
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more than just a classroom exercise. Basing a
product cost on a variable cost basis means in essence costing the product only on materials cost,
because the labor component associated with
FMS is largely fixed.
Second, the use of direct labor hours or direct
labor cost for purposes of overhead application in
absorption costing situations is no longer reasonable. Historically, labor -based manufacturing systems collected data routinely on labor hours and
labor costs, while machine hours and machine
costs were collected only by engineers. There were
several reasons for this. Labor information was
used for payroll purposes. Labor standards were
developed using this data, and compared against
them. Labor costs were a major component of the
product cost as well.
With an FMS, machine and product- centered
data are routinely collected for use by the system
in order for the system to be properly scheduled
and maintained. Thus, the process of obtaining
and using this already available data for accounting purposes is relatively simple. (See Figure 2 for
an example of how machine information is collected with the Information System.) Also, with
the major reduction or elimination of direct labor
cost, this machine time and cost information becomes the only substantive and reasonable application base available for product costing.
There are also other more long -range implications to this reduction in direct labor. For example, learning curves (which rely upon human experiential learning) will no l on ger have any
significance at the machine level. Once the system
has learned the method to perform an operation,
the FMS will repeat the task identically each time.
(Learning curves again will become :important
when artifically intelligent FMS become available.) In the area of labor reporting, an FMS will
not require time clocks, time cards, manual job
tickets, and other source documents.
INDIRECT LABOR AND OVERHEAD

Coupled with the decline of direct labor costs is
the increase of the factory burden or overhead.
This increase, while taking many forms, will primarily involve the addition of highly paid professional and support staff. There are two primary
functions of this support staff: monitoring and
maintaining the FMS. Regardless of how automated an FMS becomes, it always requires supervision. Typically, the monitoring aspect of an
FMS requires only the dispatching of mainteMachinist manually reprograms numerical controls on a boring mill in the FMS to temporarily
isolate it from the system for maintenance. Production is automatically rescheduled by the executive
computer to use the remaining stations.
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nance personnel to correct come minor mishap.
The maintenance support staff, however, is used
primarily for pre - planned preventive maintenance. Although the FMS can perform control
functions such as calculating and compensating
for machine tool wear, the FMS cannot perform
properly without sophisticated, routinely scheduled preventive maintenance. There are three
principal reasons for this emphasis upon the maintenance function. A well- functioning system is
necessary for guaranteeing that the system continues to produce a mix of products with consistent
quality. Also, maintenance is required to minimize unscheduled machine downtime and to aid
in the maximization of machine utilization. Finally, damage to complex machinery can result from
the lack of proper servicing.
As the percentage of overhead to total product
cost continues to climb in FMS and other manufacturing systems, the task of the management accountant in controlling this cost becomes more
pressing. Breaking out machine cost separates out
one major contributing factor from an otherwise
amorphous cost category. Previous articles' have
made suggestions concerning the recognition of
the fourth cost of manufacturing (machine cost),
but so far few (if any) implementations have been
reported. Machine cost has been simply lumped
together with general overhead.
CONTROL OF COSTS
One of the significant changes in the control
process generated by FMS technology is the need
to provide instantaneous feedback on the production process. The management accountant's normal variance analysis, done on a daily or weekly
basis, is outmoded in an FMS. Inventory control
also is drastically changed because Work- In -Process is directly under machine control. Thus, the
controller does not need to be concerned with
hoarding and the private inventories typical of
manual systems, and because there is flexibility in
the scheduling of machines, the WIP necessary
for the continuous operation of the system is dramatically reduced. Finished goods inventories also
become smaller, because the long -term handling
of finished goods becomes more expensive than
the short-term production of small quantities. In
the past, many inventories were held simply because there was an economic production quantity.
Thus the production of a few items meant the production of many, and a continuing investment in
inventory.
Inherent in an FMS installation is a planned reduction in setup times. Because the primary purpose of an FMS is flexibility, this requires rapid
and accurate machine setups. There have been
several cases where the installation of an FMS has
resulted in major reductions in setup time. For exMANAGEMENT ACCOUNTING /APRIL 1985

ample, a setup at the General Electric locomotive
plant which used to take 16 days is now completed in 16 hours. At another plant, setup time was
reduced from 40 hours to eight minutes. These
major reductions in setup time allow for: faster response to changing market conditions; reduced
lead times necessary to meet demands; reduced
economic production quantities; and, as a result,
reduced finished goods inventory.
THE NEED FOR CONTROL
OVER THE PRODUCTION MIX
The installation of an FMS forces the adoption
of a unique control variable. In order to achieve
high utilization of the FMS, there must be sufficient diversity in the product mix to ensure that
all machines are being used to maximize total system utilization. This product mix diversity is labelled "requisite variety" in the manufacturing literature. From an accounting perspective, mix
variance has traditionally been concerned with the
effect on contribution margin res ulting from
changes in sales mix from some predetermined
standard mix. A production mix variance in an
FMS environment is concerned with the proper
mix of products to manufacture. Either too wide
or too narrow a mix of products results in a reducTable 2
Variance Calculations for Production Mix Variance
A production mix variance might be calculated by determining a cost of systems utilization. Because an inappropriate product mix will constrain the system
and reduce the average utilization of all the machines, the appropriate variance
might be:
Actual average utilization

-t x total contribution margin

Standard average utilization
The variance would then indicate the changes in contribution margin resulting
from producing a variety of products which were nonstandard.

tion in total systems utilization. With too diverse
a product mix an excessive amount of time is
spent in setting up the machinery. Conversely, too
narrow a product mix requires the high utilization
of only certain of the machines within the FMS,
resulting in the reduction of total system utilization. With a narrow product mix fixed automation
is a more appropriate technology.
It should be noted that a production mix variance in an FMS environment is not a material mix
nor a yield variance as conventionally defined. It
is a new variance that will be required by management accountants in order to quantify and control
the financial impact of deviations from the requisite variety of the system (See Table 2).
THE IMPACT ON QUALITY ASSURANCE COSTS
Traditionally, the majority of quality assurance
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costs have been spent in verifying that the finished
manufactured products conform to quality standards. In an FMS environment, the system ensures accurate conformance to finished product
standards. One would assume that the cost of
quality assurance would be reduced. In actuality,
this does not occur. In a labor- intensive manufacturing environment, the machine operators can
adapt to variations in incoming parts and raw materials quality. An FMS environment does not afford this latitude. Hence, the cost of quality assuran ce previ o u s l y ex p end ed to verify th e
acceptability of finished products is now expended
on verifying the acceptability of incoming raw
materials.
In this new environment, the issues of spoilage

An FMS will not require
time clocks, time cards, manual job tickets
or other source documents.

and shrinkage become dramatically reduced. Because of the accuracy and repeatability of the system, t he rates of sp oi lage and sh rin kage are
known with near certainty and the need to calculate materials mix variances is marginal.
Changes in the Capital Acquisition Decision
The decision to acquire an FMS is substantially
different from the decision to acquire other manufacturing equipment. Some significant differences:
1. A more stable cash flow. Cash flows are a function of the salability of the products produced.
An FMS has much greater ranges of products
which can be manufactured than a fixed automation system. As a result, both cyclical and
counter - cyclical products can be manufactured, and the portfolio of items to be sold can
be diversified to provide a stable cash inflow.
2. A change in the priority of qualitative variables
in the capital acquisition considerations. In an
FMS, the qualitative variables of product quality, product flexibility, and rapid response time
to changing market demands are critical.
3. A change in the determination of usable equipment life. Previously, equipment life was calculated on the functional life of the machine, that
is, until the machine could no longer produce a
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usable product. This life span concept is now
replaced by a technological life span. In this
situation, the appropriate life span for the acquisition decision is the time until the next
technological breakthrough. This life span is
dramatically shorter than the functional life
span in today's rapidly changing technological
environment.
4. A change in the focus of the capital acquisition. Again, because of the rapidly changing
technological environment, the capital acquisition process is no longer used for evaluating
new equipment within some firms. Increasingly, organizations in the forefront of manufacturing technology are using the procedures developed for capital acquisition to justify the
retention of equipment rather than the acquisition of new equipment. The assumption underlying the change is that equipment should be
replaced, unless it can be demonstrated that
the retention will not result in foregone profits.
`Automate, Emigrate, or Evaporate'
North American manufacturing has a new tool
to assist it in manufacturing. FMS technology
provides a means of maintaining production within North America. Without automation, prospects for survival look dismal. As one major manufact u rer has s t at ed , t he cho i ces are t h ree:
"Automate, Emigrate or Evaporate."
Pressure on profit margins will continue as developing countries fight for market share by offering low -cost labor. Survivors in the manufacturing
sector will have to process cost information in a
manner that provides very accurate costs for competitive bidding, pricing, and management decisions. To provide accurate cost information, managemen t acco u n t an t s mu s t d o t h ei r p art t o
understand the economic, financial, and control
aspects of this new technology.
Management accountants must ensure that they
continue to provide information from within the
manufacturing process despite the technological
impetus that could make manufacturing a black
box. If controllers are not prepared to become actively involved in supplying management with financial expertise in the new manufacturing environment, the role of the controller will diminish
dramatically as management turns to other professionals for the needed information.
El
Raymond P. Marple "Try This on Your Class, Professor," The Accounting Review,
Vo1. XXXI, No. 3, July 1956, pp.492.497.
'For example, see Henry R. Schwambach and Richard G, Vangermcersch, "Why
We Should Account for the Fourth Cost of Manufacturing," Management Accounting, July 1983, pp. 24-30.
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Thomas Hieronymus, a professor of agricultural
economics at the University of Illinois and a leading authority in commodity futures trading, defines a futures contract as simply, "An agreement
to later buy and sell a commodity," in his book,
Economics of Futures Trading. Futures contracts
are not purchases or sales of actual or cash commodities and neither title nor money changes
hands at the contract's initiation.
A futures contract varies from other contracts
made in a future period in that the futures contract is made on a recognized exchange such as
the Chicago Board of Trade. FAS 80 defines a futures contract as a legal agreement between a buyer and seller and the clearinghouse of a futures exchange. Two other contracts, a forward contract
and a standby commitment, often are confused
with futures contracts.

A forward contract usually is an agreement between two persons who negotiate actual physical
delivery of the goods specified in the contract at a
future date with no exchange or clearinghouse involved. A forward contract is much more personalized and tailored to fit individual needs than a
futures contract. A standby commitment is similar
to a forward contract except the buyer has the option to take delivery.
Futures Contracts Rarely Mature
In futures exchange transactions, there is no requirement to own a commodity, say grain, on the
seller's part and no requirement to need the grain
on the buyer's part. Approximately 2% of the
contracts made on futures exchanges ever mature
and are consummated. Clearly, given that 98% of
futures contracts do not reach maturity, it is obvious the purpose of the exchange and the contracts
is not to buy or sell a commodity.
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To facilitate efficient trading, all contracts are
uniform in quantity, maturity dates, time of delivery and quality. As an example, soybeans are traded in denominations of 5,000 bushels. A reason
for the low percentage of contracts held to maturity is the specific requirement for both the buyer
and seller to consummate the contract's agreement. The contracts normally do not meet either
the buyer's or seller's needs for the cash exchange
of commodities.
Finally, trading in futures contracts is highly
formalized with the objective to assure open, competitive trading so that all traders will have an
equal opportunity to do business.
Although only a few contracts are ever consummated, the fact is the documents are valid, enforceable contracts. When a contract is held until
maturity, and if the seller elects to make delivery,
he may do so and will receive payment at the contract price. The contracts are very specific as to
how and where delivery is to be made; type, quality, and quantity of grain; and terms of payment
and remedies in the event of failure to meet particular contract requirements such as a variance
from the contract quality of grain.
In addition to the terms of the contracts, there
are a number of regulations established by the exchange. These include the exchange's establishment of price quotations and minimum price fluctuations, max imu m dai ly p ermi ss ib le p ri ce
changes, volume of trading and position limits on
some classes of traders, and a cut -off point so
trading in the delivery month is stopped prior to
the end of the month.
Once a futures contract is created, it may be
dissolved either by delivery or by creating an offsetting contract which has the effect of cancelling
the original contract. If both the holder of a contract to buy and the holder of the contract to sell
wait until maturity, the former will receive delivery of the commodity according to the terms of
the contract and the latter must make the delivery
and receive payment enumerated in the contract.
When delivery is made and taken, the futures contract expires and is then considered a cash market
transaction.
As an example of an offsetting contract, an individual who holds a contract to buy a certain
commodity in a future month may offset that contract with one to sell the same commodity in the
same month. Holding similar contracts to buy and
sell the same commodity on the same exchange,
besides being nonsense, is also not allowed. The
exchange is able to view an individual's position
and cancel the contracts when the investor owns a
contract to buy and sell.
To illustrate the cancelling effect, assume that
there are five positions for futures contract purchase of July wheat outstanding (see Figure 1).
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Because there is a buyer for every seller on the
futures market and vice versa, there also would be
five positions to sell July wheat. If a person wishes
to enter the market with a position to buy, either
one of two possibilities must occur: A person currently in the market (in the illustration this could
be M, N, O, P, or Q) must decide to exit by taking
a position to sell; or as in the case (Day 2) of the
illustration, a newcomer (F) decides to obtain a
contract to sell. After this happens, six positions
to buy and sell exist. Assume that R wishes to exit
the market. He must make an offsetting position
by obtaining a contract to sell and find someone
else desiring to simultaneously obtain a contract
to buy (Day 3). In the illustration, C also wishes
to exit and takes a contract to buy. At the end of
the day, the exchange on which the activity is taking place sees the offsetting positions by both R

Only about two percent
of the contracts made
on futures exchanges ma
but accounting
for such transactions
is still necessary.

!I,

and C and cancels their contracts. After the cancellation there exist five contracts to buy and five
contracts to sell (Day 4).
How Hedging Works
As stated before, commodity future exchanges
were not created for the purpose of buying and
selling to transfer title of commodities. The transfer of title of commodities takes place in the cash
market. Rather, the futures exchanges serve as a
way to transfer the commercial interest's risks of
price fluctuations in holding inventories. Those
involved with the production, processing, and
storage in the commodities industry, because of
the low profit margin inherent in the industry,
neither desired nor could afford the risks associated with the p rice fl uctuat ions of the market.
Therefore, speculators have become an essential
part of futures trading by assuming the risks of
price changes. The transfer of risk to a speculator
is completed by a "hedge" position acquired by
the commercial interest.
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Figure 1
How Commodity Futures Trading Works
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A, B, C, D, and E hold contracts to buy 5,000 bushels of July
wheat.

R believes futures price of wheat will drop and enters the market by obtaining a contract to sell. F believes the futures price of wheat will rise
and obtains a contract to buy. We could assume F's contract to buy
was a result of R's decision to offer a contract to sell, but more important, is that a position to buy is created at the same moment a position
to sell is created.
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R now decides to exit the market. To do this he mus t obtain a contract
to sell. He instructs his broker to put an order in to obtain a position to
sell, On the same day, C decides to exit the market and so instructs his
broker. Now both R and C own positions to buy and sell. The Board at
the end of the trading day notices both investor's offsetting positions
and e liminates all four contracts and computes gains and loss es on the
contracts.

At the begin,-iing of day 4 contracts previously held by R and C no longer exist. Note that when a trader wants to exit the market a position opposite the trader's must be created. That new position could be created
by someone alre ady participating in the market (as in the case of C) or
can be created by someone on initial entry into the market.

Hed gin g, b y on e tex tb o o k d efinition, is taking
simu ltan eo usly equ al and op po site positions in the
cash an d fu tu res m arket. As an exam ple, a country elevato r p u rch ases 5,000 b u shels of corn from
a local farm er�—th is is a p u rcha se on the ca sh
m arket. Th is elevato r is in a sp eculative position
b ecau se it is ex p o sed to r isk o f lo ss es or gains
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through price fluctuations due to its holding of inventory. This elevator is not in business to speculate, however, but rather to m ake a norm al profit
trad ing grain; therefore, th e elevat or m an ager
could "h edge" his invent ory and reduce h is risks
of pr ice f luctu ation s by obtaining a fut ures contract to sell for the identical am ount (5,000 bushMANAGEMENT ACCOUNTING /APRIL 1985

els) of th e same commodi ty (corn) on an exch ange. If t h e el e vat o r d i d not h ed ge t h e
inventory, its risk would be similar to an individual owning a precious metal such as gold. Each
day the value of the gold would vary, thus resulting in a gain or loss from day to day.
Hedging also could be accomplished on the
cash market by selling forward contracts. Futures
contracts, however, are usually more convenient
because a buyer or seller can be located more
quickly.
Although there are exceptions, generally the
cash and futures markets tend to move in a parallel fashion which is the basis for the "hedging concept." The elevator's hedge with the futures exchange contracts will have a cancelling effect —a
loss by holding the inventory due to a decline in
the cash price should be offset by a gain on the
futures contract because of an increase in the contract's market value.
Because of grain dealer defaults, many states
have created laws to help protect farmers and
creditors from losses due to speculation in commodities by grain dealers. Illinois, for example, requires all grain dealers be hedged and sets limits
as to the extent of speculative position allowed.

bushel for each $10 in net worth each for all other
commodities handled (minimum 5,000 - maximum 25,000). With very few exceptions, speculating in grains not handled by the dealer would be
prohibited.

Longs and Shorts

As an example, assume a farmer sold his corn
on November 1 and the closest futures price to
compare that commodity with is the futures price
for December corn, which was $5. Using the price
the farmer received as $4.40, the basis would be
$.60 —the difference between the cash price paid
by the elevator and the current futures market
price. The basis changes from day to day to reflect
local supply and demand forces. Thus, a change in
basis coursing prices to fluctuate locally may not
parall el wit h a ch an ge i n price on a fut ures
exchange.

Whenever an individual has inventories plus
purchase contracts on exchanges that do not equal
his selling contracts, he is in either a long or short
position which is speculative.
In the country elevator example, a "long" position in the cash market — holding the 5,000 bushels of inventory—is offset by a "short" position
which is identical in quantity and commodity on
the futures market, creating the hedge.
To illustrate a speculative position, assume an
individual with no other contracts and no inventory purchases the elevator's contract on the futures market. This individual is in a "long" position because he has purchased an agreement to
buy without any offsets.
A farmer who is holding grain inventory for
higher prices would be considered in a speculative
position because he is long on the cash market.
Individual state agricultural departments set
limits on the extent of speculative positions that
grain dealers may take on the markets to protect
investors and creditors. The Illinois Department
of Agriculture, for example, considers a grain
dealer in a speculative position any time the long
and short position are different by more than the
limits. Each dealer holding a grain dealer license
will be allowed a position of long or short grain,
on which the dealer is subject to the risk of price
fluctuation, at the rate of one bushel for each $10
in net worth for the major commodity handled
(minimum 5,000 - maximum 50,000), and 1/2
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Basis —Pulse of Cash Marketplace
From a commercial interest's view, "basis" is
the pulse of the cash marketplace. Basis is the difference between futures contract prices and the local cash price for a commodity in an area for a
similar period.
Theoretically, basis represents storage, handling, and transportation costs associated with the
commodity plus a profit margin for the dealer.
The basis for grains are normally largest at harvest because the supply exceeds farm storage facilities forcing many to sell on the cash market.

Cash and future markets
tend to move in a parallel fashion.

Margin Requirements
For an individual to contract on futures exchanges certain requirements must be met to ensure performance. Exchanges and clearinghouses
established margin requirements of their customers to cover day -to -day price fluctuations resulting
in a loss. Because neither the sale nor purchase of
an actual commodity is realized when placing a
contract, margin requirements are much lower
than the face value of the contract and are used to
cover losses, if any, resulting from an undesirable
change in trading price. A margin consists of cash
deposited in segregated accounts and will be added to or subtracted from, depending on gains or
losses by holding the contract.
The reason for margin requirements is to guarantee contract performance. In order for a speculator to get involved in the futures market, a clearinghouse will first require him to deposit a margin
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and maintain a minimum maintenance margin
while he holds the futures contract.
Assume a speculator feels the futures contract
price of corn is going to go up (See Table 1). So he
calls a broker to purchase a futures contract for
10,000 bushels of corn on an exchange at the current price of $5 per bushel. Upon signing the customer agreement, he learns that the margin requirement is $1,500 per contract of 5,000 bushels
or 30 cents per bushel and that he must maintain
a minimum equity of $1,000 per contract. He deposits $3,000 and holds a contract for 10,000
bushels of July corn at $5.
The next day (day 2) the price has dropped to
$4.92; thus his position is a negative $800 (10,000
bu. X $.08). This loss is deducted from his margin
deposit. Because the investor's original margin
Table 1
Illustration of Margin Requirements
Day

Price

Original
margin

1

$5.00

$3,000

2

4.92

3

Maintenance Position
margin
value

Capital

Equity

$3,000

$3,000

(800)

3,000

2,200

4.88

(1200)

3,0 00

1,800

4

4.88

(1200)

4,200

3,000

5

4.95

(500)

4,900

3,700

(500)

4,200

3,0 00

500

5,200

4,000

withd rawal
6

5.05

$2,000

-0-

less his negative position still covers the minimum
requirement, he does not need to deposit additional funds in the account.
The third day the price drops to $4.88. This
change increases his negative position value to
$1,200 which drops his equity below the minimum. His registered representative calls and requests that he deposit additional funds to restore
the orignial margin amount. If the customer does
not make the deposit, the position will be closed
by his representative making an offsetting position
to cancel the contract. In this example, assume
the investor makes the required deposit.
There is no price change on day four, but on
day five t he price b egin s to make an up ward
trend, hitting $4.95. Thus, the customer realizes a
$700 gain and reduces his position to a negative
$500. At this point, he may withdraw $700 from
his margin account to reduce his equity to the
original margin of $3,000 or may use the $700 as
original margin to purchase additional contracts.
Day 6 brings good news to the investor as corn
prices jump to $5.05. He realizes a $1,000 gain
and reverses the negative $500 position to a positive one. His equity once again is above the $3,000
original margin, allowing him to use the $1,000
excess as he pleases.
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When he decides to exit the market, he instructs his representative to sell his position. A
commission will be assessed and a balance will remain in a ma rg i n a cc o u n t whi ch he may
withdraw.
A few comments should be made to qualify the
above illustration. First, the maintenance margin
is usually 70% to 80% of the original margin (in
the illustration it is 66 %). Secondly, prices could
possibly not be allowed to have the fluctuations in
the illustration. Small price fluctuations are rules
of the market. As an example, for soybeans the
maximum fluctuation might be 30 cents per bushel above or below the previous day's close. The
purpose of the daily limits is to prevent a major
price change from carrying too far from its own
momentum: a chance for investors and speculators to "sleep on it." Limits may be moved if consistent large price increases or decreases occur because the limi ts are n ot meant to hamper the
normal movement of prices; rather, to control
panic selling or buying.
FAS 80: Accounting for Hedges
Previous to the issuance of FAS 80, several
methods were available to measure the gains and
los ses resu lt ing from th e hol din g of fu tures
contracts.
The "S tatement on Accou nting for Fu tures
Contracts" dictates one of two possible accounting methods depending upon whether the future
contract meets hedging criteria. For those transactions not meeting hedging criteria, gain or loss
is recognized in the period in which the change
occurred. For transactions meeting the hedging
requirements, the carrying value of the commodity being hedged should be adjusted for gains or
losses on the futures contracts. The statement is
effective for contracts entered into after December
31, 1984. Ho wever, i f t he commo d it y bein g
hedged is reported at fair value, the gains and
losses on the futures exchange should be recognized in the period of the change.
The statement lists the following conditions as
necesssary for a futures contract to qualify as a
hedge:
1. The item to be hedged exposes the enterprise to
price or interest rate risk, and,
2. The futures contract reduces that exposure and
is designated as a hedge.
The method dictated in the statement rejects
the use of the conservative, lower -of -cost or market method which was an acceptable accounting
method prior to December 31, 1984. The lower of -cost or market recognizes losses as they are incurred but recognizes gains only when the contract is sold.
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All futures contracts, with the exception of foreign currency futures addressed in FAS No. 52
"Foreign Currency Translation," are included in
the scope of FAS No. 80. Not included are options or forward contracts.
A favorable change in a futures contract position immediately enhances the holder's assets (i.e.,
an amount which over the margin requirement
can be withdrawn in cash). Accordingly, the statement views fluctuations in the market price as recognizable. This method of accounting, referred to
by some as the market -to- marked approach, realizes gains and losses from day -to -day price fluctuations in the period incurred.
Neither an asset nor a liability is recorded on
initiation of a futures contract. The futures contract does not represent a currently recordable asset or liability. Rather, it is a future commitment.
However, entries are made to reflect initial margin
deposits and cash settlements necessitated by
gains and losses accruing on futures contracts.
With transactions involving hedging, the use of
commodity markets is somewhat more complex.
To illustrate the market valuation method, assume a soybean processor purchases soybeans
from a nearby elevator on February 2. The processor paid $5.560 per bushel for 5,000 bushels. The
processor expects to make profit from crushing
the beans making soybean meal and oil and selling
these commodities. To protect the processor's
profit margin from soybean price fluctuations, the
manager obtained a futures contract to sell 5,000
bushels for August delivery at $5.960 per bushel.
(Please keep in mind a rise in market value of a futures contract to sell a commodity results in a loss
to the holder.) For the processor's broker to enter
the contract, approximately 10% of the amount
as a margin deposit is needed.
To receive the beans, the processor had to pay
the transportation from the elevator which totalled $700.
If, on February 28, the company must report
period -end results of operation and no buyer for
the meal and oil has been found, the position
would be computed as:
Inventory at cost:
5,000 bu. Cpl $5.560
Trucking

Open contracts:
5,000 bushel futures contract:
market value $6.015
® original selling price $5.960
Gain (loss) recognized

$ 27,800
700
S 28,500

(30.075)
S(29,800)
$ (275)

If the futures contract does not meet hedging
criteria, the $275 loss would be reported for the
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The history of modern commodity futures trading can be traced to
the growth of the city ofChicago. As Chicago grew as a grain terminal with the opening ofthe Illinois - Michigan canal in the 1840s,
the city fathers felt it needed an organization to promote commerce
in grain trading. In 1848, the City organized the Board ofTrade of
the City of Chicago, with 82 members.
As commerce in commodities grew, the importance of fair trading in grains was recognized by governmental bodies including the
State of Illinois which authorized the Board to instruct personnel to
measure, gauge, weigh, and inspect grain.
Although there were many factors involved in its development,
futures trading as it is known today evolved out of risk, financing,
inventory, and pricing problems of handlers and processors of cash
commodities. The commodities market is divided into two groups
of investors: speculators and commercial interests. Speculators are
normally considered those investors who have no connection with
the commodities industry except for their investments in futures
and who rely purely on fluctuations in the futures market for their
income. Commercial interests are farmers, grain dealers, grain processors, and others who are primarily dependent on the cash commodity market for their livelihood. Speculators and commerical interests are not considered mutually exclusive because commercial
interests could be in a speculative position.
After market problems concerning both speculators and commercial interests arose, the government passed the first U.S. law
regulating futures trading in 1921. The law was immediately declared unconstitutional and in 1922 a new law, the Grain Futures
Act, was passed. It remained in effect and was heavily amended
through 1935. In 1936 the Act was revamped and renamed the
Commodity Exchange Act, which also was heavily amended.
In 1974, the Commodities Futures Trading Act was passed
which brought all exchanges of commodities futures under regulation. Among other provisions, the Act established the five - member
Commodity Futures Trading Commission.
The objectives ofan exchange are to establish equitable principles ofbusiness conduct by its members; provide an organized marketplace and time of trading; develop uniform rules and standards
for the conduct of trading; establish uniformity of contract size,
trade customs regarding quality, time and place of delivery and
terms of payment; collect and disburse price and market information; and provide the machinery to guarantee the settlement of contracts and payment of financial obligations among members.
❑

period ending February 28.
Assuming the futures contract qualifies as a
hedge and evidence at February 28 indicates the
loss will be recovered on sale of the finished product, the processor would not recognize the loss.
Rather the amount would be an increase in the
110-10- 57
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Staying on Top of New Trends:
St. Louis 185
There is an information revolution going on in our
society and the new tools are affecting all of our
lives. It has now come to the critical question of
survival —we need to understand how to use these
tools efficiently in order to stay on top of the management accounting profession. John P. Imlay,
Jr., chairman and chief executive officer of Management Science America, Inc. (MSA), a special
guest speaker at this year's Annual Conference,
June 23 -26, in St.
Lo ui s, Mo ., will
di scus s
th es e
changes in his address , "The In format i o n Tran s fo rmation: A Study in
Survival."
As head of MSA,
q
the largest independent supplier of applications software,
Mr. Imlay has directed the company's gro wt h fro m
$2.7 million to $140
John P. Imlay million a year i n
revenues.
This CEO is considered to be a leading authority on software and is a frequent spokesman for
the computer industry. International Computer
Programs, Inc. (ICP) named him one of the 15
people who will most influence the future of computing. In 1979, he served as president of the Association of Data Processing Service Organizations (ADAPSO), a group representing over 750
companies in the computer services field, and has
been a member of the ADAPSO board of directors since 1967.

attorney with a St. Louis law firm from 1949 to
1959, Judge Webster served as U.S. attorney for
the eastern district of Missouri from 1960 to 1961.
He returned to private practice in 1961, and from
1964 to 1969 he was a member of the Missouri
Board of Law Examiners.
In 1979, Judge Webster was appointed a judge
in the U. S. Distri ct Court of Appeal s for the
eighth circuit. He resigned in February 1978 to
become director of
the, Federal Bureau
of Investigation.
Murray L. Wei denbaum, director
of t h e C en t er fo r
The Study of American Business, and
former chairman of
the Council of Econo mi c Ad vi s ers ,
will describe "The
Economic Outlook
for 1985 -86." Other
speakers scheduled
to share their expertise are: Dr. Sharon William H. Webster
Crai n , p res id en t ,
Crain & Associates, Inc.; Dr. Eli M. Goldratt,
chairman, Creative Output Inc.; and A.A. Sommer, partner, Morgan, Lewis & Bockius and
member of the Public Oversight Board.
Connie E. Linton, a new guest speaker, will join
the concurrent speakers scheduled to address conference- goers. Ms. Linton, who is marketing manager at Data Design Associates, will talk about
"Capital Project Management Systems: Real time, On -Line for Mainframe Hardware."

Keeping Up with the Latest Trends

While conference-goers convene at the Clarion
Hotel for the professional sessions, spouses and
children can look forward to a smorgasbord of activities designed by Edward A. Striker, chairman
of the Operations Committee. One of the highlights of the Conference will be "Pops at Powell,"
a night at Powell Hall, a renovated old movie
house with abundant seating, excellent sightlines,
and accoustics. The outing will feature the St.
Louis Symphony, under Norman Leyden.
Registration and housing forms for the Conference are available on pages 49 -50.
Donna Marks

The distinguished group of experts scheduled to
address conference -goers includes Senator Howard Baker, former majority leader in the U.S. Senate. The former senator will offer his views on the
question, "Can President Reagan's Goal Toward
Deficit Reduction Be Achieved? The Politics that
Have to Be Considered."
Another special guest speaker will be Judge
William H. Webster, director of the Federal Bureau of Investigation, who will discuss "Financial
Fraud and Accounting Related Cases: the FBI's
New Thrust in The Electronic Age." A practicing
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Pops at Powell
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ADVANCE REGISTRATION. FORM
u

Registration accepted only if accompanied by payment —
Make check payable to.
NATIONAL ASSOCIATION OF ACCOUNTANTS
REFUND POLICY — All Cancellations received in NAA's offices in New
York by 5:00 p.m EDT, Monday, June 3will be refunded IN FULL by check.
Cancellations received after that are entitled to NO REFUND This time
and date are also the deadline for advance registration fees
Mail this form and remittance in U.S. funds to:
National Association of Accountants
10 Paragon Drive, P.O. Box 433
Montvale, N.J. 07645
ENCLOSED IS
Personal
Company CHECK FOR $
CHARGE TO MY
VISA
Card Number _
Master Card
Expiration Date
M C Interbank a

PEEL OFF MAGAZINE
ADDRESS LABEL
AND AFFIX HERE

r

^ r

Members and spouses have five choices in registering for the Annual Conference: Option A — All Events Package, before June 4,
and June 4 and later. Option B — Minimum Purchase, without Annual Dinner, before June 4, and June 4 and later Option C — Annual Dinner Only.
Young People — 12 Years and Older, and Young People — 6 through
11 Years, have two choices: All Events Package, before June 4, and
All Events Package, June 4 and later.
Indicate No.

of Registrants

PROGRAM FOR MEMBERS

T

OPTION A

10
10 L

All Events Package (Before June 4)
All Events Package (June 4 & later)

Includes:
• National Officer's Reception (Sunday Eve.)
• General Session /Annual Meeting (Monday a.m.)
• Keynote Luncheon (Monday Mid -day)
• Concurrent Sessions (Monday p.m.)
• Plenary Session (Tuesday a.m.)
• Luncheon (Tuesday Mid -day)
• Concurrent Sessions (Tuesday p.m.)
• Family Event: Pops at Powell (Tuesday Eve.)
• Plenary Session (Wednesday a.m.)
• Concurrent Sessions (W ednesday p.m.)
• Annual Dinner (Wednesday Eve.)
OPTION B
16
Minimum Purchase (Before June 4)
16 L
Minimum Purchase (June 4 & later)

To expedite the processing of your registration, confirmation will be mailed
to your preferred marling address as shown on the peel -oft label above
If this address Is not correct, please indicate the change in Part I below

Includes:
All of the events listed under Option A, except Annual Dinner
OPTION C
14
Annual Dinner Only (Wednesday Eve.)

PART 1 —to be completed only if:

15

For IMA Members IMA Dinner (Sunday Eve.l

Indi cate

$ Amount
•

5385.00
$415.00

_ _
_

_

$350.00
$375.00

$35.00
. $40.00

PROGRAM FOR SPOUSES

-

No pre - printed. peel -otf label available
Member Is making an address correction
A nonmember
NAA ACCOUNT NO

NAME

MAILING ADDRESS

ITY. STATE. ZIP CODE

OPTION A
All Events Package (Before June 4)

$150.00

20 L

All Events Package (June 4 & later)

$175.00

Includes:
• National Officers' Reception (Sunday Eve )
• Tour of St. Louis, including Arch (lunch ncl.) (Monday, all day)
• Option for Tuesday (No lunch)
1. Tour of Missouri Botanical Garden & Restored Houses
2. Tour of Plaza Frontenac & Wardrobe Seminar
• Family Event: Pops at Powell (Tuesday Eve.)
• St. Louis World's Fair
Theme Party (Luncheon snacks) (Wednesday)
• Annual Dinner (Wednesday Eve.)
• Any Session on Members' Professional Program General. Plenary or
Concurrent Sessions
OPTION B
28
Minimum Purchase (Before June 4)
$115.00
28 L
Minimum Purchase (June 4 & later)
$140.00
Includes:
All of the events listed under Option A, except Annual Dinner

PART 11 — to be completed by all registrants
Telep ho ne num b e r whe re you may be reached during the day if
necess ary (

20

)

OPTION C
25

Annual Dinner Only (Wednesday Eve.)

$35.00

Spous e s ' Options from Me mbe rs ' Program
66

The Monday "Keynote' Luncheon may be substituted for
Spouses' Monday Tour - Luncheon at no additional charge
Tuesday Luncheon on Members' Program may be purchas•
ed as an addition to the Spouses' All Events Package for the
525.00
additional charge of

27
C HAP TER

PROGRAM FOR YOUNG PEOPLE -12 Years and Older
CO M PA N Y

NAME ( OR NI CKNAME) AS YOU W I SH I T PRI NTED ON YOUR BAD GE
O C M A M EM BE R
SPOUSE' S FIRST NAME ( As desir ed pr i nted on badge)

CHILD REN'S FI RST NAMES (As desi red pr inted on badge)

30
All Events Package (Before June 4)
$115.00
30 L
All Events Package (June 4 & later)
.$130.00
Includes:
• Tour of Six Flags over Mid - America (Includes Lunch) (Monday, all day)
• Tour of Grant's Farm & Jefferson Memorial (Includes Lunch) (Tuesday all day)
• Family Event Pops at Powell (Tuesday Eve.)
• Tour of St Louis Downtown, including Arch (Includes Lunch) (Wednesday. all
day)
• Moonlight Dinner Cruise & Dance (Wednesday Eve )

PROGRAM FOR YOUNG PEOPLE -6 through 11 Years
40
40 L

SOCIAL SECURITY NO
Soc ial securi ty number is requir ed i f you want NAA to mai ntai n a computer ized
record of your continuing professional education credits for this Annual Conference

All Events Package (Before June 4) .......
All Events Package (June 4 & later)

$115.00
$130.00

Includes:
• Tour of Six Flags over Mid-America (Includes Lunch) (Monday, all day)
• Tour of Grant's Farm & Magic House (Includes Lunch) (Tuesday, all day)
• Family Event Pops at Powell (Tuesday Eve.)
• Visit to St. Louis Zoo & River Cruise (Includes Lunch) (Wednesday. all day)
• Dinner & Special Entertainment (Wednesday Eve.)
TOTAL REMITTANCE S

FOR HOUSING BUREAU USE ONLY

HOTEL
RESERVATION
For accommodations,

please fill in the Hotel
Reservation Form (at
right) and mail, as
promptly as possible to:
NAA HOUSINGBUREAU
10SOUTHBROADWAY
SUITE 300
ST. LOUIS, MO 63102
CANCELLATIONS: Please
notify the NAA Housing
Bureau of all cancellations up to June 3,
1985. After that. cancellations should be
made directly with the
hotel.
CHANGES: All other
changes should be made
directly with the hotel at
all times,
ALLRESERVATIONS
REQUESTS,CHANGES
ORCANCELLATIONS
MUST BE IN WRITING.

MAIL TO

NATIONAL ASSOCIATION OF ACCOUNTANTS

NAA HOUSING BUREAU

OFFICIAL HOUSING REQUEST FORM

10 SOUTH BROADWAY
SUITE 300
ST. LOUIS. MO 63102

•

PLEASE READ CAREFULLY

— PLEASE PRINT OR TYPE ALL ITEMS TO ASSURE ACCURACY.
— COMPLETE EACH PART BELOW IN DETAIL FOR CORRECT AND RAPID COMPUTER PROCESSING
— SHOULD MORE THAN TWO (2) ROOMS BE NEEDED, SUPPLEMENTAL ROOM LIST MUST BE ATTACHED USING SAME FORMAT AS IN
PART III
—ALL CONFIRMATIONS WILL BE SENT TO INDIVIDUAL INDICATED IN PART I

PART I
INSTRUCTIONS: Complete requested data using abbreviations as necessary.
NAME OF PERSON REQUESTING ROOMS

(STREET ADDRESS OR P.O. BOX

(CITY)

(STATE)

(COUNTRY)

(Area Code)

(ZIP- U.S.A.)

(PHONE NUMBER)

PART II

TELEPHONEREQUESTS
CANNOTBE
ACCEPTED.

INSTRUCTIONS: Select THREE Hotel /Motels of your choice, No request will be processed without THREE choices.
FIRST CHOICE 11 1 1 1 1 1 1

SECOND CHOICE E 1 1 1 1 1 1

(HOTEL CODE)

THIRD CHOICE a E

(HOTEL CODE)

1 1 E

(HOTEL CODE)

PLEASE GUARANTEE MY HOTEL ROOM WITH:

u

u

Number,

INSTRUCTIONS: 1
2
3.
4

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

l

rx

PINE 5T 2

i

o

S

IURK F 7 e

P . 1— Parlor & one bedroom

OCCUPANTS NAMEIS (PRINT LAST NAME FIRST)

0
CHMNU T
1

Exp. Date

PART III

HOLIDAY INN
RIVERFRONT

IE
-

Credit Card Name

7 F1

ROOM
NO 1

—M A R R I O T T

P . 2— Parlor & two bedrooms

4

ARR DATE
DER DATE
CHECK ONE
SINGLE : P + 1
ARRIVAL TIME
AM
PM (Check One)
DOUBLE . P . 2
Note: Reservation will be held only until 6 p.m.
Rollaway
unless guaranteed.
TWIN
Bed Required
i._ TRIPLE (Must be
ordered in
L QUAD
advance.)

1

CHECK ONE

1
2
3

WA LNUT Sr

■

euw "

CUIRION

ROOM

2

NO 2

3

ARR DATE

DEP DATE

P . 1
ARRIVAL TIME
. AM i PM (Check One)
P . 2
Note: Reservation will be held only until 6 p m
Rollaway
unless guaranteed
TWIN
Bed Required
TRIPLE (Must be
ordered in
QUAD
advance
SINGLE
DOUBLE

4

NOTE: PLEASE RECHECK ALL ITEMS FOR CORRECT INFORMATION

THESE HOTELS HAVE RESERVED ROOMS FOR THE NATIONAL ASSOCIATION OF ACCOUNTANTS
Hotel
Code Hotel

Double Triple Quad 1 Bedrm. 2 Bedrm.
Single
Su i te
9 Occup. Occup. Occup. Suite

CLAR

A -B -D

MAR

C-D

$6 5

$7 5

$7 5

$7 5

$195

—

$68

$78

$84

$84

$165

$185

$55

$65

$65

$65

—

—

Marriott Pavilion

Holiday Inn Riverfront

HI

C-D

A. The Clarion is conferenc e Headquarters & SCMS Headquarters
B. C hildren age 18 and under in same r oom with par ents, fr ee.

The C lari on

Rollaway bed $10.00 extra charge. Must be ordered in advance.
C. Children age 18 and under In same room with parents, free.
Rollaway beds no charge. Must be ordered in advance.
D. Rates subject to 9.75% sales tax. (Subject to change)

Companies Are Not
Using FAS 33 Data

By Kenneth Rosenzweig
How is price- adjusted information required by
FAS 33, "Finan cial Reporting and Changing
Prices," being used for management decision making purposes? I mailed a questionnaire survey
to the controllers of all companies in the FASB's
Statement 33 bank to find out the answers and to
examine the company characteristics associated
with such use.
The questionnaire was designed to find out the
extent of use and reporting of FAS 33 information
for internal company purposes such as management decision making, and the factors which
might be associated with that use and reporting.
The controllers were asked about the extent of
internal use and reporting by their companies of
FAS 33 information. The respondents were asked
to indicate the extent of their use and reporting on
a seven -point scale from 1 or "never" to 7 or "always." In general, very little use or reporting of
FAS 33 information was revealed. See Table 1.
It was hypothesized that usage of FAS 33 information might differ among the companies according to the types of decisions for which information
was required. Some decisions may be readily
adaptable to the use of FAS 33 information while
others may not be. However, the questionnaire responses did not reveal much difference in the exMANAGEMENT ACCOUNTING /APRIL 1985

tent of usage for various decision types. The decision types in cluded ad just ment of i nsurance
coverage, capital investment decisions, product
pricing and sales decisions, other purposes, make or -buy decisions, and determining cash dividends.
It is ironic that the least usage of FAS 33 information among the decision types was reported for
"determining cash dividends" because much of
the literature on inflation accounting has stressed
the paramount importance of inflation adjustments to avoid excessive dividend payouts and
thereby impairment of original capital resulting
from the use of net income based on inflated historical cost.
Another hypothesis of this study was that companies' use of FAS 33 information would differ by
organizational level. It was assumed that because
FAS 33 information always would be available on
a company -wide basis, the greatest use would be
at the headquarters level. The use by company
units would be less frequent because of an assumption that the FAS 33 information may not be
assembled for those units. The questionnaire respon ses , ho wever, give li ttl e su ppo rt t o t his
hypothesis.
An important prerequisite for the use of FAS
33 information by managers is the reporting of
that information to them. Casey and Sandretto
(1981)1 found that 45% of the Fortune 500 com-

i

The least use of FAS 33 data was reported
for `determining cash dividends,' even though
su ch da ta were sa id to be necessa ry to a void
excessive dividend payouts, which impair capital formation.

Kenneth Rosenzweig
is an associate
professor of
accounting at the
University of Dayton.
He has a Ph.D. degree
from Michigan State
University. He is a
member of the Dayton
Chapter, through which
this article was
submitted.
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Firms that used
price indexes
were less likely
to use FAS 33
data.

panies that responded to their survey reported inflation- adjusted accounting data to managers. In
contrast, my study — although it focused on FAS
33 information and measured extent of reporting
in a different way — revealed very little reporting
of that information to managers.
Casey and Sandretto found a materially higher
rate of reporting of inflation - adjusted data to top
than to operating management while this study indicated no difference in the rate of reporting between company -wide and company units. Furthermore, the results on the reporting questions in
the present study have even lower scores generally
than the results on the usage questions. This outcome suggests the possibility that top management of many companies may have discouraged
the use of FAS 33 information within the compa-

sion. In other words, those companies that use
FAS 33 information for one purpose tend to use it
for others. If FAS 33 information is used on the
company -wide level, it is likely also to be used by
company units. If companies reported FAS 33 information company -wide, for company units, or
on a special request basis, they were more likely to
use that information internally.
As noted, the questionnaire results generally indicated very little use or reporting of FAS 33 information. In order to assess the possible association of other company characteristics with the use
of FAS 33 information, I focused on differences in
such use. For this purpose, the dependent variable, "Overall Usage of FAS 33 Information,"
was recoded into two categories: "never" and "to
some extent." "Never" included only those com-

Table 1
Overall Usage of FAS 33 Information

Number

Never
1
301

2
176

3
40

4
10

5
3

6
1

Always
7
1

Total
532

Percent

56.6

33.3

7.5

1.9

.6

.2

.2

100

t

Mean
1.6

nies by failing to work that information into the
companies' internal reporting systems. Thus, lower -level managers may not have had the opportunity to use the information.
Because the Casey and Sandretto study asked
about the internal reporting of all types of inflation- adjusted information including that not induced by FAS 33, the difference between the high
reporting responses of that study and the low reporting responses of this study suggests that many
companies are reporting to managers inflation -adjusted information other than that required by
FAS 33.
Relationships among Measures of Internal Use
Even though the general level of usage and reporting of FAS 33 information was low, perhaps
some companies may have reported or used FAS
33 information for one purpose while not reporting or using it for other purposes. To examine this
question, Pearson correlations were calculated between the measure, Overall Usage of FAS 33 Information, and measures of internal reporting and
more specific use of that information (See Table
2).
The uniformly strong and positive correlations
among these measures is striking and suggests
that internal reporting and use of FAS 33 information in companies is essentially a single dimen52

panies that answered "never" on the original 7point usage scale. "To some extent" included answers 2 through 7 on the original 7 -point usage
scale.
From the 14 variables measuring use and reporting of FAS 33 information, the variable Overall Usage of FAS 33 Information was selected for
exclusive use as a dependent variable in this analysis for three reasons. First, the dependent variables had proven to be highly correlated with one
another. Second, Overall Usage seems to represent
a general aspect of the dependent variables. Third,
Overall Usage after recoding divides the population into two roughly equal subgroups as follows:
Frequency Distribution
Overall Usage of FASB 33 Information
Number of
firms responding

Value

Never
To some extent

301
231
532

% of
firms responding

57
43
100

Firm Characteristics and FAS 33
To analyze the possible relationship of company characteristics with Overall Usage of FAS 33, I
focused on four general dimensions conjectured to
be associated with use of FAS 33 information:
MANAGEMENT ACCOUNTING /APRIL 1985

1. Commitment of management to producing and
using FAS 33 information.
2. Adaptability of management to using FAS 33
information.
3. Prior experience by management with use of
price- adjusted information.
4. Industry in which the company operates.
Management Commitment. Two aspects of the
commitment of management to producing and using FAS 33 information were measured: the existence of a formal policy that management use the
information and the amount of effort companies
devoted to developing the information. Thus, the
first hypothesis:
H 1: Companies whose managements have a formal policy that FAS 33 information be used
for internal purposes are li kely to make
greater use of .that information.
It is a natural expectation that a formal policy
may influence managers to use FAS 33 information and the research findings support this expectation to some extent. Because only a small proportion of the respondent companies had a formal
policy (about 2 %), it is difficult to predict what
effect the policy would have had on usage of FAS
33 information in other companies. But apparently the formal use policy did affect usage in the
companies that had such a policy.
H2: Companies that devote a greater amount of
effort to the development of FAS 33 information are more likely to use that information
for internal purposes.
Because carefully developed information is likely to be more useful, it is reasonable to expect that
companies devoting greater effort to developing
FAS 33 information are more likely to use it.
This hypothesis was tested by analyzing two
variables: the number of man hours devoted by
company personnel to the development of FAS 33
information and the complexity of the method
used to adjust for price changes. This analysis indicates that companies using FAS 33 information
devoted materially greater man hours to the development of FAS 33 information than companies
that did not use the information. The "never" usage subgroup reported 664 average number of
man hours, as compared to 960 average number
of man hours reported by companies using FAS
33 information "to some extent."
For the second variable, as an index of the overall complexity of adjustment methods used, the
companies were asked which of four methods was
the predominant one used to develop current costs
for property, plant, and equipment. The methods,
MANAGEMENT ACCOUNTING /APRIL 1985

discussed in FAS 33, are price indexes, direct pricing, unit pricing, and functional pricing. It was assumed that the use of price indexes required considerably less effort than the use of the other three
methods because those methods require a direct
evaluation of the value of individual assets while
price indexes can be applied to assets of different
age groups without a direct evaluation. The research findings show that companies that employed price indexes were much less likely to have
used FAS 33 information than companies which
employed the other methods. See Table 3.
In summary, the results of the analysis of the
two variables for hypothesis two suggest that a
difference between companies that used FAS 33
information and those that did not was greater
hours spent on development as well as the utilizaTable 2
Pearson* Correlations: Overall Use of FAS 33 Information
with Measures of Internal Reporting and More Specific Use
Fo r e valuatio n of unit m anag e rs
Fo r ad justm e nt o f insuranc e co ve rag e
Fo r c ap ital inve s tm e nt de c is ions
Fo r d e te rmining c ash divid e nd s
Fo r p ro d uc t p ric ing and s ales de c is ions
For make -or -buy dec is io ns

.45
.49
.57
.41
.47
.43

Fo r o the r p urp o se s

.46

Comp any -wide le vel
By c o mp any units (d ep artme nts , d ivisio ns , e tc.)

.59
.46

Com pany -wid e repo rting of FA S 3 3 inf orm atio n

.3 6

Re p o rting fo r any c o mp any units

.36

Re p orting o n a sp e cial req ues t b asis

.49

'Pearson correlations are nominally suitable only for data that is on an interval or ratio scale, both of which assume that the distances between
points on the scale are equal. Although the responses to these questions
are on only an ordinal scale, it is common in research of this kind to use
Pearson correlations because they are easy to calculate and readily understandable. As a check of the appropriateness of the Pearson correlations,
Kendall rank -order correlations among these measures were also calculated. There were no material differences between the Kendall and the Pearson correlations.

tfion of more complex methods involving the revaluation of individual assets, rather than only the
minimally required methods.
Management Adaptability. Five aspects of the
adaptability of management to producing and using FAS 33 information were assessed:
1. Perceived use of the information by external
parties.
2. Perceived understanding of the information by
operating management.
3. Perceived usefulness of the information for internal purposes.
4. Belief that adjustments for changing prices will
continue to be required.
5. Decentralized responsibility for developing the
information.
53

The questionnaires were mailed to the controllers of all companies
on the FAS 33 Data Bank (User's Manual, 1983) as of Summer
1983. A second mailing in December 1983 was made to companies
that had not responded to the first mailing. A total of 1,514 surveys
were mailed out, and 544 surveys were used in the analysis, a 37%
response based on the estimated total of 1,464 presumed subject to
FAS 33.
The true response rate is probably somewhat higher than 37%
because it is logical to assume that some of the companies that
failed to respond were not subject to FAS 33. The response rate is
excellent for studies of this kind and lends support to the contention that the research results reported reasonably represent the total population of companies subject to FAS 33.
The extent of use and reporting of FAS 33 information was measured on a 7 -point attitudinal scale from 1, or never, to 7, or always, for various aspects of reporting and use. Questions concerned
use of FAS 33 information for various purposes and at different
company levels. Reporting questions covered regular and special
request reporting as well as reporting at different company levels.
Factors that might be associated with use and reporting of FAS
33 information were determined from hypotheses. These hypotheses were developed from intuition and the literature.
❑

H3: Companies whose managements believe they
will be evaluated by investors and other external users on the basis of FAS 33 information are lik ely to make more use of that
information.
Because company management often is evaluated by external parties such as stockholders on the
basis of financial statement net income, management's objective may be to maximize the reported
income number rather than the company's long run economic well being. To the extent the income number is based on historical cost, historical
cost management information may be seen as facilitating decisions which maximize the income
number. But if management perceives that external parties are using FAS 33 information, it may
be motivated to use it also. This is referred to as
the "criterion" factor.
Jablonsky and Dirsmith (1979)' examined this
factor and concluded that it may account for the
still widespread use of the inferior accounting
rate -of- return and payback methods instead of the
ostensibly superior net present value and internal
rate -of- return methods for capital budgeting decisions, as well as the all too frequent overemphasis
on return on investment (ROI) for evaluating division managers.
This hypothesis was tested with two variables:
the respondents' opinions about the usefulness of
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FAS 33 information for external users and the respondents' opinions about the relative weight that
external users will place on historical cost and
FAS 33 information in evaluating the company.
The results from both variables support the hypothesis that companies who believe they will be
evaluated by external users on the basis of FAS 33
i n fo rmat i o n are mo re lik ely to use t h at
information.
H4: Companies whose operating managers understand the difference between historical
cost and FAS 33 financial information are
lik ely to h ave mo re use of F AS 33
information.
If managers do not understand the difference
between historical cost and FAS 33 information,
they are unlikely to demand or to use the unfamiliar FAS 33 information for their decision making.
The research findings provide moderate support
for this hypothesis.
H5: Companies whose managements perceive
FAS 33 information to be useful for internal
uses are likel y to have more use of that
information.
The credibility of FAS 33 information should
be an important determinant of its use. Kaplan
(1984)' points out that the general subservience of
internal management accounting to the external
reporting function has resulted in the frequent internal use of inadequate methods solely because
they were required for external reporting. Thus,
the past unacceptability of all nonhistorical cost
valuation methods for financial reporting may
have inhibited the use of such methods for management decision making because only historical
cost information was considered by managers to
be legitimate. For some companies, ASR 190 and
FAS 33 may have given more credibility to accounting data adjusted for changing prices, thereby encouraging more use of that information.
This hypothesis was tested in both a positive
and negative manner. On the positive side, the extent the respondents felt the information was useful for internal users was measured for the two information usage subgroups. On the negative side,
the respondents were asked the extent they felt
certain factors had inhibited the use of FAS 33
information by management. These factors were:
information is inaccurate, information is biased,
and information is not understood.
The research findings strongly support the conclusion that companies whose respondents felt
FAS 33 information was "useful" are more likely
to have used that information.
On the negative side, the research findings do
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not support the conclusion that the extent the respondents felt. FAS 33 information was inaccurate, biased, or not understood was materially associated with whether the information was used.
It is interesting that a positive belief that FAS
33 information is useful was associated with greater use but beliefs that FAS 33 information was deficient in certain respects were not associated with
reduced usage. Perhaps companies that believed
FAS 33 information was useful but that it had
certain deficiencies, such as inaccuracy, bias, or
difficulty in understanding, felt that managers
could learn to compensate for these deficiencies.
As a consequence, they may not restrict usage of
the information by managers. Management accounting information is typically of a -lower standard of precision than is financial accounting information because more knowledgeable managers
are generally better able than less knowledgeable
external parties to distill the essential meaning

companies who participate in the development of
FAS 33 information are more likely to understand
it and therefore to use it. Another rationale for
this hypothesis is that generally only information
aggregated by company units is suitable for use by
those units. Information assembled by the headquarters unit is likely not aggregated by company
units and therefore may not be usable by them.
The hypothesis was tested in two ways: specifically with respect to the development of FAS 33
information and more generally with respect to
overall decentralization of the financial function.
First, the respondents were asked what organizational level had primary responsibility for developing FAS 33 information: corporate or company
headquarters -vs. company units. The research
findings provide slight support for this hypothesis.
Although most companies in both subgroups
developed FAS 33 information at the headquarters level, a slightly higher percentage of the com-

hr companies
felt FAS 33

data were
useful, they
were more
likely to use
such data.

Table 3
Predominant Method of Developing Current Cost
for Property, Plant, and Equipment
No direct
evaluatio n
Usage
subgro ups
Ne ve r
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To so m e e xte nt

41

100

Direc t evaluation

53
47
100

from unrefined information without being misled
by its shortcomings.
Hb: Companies whose managements believe that
so me fo rm o f req u i red ad j us t men t s fo r
changing prices will continue to be required
for external financial statements are likely to
exh ib it mo r e i n t e rn al u s e o f F AS 33
information.
If FAS 33 information is perceived as being
only a passing phenomenon, then companies may
invest little time in learning to use it. But if the
requirement to produce FAS 33 information is
permanent, then companies may see an advantage
to learning how to use it. The research findings
provide only slight support for this hypothesis:
H7: Companies in which the primary responsibility for the development of FAS 33 information is decentralized to lower company levels
are likely to h ave mo re use o f s u ch
information.
It seems logical that managers of decentralized
MANAGEMENT ACCOUNTING /APRIL 1985

46
54
100

of 14
companies using
functional pricing
%

of 24
companies using
unit pric ing
%

of 38
companies using
direc t pricing
%

%

of 429
companies using
price indexes

29
71
100

parties that used FAS 33 information developed
that information by company units.
With respect to the overall decentralization of
the financial function, respondents were asked
whether the company physically houses its financial records at corporate or company -wide level or
at company units. Of that subgroup reporting usage of FAS 33 information, 51% said the company decentralized financial records but only 44%
of the companies which did not use FAS 33 information said their financial records were decentralized. The results from both tests of the hypothesis
suggest some tendency for more decentralized
compani es to h ave used FAS 3 3 information
more. Decentralized companies may be more flexible and, in some cases, may have allowed managers in localized areas the freedom to develop uses
for FAS 33 information which was not possible in
more centralized companies.
Prior Experience with Price - Adjusted Information. Companies that have a familiarity with price adjusted information due to prior use are more accustomed to using it and therefore should be more
inclined to use FAS 33 information. This hypothesis (H8) was tested with two variables: the extent
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that any form of information adjusted for changing prices was used prior to ASR 190 and whether
the company was subject to ASR 190.
The research results from the first variable suggest that the extent a company used information
adjusted for changing prices prior to ASR 190 is
highly associated with whether that company uses
FAS 33 information currently. On the second
variable, the results suggest a slightly higher tendency for companies that have used FAS 33 information to have been subject to ASR 190 than
co mp an i es th at h ave not used FAS 33
information.
These results suggest the general conclusion
that prior experience with price- adjusted information is an important determinant of the current
use of FAS 33 information.
Table 4
Companies in Industrial Categories
Using FAS 33 Information
using
FAS 33 information
%

Companies
33

159
135
26
77

Industrial category

Retail trade
Manufacturing
Transportation, communication,
electric, gas, and sanitary services
Services
Finance, insurance, and real estate

58
50
43
38
27

Industry in which the Company Operates. It
seems plausible that companies in different industries would exhibit different levels of usage of FAS
33 information because they would tend to face
different conditions with respect to such factors as
technological change, competition, exposure to inflation, and so on. To test this hypothesis, the
companies were asked in which of the nine general categories of the Standard Industrial Classification (Standard Industrial Classification Manual,
1972) most of their activities fell. The research results support this hypothesis (See Table 4).
Industrial categories with fewer than 25 companies were eliminated from the table because their
results were likely to be more a function of the
nature of the particular companies included rather
than their industry. As can be seen, most of the
companies were in the two categories: manufacturing; and transportation, communication, electric, gas, and sanitary services. These two categori es ex h i b i t ed mo d erat e amo u n t s o f u s age
although they differed somewhat from one another. The most usage of 58% was reported in the
retail trade category which may be due in part to
that industry's long experience with price level adjustments used in connection with the retail inventory method. The least usage (27 %) was reported
in the finance, insurance, and real estate category
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which may be due to the predominantly monetary
nature of assets and liabilities of companies in that
category, thus obviating the need for balance sheet
adjustments.
Why FAS 33 Was Not Used
Why have companies not generally used FAS
33 information for internal purposes? The study
provides some evidence that top management
commonly failed to encourage the use of the information by not working it into the internal reporting system, not adopting a policy that the information be used, and not committing resources
(preparation man hours and costly adjustment
methods) to developing high quality information
suitable for decision making. Furthermore, the
study suggests that managers in companies that
encouraged use in these ways used the information to a greater extent. The failure of top management to encourage use of FAS 33 information
probably accounts for the fact that operating management was found to have little understanding of
it.
Another important factor was the perceived
lack of use of FAS 33 information by external parties such as stockholders. This may partly account
for the perceived lack of usefulness of FAS 33 information for internal users. Company managements may have felt it in their interest to use historical cost (non -FAS 33) information because
external parties were perceived to be evaluating
them on the basis of that information. Moreover,
companies which believed external parties would
use FAS 33 information more had more internal
use of that information.
A further significant factor is the general lack
of credibility of the information itself. It is apparent that management generally did not believe
FAS 33 information was useful. This is in sharp
contrast to Casey and Sandretto's earlier conclusion that, "resistance to inflation- adjusted accounting appears to be fading." Whether the lack
of use is due to the factors stated above, the newness of the information, or its essential uselessness
cannot be determined from this study. But, interestingly, the study provides some evidence that
specific deficiencies of the information, such as inaccuracy, bias, or lack of understandability, could
be compensated for by management in the process
of using it.
Companies in different industries were found to
display materially different rates of use of FAS 33
information but, surprisingly, many aspects of the
compl ex ity o f co mpany enviro nmen t, which
might be expected to be associated with industry,
were found essentially unrelated to use of FAS 33
information. These included extent of: market
competition, technology change, cost increase,
company size, multiplicity of industries, and forMANAGEMENT ACCOUNTING /APRIL 1985

eign operations. Other factors that were found unassociated with use of FAS 33 information were
extent of outside assistance employed in developing the information and the difficulty the company experienced in implementing the requirements
of FAS Statement 33.
As a test of whether the attitudes and biases of
the respondents rather than actual differences between companies may have accounted for the
findings of this study, the responses also were analyzed for various respondent characteristics, including respondent position, seniority, formal
education, and knowledgeability. No material differences were found for these characteristics.
Those companies that are not generally using
FAS 33 information internally must be following
one of the following practices:
1. The companies are developing their own customized adjustments for price changes.
2. Company managers are using unadjusted information but are allowing for the effect of price

changes in making decisions and are making
implicit mental adjustments of the unadjusted
information.
3. Company managers are using unadjusted information and are ignoring the effect of price
changes.
This study provides no information with regard
to which of the above strategies companies are following but the difference between the high internal inflation reporting responses of the Casey and
Sandretto study and the low FAS 33 internal reporting responses of this study suggests that at
least some companies are developing their own
price- adjusted information. Fut ure research
should concentrate on determining which of the
above practices companies are following and on
remedying whatever factors are inhibiting the use
of FAS 33 information.
❑

Only about 2%
had a formal
policy
mandating
internal use of
FAS 33 data.

T.J. Casey and M.J. Sandretto, "lntemal Uses of Accounting for Inflation.- Hon
Business Review, Nov. -Doc., 19111.
'S.F. Jablonsky and M.W. Dirsmith. "Is Financial Reporting Influencing Internal
Decision Making..- MANAUEMENt ACCVUN TINO. July 1979.
'R.S. Kaplan, 'The Evolution of Management Accounting," The Accounting Review. July 1994.
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Accounting for Commodity Futures
47-44
cost of the grain purchased.
Because of the large number of transactions a
processor may make in both the cash and futures
market, a one -to -one correlation may be difficult
to trace. The statement allows, when volume of
transactions make impractical a direct matching,
a reasonable allocation of the losses or gains on
futures contracts to those assets sold and those remaining in inventory. This allocation, however,
must remain consistent.
The statement does not require futures contracts t o b e ex actl y t he i tem in t en ded to b e
hedged. Rather, the statement requires the futures
contract acting as a hedge have a high correlation
of price changes at the inception and throughout
the hedging period, that high correlation is probable, and that a clear economic relationship exists
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between the prices.
An ongoing assessment of correlation of price
fluctuations between the futures contract and the
item intended to be hedged should be performed.
The statement does not quantitatively describe
what constitutes "high correlation."
Besides items mentioned previously, other company positions could affect the meeting of the
hedge criteria. These positions may include other
assets, liabilities, commitments and transactions
considered in assessment of whether a particular
item contributed to exposure.
Enterprises with decentralized risk management activities may meet the hedging requirement
if the hedging criteria are met within a business
unit even though they are not met when the enterprise is considered as whole.
❑
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How Variable Costing
Is Used
in Pricin g Decisions
Va riable cost pricing is not a s rare a s some ma na gement a ccou nta nts
may think. In fact, this NAA survey of manufacturing executives shows
it is frequently used when making critical strategic pricing decisions.

By Thomas M. Bruegelmann, Gaile Haessly,
Claire P. Wolfangel, and Michael Schiff
Product pricing decisions are among the most important decisions made by management and product cost plays a vital role in these decisions. While
a number of other variables affect the pricing deciThomas M. sions, the question of which costing approach is
Bruegelmann received
his MBA degree from suitable for pricing has received much attention in
New York University the literature of management accounting.
Graduate School of
Management accounting texts almost universalBusiness.
ly argue for the relevant costing approach which
is usually equated with variable costing for the
Gaile Haessly has an pricing decision. Indeed where the full costing apMBA degree from the proach is mentioned, it either appears as a proposGraduate School of
Business, New York al to be criticized as irrelevant for the purpose of
University, and works pricing decisions, or in the rare positive view, the
in Bankcard
Aquisitions for Citibank use of full costing is seen as an aberration with
in New York. limited use in regulated industries and in pricing
government contracts.
However, when executives are asked which
costs —full or variable —are used, the overwhelming response is that full costs are used in pricing
decisions. In a recent survey of 501 companies,
83% reported that they typically use full cost
pricing in answer to the question of what cost data
were used "in arriving at the normal or target selling price for one of your typical products," and
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the remaining 84 companies or 17% use variable
cost pricing.' Robert N. Anthony, one of the authors of the study states:
"The assertion that companies do base their
selling prices on marginal costs has no basis
in fact; surveys of pricing practices show
that full cost pricing predominates. Examples of marginal costs calculations are so
rare that when they are found, they are written up in academic literature, just as the
mating of giant pandas in the Smithsonian
Zoo is written up " ( emphasis supplied).
It is important to note that the study indicating
the dominant use of full costing focused on the use
of costs in the determination of "normal or target
selling prices." What about other pricing decisions such as those related to meeting competition, introducing a new product, or increasing
market share? Are they as rare as was indicated
earlier? To answer these questions, the National
Association of Accountants sponsored a study to
determine the conditions under which variable
cost pricing was used by a small sample of American manufacturing firms.'
As might be expected, companies are reluctant
to discuss their pricing practices in depth, and this
MANAGEMENT ACCOUNTING /APRIL 1985

reticence has limited the empirical literature on
pricing. But under the sponsorship of NAA, 11
companies agreed to participate in our study.
They were classified as follows:
2 Capital equipment
(CE1, CE2)
4 Industrial consumable (ICI, IC2, IC3, IC4)
5 Consumer goods(CG 1, CG2, CG3,
Noncapital
CG4, CG5)
Eight of the companies were Fortune 500 companies and three others were privately held. Indepth inverviews were held at the corporate offices. Table I provides a breakdown of the area of
operation of each executive interviewed.
Variable Costing Used Frequently
The findings of our research suggest that the
full -vs.- variable cost pricing controversy is not
one of either black or white. The companies we
surveyed use both approaches, but what is significant is the frequent use of variable costing. Although more than one -half of the industrial consumable manufacturers and three - quarters of the
consumer -goods manufacturers used full costs as
a basis for normal or target pricing, two capital equipment companies, two industrial consumable

manufacturers, and one consumer goods company
routinely base their prices on variable costs.
Table 2 summarizes the situations where variable cost pricing was used. Interestingly, some
companies use full cost pricing in some lines of
business and variable costing in other lines of
business. IC5 presents an interesting case that illustrates the use of both full and variable costing.
This company produces commodity chemicals
primarily for internal transfer to other business
segments of the company because it can manufacture these chemicals at a cost below prevailing
market prices. The excess is sold outside the company on a variable cost pricing basis.
TARGET /LIST PRICING AND MARKUP
The use of variable costing for routine pricing,
was practiced by five companies. Two of these
companies manufacture capital equipment (CE1
and CE2) and the operational setting leading to
their pricing approach is of interest. CE1, a division of a larger corporation, manufactures capital
equipment for the petroleum refinery business. Its
business is divided into two segments: refining
equipment and replacement parts. The sale of its
replacement parts is a derivative of its equipment
segment and accounts for between 40 % -60% of

Table 1
Summary of Individuals Interviewed
Capital equipment

Industrial consumables

Organizational level

CE1

CE2

IC1

(Divisional, Corporate)

Div

Div

Div

Accounting
Finance
Marketing
Operations
CEO

X

IC2

IC3

Corp Corp

X

X

ICS

CG1 CG2 CG3 CG4

Div

Div

Div

X

X

Consumer goods

IC4

X

Corp Corp Corp
X

Totals

X

7
2
3
1
2
15

X

X

X

X
X
X

X

Table2
Summary of Situations Using Variable Cost Pricing
Companies

Situations
Routine pricing
Strategic pricing
Reaction to competition
Market penetration
Product mix
New product
Existing product /new market
Product deletion
Special order
Bid pricing
Private label
Joint product

Capital equipment

CE1

CE2

X

X

X

X
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IC1

X
X
X

X
X

X
X

Industrial consumables

X

IC2

IC3

IC5

X

X

X
X

X
X

X

X

X

X
X

Consumer goods

IC4

X
X
X
X
X

CG1 CG2 CG3 CG4
X
X
X
X
X

X

X
X
X

X

X

X
X

X

X
X

X
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the division's profits. CE2 manufactures transportation equipment. Their products are fairly standardized with only minor modification to meet
customer specification. CE2 also sells replacement
parts.
The pricing processes of the two companies are
very similar, although CE1's less standardized
product line encourages a less routinized procedure than that of CE2. The only costs accumulated for a particular order are the variable costs.
These include variable labor and materials at standard cost. Extra columns are provided on the
pricing sheet for additions or subtractions for special material or labor provisions to accommodate
changes in specifications that regularly develop
during negotiations or later during manufacturing. To labor and materials are added other variable manufacturing costs identifiable with the custom- designed products, including engineering
costs and special patterns and tools. All variable
costs are totaled, and this figure then serves as the
basis for both the markup and the final price of
the product.
MEETING THE COMPETITION
It came as no surprise to us that eight companies we surveyed use variable cost pricing in responding to competition in the marketplace. Several respondents stated that the frequency and
intensiveness of competition increases during periods of declining demand. A smaller number of
companies (4) use variable cost pricing to improve
market penetration.
PRODUCT MIX
An illustration of the use of variable cost pricing in product mix decisions is provided by CG1,
a manufacturer of standardized shelf -type products and custom -made products. The practice at
this company is to price a certain product below
full cost provided that the complementary products could be priced to yield sufficient profit to
keep both items in the product line.
NEW PRODUCTS
Four companies indicated the use of variable
cost pricing when introducing new products to the
marketplace. CEI manufactures capital goods for
petroleum refining. Because a new product is accepted into the marketplace only after it has been
tested extensively by reputable firms in the industry, CEI encourages companies to use the product
on a trial basis, pricing the new design at variable
cost with no markup at all. On occasion, CEI will
loan the equipment to a customer without charging any fee. Once the product has been accepted
in the market, the company will set a price covering full cost plus a satisfactory profit margin that
is consistent with its profit objective.
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In the case of CG 1, a manufacturer of consumer goods, a decision to manufacture a new product
depends on the alternatives or near substitutes
available in the market. As a first step in the pricing decision, the firm will attempt to estimate the
value that the new product will deliver to the potential user. Th is val ue mus t b e su bs tant ial
enough to induce a potential customer both to
switch to CG1's product and to pay a premium
over the alternative. Secondly, the premium is determined subjectively based on how much the firm
thinks it can obtain for the value it provides. Finally, management takes a long -run view to determine whether the product will sell at a price that
covers future fixed and variable costs plus a projected return after tax on sales.
Such full -cost pricing is consistent with the
company's policy that every product should carry
itself. Should management approve of the decision
to launch the new product, a penetration price is
set for the first year based on variable cost. In the
following two years, the price will be increased to
cover full costs. Finally, for the long run, the price
will be increased to cover a percentage return after tax on sales. Past research and development
costs are not included in the price. Such costs are
allocated to specific products on an ongoing basis
only if these products require support.
NEW MARKETS FOR EXISTING PRODUCTS
Variable cost pricing is also used when a company wants to enter a new market with an existing
product line. The most frequent case cited by the
interviewees involved entry into overseas markets
for established product lines (ICI, CE2).
PRODUCT DELETION
Companies are faced with decisions on product
deletion when rapid new product innovation occurs or as a usual phase of a product's life cycle.
Companies most affected are those with broad
product lines. Three of the companies surveyed
reported the use of variable costing in setting
product phase -out prices. CG2 manufactures floor
coverings for homes and offices and sells its two
product lines, carpeting and tiles, through franchised distributors. The company considers itself
a price leader in the carpeting business and a price
follower in the tile business. Both products are
raw material intensive (about 80% of total product cost). When demand falls off for a particular
tile product and market prices decline, CG2 finds
itself with excess plant capacity. The company
then faces the problem of pricing the product during its phasing -out process. The company's practice is to reduce prices and continue production
for as long as the price exceeds variable costs. The
product is discontinued when the price equals or
falls below variable costs.
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SPECIAL ORDER

The study revealed that five companies use
variable pricing for special orders. There are two
special order situations. The first involves an order taken to accommodate a customer. The order
can be unusual due to size, delivery method, or
packaging, but it does not involve major changes
in the usual production process. Usually a company will accept such an order in an effort to make a
contribution to fixed costs in slack periods. A
product that is tailormade to customer specifications is another type of special order. In both special order situations, competition is usually the
driving force in setting a price.
Company CE1 illustrates the use of variable
cost pricing in a special order situation. CE manufactures petroleum refining equipment according
to customer specifications. All prices are set based
on variable costs plus a multiplier on variable cost
which varies depending on several factors. The
factors relevant to special orders are volume and
the number of backlog orders. Lower volumes will
cause company CE1 to lower its multiplier in an
effort to obtain business that eventually will increase its production efficiency and provide a contribution to fixed costs.
CE1 will increase its multiplier when it has a
product that is technologically more advanced
than what the competition has to offer.
There are instances, however, in which CE1
prices are based solely on variable costs, without
any markup at all. This pricing strategy is used to
introduce a completely new design that has not
been customer tested.
BID PRICING

Bid pricing takes place when a company quotes
a price for products or services in either a sealed
bid or open bid situation. In the first instance, the
company makes one bid at its best price. In the
second instance, the company has the opportunity
to revise its price based on feedback from the customer. Five of the companies interviewed used
variable costing as the basis for establishing a bid
price.
CGI participates in sealed bid pricing and bases
its price on variable costs when selling to not -forprofit organizations. Because legislation limits the
prices that can be charged these organizations, all
bids must be sealed.
Company IC2 is often involved in open bid situations. A manufacturer of wire and cable products, IC2 often submits bids to public utilities. On
the first round of bids, IC2 will quote a price
based on full costs plus a margin. IC2's reputation
for quality allows it to price in this manner. However, the company is occasionally asked to resubmit a bid if the price is out of line with that of
competitors. The company then examines its pricMANAGEMENT ACCOUNTING /APRIL 1985

ing strategy with respect to the customer or product, and if warranted, will make a quote based on
variable costs.
PRIVATE LABEL

Only two of the surveyed companies manufacture products indentified as "private- label," (i.e.,
the product carries the buyer's brand name), and
use variable costing in pricing. CG2, the company
that manufactures carpet and tile, does private -label manufacturing when the customer is prepared
to pay a premium for the prerogative of offering
CG3's superior quality to his customers.
These two companies indicated that the main
objective of private -label production is to improve
capacity utilization during slack periods. Both
companies found it profitable in the past to lower
their prices below full costs and, by accepting
such orders, to make a contribution to fixed costs.
Some costs usually allocated to products will be
eliminated by the very nature of private -label
manufacturing: for example, there will be no selling and advertising costs. Variable costs of production, in these instances, set the price floor.

The full -vs. variable cost
pricing
controversy is
therefore not
one of either

black or white.

JOINT PRODUCTS

Only one company we interviewed faces the
problem of pricing joint products. Company IC4
is an integrated oil producer, refiner, rerefiner,
and manufacturer of various petroleum derivati ves . Th e co mp an y o p erat es un d er two
constraints.
First, both crude oil going into IC4's system
and all the "fractions," or joint products, coming
out after refining and again after thermal cracking
are commodities. The price for each fraction is set
in the marketplace, and the markets for many of
them fluctuate a great deal. IC4 can add no value
to such goods to make them earn a higher price in
the market, except possibly through furt her
refining.
Second, for a given barrel of crude oil going
into the refining process, the percentages of joint
products are fixed. The company cannot decide to
produce only kerosene for a while because the jet
fuel that can be made from kerosene may be commanding a good price on the market that day. If
the company wants to increase its production of
kerosene, it will automatically produce as well the
entire range of first -stage joint products —some of
which may have no current market value at all
and may have to be stored at a cost or disposed of
at a loss. So, too, with the second refining process,
thermal cracking. Although the thermal cracking
subdivision considers its principal business to be
ethylene production, producing ethylene means
producing all the other second -stage joint products, whether they are currently valuable or not.
0-1110, 65
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Caution: RICO
Can Hurt You!
Is this controversial, anti - racketeering law a viable tool
to battle organized crime, or an easy way for a disgruntled investor, employee, or
client to ta ke a company to court a nd possibly win triple damages?

By Chris Monical
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Fifteen years ago, in an attempt to curb racketeering in this country, Congress enacted a law aimed
at the infiltration of legitimate business by organized crime. That l aw is popularly kn own as
"RICO" or the Racketeer Influenced and Corrupt
Organizations Act of 1970.
According to RICO, it is illegal for "any person
who has received any income derived, directly or
indirectly, from a pattern of racketeering activity... to use or invest... such income... (in) the
establishment or operation of, any enterprise
which is engaged in or the activities of which affect, interstate or foreign commerce."
RICO defines "racketeering activity" as: any
act or threat involving murder, kidnapping, gambling, arson, robbery, bribery, extortion, or dealing in narcotics or other dangerous drugs, which
is chargeable under state law and punishable by
imprisonment for more than one year, or any act
indictable under any of several enumerated provisions of federal law, including mail and securities
fraud, certain dealings with labor unions, trafficking in certain contraband, obstruction of law enforcement, counterfeiting, and several provisions
prohibiting the state crimes listed above.
A RICO violation consists of two racketeering type acts committed within 10 years that resulted
in income being invested in legitimate businesses.

A mere purchase of securities is not a RICO investment act as long as total holdings by accomplices and family are less than one percent of any
one class of stock, and do not enable the investor
to "conduct or participate, directly or indirectly,
in the conduct of such enterprise's affairs through
a pattern of racketeering activity."
The maximum pen alt y for on e viol ati on is
$25,000 in fines, 20 years in prison, and forfeiture
of all property acquired by violating the Act, and
all claims, security contract rights or interests acquired from operating, establishing, controlling,
conducting or participating in the conduct of an
enterprise in violation of the Act. The Attorney
General seizes control of all such identifiable
rights and disposes of the property, as soon as
commercially feasible, making "due provision"
for the rights of innocent persons.
Realizing that the profits from almost any criminal activity could be funnelled into a company,
Congress made the language expansive enough to
encompass a myriad of criminal acts. According
to interpretations by federal courts, a pattern of
racketeering activity could be repeated securities
frauds or fraudulent contracts, even when there is
no allegation that organized criminal activity was
involved. Thus, the accountant who issues unqualified opinions on the financial statements of
an insolvent company that allegedly defrauds its
liquidator can find himself liable under the same
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law as the syndicate member who extorts kickbacks from business.
The broad language of the law, the opportunity
to win triple damages for successful claims, the
ability to recover attorney fees and jurisdiction in
federal and state courts —all have encouraged lawsuits based on RICO against accountants, attorneys, and corporations. The question now being
debated is whether Congress actually has created
a viable tool to battle organized crime, or whether
it has just created another remedy for plaintiffs
suing for civil damages caused by shoddy business
practices.
A Weapon Against Organized Crime
Congress intended RICO to be used as a weapon against organized crime by prohibiting individuals from taking ill- gotten gains earned from
criminal activities and investing in legitimate businesses. It is meant to be used by corporate executives against competitors who engage in racketeering or who allow their companies to be infiltrated
by racketeers, and to protect investors who lose
money as a result of embezzlement or extortion.
To help the courts prosecute these cases, Congress settled on a broad definition of "racketeering
activity" to avoid leaving loopholes in the law,
and only two acts within 10 years are required to
prove racketeering. Practically any two acts listed
can qualify. Because witnesses and evidence
against racketeers are so difficult to procure,
much discretion for allowing RICO cases has
been left to the prosecution.
Even after easing the burden of proof, the government did not feel it had the necessary legal ammunition to fight organized crime. Therefore, a
"private cause of action" was added to permit civil suits for damages by individuals or businesses
that suffer losses through "a pattern of racketeering." This provision was designed to encourage
lawyers from the private sector to get involved in
protecting the interests of victims of racketeering
activities. This is a reverse of the traditional practice of having the government prosecute the criminals and the private sector lawyer defend them.
Because of the provisions for treble damages and
reimbursement of attorneys' fees, victims who
cannot afford to pay an attorney but who have a
sympathetic set of facts upon which to sue are
able to get a day in court. The fear of adverse publicity from racketeering allegations and the threat
of treble damages has led to many RICO cases being settled before trial. Some of the judgments
have been phenomenal.
Guilt by Association
Many everyday business activities that the management accountant is involved in could result in
potential RICO litigation. RICO is applicable to
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"any person employed by or associated with" the
enterprise "to conduct or participate, directly or
indirectly, in the conduct of such enterprise's affairs" through racketeering activities. Management and public accountants employed by or asso ci at ed wit h a co mp an y h ave a s u ffi ci en t
relationship with that company to be liable under
RICO. For example, whenever a business enterprise is in difficult straits and is trying to turn itself around, accountants and attorneys probably
will be involved, "indirectly or directly in the conduct of such enterprise's affairs." These professionals are needed to do the necessary accounting
work, and to put in order the rights of equity and
debt holders at this stage of the firm's operation.
The following two cases should alert accountants to the level of responsibility to which the
profession is being held. CPAs insist that it is not
their duty, indeed that it is impossible, to find and
expose fraud perpetrated by clients. However, accountants should face the fact that the public is
concerned about potential investor losses and relies on the accounting profession. We must recognize that there is an increasing tendency to bring
suit when there is evidence of wrong doing. It is
conceivable that in the near future accountants
will have to probe deeper into clients' affairs, and
a more discriminating choice of engagements
might be required to avoid RICO liability as the
development of RICO law continues.
In one case, Schacht v Brown,'the liquidator of
"Reserves," an insolvent insurance company,
brought civil RICO charges against three accounting firms that had performed work on behalf
of the company. The pleadings alleged that the independent public accountants, along with other
defendants, conducted the affairs of the insurance
company and its affiliates through a pattern of
racketeering activity. The accounting firms had issued unqualified opinions on the company's financial statements, the mailing of which constituted
an alleged mail fraud, one of the "predicate acts"
required under RICO.
The complaint alleged that these accounting
firms knew Reserve was insolvent, but allowed
contracts to be made with outsiders which transferred most of the profitable insurance business to
a reinsurer. Much of the assets came to rest in another subsidiary of Reserve's parent company, but
some $2.5 million was paid to third parties to effect the scheme.
The complicated scheme by management to secure assets that would have been lost to the claim
of policyholders extended over a period of four
years an d impli cated t hree major accounting
firms. When Reserve was finally declared insolvent, the insurance board director, who has responsibility for liquidating insolvent insurance
companies for the state, brought the suit. The ac-
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countant was involved, first, in allegedly helping
management conceal Reserve's insolvent state
(and, thus, being party to the mail fraud) and, second, in participating in the operation of the enterprise (presumably by giving business advice and
perhaps helping to arrange the contracts that concealed the transfer of Reserve's assets) during the
period after Reserve was insolvent. The accountants, in effect, helped to extend the life of the defunct corporation instead of reporting that it was
insolvent.
The Seventh Circuit held that fraudulent misrepresentation in the financial statements alone
was sufficient to constitute a claim that the accounting firm has violated the law. While noting
that such a result would have a "vast impact on
the federal -state division of substantive authority
for redressing legal conduct," the court felt bound
by the "deliberately broad swath Congress chose
to cut in order to reach the evil it sought." Because the professionals aided officers, executives,
and other employees in looting an ailing company
to the detriment of its shareholders, they were as
culpable as the looters themselves.
The case of Bennett v. Berg, z illustrates how by
association an accountant can be held liable under
this law. In this case, the owners of a retirement
community and their former accountants and lawyers were sued by residents for alleged fraud in
the promotion of the project's financial stability.
This time it was the Eight Circuit Court of Appeals that refused to dismiss the complaint.
The facts of the case are as follows: 25,000 residents bought "occupancy agreement" contracts
from John Knox Village ( "the Village "), a retirement community in Missouri. A contract and
payment of a monthly fee entitled the resident to a
specific apartment for life and various conveniences, medical, and transportation services.
Through alleged mail fraud, management executives of the Village allegedly misrepresented the
value of a resident's interests. This constituted the
first racketeering act. The interests were further
devalued by the management allegedly misusing
and misappropriating the Village funds —the second racketeering act.
The accountants were "employed by or associated with" the enterprise simply because they
were the independ ent audit ors acco untants. 3
There is no language in the court's opinion that
indicates what acts, committed or performed by
the accountants, attracted liability to them. However, it should be remembered that this opinion
was rendered without benefit of a full factual record and was based on the pleadings. Hence, the
decision required was only to determine whether a
cause of action existed, assuming the facts as stated were true. The pleadings alleged several acts of
mail and wire fraud involving promotional mate-

rials and other documents which could have involved the accountants, or information compiled
or reviewed by the accountants.
The implication here of liability for any promoters of tax shelters and investments, investment
brokers, securities issuers, and a host of other service functions traditionally involving independent
accounting firms and lawyers is that RICO liability could result from carelessness in the midst of
fast - breaking deals. The real danger to accountants could be that it is not real liability and the
far - reaching logic of the law that determines the
liability, but the use of this legal tool by disgruntled investors, purchasers, employees, or clients to
erode the professional's greatest asset —his professional goodwill and reputation.
How RICO Affects Corporations
Because of its broad appliction, RICO conceivably could cause liability to arise from routine
commercial transactions, and it has already been
used against white collar crime such as securities
fraud, mail and wire fraud, and tax fraud.
RICO also has been used to enforce federal energy laws against corporat ions. In 1980, two
Dalco Petroleum Corporation officials were convicted in Tulsa federal court on RICO charges
arising out of miscertification of price- controlled
oil as decontrolled oil. A Houston judge dismissed
the charges, but the Justice Department reinstated
them. Mail fraud can take such forms as the owner of a beauty college misrepresenting the number
of veterans in its program to the government.
Cases in this area are so numerous that analyzing
them by the attributes of the predicate act would
be meaningless.
Suits involving corporate takeovers have produced mixed results. In Dan River, Inc. v. Icahn,
701 F.2d 278 (4th Cir. 1983), a company targeted
in a corporate takeover sued under RICO and securities laws to prevent control of the company
from passing. The proposed stock purchase would
be made from funds allegedly derived from racketeering. The acts of racketeering generating the
funds involved allegedly fraudulent securities
transactions with prior takeover targets. The injunction was granted, but reversed on appeals for
many reasons, including the question of whether
equitable relief was provided for by statute, but
also because the court doubted the reach of the
statute would allow the plaintiff to prevail at trial.
In Hanna Mining Co. v. Norcen Energy Resources Ltd, 574 F.Supp. 1172 (D.C. Ohio 1982),
the court concluded that violation of the antifraud
and reporting provisions of the Securities Exchange Act of 1934 constituted a pattern of racketeering activity and stated a claim for relief under
RICO. The plaintiff was not required to allege or
show that the defendant was connected with orgaMANAGEMENT ACCOUNTING /APRIL 1985

nized crime or assert a racketeering injury separate from the underlying predicate acts.
Where Do We Go from Here?
There are specific actions that can be taken and
that every executive should consider. For example, local and national professional organizations
can lobby for an amendment to the federal act.
That would simultaneously send a message to the
state legislatures not to be hasty in their attempts
to enact at a state level the exact wording of this
law and consul t th e profess ions in regard to
amendments. Individuals can become involved in
this lobbying effort at the local, state, or national
level through professional organizations.
Management accountants aware of any intentional or unintentional manipulation of corporate
accounts should alert top management and the
company's attorneys to possible liability under
RICO. And in cases often inherently involving
bad feelings, such as bankruptcy and sale of risky
investments, accountants who are not used to
practicing in that area should be especially careful. Relations with all parties are important.

Most important, however, business and investors need to know the capability of the statute in
order to use it for its intended purpose. Executives, investors, and managers trained in accounting know if their profits are being curtailed by
syndicate competition. Now that the rules of evidence are somewhat developed, the knowledge of
how to present facts and preserve pertinent evidence is available. Accounting firms have become
expert in many areas of litigation support that formerly presented insurmountable problems of
proof, such as calculating lost profits. Such problems have been dealt with in related contexts,
such as antitrust, which is the body of law the
RICO civil remedies were patterned after.' The
practical tools to sue or defend are available. But
it is up to business to invoke the statute properly
and to anticipate potential exposure to the Act's
penalties.
El
'711 F.2d 1343 (7th Cir. 1983).
1685 F.2d 1053 (8th Cir. 1982).
'Id., at 1063, footnote 16.
'The private cause of action in RICO was patterned after section 4 of the Clayton
Act. Court interpretations of the Clayton Act may help resolve issues such as standing to sue, damages, interstate commerce requirements, and the rights of contribution among co-conspirators because Congress expressly incorporated the antitrust
machinery into RICO
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How Variable Costing Is Used in Pricing Decisions
61-444

IC4 is not interested in producing the second stage joint products unless the process increases
the margins the corporation can earn over those
which its first -stage joint products would bring on
the open market. Because the company has no
power to alter the market price of any of these
goods, its goal at every stage from refining to thermal cracking to producing plastics or soaps is to
increase the contribution margins on its commodity products. Prices are based on variable costs.
Our study was limited to reviewing the pricing
practices of a small sample of manufacturing
firms. As a result, any conclusions must be qualified due to the size of our sample. It appears to us,
however, that the frequently mentioned dichoto-
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my between the variable -cost approach to pricing
as suggested by most academics, and the full cost
approach as is evidenced by practice is not as
great as the literature would suggest. Our study
does not take issue with the conclusions of other
studies indicating the predominant use of full
costing for normal pricing. It does suggest that
variable cost is widely used in strategic pricing;
the special situations we have described and the
cases we observed are not materially different
from the situations cited in modern management
accounting texts.
O
'V. Govindarajan and R.N. Anthony, "How Firms Use Cost Data in Price Decisions," MAN -FMENT AccourcnsiG. July 1983, pp. 30 -34. See also L.A. Gordon, R.
Cooper, H. Falk and D. Miller, The Pricing Decision, National Association of Accountants, 1981.
'R.N. Anthony, "Cost Allocation," The Journal af'Cosr Analysis. Spring 1984.
'This is one of a series of research studies carried on as part of the "Management
Advisory Project," a portion of the MBA program at the Graduate School of Business Administration in cooperation with the National Association of Accountants.
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A Simple Way to Account
for Loss Reserves
for Loan Receivables
The most important thing to remember is that loan losses
should be accounted for as an overall redu ction in yield, which is
consistent with the way lenders think when they establish interest rates,
given some level of collection risk.
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By William T. Geurts
Generally accepted accounting principles require
the establishment of loss reserves, but rather than
providing us with a specific method of computing
them, GAAP gives us the required outcome. The
method is up to us, the accountants. FAS 5, "Accounting for Contingencies ," states that losses
need to be accrued when they are probable and
are able to be estimated reasonably. It also states
that the receivable asset is to be shown in the balance sheet at its net realizable value. FAS 5 states
further that a reserve needs to be established to
cover all such losses, even if they are unknown at
the present time.
There are some rather traditional methods for
computing loss reserves that got their start in accounting for trade receivables, but when I was
asked to re- evaluate loss reserves on a loan portfolio, I found that the t raditional methodology
would not produce the desired results. I also
fo u n d th at m an y co m p an ies are trying to fit traditio n al trad e receivab le acco u n ting into their loan

portfolio loss reserves.
A creditor knows which individual receivables
are delinquent , noncollectible, or partially collectible, and often a specific loss reserve may be
66

booked against receivables so this kind of impair-

ment can be recognized immediately. This procedure of specific identification , coupled with reserving all interest for loans delinquent 90 days or
more, is the method savings and loan associations
historically have used in acco unting for loan
losses. An appraisal of the collateral forms the basis by which impairment is measured . Some of this
treatment is GAAP,1 and some regulatory, but
histo rical ly it has given adeq uate protection
against such losses.
In a p or tf olio o f m a ny s m a ller loa ns , su ch a s

consumer loans, this specific identity method cannot possibly be used . For these loans we need an
objective m ethod of recognizing potential losses in
such a way as to m atch them against incom e recognit io n wit ho u t re s or t in g to ap p r a is in g th e
collateral.

In trying to develop an adequate accrual method for consumer loans, I looked to other financial
institutions to see what methods they usually
used. What I found was that they are accruing for
their losses similarly to the way a wholesaler or
retailer would accrue for losses on a trade receivable. The general practice used in establishing
such an accrual has been to charge the provision
for losses account in the current period for the enMANAGEMENT ACCOUNTING /APRIL 1985

Both a loan receivable and a trade receivable
originate with the supplying of goods, services, or
money and with the establishing of a debtor /creditor relationship. In both instances, there is the
risk of collectibility, and usually there is some sort
of co1lateralization or at least some claim that the
creditor can excercise over the debtor to satisfy
payment. The similarities end here.
A loan receivable is different from a trade receivable in many respects. The differences that are
germane to this discussion are:
A loan receivable is created from a lending
function rather than a sales /service function.
A loan receivable is interest bearing, and, as a
result, the earnings process begins with the establishment of the receivable. For a trade receivable, the earnings process ends with the establishment of the receivable.
A loan receivable has a life that can extend several years, while a trade receivable life is usually
30 -90 days.
Of these three differences, the last two items are
vital. Because the establishment of the loan receivable is the beginning of the earnings process, and
because a loan can extend over several accounting
periods, it is inappropriate to charge current earnings for all future losses that are expected from
that loan. To do so misstates current and future
earnings and would violate the matching principle. A simple illustration will shown what I mean.
In my examples, I show a single loan for illustration purposes, but this single loan is intended to
represent an entire portfolio.
Consider the following:
Principal
Rate ( %)
Term (Mo.)
Monthly Level Pmt.

$10,000.00
14
42
$ 302.53

Also, assume that it is your experience to expect a loss of 1.5% of principal originated to occur at some time in a loan's life. In our case, that
MANAGEMENT ACCOUNTING /APRIL 1985

Table 2
Beginning principal balance
Less: loss reserve
Net beginning balance
Interest income
Provision for losses
Net income
Annualized yield ( °i °)

Month 1
$10,000.00
.0.
10,000.00
116.67
(7.58)
109.09

Month 2
$9,814.14
(7.58)
9,806.56
114.50

13.09

$

Loan Receivables Are Not the Same
as Trade Receivables

1.5% of $10,000 principal translates into an anticipated loss of $150. As an example, we will establish an immediate loss reserve for $150, as is done
in trade receivable accounting. Earnings for the
first two months of the loan's life are illustrated in
Table 1.
The establishment of a full loss reserve in the
first period wipes out all yield. Also, because the
loss reserve reduces the book value of the loan,
yields shown in subsequent periods are overstated—in this case by 22 basis points over the coupon rate. (Basis point = 1 /100 of a percent. For
example, .22% = 22 basis points.) This disparity
is very apparent in a new or otherwise growing
portfolio. To establish loss reserves in this manner
would depict a very good but growing portfolio as
a nonearning asset and a stable portfolio as one
with a super yield. This is a misstatement of a
firm's past, present, and future income generation
ability.

$

tire amount of the anticipated loss from that receivable, based on some experience factor. In acco u n t i n g fo r t rad e re cei vab l es , it i s q u i t e
appropriate to establish a full loss reserve at the
receivable's inception because then the earnings
process is complete, and all offsets to sales revenues need to be recognized at this time.
Again, it is widely thought that the same treatment for loss reserves given a trade receivable can
be applied to a loan. This belief is not correct, so
let's examine how inappropriate it really is.

(7.44)
107.06
13.10

Now this system will work itself out over time
because any future losses will be charged to the
loss reserve account, which tends to make book
yields hover somewhere a little lower than the
14% coupon. An accounting system that simply
works itself out, however, is not always the one
needed to depict earnings properly, especially in
the finance industry where a few basis points in
yield and their timing mean the difference between a concern being profitable or not.
What is needed is an accrual system for losses
that accomplishes proper recognition but spreads
that recognition out over the life of the earning
asset to match the recognition against the asset's
income generation. Bank managers have recognized this need, and, as such, some rather haphazard methods have been developed to make such
an accrual. For example, one lender recognized
that its portfolio was growing and would wipe out
earnings if it were to mount up a full loss reserve
at a loan's inception. The lender wanted to maintain some "safe" level of loss reserve on the balance sheet, so it began to build slowly to this predetermined level. This buildup was somewhat
arbitrary as it was not based on an objective method. Also, the lender was uncertain as to exactly
how long it should take to get to the level of re67

serves that would be adequate wit hout going
through some rather exhaustive tests. This method does not seem very rational.
In Table 1, the first month's yield was a negative 4 %, an d su bsequ ent yield s were slightly more
th an 14 %. When this "works itself out," yield
over time will be somewhat lower than 14 % ,
which brings us to a very important point. Loan
losses should be accounted for as an overall reduction in yield, which is consistent with the way
lenders think when they establish interest rates,
given some level of collection risk.
Here is wh at a 1.5% principal loss does to
yield, as su mi ng loss es could occu r even l y
throughout a loan's life, using a reduction in yield
method.
Principal
Term (Mo.)
Coupon rate ( %)
Expected loss Q 1.5%
Effective yield ( % )
Yield reduction ( % )

$10,000.00
42
14
$ 150.00
13.09
.91

This method indicates that 91 basis points in
yield are given up to cover a loss of 1.5% over 42
Table 2
Be g inning p rinc ip al b alanc e

Mo nth 1

Month 2

$10,0 00.00

$9,81 4.14

-0•

Le ss : lo ss res erve
Ne t be g inning b alanc e
Intere st inc om e
Provis io n fo r lo ss es

(7.58)

10,000.00

9,80 6.56

116.67

114.50
(7.44)

(7.58)

Ne t inc o m e

$

Annualize d yield ( °i °)

109.09

$

13.09

107.06
13.10

months. Accounting for losses as a reduction in
yield will give ongoing recognition to the receivable's potential impairment. It also will "smooth
out" against income the recognition of losses, and
the matching principle will be met. In actuality,
losses do not occur evenly throughout the life of a
loan, nor will the actual life of a loan equal the
contractual life, so these factors must be considered in developing actual yield adjustments.
How Can this Method Be Implemented?
In practice, this method can be implemented
simply by determin ing th e d oll ar amo unt by
which monthly income before losses is to be reduced to equal the 91 basis points. The entry is to
debit provision for losses and credit loss reserve,
Using this method, monthly yields would be as
shown in Table 2.
Notice that annualized yields are much closer
between months than in Table 1 because earnings
are reduced by the dollar equivalent of 91 basis
points in each period. As actual future losses are
charged against the loss reserve account, the
monthly yield will stay around 13.09. The reserve
account will not change materially, and the book
value of the loan will remain at its face amount. If
all losses and reserves were timed perfectly, the
loss reserve account in the balance sheet would
maintain a zero balance. However, this will not
happen, and in practice the account will contain
some small amount.
This occurrence does not indicate that losses
are being accounted for under the cash basis; it
means they are being accrued based on the inherent loss in yield for the activity. This loss reserve
account, therefore, represents the variance between accrued losses and actual, and it can be

Figure 1
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used to gauge the appropriateness of the accrual
level. This reserve account is not a balance sheet
indication of losses to come; it is a clearing account for losses against the accrual. The indication of impairment is in the recognition of a portfolio yield of 13.09% rather than 14 %.
At this point, people usually say, "Okay, I
agree with what you are doing in the P &L. Losses
do reduce yield, and it appears as if you are giving
proper recognition to losses in the reduced yield
calculation. But what about the balance sheet ?"
On the surface, the balance sheet may appear to
have no recognition of impairment. This is not
true because the indication of collection impairment is that there is an impairment of yield. In
other words, what we have is a 13.09% portfolio,
not a 14% portfolio. Even though the $150 loss
reserve is not sitting in its own general ledger account, it still exists.
According to FAS 5, the portfolio needs to be
shown at its net realizable value. Is $10,000 (the
face amount of the loan) really its net realizable
value? Yes. The net realizable value of a loan portfolio is based on the three elements of the interest
formula: principal, rate, and time. Because we
have changed our expectations as to rate (yield),
th en t he pri nci pal p art of ou r ex pectat io n s
changes also. For example, if you assume a given
level of cash flows, or in our case $353.02 for a
given life of 42 months, and you expect a yield of
13.09 %, the present value of the loan is $10,150.
Any buyer of that loan would get the payments of
$353.02, which are based on a 14% coupon. That
buyer knows that a yield of 13.09% will be obtained, given the 1.5% loss experience described,
which equates to a gross value before loss reserves
of $10,150 on a present value basis. By deducting
the provision for losses, a market (and book) value
of $10,000 remains. Therefore, the balance sheet is
stated properly at its net realizable value.
Let's take another look:

Here's the Proof
For this portfolio I assumed the following based
on actual studies of our portfolio: most losses occurred in months 12 through 18 of the loan's life,
and 1.5% of loan principal originated defaulted,
usually as described previously. I then produced a
bell- shaped curve based on these two assumptions.
See Figure 1. The total area under the curve is
1.5 %.
Next I took the current balances as of the 12th 18th month life of our portfolio and applied the
"moving percentages" of the bell curve to the
portfolio as time went from the 12th through the
18th month of loan life. The sum of the percentages of the portfolio turned out to be remarkably
close to the amount that was charged to expense
using my reduced yield method. This latter method could be used to accrue loss reserves, and mechanically it seems more objective. Unfortunately,
one would spend so much time updating loan volumes and percentages that it would be impractical
on an ongoing basis. It does, however, lend itself
to checking an assumption and should be used periodically to validate the yield reduction method
I've described.
Once a reliable determination of how loss experience relates to yield, that reduction can be accounted for easily and simply on an ongoing basis.
Although this method is only one objective way to
account for loss reserves on lending portfolios
where an accrual is to be used, it is simple and
accurate.
❑
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'See AICPA Industry Audit Guide, "Audits of Savings and Loan Associations,"
Revised 1977. Also, FAS 15, "Accounting by Deblors and Creditors for Troubled
Debt Restructuring," 1976.

Present value of $302.53 payments, 42 mos., at a reduced
yield of 13.09%
Less: Book value of loan

$10,150
$10,000

Inputed loss reserve

$

150

The impo rtant th ing to k eep in mind when
valuing the loan on the balance sheet is its im-
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paired yield or earnings capacity. All provisions of
FAS 5 are met when applying this method of accruing for losses.
I h ave been us in g t hi s met ho d fo r s everal
months now and find it very easy to implement
and maintain. Our outside auditors were quite
skeptical at first, and I had to prove to them that
this method actually works.

Note. An AICPA task force has drafted an issues
paper on accounting for credit losses in which it
says that credit losses could be estimated for loans
when they are made and could be recognized over
the lifeofthe loan as a yield adjustment The recommendations of that task force support Mr.
Geurts's views.
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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
Redrick, Manager, Library Services,
NAA, 10 Paragon Drive, P.O. Box 433,
Montvale, N.J. 07645- 2011573 -6235.
Guide to Accounting Software
for Micro-Computers
Sheldon P. Needlet Computer Training
Services, Inc., 5900 Tudor Lane, Rockville, Md. 20852, 1984, 147 pp. —So you
want to put your accounting records on
a microcomputer! You have chosen a
particular piece of hardware. Now the
question is, "which o f the n umerous
software packages should I acquire ?" In
this day and age, no one writes his own
software for general accounting on microcomputers. The relative cost/benefit
ratio of buying packages already on the
market is overwhelming. Even if there is
a need to modify your chart of accounts
or change your numbering system for
accounts payable to comply with the
package's requirements, it is undoubtedly desirable to purchase programs already written. This is no longer a market for the "do -it- yourself' computer
jockey. This book provides a detailed
look at eight of the major sets of accounting software now available: BPI,
Champion, Great Plains, IVA, Open
System, Peachtree, Real World, and
State of the Art.
The book starts out with an overview
of the issues to consider in selecting
hardware and accounting software. It
then provides a detailed series of matrices showing all the features available on
each of the eight sets of software analyzed. For example, in a comparison of
the accounts payable systems, only two
systems provide a unique voucher number while seven of the eight systems provide year -to -date purchases. if year -to70

date purchases are critical, then one of
the vendors will automatically be excluded. The matrices thus provide a
quick overview of available features.
Each of the vendors is analyzed in a detailed chapter describing the strengths
and weaknesses of each system.
With a background as a controller in
manufacturing and distribution, the author appears to provide very objective
evaluations. Obviously there is no one
best system. Mr. Needle evaluates the
pluses and minuses for each vendor and
then leaves it up to the prospective user
to decide what is important and what
can be done without.
Whether a microcomputer is going to
be acquired to run a complete set of accounting software or an existing microcomputer is going to be used for certain
specific functions such as general accounting, accounts payable, accounts
receivable, etc., this book, at a cost of
$78, will be a very valuable time- saver.
Even more important, it could prevent
an investment in a system that cannot
perform the specific functions which are
needed.
Alfred M. King
Handbook of Strategic Growth
Through Mergers and Acquisitions
William K. Smith, Prentice -Hall Inc.,
Englewood Cliffs,N.J. 07632, 1985, 128
pp. —This is a very good introduction to
the subject, but in the format presented —large type, numerous charts and tables, plus a comprehensive index —the
actual text is rather limited. For example, in suggesting how a prospective acquirer should undertake a realistic "detai led analys is an d evalu ati on of a
potential merger candidate," the author
suggests looking at specific areas of a
candidate firm which should be evaluated such as finance, operations, marketing, management, and personnel. Unfo rt u n at el y, the s p ac e t h e au t h o r
devotes to show how to evaluate the operations of a company takes up only
half of one page, while the recommendation on the marketing analysis takes
up another page and the assessment of
management and personn el are condensed to one page.

Miriam Redrick and Stan Stec, Editors

In short, this is a book that touches
the highlights but neglects the details. It
wo ul d be a go od s t arti ng p o in t fo r
someone just assigned responsibility for
mergers and acquisitions, but it would
not meet the needs of a professional in
M &A, as the experts refer to the field.
AMK
Selling Skills for CPA's:
How to Bring in New Business
Charles Goldsmith, McGraw -Hill Book
Co., 1221 Ave. of the Americas, New
Yo r k, N Y 10020, 1985, 166 pp.—Are
the selling skills for CPAs really different from those required to sell computers? Probably not. Examples used to ill u s t rat e the bas ic pri n cip l es of
salesmanship, drawn from accounting,
are certainly going to be more relevant
to an accountant. Dr. Goldsmith, coordinator of management development for
Deloitte Haskins & Sells, brings to this
book a lot of practical advise. "Get to
your appointment on time or, better yet
a few minutes early," may not strike the
typical reader as outstanding advice.
But a brief quotation from a practicing
CPA, quoted by Mr. Goldsmith says: "I
try to get to the meeting about 15 minutes early. It gives me a chance to observe the reception room, who walks in
and what's being talked about .. , that
tells me something to comment about
when we begin our meeting."
The use of these quotes from actual
sales situations is a very valuable feature
of this book. Would this book be of use
to management accountants working in
industry? The answer to this is a very
positive YES. As with all "success"
books, it only takes one or two good
ideas to make the time investment involved in reading the book worthwhile.
Thi s boo k can b e recommen ded for
management acco untants as well as
CPAs. After all, in the final analysis, everyone has to sell himself.
AM K
Prentice Hall's Guide to Sales
and Use Taxes
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1985, approx. 500 pp. —Are
employee meals furnished by restauMANAGEMENT ACCOUNTING /APRIL 1985

rants subject to sales tax in North Dakota? Is computer software taxable in
Michigan? How does Kentucky handle
trade -ins in determining gross receipts
for sales tax purposes? How does Hawaii handle bulk sales?
Any management accou ntant who
has had to cope with filing sales- and -use
tax ret urn s in mo re t han o n e s tat e
would welcome this superb reference
volume. The organization of the manual
is by subject for each state. For example, heading .213 in each chapter discusses how trade -ins are handled in that
state. The taxability of computer software is handled in section .203, bulk
sales are handled in .237, and so forth.
Thus, if you want to find out how a
particular item is handled in any state,
you look up the relevant index number.
On the other hand, if you must file a
complete sales- and -use tax return in a
particular state, the requisite information is covered in approximately 10 -12
pages per state.
An excellent 25 -page introduction
dealing with trends in sales- and -use taxes should be read before using the book.
One item left out of this edition is the

address and phone number of the governmental unit in each state that administers the tax. The name of the unit is
provided but no way of contacting the
authority in each state is given. This important information should be added in
the next edition of this very valuable
reference work.
Note: This is a reference work and can
be consulted at the NAA library but cannot circulate.
AMK
GAAP: Interpretation and Application
Patrick R. Delaneyt James R. Adler,
Barry J. Epstein, and Michael F. Foran,
John Wiley & Sons, 605 Third Ave., New
York, N. Y. 10158, 1985, 552 pp. —This
volume is written in the general style of
Miller's GAAP Guide but is somewhat
more focused. The presentation is clear
and useful and amounts to a contribution to the literature.
The authors define terms at the beginning of each section, which is very
useful because of the complexity of jargon relating to specific accounting practice areas such as pensions and leases.
Appropriate, comprehensive illustra-

� o The

temporary

wiqem witi you

solution

ne in i

Be clever. Let FOR /TEMPS, directed
by CPAs, solve the pressures of more
work than your accounting staff can
handle, Tax -time, audit -time, anytime.
our per diem accounting,
bookkeeping and tax professionals
will fit your exact requirements. Pay
only for time worked. You'll discover
our 'temporary solution' is really your
permanent solution. We pay all
payroll taxes and insurance. plus
unemployment claims are against
FOR /TEMPS, not you

e
If your growth potential in your present
firm is limited,

consider the many advantages of being a GBS Business
Counselor. You'll provide Management and Business
Advisory Services, including financial and tax planning
activities. You'll find the transition from an accounting
practice to GBS an easy one with benefits you don't have
now — unlimited income potential, working on your own
schedule, and the prestige of counseling small businesses
and professionals.
Initial investment of $24,500 includes product inventory
of $3,000 and franchise fee of $21,500 which coven
national headquarters and field training and initial supplies.
Continuous training and 21 support services are provided
to maintain your expertise in all areas including the use of
computers. You'll be independent but never alone.
Call toll-free 800-638-7940 for imm ediate information.
In Ma ryland, call collect (301) 424 -1040. Or send your
name, address and home phone number with this ad to the
address below.

APPROX. HOURLY RATES
Bookkeeper Asst
S 9.50 to 12.00
F/C
12.00 to 14.50
Accountant Clerk
S 9.00 to 10.50
12.50 to 15.50
Staff
16.00 to 19.50
Senior
CPA, Controller
or Tax Specialist

$20.00 and up

M/Twm

ACCOUNTING�•�FINANCE�-�TAX�SPECIALISTS
Division or Forum Personnel Inc

342 Madison Avenue, New York, N.Y. 10017
(212) 687.4050
Circle number 17 on reply cord.

tions, figures and examples also are provided. Especially well constructed is the
material on the preparation of the cash
basis statement of changes in financial
position.
The authors' use of flowcharts and
decision trees is limited, and the notion
of previous authors that only full costing is acceptable under GAAP and direct costing is not is continued, Many
major firms use a valuation approach
for manufactured inventory that is neither full nor direct. These companies
treat certain material -fixed factory overhead items as period expense that are
not capitalized into inventory.
The section on the conceptual framework (Chapter 2) provides little analysis
of prospective impact on GAAP, nor
does it critique the concepts statements.
It is hoped that future editions incorporate a more rigorous approach.
In summary, this volume would be
valuable to the financial or nonfinancial
manager as an easy -to -use desk reference for standard accounting practice
issues.
Dr. Jonathan B. Schiff, NAA Staff and
Pace University

..General Business Services,Inc.
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MAP Statement Promulgation: a Historical Perspective
By Louis Bisgay
From time to time, it is useful to remind NAA members and the broader financial community of the guidance contained in Statements authorized by
the Management Accounting Practices (MAP) Committee. A brief description of those statements will help put the Committee's actions in perspective.
Statements on Management Accounting
Since 1980, a standing subcommittee of the MAP Committee has been engaged in the development of Statements on Management Accounting (SMA).
The work of the subcommittee is structured around a framework for management accounting consisting of:
1. Objectives
2. Terminology
3. Concepts
4. Practices and Techniques
5. Management of Accounting Activities
Publication of three statements has completed the section on Objectives.
Statement IA, "Definition of Management Accounting," describes management accounting, defines the several processes involved in it, and points out
its value. Statement 1B, "Objectives of Management Accounting," complements Statement IA. In the broadest terms, the objectives are providing information and participating in the management process. The Statement addresses a management accountant's responsibilities and principal activities.
The third and last document in the section is Statement IC, "Standards of
Ethical Conduct for Management Accountants." Statement IC provides a
code of ethics to which management accountants are expected to adhere; its
provisions fall into the principal categories of Cort)petence, Confidentiality,
Integrity, and Objectivity. This publication contains recommendations for resolving situations involving ethical conflict.
Statement 2, "Management Accounting Te rminology," is a gloss ary intended to be a practical guide for understanding terms used in the practice of
management accounting. It is designed to benefit management accountants,
nonfinancial managers, and students of accounting.
The first published Statement on Management Accounting to address an
area of Practices and Techniques is Statement 4A, "Cost of Capital." Statement 4A is meant to be a working tool for the financial manager who desires
either basic familiarity with the subject or a review of its most salient aspects.
This Statement defines the concept of cost of capital, discusses its uses, and
describes methods of calculation for various financing alternatives.
The Subcommittee on MAP Statement Promulgation has a number of projects in process. (See MANAGEMENT ACCOUNTING, November 1984, pp.6768.) Announcement of new SMAs will be made as they are published.
Statements on Management Accounting Practices
An earlier program of developing guidance for management accountants
began in 1971 with the publication of Statement on Management Accounting
Practices (SMAP) No. 1, "Concepts for Contra ct C osting." C oming two
years after the NAA's establishment of the MAP Committee, this Statement
marked the first s tep toward impleme nting the Committe e's objec tive "to
provide guidelines to the membership of the Association and business management on management accounting concepts, policies, and practices."
The first subjects in the SMAP series were selected in response to issues
that were important in the early 1970s. "Concepts for Contract Costing" was
undertaken because of the impending creation by the U.S. Congress of the
Cost Accounting Standards Board. Statement 2, "Guidelines for Interim Financial Reporting," and State ment 3, "Financ ial Reporting by Diversified
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Companies," were developed because the MAP Committee had recognized
that gaps in GAAP (generally accepted accounting principles) existed and
that guidance therefore would be useful. Those gaps subsequently were filled
by the appropriate standard - setting bodies —the Accounting Principles Board
released APB Opinion No. 28, "Interim Financial Reporting," in 1973, and
the Fina ncial Ac counting Standa rds Board publis hed FAS 14, "Financial
Reporting for Segments of a Business Enterprise," in 1976.
The subsequent SMAP projects were taken on because the MAP Committee agreed with suggestions it had received that guidance on certain topics
would be worthwhile. Unlike the SMAs, which are researched and drafted by
staff or by outside consultants under the direction of a standing Subcommittee on MAP Statement Promulgation, the SMAPs were developed by individual ad hoc subcommittees, whose members assumed responsibility for getting the Statements ready for review by the MAP Committee.
Availability of Statements
Statements on Management Accounting
No.
lA
I
IC
2
4A

Title
Definition of Management Accounting
Objectives of Management Accounting
Standards of Ethical Conduct for Management Accountants
Management Accounting Terminology
Cost of Capital

Statements on Management Accounting Practices
No.
I
4
5
6
7
10

Title
MAP Committee Statement of Objectives
Concepts for Contract Costing
Fixed Asset Accounting: The Capitalization
of Costs
Criteria for Make -Or -Buy Decisions
Guidelines for Inventory Measurement
Fixed Asset Accounting: The Allocation of
Costs
Management Uses of the Statement of
Changes in Financial Position

Information about ordering sta tements and the 1985 NAA publications
catalog may be obtained from the NAA Special Order Department, 10 Paragon Drive, P.O. Box 433, Montvale, N.J. 07645; Tel: (201) 573 -6278.
Certain Statements that the MAP Committee considers no longer current
are omitted from the foregoing list. As implied earlier, SMAP 2, "Guidelines
for Interim Financia l Reporting," and SMAP 3, "Financ ial Reporting by
Diversified Companies," effectively were made obsolete by the publication of
standards that constitute generally accepted accounting principles. With regard to terminology, SMA 2 has superseded (a) SMAP 8, "Accounting Terminology, Selected Terms: Statements Nos. 1 -6," (b) SMAP 9A through 9G
(terminology in seven accounting - related areas), and (c) the glossary that is
appended to SMAP 7.
Statements on Management Accounting (and their predecessors) are intended to serve the needs of the management ac counting profess ion. The
MAP C ommittee, its subc ommittee, and I would a ppre ciate hea ring your
comments, whether they be plaudits or brickbats. Please direct all communications to the author's attention.
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... in the need to avoid rental increases
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THE NEW BUILDING.
All are tax - deductible, and all will be listed in future issues of
Management Accounting.
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For your convenience the pledge card is reproduced below.
Please make checks pavable to NAA Building Fund.
Mail to: Building Fund
National Association of Accountants
10 Paragon Drive, P.O. Box 433
Montvale, NJ 07645

SPECIAL RECOGNITION
Building Fund participants will take
pride in exhibiting these tokens of
recognitio n:
Donors ($ 100 -$999 ) Lu cite Desk
Plaq u e (sh o wn ab o ve)

l I wish to participate in NAA's Building Program.
I❑pledge❑the❑following:❑❑ ❑$25 U❑$50❑❑ ❑$100❑❑ ❑$250❑❑ ❑$500❑❑ ❑$1.000❑❑ ❑$

to be paid on or before the dates indicated:

Supporters ($1,000 - $4,999)

Payment herewith

Lucite Desk Plaque

Sponsors ($5,000- $9,999)
Silver Wall Plaque
Founders ($10,000 or more)
Gold Wall Plaque
And all of
the s e gif ts

will be
permanently
recognized in
the building.

National Association

December 31, 1985

$

i December 31. 1986

$

December 31, 1987

$

December 31, 1988

$
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1
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I

I
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$
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Donations are deductible either as a
charitable contribution or as a business expense,
under Section 501 (c) (3) of the IRS Code.

Chapter:

most companies to develop user control
over MIS expenses than in other service
departments. MIS expens es in most
1244
companies run from 1% - 5 % of total
for the allocation of these variable costs revenues, and the leverage from effecwill be a challenge in some companies. tive use of MIS resources is high.
In many cases, however, the production
MIS departments represent an area
costs will be related to the level of trans- where management accounting has not
actions processed.
had the impact that it should have. This
Development costs usually will vary is due to a variety of factors, but the
with the number of hours of develop- most common reason is the defaulting
ment time budgeted for an activity. The of fundamental judgments on the part
elaborate formulas which have been de- of user management to MIS manageveloped are only a distraction. MIS ser- ment. The mystique of MIS has been
vices should be allocated on the same much discussed; unfortunately, it has
logical base as other service depart- not been eliminated. Only by developing
ments. Indeed, more incentive exists in effective controls over MIS organiza-

MIS

1. INPUT CHALLENGE

2.PROCESSINGCHALLENGE 3. OUTPUT CHALLENGE

Add a chart of account codes out of
sequence with others,

Convert from calendar to week -ending reports for a fiscal period.

The CEO demands an accurate, mid month, financial statement. lodau

Sute!Givemeadayorso.When
did yousavyouneededit ?"

"It's possible. Give me a few weeks.
Are ureallysureyou want to
do that ?"

Unlessyou want to mwrite the

TILE 36/AaxiwANr & You
2 minutes. You can even link
account codes to the cost centers
you want.

THE 38/A000UNTANT & YOU
5 minute menu change,overnight
data conversion, initiated by the
accounting manager.

"Forget it.Not in thislifetime.
wholesystem,"

THE381ACCOUNTANT & YOU
30 minutes. Choose date boundaries,
subtotals, sequence, plus the level
of detail you want.

tions can company managements overcome this mystique. Fortunately, the
tools for this control already exist; unfortunately, few companies use these
tools.
James E. Gauntt, Jr., is assistant professor of accounting at the University of Arkansas at Little Rock. Grover L. Porter
is professor of accounting at the University of Mississippi.

Opinion
6-4 4
tive authority for the GAO going back
to 1921. As the article in this issue relates, this responsibility— accounting
standards and accounting principles for
the federal government — clearly lies
within the GAO's province.
The GAO has now issued the guidelines and as Mr. Bowsher is quoted in
the Post article: "We just couldn't wait
and wait or we'd miss the fiscal 1985 cycle. All it seemed that OMB wanted to
do w as d elay it a ga in a nd again. I t already has been two years."
Th e Post art icle c ont inu es: "St oc k-
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man countered with a memo that ordered t h e agen ci es t o i gno re GAO
guidelines. Then on December 19, he
followed up by issuing a new policy
statement — called Circular A -127 —that
said agencies should follow GAO accounting principles but abide by 'OMB
guidelines' for financial reporting." I'm
not quite sure what that means, but I'll
try to find out.
The latest word is that the OMB and
the GAO are meeting to resolve their
differences. One hopes so. The GAO
proposal, as I read it, if implemented,
might well be a major step toward reducing some of the colossal waste that
goes on in the federal government. At
least, the system might shed some light
on the waste so that the proper authorities —and the public —could be aware of
it earlier.
If there were ever an area where we
as management accountants could make
an impact for our own good and for the
good of the country, this would seem to
be it. If anybody wants more information so that he or she can offer comments to Washington as professionals,
please let me know. I'll be glad to send
you copies of all the material I have.
Accoun tants have the reputat ion —
somewhat deserved, probably —of being
passive, negative, and blah. Isn't it time
we became activists?

tical necessity." Furthermore, the court
pointed out that the Code's requirement
that an employee must maintain his
home office for the convenience of the
employer was also satisfied because the
co ll ege had no t "p ro vi ded sp ace in
which he can effectively carry out his
employment duties." In using his office
at home, Professor Weissman "spared
the employer the cost of providing a
sui tabl e pri vate o ffi ce and thereby
s erved th e co n ven i en ce of t h e
employer."
Thus, the Court ruled that Professor
Weissman was allowed to deduct the attributable home office expenses. The
Court cited the Drucker case to support
its ruling. In Drucker, musicians practicing i n t hei r homes were al lowed
home office deductions because they
were n ot pro vided suitab le space to
practice.
The implications of these two rulings
are indeed significant. Many executives
and other employees are required to frequently work at home on company business. Even though expenses are incurred
with this employment - related use of the
home, such expenses are generally not
deductible because of the strict require-
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the research and published writing required of him to retain his employment.
In this case, Professor Weissman spent
80% of h is t ime at t he o ffice in his
apartment. The office was used exclusively for research and writ ing. Although he was provided with an office
on campus, he had to share the office
with several other professors. The campus office did not come with a typewriter, and was not a safe place to leave
teaching, writing or research materials
and equipment.
In determin ing whether Professor
Weissman was allowed to deduct home
office expenses, the court stated that
"all aspects of his activities must be
considered." The fact that the college
di d no t p ro vid e h im "wi t h su i tabl e
working space on campus" made Professor Weissman's home office a "prac-
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co mmit t ee d u rin g any p eri o d in
which th e o ffi ce o f t reas u rer i s
vacant."
On page 60 in reference to deductions
for political contributions, the article
should read:
"The Internal Revenue Code allows
the con tributo r a tax credit in an
amount equal to one half of all political contributions and all newsletter
fund contributions in a taxable year
not to exceed $50 ($100 in the case of
a joint return)."

Errata
A number of errors appeared in the article, "Accounting for PACs," published
in July 1984. Following are corrections.
On page 59, it is asserted that the
Federal Election Act requires a chairman and treasurer. It should read:

Also:
"The Act allows contributions to be
made in the form of currency not to
exceed $100 for any election of any
candidate."
"The corporation must charge the labor organization for expenses incurred under this provision."
"Contributions to any other political
committee may not exceed $5,000."

"Every p ol iti cal commit tee s hall
have a treasurer. No contribution or
exp end itu re shall be accept ed or
made by or on behalf of a political

Page 61, Filing:
"There is no activity threshold that
determines if a PAC should file or
no t fi le rep o rt s . P AC s may fi l e

The survival of the U. S. software industry may depend on the
Securities and Exchange Commission accepting the research results
reported in this study. Software users and vendors, bank lending officers, and financial analysts told author McGee that the SEC, by continuing to rule out capitalization of software costs, can seriously inhibit
the industry's growth. This could place U. S. firms at a competitive
disadvantage internationally.
While it is must reading for software vendors, this report also brings
to light some bizarre effects of a number of unresolved federal and state
tax issues relating to software, issues of vital interest to all who rely on
computers.
ISBN 0 -86641 -111 -9

NAA Publication No. 84163

In

The report must disclose:
"The name of each person to whom
expenditures have been made by the
PAC wit hin th e repo rti ng period
that, in the aggregate, exceed $200,
or that do not exceed $200, if the total expenditures to that person exceed $200 within a calendar year."
Page 62:
"The PAC treasurer is required to
file the usual quarterly or semi -annual report except that the report for
the final calendar quarter of the year
shall be filed on January 31 of the
following calendar year. A quarterly
report is required to be filed regardless of amount of financial
activity."
❑
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305 p ages

Mail this formand remittance to:
National Association of Accountants
10 Paragon Drive, P.O. Box 433
Montvale, N.J. 07645 -0433

monthly or quarterly during an election year as well as pre - election reports for the primary and general
election and a post- general election
report. In a non - election year a PAC
may file semi - annually after notifying the Commission in writing of its
intention. In an election year there is
no activity threshold that determines
the reporting frequency."

s

ments of Section 280A which must be
satisfied in order to qualify for the deduction. However, taxpayers can now
consider setting up rental agreements
that would allow them to avoid satisfying the strict requirements. Before setting up such agreements, however, the
taxpayer should determine whether he
can satisfy the degree of "business necessity" estab lished in the Feldman
case. Furthermore, employees who perform most of their work in their home
may be able to deduct home office expenses if the facts and circumstances are
similar to those established by Professor
Weissman.
❑

10% discount to members

Please send "Software Taxation" to:
Name
Company
Address

Member No.

11

City, State, Zip
Price: $14.95 (10%discount to member—
$13.45)

Nonmember

0 Please send membership information

New J er s ey r es i dent s add 6% s al es t ax .

Quantity:
Circle number 24 on reply cord.

Amount $

People in the News
left United Iron & Metal Co. to join
Matson Homes, Inc. as controller
Daniel J . Dietrick , Baton Rouge, was
promoted to vice president and controller of Louisiana National Bank.
Charles E. Downs, Beaver Valley, past
president , is now vice president and
treasurer for Commercial Properties
Services in Cleveland, Ohio.

1
^r

Richard G. Stifel , Denver, has been
named vice president and director of accounting at B.F. Walker, Inc.. .. Daniel R. Zebarth has been named vice
president of finance with the Denver
Clinic Medical Centers, P.C.

ac- � ►

CMA Johnson `Stars'
on Joan Fontaine Show
NAA memb er C l ark H . Jo h n so n ,
CMA, vice president , general controller
for Johnson & Johnson, New Brunswick, N .J., appeared in an interview on
the Joan Fontaine talk Show on cable
television last year ( photo above). Mr.
Johnson ' s interview served to enhance a
public understanding of the entire field
of management accounting and financial management and the Certificate in
Management Accounting program.
In his interview , Mr. Johnson explained the duties of a management accountant, and outlined the requirements
for becoming a CMA . " Actually, management accountants are really business
people. . . very much involved in setting
the objectives for the company in relation to marketing, research , and manufacturing; and providing information to
help make the decisions on what the
business will do and how it will run."
When asked by Ms. Fontaine about
the challenges for a young person interested in management accounting, Mr.
Johnson cited U .S. Department of Labor statistics that there are 800,000 accountants in the United States, 60% of
whom work in financial management
accounting. There are now over 4,000
certified management accountants in
the country and the number continues
to grow as more management accountants❑seek❑to❑upgrade❑their❑education.❑❑

Promotions and New Positions
David M. Buicko, Albany, was named
to the position of senior vice president
and chief of staff, Galesi Group.
Vincent J. Marsiglia , Baltimore, has

t

Gary L. Digby , Greater Greenville, has
been promoted to assistant treasurer at
Bigelow-Sanford.
Sus an J . Wharton , Kansas City, has
been promoted to accounting manager
for the Hobart Corp.
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way you like without dis pling
your day- to-day operations.
With more then 100 otfices
latlonwide and over. 30 yetis 61
experience, W IS,gives you
personalized service.
Stan Vogelsang (619)
rite T150 El Cajon
an Dieao. CA

�
Circle number 25 on reply car.

&4q�RqJ�-�

Robert D. Schuchart , Lehigh Valley,
has been promoted to controller, Call Chronicle Newspapers.
Jean H. Barn ett, Louisville, has been
elected treasurer at Pinaire Lithographing C orp.. .. Gwenda L. Willin gham
has been named manager of cost accounting at Brown & Williamson Corp.
Chester P. Sadowski, Member -at- Large,
USA, has been promoted to controller,
U.S. Home Corp.
Albert Morris, Jr., Montgomery Price
Georges, recently was named deputy director of audit at the Equal Employ-

ment Opportunity Commission.

of Wa chovia Ban k & Trust.

Ronald K. Hardaway , Nashville -Music
City, has been named senior vice president and chief financial officer of Ingram Distribution Group, Inc.

Caricofe, Ri chmond Lee, past president,
has been elected vice president —trea-

Ro y A. S hu bert , Philadelphia, past
president, was appointed vice president/
tax services, Godick & Co.
Kurt O . Svendsen , Piedmont Greensboro, recently was named director of finance at Southeastern Eye Center.
Felipe M . Villalon , Piedmont- Winston
Salem, was promoted to vice president

One resume reveals a dull
job - hopper. Another indiCates a smart mover. How
can you tell the differ.
ence? When is the timing
good? When is it bad?
Tough but important
questions, because wrong
answers can stall a career
for good, and right
answers can set one in
motion for life. We don't
have all the answers. But
we can help. We
specialize in the fields of
accounting, finance, banking and computer technology. Our staff comes
from these fields and we
put out a newsletter called
Careers with information
about these fields you
might find useful.

rk .y

-

1

"Don't
change
jobs for a
short term
bon us ...
do it for a
lifetime gain."

At Concrete Pipe & Products Co., R.L.

surer, and senior accounting officer;
James S. Mitchell was named assistant
secretary/ treasurer and manager of
costs and budgets; and Robert J. Custer
has been appointed corporate accounting manager.
Lawrence J. Holland , Shreveport, past
president, has been appointed controller
of Arkansas Louisiana Gas Co.
Dale Weaver, Washington, is now tax
manager for Simon Lever & Co.
Kurt G. Breitenbach, Wichita, is now
m a na ger at Ma in Hu r dm a n K MG .

Emeritus Life Associates (ELA)
Virginia M. Ad am s, Reading.
Raym o nd A . Ba rker, New York.
Dom inic k A. Binetti, Washington.
Jo h n S. Buscem a, Bergen- Rockland.
Ro b e rt W . Clayton, Los Angeles, past
president.
C. R ober t Cu lver , Upper Finger Lakes,
past president.
Gle n R. Dunn , San Diego.
Ro be rt F. Ellis, Michiana.
Jo h n T. Engel, Savannah.
C la ir J . Galloway , Des Moines.
Osm ond Gardner, Pittsburgh.
F o rn e y K . H a t t e r , Mobi le, past
president.
William R . Hille brand, Cincinnati.
C. C. Hin es, Piedmont Wi nst on- Salem.
He rb er t W . Ho ller, Packerland.
T.A. How ard, Piedmont Greensboro.
Wilm e r H. Howell, Jackson.
J u liu s B. In m a n , Georget own - Myrtle

Beach.
Call your local ROMACa

�

office or call our

corporate office. 8001341.0263 or 207Pn73 -6387.
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Albany NY
5181463.6644

Charlotte. MC
704/333.3166

Ft. Lauderdale, FL
3051928.0811

Orlando, FL
3051843 -0765

St. Louis, MO
3141231.6334

Arlington, VAID.C.
703/525.5160

Cleveland, OH
2161771.6822

Hartford, CT
203/525 -8037

Paramus, NJ
201/839.7292

Syracuse, NY
315/422.1331

Atlanta, GA
404/231.3535

Columbus, OH
614/22[•7077

Houston, TX
7131227.7700

Phlladelph'a. PA
215/568 -6810

Tampa FL
813/228.6327

Bala Cgnwyd , PA
2151667.7351

Cranston. RI
4011463.7600

Jackso nville, FL
904/358.6868

Portland , ME
207n73 -4749

Wilmington, DE
3021658.5857

Baltimore, MD
3017625.0400

Dallas, TX
21 4/720. 0050

Memphis, TN
901 /523.0500

Portsmouth, NH
603/431.2706

Winston-Salem, NC
9 191725.1933

Boston, MA
617!482.6616

Da n, OH
513/461.1373

Minneapo W , MN
612/342.2233

Richmond, VA
8041644 -0196

Buffalo, NY
716/853 -6203

Fairfield, CT
2031255.9145

Newton, MA
617/969.4010

Rochester, NY
7161232.4610
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Alf red W. J ohn sto n, Long I sland -Suffolk, past president.
M a r t in H . Kopp, Columbus.
Wilf red J. Kr ebs, Buffalo.
Norb ert J. Ku bcz ak, Chicago.
Ja m e s H. L ee , Indianapolis.
Juliu s Lin dner, Long I sland- Nassau.
Fra nk A . Luckett, Washington.
A d ria n F. Mo e l le r , L i m a , past
president.
Rich a rd W . Mudge, Tulsa, past president. Stuart Cam eron McCleod Society
(SCMS).
Hubert C. Ne lson, Winnebagoland.

Robert B. Oakl eaf , Olean- Bradford
Area, past national vice president, 197273. SCMS.
W.H. Ousley, Jr., Birmingham - Vulcan.
J. Malcolm Parker, South Birmingham,
past national director, 1976 -78. SCMS.
Franklin M . Pickard , Dallas.
Jo h n J . P rezk o p , Wh eeli ng , past
president.
Grady J. Reich , Piedmont Winston -Salem, past national vice president, 198283. SCMS.
George J. Reilly, Houston -Blue Bonnet,
past president.
Alberta Schober, North Jersey Shore.
O. L. S eymo ur, Chattanooga, past
president.
Conrad Stewart, Peoria.
Ken neth E. Sto ckto n , South Jersey.
J a m e s L . S t e p h e n s , Ho u s t o n -B lu e
Bonnet.
Vic to r J. Tu rk all, Canton.
Cly d e A. Un d in e , J r . , Mi n n ea p o li s
Viking.
Ralph F. Wan tz, York.
Alan S. W elter, Kansas City.
Whitte n P. Win dh am , Ralei gh Area.
M a r j o r i e L . W r ig h t , S e a t t le , p a st

president.
Howard E. Wyman , Fox River Valley.

In Mentoriant

to the late Ethel G. (Taylor) Bennett.

Clinton Bennett, 1895 -1985

J. R. Andrews, 78, Denver, 1942. ELA.
Edwin L. Cassady, 76, Indianapolis,
1939. ELA. SCMS.
James A. Connell, 75, New York, past
president, 1954. ELA
Philip J . Decharles, Sr., 69 , Massachusetts North Central, 1974.
Mary A. Fitzpatrick , 83, Springlield,
1945. ELA
Lee R. Hampton , 35, Tulsa, 1979.
Joseph R. Hanna , 52, Columbia, 1967.
Robert J. Killen, 59, Cincinnati, 1952.
Lester L. Nelms, 74, South Bay, 1963.
Joan Pell , 37, York, 1983.
Adam P. Stach , 69, Chicago. 1960.
G. T. Thomas, 58, Morristown, 1968.
T. J. Thorsen, 65, Philadelphia, 1958.
R. J. Zaremba , 37, Baltimore, 1977.

NAA Past President Clinton W. Bennett died on January 23 at the age of 90,
One of the first members of the Association, Mr. Bennett recently contributed
to th e NAA Bui ldi ng Fu nd as a
Founder. He also contributed many invaluable articles to the Association's
collection. These included Relationship
Between Cost, Price, Volume, and Profit;
and Power Plant Accounting.
Mr. Bennett attended the Walton
School of Commerce in Boston. He
joined NAA in February 1920, and was
elected president of the Boston Chapter
in 1938. He subsequently served as National Director of Education, 1943 -45,
and of Chapters, 1945 -46; Vice President and Chairman of the Committee
on Research, 1946 -47; Chairman of the
Nominating Committee, 1950; member
of the Executive Committee, 1951 -54;
and the Committ ee on F inance and
Budget, 1954 -55.
After his retirement in 1970, the past
national president continued to participate in NAA activities. He was married

GMD's Advanced Fixed Asset
Accounting System is a complete
and easy -to -use scheduling program which figures and tracks
asset depreciations by 21 different
methods. These include all the
methods outlined in the 1981
Economics Recovery Tax Act, the
Tax Equity and Fiscal Responsibility Act, the Tax Reform Act of
1984, and nine other standard
commonly used methods.

GMD Is recognized internationally as a leader in
providing a complete line of software, education,

consul
ting,the
and
custom contract
and pr o
ducts for
manufacturing
and services
distribution
industries

Designed according to common accounting practices by Certified Public Accountants, the
system helps you heighten cash
flow through maximum depreciations, substantiate replacement
values, justify the acquisition of
new assets, and produce forecasts
of potential gains and losses.
This versatile and convenient
tool also improves the productivity
of accounting efforts, controls pre-

An Apology
Two NA A mem bers were erroneously
listed in the Ma rch 1984 "In Mem oriam " colum n. They are Lest er A. Antel,
Phoenix, and Sa nt o R. Ma rc hia fa va ,
New Orleans. Both have been restored
to the active m embership listing.

ventive maintenance, improves
auditing situations, and much,
much more.
Available to operate on an
IBM System /34, /36, or /38, the
Advanced Fixed Asset System
comes with a 30-day testing
period PLUS six month's free
maintenance, support and other
helpful services.
For more information on this
proven system, contact your
local GMD agency, or

GMD SYSTEMS INTERNATIONAL� INC.
8601 Dunwoo d y Place, Suite 420, Atlanta, GA 303381404 587.0934
Telex: 810- 757 -0126
Circle number 27 on reply card.

New Products /Services

Armor Systems, Inc., designer of the
Excalibur Series, recently announced
80

A new job application form has been developed by the Society For Personnel
Research & Development. The form reportedly complies with all government
regulations, yet lessens the possibility of
semi - literate high school graduates getting on the company payroll undetected. For a free copy of this form, together with instructions on its use, send a
stamped, self- addressed business -size
envelope marked "Job Application" to
Howard Martin, Society for Personnel
Research & Development, P.O. Box
1012, San Diego, Calif., 92112.
Checkfree Sys tems has develo ped
CHECKFREE, an automated collection service to collect consumer bill payments. The service uses electronic funds
transfer techno lo gy (EF T) to all ow
companies to offer customers a free,
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Compudata Inc. has introduced EXECUMATE, a miniature hardware and
software system that provides a way for
businessmen and professionals to fulfill
IRS requirements for clear and "contemporaneous" expense records. The
system's electronic notepad capability
helps users keep track of business items
such as time and mileage, billable hours
for services performed, time - sensitive
reminder memos, and brief agendas.
The system works on the Sharp Electronics 1500A pocket -size computer as
mainframe. Hard copy can be produced
on an optional miniprinter. The whole
unit may be attached to a car's sun visor. Contact John P. Maley, Malibu,
Calif., at (213) 457 -6865.

Telecom Plus Software Systems, Inc.
has developed Communication Facilities Control System (COM- FACS), a
software applications package made to
enhance the existing office automation
products offered by Telecom Plus. This
software is useful to companies with
several facilities who need to manage
them from a central location. It features
accurate inventory records and telephone cost - controlling features customized to meet specific requirements. For
furth er in formation, cont act Denise
Behringer, at (212) 392 -7700.

.

The Tax Reform Act of 1984 has led to
some major changes in the area of gift
and estate tax liability. Divorce Taxation Education, Inc. has prepared a
three -hour videotape program, with an
accompanying workboo k titled "Divorce Tax Reform: New Opportunities New Obstacles." Marjorie A. O'Connell, at t o r n e y a n d a u t h o r , is the
presenter. For further information, contact' Debra Simko, Divorce Taxation
Education, 1710 Rhode Island Ave.,
N.W., Washington, D.C. 20036, at
(202) 466 -8204.

convenient way to pay monthly bills.
Checkfree Systems trains a company's
customer service staff to answer questions and trains a company's sales people as well. The Checkfree Systems marketing services team works directly with
a company's communications department to design a program targeted at
the company's customers. The approach
is designed to use the best combination
of media to reach a company's customer
base at least cost. CHECKFREE uses
the IBM mainframe computer with full
backup systems and security. For further information contact Louis Weil,
Columbus, Ohio, at (800) 848 -6070.

&

Excalibur Plus, a 12- module accounting
software package. The 12 business applications for Excalibur Plus are: General Ledger, Accounts Receivable, Accoun ts P ayab le, Payroll, Invent ory
Control, Billing, Ord er E n t ry, J o b
Cost /Work -In- Process, Point -of -Sale,
Fixed Assets, Customer Information Data Base Management, and Purchase
Orders. Excalibur Plus has the ability to
operate under 14 systems, including
UNIX and XENIX. The system interacts wi th most po pular s preadsh eet
database and networking programs, and
is compatible with over 80 hard disk microcomputers and selected minicomputers. Contact Tracy Kennedy, Maitland,
Fla., at (305) 629 -0753.

&

Avery has introduced a new line of non tear sheets for copiers. The sheets are
made of polyester material, which resists staining, soiling and tearing, and
runs through most plain paper copiers.
Th ey in clu d e wh it e 8 1h " X 11"
punched and unpunched, canary and
light blue 8!6 " X 11" punched and unpunched, as well as white 8'h" X 14"
legal size unpunched. The canary and
light blue sheets are suited for separating binder sections, as well as for charts,
graphs, indices, bulletins, and price lists.
Also, the sheets will be of particular
benefit to accountants and their staff for
financial reports, tax returns, accounting ledgers, and other documents. Contact Peg Stephens in Corina, Calif., at
(714) 720 -0330.

Donna Marks, Editor
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LU ACCOUNT APPLICATION FOR NAA MEMBERS

FINANCIAL REFERENCES

Yes, as a Member of the National Association of
Accountants, I want to receive a: (select only one, please)
Beneficial Gold MasterCard account including a credit line
of up to $15,000
Beneficial Premier Visa account including a credit line
of up to $15,000
Please provide all information requested. Incomplete
applications must be rejected.

Bank name— ..

Name

Car dholder Agr eement and D i sc losur e Statement that wi ll be mai led to
me along with my Gold Master Car d or Pr emi er Visa car d. I under stand
that it my total household i nc ome i s less than $40, 0001 wi ll be issued a
regular Master C ar d or Visa c ar d. Thi s appli c ation i s not for a c ompany

SOCI a I Se c u r i t y

NO.

City
Rent

Balance $

Savings

Checking

Other Credit Cards—

Balance $
A mex

MasterCard

V isa

Other, including money market funds, etc. Balance $
Estimated total debt (excluding home mortgage) $ —
I agree to be bo und by the B e ne f ic ial Natio nal B ank USA

account.

Home Address
State

Birth Date

Bank name—

I'm interested in credit life insurance. Send details.

Zip

Home Phone

Own Home

Applicant's Signature

Years there

Date

Co- Applicant's Name (please print)

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

Co-Applicanrs Social Security No.

Monthly mortgage /rent payment $

Co- Applicam'sEmployer

Employer's name and address

Business Phone

Co- Applicant's Annual Income

Co-Applicant's Signature

Business Phone
Po s itio n (o c c upatio n)

Positron

$
Years T here

Birth Date

MAIL TO:
Ye ars there

Date

Beneficial National Bank USA
P.O. Box 1010, Wilmington, DE 18889

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 Program.

Current annual income (gross) $

r

Beneficial
NationalBank USA

. . . . , . , ,

T he Annual Percentage Rate for purchases and cash advances is variable, and will be the higher of 17.52%or 4%above the "Prime Rate'. There is a minimum finance charge of $.50 in
any billing period in which a finance charge is due. Of course. no interest will be charged for purchases which first appear on your most current billing statement it payment in full of
the new balance is received by the payment due date.
4030-03-0000-3

Yours free.
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•

9
B R 0 8 E R T N LFO
=accounting, financial and edp personnel specialists
m

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

