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Accounting
practice is
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Make sure
the computer
you buy will
keep up.
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A

slightly higher
investment than a'personal computer puts you into a
substontially more powerful class: The super- micro.
You get all the things you want from a personal computer, in a multi -user business system. Because today's
new super -micro systems are as powerful as the last
generation of business minicomputer systems that sold
for tens of thousands more. So instead of a personal
computer dead -end, you get a true business system
designed for growth. ONYX 1m pioneered the
super -akre business system.That was over five
years and over 10,000 super -micro systems ago. Today, there is a huge library of software for ONYX
super -micro business systems —from general office
management to word processing to spreadsheets.
Plus some pretty impressive software designed just for

Onyx Systems, Inc25 East Trimble Road
SonJose,CA 95131.1162
OnyxSystems (Europe) Limited
7 Fairmile
Henley -on- Thames
Oxfordshire RG9 2JR England
Telephone: (04911571100
Telex: 847282 ONYX

Trademark:
Onyx —Onyx Systems, Inc.

your Accounting practice, too. Backed by an ONYX
Authorized Reseller who understands your professional requirements. Put your Accounting practice into
the next generation of low -cost computing.investigate the ONYX super -micro solution before
you commit to a business system. Make sure
you're buying the best. To find a full- service
ONYX Authorized Reseller who is ready to demonstrate ONYX solutions, just make a toll -free calltoday.
Circle number 3 on reply card.

Call

800- 538 -6815
In C A:

800 -624 -4122

If you use
temporary personnel,
you may need. more
than one service.
While most temporary personnel services provide employees for a
hundred different job categories —from clerks to laborers — Accountemps
provides professionals in accounting, bookkeeping and data processing,
exclusively.
Accountemps is a specialist in temporary personnel. And, a recent
survey" reveals that 2 out of 3 executives agree that specialized temporary
personnel services do a better job.
And Accountemps does the best job of all.
At Accountemps, you'll find that our specialized employees are slightly
over - qualified —which means they get the job done quickly and accurately. And
that's cost - effective.
When you need an accountant, bookkeeper or edp professional for
a day, a week, a month —or even longer —call any of our offices on three
continents.

#Burke MarketbW Sennces

accoun mps
m

Rent an Expert
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Powerhouse CEO
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By Kathy Williams

&

A former numbers- cruncher CEO who insists that even accountants can be creative, Robert E. Frazer met his goal of regenerating Dayton Power Light Co. from a typically conservative utility into an industry leader willing to take risks —in just 10 years. The key was a
strong sense of people management — convincing employees they could do almost anything and letting them pursue their goals until they succeeded_

Taxes

Coping with New Auto Record-keeping Rules

32

By L. Stephen Cash and Thomas L. Dickens
The controversial record - keeping requirements that the 1984 Tax Reform Act imposed on
deductions for business use of cars and other "listed property" recently were repealed.
But don't unfasten your seat belt yet: Congress is calling for strict Treasury enforcement of
the new law that promises to drastically affect how company cars are purchased and used.

CommunIcatlons

Costs

Did You Say What You Said or Did You Say What I Think You Said? 40
By Tom D. Lewis
The failure to communicate effectively has probably stymied more accounting careers than
any other single fault. Understanding where your listener, or receiver, is coming from and
how the filtering process works are prerequisites to getting him or her to understand.

Controlling Indirect Costs with Headcount Forecast Algorithms 46
By Michael Gilchrist, Diane D. Pattison, and Ronald J. Kudla
Intel, a major producer of electronic components, uses a forecasting algorithm to measure
exactly how much white - collar labor is required to get a job done. As a result, the company's headcount grows or declines in direct relation to the amount of work to be done. This
description of how the algorithm works may tell you if it's right for your company.
Lybrand Silver Medal, 1984 -85.

MIS

Vulcan Materials Automates Delivery Ticket Writing

52

By James L. Bush, Jr., and Reuben F. Stewart
When the nation's leading producer of crushed stone aggregate saw the opportunity to
change from a manual to a computerized system of writing delivery tickets —a major part of
its operations —it leaped at the chance. Now the benefits derived have far outweighed the
costs, and the company is planning numerous additional uses for the system.
Certificate of Merit, 1984 -85.

Distribution

Enhancing Revenues via Distribution Cost Control

56

By Richard Vangermeersch and William T. Brosnan
Fourteen units of distribution costs are analyzed in terms designed to aid corporate management to control costs and increase revenues. There are untapped cost control opportunities galore in this area, and management accountants should be mining them.

Standards

The Bottom Line

62

By Robert A. Morgan
In this second of a series of articles, a retired FASB member discusses the economic
consequences of financial reporting and the costs -vs.- benefits controversy.
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By Orville R. Keister
Acco untants are f amo us f or using abbreviated jargon, even when talking with uninitiated
workers and friends. This little crossword puzzle will help you find out if you, too, speak
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PERSPECTIVES
First Things First
Newly appointed executive officers are sometimes beguiled by the
lure of lofty goals. They maintain an early romance with changes in
organization structure, with staff appointments, and with glowing
professional objectives. Unfortunately, they delay in dealing with
that which gives a sturdy foundation to their organization. These executives wistfully look to the distant goals while ignoring the rigors
and traumas which are inherent in successful achievement.
In recent months, I have been sitting with the Finance Committee
and with the Executive Committee of NAA. In those sessions I was
disappointed to note that it was sometimes necessary to defer programs and delay staff support because of an absence of funding.
The constructive ideas for Association progress were presented, but
the enabling means to implementation were not made available.
I am vigorous in maintaining that NAA should not overspend its
current revenues in order to support its conventional programs. I am
somewhat more receptive to the use of our reserves in furthering
bold new directions — particularly if the projects are realistically programmed to be self - liquidating. This was the case with our CMA program and with the headquarters move. In the main, however, I realize
that no professional organization can give assurance of the stability
of its operations unless it carefully nurtures its reserve funds.
It is my hope that NAA will be able to do great things in this and
future years. If we find it appropriate to deny current access to the
reserve funds, we can achieve those hopes only if we create the
new muscle which will make our programs possible. That muscle
lies in the membership roll! We must recruit qualified new members
and we must retain current members. If we intend to do "First Things
First," we must give overriding priority to our membership growth.
It has been suggested that I announce a target for a growth program, but I am reluctant to present a specific percentage figure. Any
recordable figure would be too small! Our finance budget for the
year ended June 30 was based upon a loss in membership. Though
in actuality we lost less than the financial budget reflected, those results if continued would represent organizational failure! Such an
assumption of defeat is unacceptable when I hold such a high regard for the members of NAA and for the enthusiasm with which
they are executing current programs of the Association.
I worked for many years with Hal Geneen, the former CEO of ITT.
Those were days of excitement and growth. I learned the joy of
"brave and bold" objectives. I am tempted to suggest (don't gasp)
that we aim at a 100% growth in membership. However, I'm not as
brave as Geneen so I'll merely establish a "binary" campaign —every
member either brings in a qualified new member or he does not. Glory to those who do and sympathy to those who don't! The objective is
not assigned to a membership committee or to the chapter officers. It
is assigned to each individual member. Will you or won't you do the
job? I'll be disappointed if we don't have 100,000 members by June
30, 1986.
In our private lives and in our professional lives and in our programs for the Association, we must all deal with "First Things First."
The first task of my executive family and of the entire NAA membership is to "campaign for growth."
HERBERT C. KNORTZ
NAA President, 1985 -86

MANAGEMENT
ACCOUNTING
(ISSN 0025 -1690)

VOL. LXVII NO. 2 AUGUST 1985
official publication of the

National Association of Accountants
Executive Director
Robert L. Shultis
PUBLISHER
James D. Collier
EDITOR
Erwin S. Koval
MANAGING EDITOR
Robert F. Randall
TECHNICAL EDITOR
Susan Jayson
PRODUCTION MANAGER
Stephen McCrea
FEATURE EDITOR
Kathy Williams
ASSOCIATE EDITOR
Donna M. Marks
CONTRIBUTING EDITORS
Louis Bisgay, Israel Blumenfrucht,
Jerold M. Weiss
ADVERTISING MANAGER
Doryne Gerstein
CIRCULATION MANAGER
Joseph Loren
EDITORIAL ASSISTANTS
Helen Gorman
Colleen M. Mulvey
Rosalie Pillori
Elizabeth Warren
ADVERTISING REPRESENTATIVES
Montvale, NJ 07645— Doryne Gerstein, NAA,
10 Paragon Dr., (201) 573 -6275.
San Jose, CA 95120 —Neal Manning, 6628
Tam O'Shanter Dr., (408) 997 -2929.
Pasadena, CA 91105 —Karin Lash, JJH &S,
119 W. Bellvue Dr., (818) 796 -9200.
Montgomery, AL 36104— Spencer H. Long shore Nl, Frank W. Allen, the Longshore
Group, Inc., 603 Martha St. (205) 263 -6050.
MANAGEMENT ACCOUNTING (ISSN 0025 -1690) is published monthly by the National Association of Accountants,
10 Paragon Dr., Montvale, N.J., 07645. Price $6.00 per copy.
Subscription rates, per year: $27 (non - deductible from dues)
nonmembers. $54.00. Second class postage paid at Montvale. N.J., and additional mailing offices. To ensure uninterrupted mail service, send present address label and new address ncluding ZIP number to Membership Records Dept.,
NAA, Montvale, N.J., 07645. Allow six weeks for change.
NAA's telex number is 181 -162: facsimile number is 201 -5738185. POSTMASTER: Send address changes to MANAGE.
MENT ACCOUNTING, Montvale. N.J., 07645.0433.

Copyright If 1985 by the
National Association of Accountants
MANAGEMENT ACCOUNTING /AUGUST 1985

O

ce there was a small company that was operating
in the red. Cash flow was tight. Books didn't balance.
The paperwork was insurmountable. And the owner
was so busy reacting to daily pressures, he didn't have
time to plan for the future. Times were tough. But
luckily he had a smart CPA who recommended
Open Systems business and accounting
software. So he started with General
Ledger, Accounts Receivable and
Accounts Payable. And his business began
to transform before his eyes. Accounting
procedures were streamlined. P r o d L l c t i i t increased. And the books began

,

to balance. His CPA recommended
two more software solutions:
Inventory and Payroll.
Amazino. He was out of the red and in
the bla& It seemed the more Open
Systems solutions he added the more
N�Z
successful he became. So his CPA
recommended Job Cost, Human
Resource Management, Purchase
Order Processing and Sales Order Processing. In no time
at all, his business was running more cost
effectively than he ever dreamed
possible. Today his company is
successful, prosperous and still in r
the black. His CPA? He's more
successful too. Because he
recommended Open Systems, he's
spending more time in financial planning and
less time balancing debits and credits. Adding value
to his client relationship, securing a good reference
and improving his own cash flow as well.

Open Systems gets you in the

black and keeps you there.
OPENSYSTEMSTM

Business and Accounting Software

1-800-328-2276

6477 City West Parkway, Minneapolis, MN 55344
A UCCEL Company
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Opinion
Robert L. Shultis, Executive Director

The Slow Process of Conversion

persuasive

My father had a long- standing policy during his
many years in the ministry—none of his sermons ever lasted more than 20 minutes. He felt
if he couldn't "convert" his flock in 20 minutes,
it would be never. After 20 minutes, the congregation was more interested in Sunday dinner
than anything else, As a somewhat restless
member sitting in the back row, I appreciated
the brevity although I'm not sure to what extent
I joined the ranks of the converted. Perhaps my
conversion span exceeds 20 minutes.
I know it takes longer than that for me to
change any bit of accounting philosophy and
principle that has been engraved in me since
the days of Professor Roy Kester back at Columbia. Nevertheless, conditions change and I
am becoming persuaded that there are areas
where more accountants should budge a little,
too.
The issue this time is whether historical cost
continues to serve the user community as well
as it should. As an old —I use the term loosely— historical cost man from way back, I am not
yet ready to jump feet first into the current value pool. On the other hand, I'm being persuaded that historical cost doesn't always seem to
lead to the right economic decisions. And isn't
that what accounting is all about?
Part of the persuasion has come from the
subject of another article in this magazine
(page 22). Bob Frazer is a vigorous, articulate,
and
proponent of current value accounting, or at least current value reporting.
The two aren't necessarily the same. He has
expressed his views both during the interview
reported in this article and at several meetings
of the Financial Accounting Standards Advisory
Council, of which both he and I are members. A
capital - intensive, rate- regulated company such
as Bob's (Dayton Power & Light) has special
problems, particularly obtaining the capital to
replace assets acquired years ago. However,
the proliferation of raiders who find value in
companies or parts of companies that has
gone unreported and /or unrecognized indicates that the issue is not for utilities alone.
6

As Dayton Power & Light's annual report for
1984 says, "Generally accepted accounting
principles do not recognize this erosion of capital when calculating depreciation, and accordingly, this economic loss is generally not considered when utility rates are set by regulatory
agencies. If the Company's depreciation expense for accounting and rate - making purposes reflected changes in price levels rather
than historical cost over the years, the Company could have maintained the purchasing power of the shareholders' investment. The resulting additional cash flow to the Company would
have reduced outside financing requirements
for facilities to serve our customers by over
$300 million during the last five years. Without
recovering this economic cost through current
revenues, earnings and retained earnings are
overstated."
Everyone, especially our national economic
policy makers, has been indulging in an orgy of
self - congratulation because our inflation rate
has been "only" 4 -5% the past few years. Yet,
in terms of current value, NAA's $100 annual
dues introduced two years ago is now worth
only about $90. Inflation is still with us, hasn't
gone away, and isn't likely to go away soon.
Few accountants, however, seem to be facing up to this problem. A short while ago, participants in one of our new Member Interest
Groups, the Controllers' Council, were polled
as to their current problems, headaches, and
interests. The list that was compiled from the
replies is a long one and an interesting one.
Topics ranged from working on an assortment
of new computer applications to productivity reporting to WIP control to reevaluation of existing internal control systems. What was not on
the list— anywhere —was what I've been talking
about here — current value accounting, or at
least current value reporting.
Perhaps other people see a 4% inflation rate
as something we can live with. It probably is,
since we lived with and survived rates three
times that a few years ago. Nevertheless, a 4%
rate compounded over a decade or so represents a decline in purchasing power of nearly
one half. And who's to say the inflation rate
won't be much greater than that during the next
10 years?
While I certainly don't have the answer, nor
do I think any other individual or group within
the accounting profession has the full solution,
the profession as a whole will stand indicted
unless we all work at it —now, before double
digit inflation returns. To stonewall the problem
and maintain that historical cost is the one and
only ans wer is an ab rog at ion of our
responsibilities.
MANAGEMENT ACCOUNTING /AUGUST 1985
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Because they did their homework. They
talked to our customers and found out that for
over 12 years, hundreds of Fortune 1000
companies have had exceptional results from
financial software systems by Data Design.
They discovered what nationally recognized
software surveys confirm year after year: that
Data Design has an unsurpassed record of user
satisfaction.
They learned they can expect fast, trouble -free
implementation with our systems.
They were told that our systems are
exceptionally flexible and easy to use.
They found out about our reputation for indepth training and responsive, knowledgeable
support.
They learned that Data Design places only
management level people in customer service
positions. People who average over 10 years
experience —not trainees.
And more.
So, if you're in the process of doing your
homework on mainframe financial software, call
today for our complete customer list, and you
too can hear why companies like Alcoa, Amdahl
Corporation, Burger King, Estee Lauder, May
Company Department Stores, Pillsbury,
Sherwin Williams Company, Bankers Trust

ter,

-dow,

i

Company, Central Soya Company, Chicago
Tribune, CIGNA Corporation, Federal Express,
Litton, Midland Ross, Owens Corning
Fiberglas, Perini Corporation, Royal Business
Machines, G.D. Searle and Company, Security
Pacific National Bank, Warner-Lambert
Company, Zayre Corporation, Wisconsin
Power & Light and hundreds of others decided
on Data Design over other vendors.
And find out why 68010 of our customers, who
previously had other vendor's systems in place,
'
have now decided to use systems by Data Design.
To learn more about the best financial
'
software available, call toll -free 800- 556.5511
or complete and mail the coupon today.
'

Financial Software by Data Design. Simply the test.
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Please send me additional information on
)Generallwdger
UFixed Assets
OAccounts Payable
Capital Project Management

My need is: (]Immediate OShort Term! (Long Term
OI am interested in attending a free seminar.
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.

DATA DE
Excellence in Financial Software.

'

Company

'

1

Address

'

'

City.Sate.Zip
Telephone(

1279 Oakmead Parkway, Sunnyvale, CA 94086
New York Metropolitan Area (203) 661 -5668
Chicago Metropolitan Area (312) 310 -0450
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Management
Accounting
Practices
Louis Bisgay, Editor

Third NAA Roundtable Meets
The Third NAA Westchester /Fairfield Counties
Accounting Roundtable met in Armonk, N.Y., at
the headquarters of IBM Corp. on May 23. Bernard Doyle, of General Electric Co. and chairman of the NAA's Management Accounting
Practices Committee, chaired the session,
which covered pension accounting, accounting
for computer software, and cash flow reporting.
Roundtable meetings are designed to provide
the environment for a frank exchange between
financial executives about current managerial
and financial accounting issues.
Regarding prospective changes in pension
accounting, some of the participants indicated
that application of the new rules proposed in
the FASB exposure draft would cause many
pension plans to appear more fully funded than
management believes they are. Additionally,
the FASB's proposed guidance on selection of
discount rates focuses on rates at which the
pension obligation could be settled rather than
the expected long -term returns on the pension
fund portfolio. Concerns were expressed that
pension funding is apt to be changed in order
to avoid differences from cost accruals, which
would give rise to apparent prefunding or underfunding items in corporate balance sheets.
Concerns also were expressed about the likelihood of significant year -to -year fluctuations in
recorded pension cost because of investment
market volatility. Multinationals are troubled by
reporting difficulties resulting from differences
in pension measurement practices between the
U.S. and other countries. Although there was a
great deal of criticism of the exposure draft, it
was thought that the incremental cost of compliance, relative to current practice, would not
be material.
A presentation on accounting for software
highlighted the views of interested parties that
have been expressed to the FASB. The capital8

ization of detail program design cost is a controversial issue and is reflected in the split on
the issue among software producers and the
Big 8 accounting firms. Tax policy and its implications play a significant role in the issue. The
presentation included a detailed summary of a
recent FASB public hearing on the issue held in
New York on May 2 and 3, as well as of the
board meeting on May 15. Future FASB meetings will review the NAA Issues Paper on "Accounting for Software Used Internally" for possible inclusion into the existing FASB software
project.
The final issue in this session was cash flow
reporting. This portion of the meeting was led
by Mr. Doyle. Many companies have moved
from a working capital basis of funds flow reporting to a cash basis. There is a significant
lack of uniformity in the definitions employed
for cash or cash equivalent, cash flow from operations, and the other elements of cash flow
statements. In addressing these problems, the
Board is planning a limited project on the objectives of cash flow statements and definitions of
the key elements.
As usual, the session was then opened to a
general discussion of matters concerning
roundtable participants. The MAP Committee
and the Association are interested in assisting
NAA chapters to set up similar roundtable
meetings. Learning the results of such meetings would be useful to the MAP Committee.
For information and guidance, please contact
the undersigned at (201) 573 -6217.
Jonathan Schiff

MAP Committee-1985 -86
Bernard R. Doyle, (member -at- large) General
Electric Company's manager of corporate accounting services, was reappointed chairman
of the Management Accounting Practices
(MAP) Committee for the 1985 -86 year. The
only change in the Committee's membership
from the prior year was the appointment of Arthur D. Lyons (Chicago), vice president and
controller of FMC Corp. Art replaces Bryan H.
Mitchell (Chicago), controller of A.C. Nielsen
Co., whose three -year term expired last June
30.
Other members of the MAP Committee are:
Raymond H_ Alleman (New York), ITT Corp.;
Henry R. Anderson (Mid - Florida), University of
Central Florida; Robert N. Anthony (Massachusetts Route 128), Harvard Business School;
William J. Ihlanfeldt (Member -at- Large), Shell
Oil Co.; Eugene H. Irminger (Chicago), Centel
Corp.; James J. Latchford (Member -at- Large),
110-0- 75
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SOFTWARE THAT SETS
THE STANDARD.

Computers
and
Accounting

Other articles and columns cover various types
of automated systems and quality control in
computing. There's even a detailed article on
"Selecting A /R, A /P, and G/L Software."
This publication appears to be very useful,
well- edited, and easy to read.

A Software Masterpiece

While personal computers have received most
Alfred M. King, Editor
of the publicity in the last year or so, new developments in mainframe accounting packages
continue. Last November we reported on a
speech that Jeffrey Walker, chairman of Walker
Interactive, delivered at an NAA conference. At
that time we stated, "Integrated software developed for personal computers, such as the
Software—Capitalize or Expense?
Lotus 1 -2 -3 package, soon will reach the mainAs companies spend a higher percentage of frame market."
Software International, a wholly owned subtheir data processing dollars on software, questions as to whether such expenditures should sidiary of General Electric, early in July anbe expensed when incurred or capitalized re- nounced its new "Masterpiece" series of mainfuse to go away. NAA recently prepared an is- frame software products. In the first stage,
sues paper titled "Accounting for Software users will be offered a series of fully integrated
Used Internally." Copies may be obtained free on -line application products— running under a
by writing Stephen Landekich, director, Man- common, shared system manager —and comag em ent A c cou nt in g P rac tic es , at NA A mon facilities that include support for security,
help, and ad -hoc query along application lines.
headquarters.
The Financial Accounting Standards Board is The initial applications include accounts receivdealing with this subject at present. In its "Ac- able, fixed assets, payables, and, of course, a
tion Alert" notice, dated June 5, 1985, it said:
general ledger package.
This is only the first phase. Software Interna"The Board tentatively agreed that all
tional intends the second phase of the Masterpiece series to provide user organizations "entechnical activities performed prior to
demonstrating technological feasibility [of
vironmental independence" so programs will
software] should be classified as research
not have to be rewritten if a new database manand development. The earliest point at
agement system is adopted or if a new teleprowhich technological feasibility could be
cessing system is brought in. Moving the database management system and teleprocessing
demonstrated would be completion of deinterfacing logic into separate modules outside
tail program design and, in its absence,
the application codes should make all codes
completion of a workin g model. The
Board also agreed that all software proless complex and easier to maintain, and it
duction costs incurred subsequent to
should provide means of letting an application
demonstrating technological feasibility
system access data controlled by two or more
would be capitalized and subjected to a
DBMS.
net realizable value test."
The final step will be "event- driven processing," which, the company says, will be as much
of an advance from transaction processing as
A New Accounting and EDP Journal
transaction operations were from batch work.
Auerbach Publishers, 6560 N. Park Drive, For example, receipt of materials by a company
Pennsauken, N.J. 08109, has issued Volume 1, warehouse typically generates transactions in
No. 1 of Journal of Accounting and EDP. Read- several applications— purchasing, accounts
ers of MANAGEMENT ACCOUNTING who want to payable, inventory, and so on, The new event subscribe may call 1 -800- 257 -8162.
driven software should automatically prompt
The first issue contains an analysis of an the user with all the transactions required and
NAA survey on accountants' ratings of busi- would cross applications transparently to proness software for microcomputers plus an arti- cess the event.
For information, contact Fred J. Lizza, Softcle by Ernest Arvai on "Data Management and
Personal Computing: Conflict or Cooperation ?" ware International Corp., (617) 685 -1400.
10
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"Why cant somebody,
make a computer that ll
get me financial
data in tim(
touseit?"

"Somebody does.

He
wlett-Packard.HewlettPackard's financial accounting system gives
you up-to -the- minute information in seconds. Whenever anyone, anywhere, enters
financial data, the whole system can immediately update itself, automatically. And
it tums out reports in just about any form
you want.
To do it, we wrote some very responsive software for our HP 3000 business
computer. It makes it easy to get your hands
on the right information right now And that
makes it easier to control your business.

O Please tell- m e

Especially what your financial

customers have to say.
O Have an HP sales Representative call me right away.

Company
Address
City/state/zip
Phone
Mail to: Hewlett- Packard. Dept 087220,
10520 Ridgeview Court, Cupertino, CA 95014.
HE W LE T T
P AC K ARD
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Taxes
Israel Blumenfrucht
and Jerold M. Weiss, Editors

Depreciation Deduction Allowed
for Going- Concerns

• Permits and licenses have been approved.
• The asset is in the control of the taxpayer.
• The asset is synchronized with the other operating assets of the taxpayer for the production of income.
• Daily operation of the asset has begun.
In its decision, the Court distinguished between the remodeled stores and the new and
relocated stores. With respect to the remodeled stores, the Court held that the depreciation deduction could be claimed in the year the
equipment was purchased and installed because the delayed opening of these stores
"served primarily promotional purposes and did
not relate to the installation and use of the new
equipment." The Court believed the delay in
opening the remodeled stores for promotional
purposes was analogous to another District
Court case where depreciation deductions
were allowed by a firm that purchased a scrap
shredder and a crane for its business but was
unable to use them until the following fiscal
year because the power company had failed to
connect the electrical lines needed to run the
equipment. The Court concluded that the
equipment is considered placed in service in
the year it was installed because "the taxpayer
was already in the business for which the depreciable asset had been purchased... [and in
such a situation] depreciation may be taken
when depreciable property is available for use
'should the occasion arise,' even if the property
is not in fact in use."
However, with respect to the new and relocated stores, the Court disallowed the deduction until the year the stores opened for business. The general rule that equipment need not
actually be used to be considered placed in
service applies only to taxpayers already engaged in the business for which the equipment
was purchased. The Court, therefore, concluded that "depreciation and investment tax credits are not allowed on assets acquired for a
business that has not begun operations."
The implication of the Tax Court's decision is
clear. Taxpayers purchasing equipment for existing going- concerns will generally be able to
claim the depreciation deduction and the investment tax credit in an earlier tax year, even
if the equipment is not in use, provided it is fully
installed and ready for operation. New businesses will not be given the same latitude.

The Tax Court recently ruled ( Piggly Wiggly
Southern, Inc., 84 TC No.49) that equipment
purchased for a store being remodeled qualifies for the depreciation deduction in the year
the equipment was purchased and installed,
even though the remodeled store did not officially reopen for business until the following
year. The Court also ruled that the investment
tax credit can be claimed in the first year the
depreciation deduction is allowed.
The facts of the case are as follows. Piggly
Wiggly Southern, Inc. was engaged in the retail
marketing of food products and operated a
chain of supermarket stores. As part of its program to enhance and expand its operations,
the company purchased new machinery and
equipment for stores undergoing renovation
and remodeling as well as for new and relocated stores. Piggly Wiggly claimed depreciation deductions for the fiscal years in which the
equipment was purchased and installed, even
though the stores did not reopen for business
(or begin business, in the case of the new
stores) until the following year. The IRS, however, asserted that the equipment was not considered "placed in service" until the following
year when the stores reopened for business
and, therefore, denied the deductions in the tax
year claimed by Piggly Wiggly.
In general, the tax law provides that the period for depreciation of an asset begins when the
asset is "placed in service." In defining the
term "placed in service," the Regulations state
that "property is placed in service when first
placed in a condition or state of readiness and
availability for a specifically assigned function,
whether in a trade or business, in the production of income, in a tax - exempt activity, or in a
personal activity."
The IRS also has issued a list of factors that Substantiation Rules Eased
will be considered when determining whether But Not Eliminated
machinery and equipment are considered
"placed in service" in the current tax year. Congress recently reversed itself and repealed
These factors include:
the new substantiation rules for automobiles,
12
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for personal reasons including commuting to and from work, which is not
deductible; and whether they have
another automobile available for personal use. This latter question is assumed to be a red flag for the IRS. If,
for example, a taxpayer does not
have another automobile available,
the amount that can be claimed for
business use is sub st an tially
curtailed.
The new law also reduces the depreciation deduction and investment
tax credit that can be claimed for vehicles "placed into service” after April
2, 1985. The ACRS deduction is limit-

ed to $3,200 for the first year and
$5,400 for subsequent years. The limits under the original law were $4,000
and $6,000, respectively. The maximum investment credit is $675 instead of $1,000. Note, however, that
the rule that an automobile must be
used for business purposes at least
50% of the time in order to qualify for
the accelerated depreciation deduction
ACRS), the investment tax
credit, and the special Section 179
exp ens ing elec tion remains in
effect.
U
(i.e.,

home personal computers, and other
listed property (assets used both for
business and personal purposes) previously enacted in the Deficit Reduction Act of 1984.
While taxpayers will not be required
to keep daily "contemporaneous" records in order to justify their deductions, sufficient evidence corroborating taxpayers' statements will be
necessary. Beginning with returns
filed next year, taxpayers deducting
automobile expenses will have to indicate on their tax return such information as how many miles they drove
during the year; the percentage used

(See article on page 32.)
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Data Sheet
Robert F. Randall, Editor

Manufacturers Rank Sun Belt No. 1
U.S. manufacturers still rank the Sun Belt No.
1, but the North Central section and other areas are closing the gap, according to a survey
by Alexander Grant & Co. The ranking of the 48
contiguous states is based on 22 factors selected by manufacturers as important to business success. The top three states rated as
having the most congenial manufacturing climates are South Dakota, North Dakota, and
Florida. An analysis by Megatrends author
John Naisbitt's Naisbitt Group highlights some
significant trends:

is

The "bigger -is -better manufacturing philosophy of the '60s" has given way to the "diseconomies of scale" as giant companies replace huge manufacturing complexes with
new, smaller plants — "focused factories."
Automation
making it possible for some
companies to bring their plants back from
overseas locations. Currently, 9,000 industrial robots are at work in U.S. factories, about
three for every 10,000 production workers.
Union membership has dropped precipitously, reflecting the loss of more than one million
manufacturing jobs since 1979. Organized labor represented about 35% of the nonfarm
workforce 40 years ago; now it represents
less than 20% of workers.
Copies of the Sixth Annual Study of General
Manufacturing Climates of the 48 Contiguous
States of America are available from Alexander
Grant Manufacturing Climates Study, Prudential
Plaza, Suite 1700, Chicago, III. 60601. Price:
$35 per copy.

Insurance Is Not a Fixed Cost
Insurance is not a fixed cost, stresses Curtner
Risk Management, Inc., of Denver, Colo. Most
property, liability, and workers compensation
policies are rated, in part, on the basis of your
company's loss experience. The insurance
claims you make this year generally will have
the effect of increasing your insurance premi14

ums for the next several years. Accordingly, the
allocation of insurance premiums should be
based, in part, on the insured losses of individual corporate locations and profit centers being
charged with this cost. By allocating insurance
premiums you accurately reflect the actual
costs of each profit center and create an incentive for management to reduce insured losses
through cost - effective loss control measures.

P -W: Cost Management Systems in
Delaware Valley Are Inadequate
Delaware Valley manufacturers collect and analyze large amounts of raw data, but their cost
management information systems generally are
less than satisfactory, according to a survey
just completed by the Philadelphia office of
Price Waterhouse_ "... [L]ocal companies that
have introduced state -of- the -art manufacturing
technologies on the shop floor have failed to
carry through in making similar changes in their
information systems," said P -W 's Patrick
McGinty, who directed the survey. "An effective manufacturing operation requires an equally effective cost accounting system in order to
maximize the inherent benefits. In fact, it's difficult, if not impossible, to know if technological
advances are paying off if you don't do this."
Overhead allocation and flexible budgeting as a
category had the weakest response from the
37% sample of 150 manufacturers polled.

Business /Accounting Briefs
Charles T. Horngren, Peninsula -Palo Alto
Chapter, has been selected as the first recipient of the "Outstanding Accounting Educator
Award" from the AICPA.... New publications
available: "1985 Guide to ERISA Reporting and
Disclosure Requirements" can be obtained
from Coopers & Lybrand offices; "What Every
Manager Needs to Know About Quality Circles
and Participative Management" from Quality
Circle Institute, Ms. Gloria Jordan, 1425 Vista
Way, Airport Industrial Park, Red Bluff, Calif.
96080, (916) 527 -6970, Ext. 140; "Interest
Rate Futures: An Overview" from Peat Marwick, Distribution Center -Dept. EN, 345 Park
Ave., New York, N.Y. 10154.... Basil Blackwell Ltd. (108 Cowley Rd., Oxford OX4, England) is publishing a new journal, Financial Accountability & Management, focusing on the
financial and resource -use problems of not -forprofit organizations. , .. More than 50% of all
internal auditing will be done by computer by
the end of the decade, Coopers & Lybrand predicted as the firm introduced a 1,100 -page
El
guide titled Handbook of EDP Auditing.
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Practical
Tax Guidance
for the Fringe Benefits Professional!
With Congress and the IRS zeroing in on fringe
benefits as a likely source of additional tax revenue, it's
more important than ever to know what you can do
and what you can't do —to have the right answers at
your fingertips when you need them.

Alphabetized L- xplanations
Common usage defines fringe benefits and perks
as: "any type of nonsalary benefit given by an
employer to an employee." To speed you to your
research subject, the Fringe Benefit Tax Guide compiles this vast array of "nonsalary benefits"
alphabetically, with easily understood explanations of
the benefits and their tax ramifications and special
rules in one place.

Now, in one loose leaf volume, CCH's all -new
Fringe Benefits Tax Guide brings together complete,
authoritative information on fringe benefits . . . the
latest tax battleground.
Written for the professional, with monthly reporting to keep it up to date, the Guide provides instant
access to the latest developments in fringe benefits. It
supplies concise, easily understood answers to complex questions concerning income and payroll tax
treatment of fringe benefits from both the employer
and employee points of view. It also examines non -tax
benefits and detriments to be considered in establishing the various types of programs.

Other Divisions Include:
• Coverage of new valuation rules that m ust be
followed when a fringe benefit becomes taxable.
along with the special nondiscrimination rules
for fringe benefit programs.
• Th e payroll tax obligations of employers, including computation methods, basic definitions
and reporting requirements.
• Checklists. which include an alphabetical list
showing how various fringe benefits are treated
under the payroll and withholding tax laws.

Overviews Pldns an d Perks
The Guide provides a th orough overview of all
three forms of fringe benefits: Employee Retirement
Plans, Deferred Compensation Plans and Special
Perks, including general business and tax planning
discussions of each of the areas.

• Relevant IRS Code Sections —Code sections
dealing with fringe benefits, and those dealing
with retirement and deferred compensation
plans.

• Retirement Plans— Examines and explains the
• Relevant IRS Regulations —texts of regulations
advantages and disadvantages of the various
dealing with fringe benefits, retirement plans and
plans, and alerts employers and their
deferred compensation plans, including temadvisers to the procedures and stanporary and proposed regulations.
dards for establishing and
o eratin
a
ualified
• Pending Legislation— provides
employee retirement plan.
subscribers with the latest
Commerce Clearing House, Inc.
fringe benefit legislation up• Deferred Com pen sation
4025 W. Peterson Avenue, Chicago, IL 60646
dates, including proposed
Plan s— Describ es both
House and Senate bills, comYES! Enter our subscription to your Fringe
qualified and nonqualified
mittee reports, etc.
Benefits Tax Guide for the period indicated
plans from the viewpoint
below. We will receive the up-to-date
of their role in business
• Complete Indexing — includes
volume immediately, followed by monthly
reporting to keep us current.
'
and tax planning.
Topical Index: Finding Lists:
D $225 per year for two years (payable on installation and at
Cumulative Index: Standard
• Special Perks— Discusses
the start of the second year)
Index for New Developments.
all other areas of nonsalary
D $250 for one year (payable on Installation)
❑ ❑Please❑send❑more❑Infonrnanon❑at❑no❑cost❑to❑us.
benefits, with emphasis on
• New Developments — provides
(Sales tax wdl be added where appropriate )
how recent law changes afanalysis and review of the
fect taxation of fringe
Nome & Title
latest developments in the
benefits, as well as the
taxation of fringe benefits.
Firrrr
sp ecial valu atio n an d
Address
nond iscrimination rules
'
Lip
CCH's Fringe Benefits Tax
employees must follow.
clip/stale
Guide —a
h a r d - w o r kin g
research tool that will save you
c 0 . . N N C R C l CLCAR_tIVO HO UB E yINC•,
Signature
f
time and effort. Order it today;
9522.5292 1
A 0 2 5 W . P ET ERS O N A V E. . C NI C A G O . I L L . 4 0 6 . 6
you'll be glad you did!
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Small
Business
Kathy Williams, Editor

`Winning Together'—Increasing
Productivity

will

Small businesses can't succeed unless their
employees are extremely productive, and owners and managers must find ways to ensure
their employees' loyalty and excellence. One of
the best ways to do this is to make sure employees participate in solving problems related
to productivity, quality, and service and to reward them for gains, says Dr. William H_ Franklin, small business consultant and owner. He
calls his system "gainsharing," which means
that the owners and employees establish a
baseline of productivity and any increase
(gains) over that
result in bonuses. The key
here is to make the employees feel the company is part theirs so they'll be motivated to produce well.
In an executive forum on productivity, sponsored by Control Data Business Centers, Dr.
Franklin told the story of a dry cleaning store in
a small Southern town. Although the store was
situated in a prime location with little competition, it was just barely holding its own. Employees lacked motivation and performed their duties routinely. One day the owner sat down with
them and explained that unless business and
profits increased, the store would have to
close, leaving them without jobs and their
neighborhood without an essential service. The
choice was theirs. After a couple of planning
sessions, the group charted a plan for increasing business, even to the detail of distributing
promotional flyers throughout the area. A few
months later, business was booming, the employees were happy (and richer), and the owner
was considering opening a second store. Dr.
Franklin says the plan succeeded because of
genuine trust and enthusiasm, all promises
were kept, and employees and owner shared
the increases equally. Although the plan won't
work for all types of businesses or employees,
16

smaller businesses are ideal for such systems,
he notes.

Did Ma Bell's Breakup Affect You?
Although small businesses' telephone bills
have increased this year, most companies have
not passed on these increases to their customers nor has the increase affected the number of
calls made, the General Accounting Office discovered when it surveyed small businesses
across the nation to determine the impact of
telephone industry changes on that group.
Last May the House Committee on Small
Business asked the GAO to conduct the survey
to aid its Telephone Task Force already investigating industry changes. The GAO developed
and evaluated a questionnaire and reviewed
methodology used by Bell Communications Research, Inc. (Bellcore) in a similar study last fall.
The GAO mailed its questionnaire to 2,214
small businesses with fewer than 500 employees and received 1,239 replies, a response rate
of 56 %. The results represent about 2.2 million
small businesses. Other results: 72% of the respondents said they were not aware of the
Federal Communications Commission's "end user access charge" that increased local service telephone costs for multiline users by up to
$6 a month per line. The FCC believes that decision, along with other related ones, will increase efficiency by tying rates more closely to
the cost of providing service. Small businesses
are concerned that these decisions could
cause a change in pricing — additional flat
charges added to local phone costs while
AT &T's interstate long distance rates would be
lowered when they make fewer interstate calls
anyway.
To order a copy of the report, contact the
GAO, Document Handling and Information Services Facility, P.O. Box 6015, Gaithersburg, Md.
20877, or call (202) 275 -6241. The first five
copies are free.

Preventing Employee Theft
Many employers, concerned about potential
employee theft of inventory, want to make sure
they don't hire possible offenders. According to
the Center for Entreprenuerial Management,
ex- police detective Gregory Lousig -Nont has
developed a test, Phase 11 Profile, that helps
weed out such employees beforehand. The 30minute paper- and - pencil test is legal in all 50
states. For further information about the system, contact Robert B. Ishmael & Associates,
2705 Black Road, Joliet, III. 60435, (815) 7411742.
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Integrate Trigger., With
Guaranteed To Make You Run Your Business Better.

Or, Your Money Back.
Bob Halsey, owner of Miami Depot, used
Trigger personal computer software from
Thoughtware to ease his sudden growing pains.
"We needed something to tie us together after
sales went from the outhouse to outer space.
When we were small, we had our finger on the
pulse of everything. But when we got big, it was
chaos." Using Trigger, Halsey formulated and
structured specific performance goals and then
tracked those goals each week. Business has never
been better, or run smoother.
According to Business Week,"Trigger is a
prime example of a new breed of decision - making
program that is being used increasingly to help
executives develop business strategies and make
qualitative decisions."
Allen Sneider, a partner with Laventhol and
Horwath, said, "Trigger formalizes and blends
the planning and reporting functions and keeps
you focused on the critical operational issues."
Wharton Business Times /Management
Report observed, "Trigger forces the manager to
focus clearly on the money - making factors of his
business"
If you run a business, or a department,
Trigger can do for you what it's doing for them. It
monitors key performance areas in whatever criteria are important to your business. If an element
being monitored falls outside acceptable performance levels, Trigger lets you know and issues
action memos with probable causes and actions to
be taken. Trigger is like having your own expert
business consultant in your computer, keeping an
eye on your business, always available to make
sure it's running smoothly and profitably.
Try Trigger. We guarantee it. If it doesn't
make you run your business better than ever
before, you can have your money back.
The $25 coupon means we'll actually be
paying you to try Trigger. We're also offering a

free seminar, worth $150, when you purchase
Trigger at an authorized dealer. So visit your local
software or computer store or call toll-free
1- 800 -THT -WARE for the dealer nearest you.
We guarantee it will be the wisest business
decision you've ever made.
Trigger requires 128K and runs on IBM* PC, XT, AT and operationally compatible PC's.
Trigger is a Trademark of The Alexander Proudfoot Company.
Thoughtware is a Registered Trademark of Thoughtware Inc.

lheulMmem-

Expert Consultants In Your Computer.

F
I

ntplet, this coupon and return it
vutth your sales receipt and Trig ge r`
registration card.
Sendto: 7houghtaare V igger Rebate

$25,

2699 S. Ekyshore Dr.
Coconut Grove, FL 33133

REBATE

Name

Dare

Title

Companv

Address

I

c ity

State

Purchased at (store name)

Zip Code
City

I
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Only one coupon per progmm. No other offer mil apply. Please allow four to sir weeks fraproeesnag.
Offer espaw 12131185- To the retailer: this is a mwWbefurer3 rebai roffpon to be rrd"nW by
rhasrrdirertly firm tbaygftfvunre. Offer does mn apply fo onypndwr purchased for remit-
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IfTriggerhas notpaidforitselfaf}er
tracking resultsfor 90days, return the program to 77toughttvarea u i
yourpurchaseprice will be refunded. 7houghtware must have yourproof
ofpurrhaseand Triggerregistration card onftletoprocess yourrefund.
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Accounting
Education
James M. Fremgen and Milton F. Usry, Contributing Editors

AAA— Management Accounting Section: Chairperson's Report

I would like to share with you some
thoughts on the relationship between
management accounting academicians and practitioners. Accounting
professors tend to think of CPAs and
public accounting firms as their natural count erparts in pract ice. And
these firms clearly reciprocate. They
provide funding for faculty research;
they invite faculty to professional
seminars; they offer faculty internships; and they "court" accounting
professors when they visit our campuses. However, public accounting
firms have a special and very understandable interest in auditing, I suspect that many of us think of them as
the special province of the Auditing
Section of the American Accounting
Association. What, then, of management accounting faculty? Do we have
our own nat ural c ou nt erpart s in
practice?
To attempt an answer to that question, we might begin by considering
the definition of management accounting promulgated by NAA's Management Accounting Practices Committee (Statement on Management
Accounting No. 1A, March 19, 1981).
It embraces just about everything that
18

accountants do, with the exception of
the independent audit function. If this
is correct —and I am inclined to that
view —our counterparts would seem
to be all accountants in practice.
Even if one prefers a narrower conception of management accounting, it
could hardly fail to include activities of
public accounting firms in their management advisory services, at least, as
well as of industrial firms, government
agencies, and nonprofit organizations.
Management accounting is to be
found wherever there is management.
Management accounting faculty
sometimes think of industrial corporations
their natural counterparts in
practice. Obviously, there is some
merit in that view. However, we must
recognize that these corporations
identify at least as much with our colleagues in chemistry, engineering,
computer science, and marketing. Of
course, accountants in these firms
identify more directly with us, but we
need to be more active in promoting
relations with them. Do we invite corporate controllers to speak to our
classes, accounting clubs, and Beta
Alpha Psi chapters? Do we attend
meetings and participate actively in
the functions of local chapters of professional societies with a special concern for management accounting,
such as FEI and NAA? We do have
something to offer these practitioners. We are educating their future
staffs. We should be doing research
that will help them solve current and
future problems. The community of interests is clearly there. We must fulfill
our responsibility for nurturing it.
Fortunately, we have some help.
NAA has greatly expanded its efforts
as

The following is a slightly condensed
vers ion of rema rks by J ames M,
Fremgen, the outgoing chairperson
(1984 -85) of the Management Accounting Section of the American Accounting Association, as published in
News & Views, the Section's semiannual newsletter. Because of the increased interest in academe by NAA,
we felt Dr. Fremgen's views also
should be shared with NAA members.
Ed.

to work with management accountants in academe. It recently established a Committee on Academic Relations to promote just the sort of
relationships we have been talking
about. This committee, chaired by
Herbert C. Knortz of ITT, already has
established contacts with management accounting coordinators at 500
colleges and universities. It publishes
a semiannual newsletter, Management Accounting Campus Report. It
has proposed that every NAA chapter
have a director responsible for academic relations. It awarded one doctoral dissertation grant for this year
and plans to award two at $8,000
each for 1985 -86. The committee is
currently seeking a permanent NAA
staff person to manage this burgeoning academic relations program.
Perhaps most exciting of all, the
NAA committee and our section will
cosponsor a series of four Management Accounting Symposia, similar in
format to the Trueblood Seminars.
The first of these was held recently, in
March. At each symposium, three corporations will present cases derived
from their own experiences. Thirty five academicians will participate in
discussions of these cases. The AAA
Management Accounting Section is
establishing a list of schools to be invited to send participants and a system of rotation among them.

Accounting Education:
A Cooperative Effort
The accounting education process is
intended to provide students with a
thorough understanding of the subject matter and the ability to function
effectively_ This entails preparing students for productive on- the -job performance as well as providing them
with a foundation for a lifetime of professional development.
Students must be equipped with a
reasonable balance of understanding
and proficiency of both concepts (theory) and techniques. They must not
be too theoretical to the point that
" n o one knows how to build a
bridge," nor so caught up in techniques that they lose sight of the basic logic, rationale, and purposes of
► ► 77
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Letters
TO THE EDITOR
An Ethics Rebuttal
Some clarifications concerning the editorial (MAP, April '85) commenting on
our article, "Are Ethics Dangerous to
Your Job ?" (Feb. '85), are in order.
Our survey included two groups: controllers and CMA holders. The controller group consisted of individuals who
held that position in U.S. companies.
Approximately 1 % -2% of the controllers were CMAs. The CMA group included a cross section of management
accountants. None of the members of
this group was listed as a controller in
the 1981 Roster of CMAs.
CMAs were selected because CMAs,
like CPAs, are professional accountants
who have completed a formal education, passed a test, and fulfilled an experience requirement . The impact of a
code of ethics for management accountants would fall heavily on the CMA.
Controllers were selected as the second
group because they usually are the chief
financial officers of a company and are
the individuals to whom the management accountant must report, either directly or indirectly. As responses to one
part of the survey indicated, controllers
apparently have different perspectives
and attitudes regarding the ethics standards than do CMAs. Thus, the dichotomy is appropriate.
Also in the April issue, a writer of a
letter to the editor referred to the article
and indicated that he saw no distinction
between controllers and CMAs. CMAs
have passed a professional examination
and have met other professional criteria.
Controllers are financial officers and
may or may not be CMAs. It is unfortunate that the general public is not yet
aware of the meaning of the CMA.
Concerning the editorial's second
comment, Standard 1C states that management accountants should "refrain
from disclosing confidential information
acquired in the course of their work except when authorized, unless legally obligated to do so." The authors take the
position that this Standard should be revised along the following lines: "Refrain
MANAGEMENT ACCOUNTING /AUGUST 1985

from disclosing confidential information
acquired in the course of their work except when authorized, unless legally,
ethically, or professionally obligated to
do so." (Italics are ours.) The Standard
appears to say that if confidential information happens to be legal but unethical, one should refrain from disclosing it
except when authorized. As the article
pointed out., legal, ethical, and professional standards are not necessarily
identical.
Concerning the editorial's comment
on "Reso lut io n o f Eth ical Co ndu ct
Conflict," we were not critical of the
Statement's recommendation that one
step in the process of resolution is to
discuss an ethical issue with one's superior. We approve of the step -by -step
process. We are concerned with possible
outcomes that migh t result from the
way the proscribed step -by -step process
can be applied. For example, assume
that a subordinate encounters a situation that is unquestionably unethical
and /or illegal and meets with a superior
to discuss the matter, as recommended
by Statement IC. As a res ult of the
meeting, it is agreed not to pursue the
issue. At the same time, the ethical or
legal problem is not resolved. The Standard seems to say that this can be the
end of the issue because a meeting was
held and an agreement was reached.
Merely reaching an agreement is not
sufficient in such cases. Reaching an
agreement that resolves or provides for
the resolution of the legal or ethical issue satisfactorily should be required.
Thos e who d rafted this section undoubtedly had this idea in mind. If the
lan guage were changed, this intent
could be conveyed.
The edit orial al so commented on
steps being taken to develop a method
to enforce the standards. It would be
helpful if some mechanism could be established to provide for input by all
NAA members in this effort. Perhaps a
discussion memorandum or public hearing would be advisable. Also, some preliminary discussion should deal with
whether an enforcement program involving a standing national committee
and an appeals board is required at this
time. An attractive and practical alternative would be to leave enforcement to
the moral suasion of the Standards —a
► ► 21

CostAccounting
andPayroll
Support
IBM PC.XT /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:
• DirecUlndirect 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 foryour 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 meetyour
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:

C!L 0
Data Collection Systems, Inc.
5500 France Rvenue South
Minneapolis, Minnesota 55'435
1512) 922 -5954
Circle number 14 on reply card.
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NAA
Research
Douglas M. Lambert and Jay U. Sterling, Contributing Editors
The Product Abandonment Decision

The National Association of Accountants and the Society of Management
Accountants of Canada have just
published The Product Abandonment
Decision by Douglas M. Lambert. This
is the 12th publication in the Business
Decision Models research project
jointly undertaken by NAA and SMAC.
The publication can be purchased by
filling out the coupon on page 39. Major findings of the research are summarized below.
The primary purpose of the research
project was to conduct empirical (descriptive) research on the actual decision process used by managers when
making the product abandonment decision and to relate this process to the
information that has been, or could
be, made available from the extant information system, particularly the type
of information typically provided by
management accounting systems.
Our research involved in -depth interviews in 12 companies in order to develop a descriptive model of how
businesses make the product abandonment decision. Three firms were
selected from each of the following
industries: durable goods, package
goods, processing, and high technology. Sales volumes for the participating firms ranged from $30 million to
more than $1 billion per year, In each
of the industry groups, one firm was
selec ted in eac h of the following
sales categories: greater than $500
million, $100 -$500 million, and less
than $100 million. Four companies
were located in Canada and eight
were located in the United States.
Based on the findings from the in20

depth interviews, questionnaires were
developed and mailed to a sample of
the largest Canadian and U.S. corporations. Each company received two
questionnaires, one to be completed
by the marketing executive and the
other by the financial executive. A total of 141 firms responded.
When asked if their firms had "a
formal (written) policy with regard to
the abandonment (deletion) of products /product lines/ divisions," only
20% of the respondents said yes.
None of the 11 high technology firms
had a formal policy. Twenty -eight percent of the firms were reported to
"have a formal procedure for selecting products or other business units
for deletion." Forty -four percent of
the respondents reported that their
companies had "a formal (written)
procedure for evaluating new products." There were no significant differences in response by industry
group.
The ind ividuals involved in the
product abandonment decision were
ranked according to their degree of
involvement. In almost one -half of the
firms, top management made the decision to abandon a product, but marketing or product /brand management
made the decision in almost 29% of
the firms.
Manufacturing /production was
more likely to be involved in the decision to abandon products in durable
goods and high technology firms.
There was no difference in the limited
involvement of legal and quality control by industry type but firms with
sales of more than $100 million were
more likely to involve legal people.

Accounting /finance was involved in
the abandonment decision in almost
80% of the firms but only made the
decision in 2% of the companies. The
role of the accounting function in the
decision -to- abandon products was
explored in the financial questionnaire. Accounting played a major /decision -maker role in 18.5% of the
firms and a data gathering/ consulting
role in 65.5% of the companies. In
only 16% of the cases was the role of
accounting considered minor or was
accounting not involved in the abandonment decision. It is important to
note, however, that the role of accounting was perceived to be more
important by individuals representing
the accounting /finance function than
by others in the company.
For example, 4% of those from accounting /finance said that accounting
was not involved or played a minor
role compared to 23% of the individuals representing top management,
marketing, and business planning.
Also, 43% of the individuals from accounting /finance described the role
of accounting as major /decision maker compared to 23% of the other respondents. There were no statistically
significant differences in the perceived role of accounting (when combined into the three major categories
discussed above) by industry group or
by sales volume.
Of the accounting /financial data
that were available when making the
decision to abandon a product, contribution margin of the product and profitability of the product were the most
widely available measures. Approximately 95% of the respondents reported that these data were available.
Cash flow for the product and return
on investment for the product were
available in 62% and 61 % of the
firms, respectively. No significant differences in response were found by
industry group.
When the responses on available
accounting /financial data were compared by the respondent firms' sales
volumes the following differences
were found:
"Return on investment for the product" was available in 76% of the
0-0- 60
MANAGEMENT ACCOUNTING /AUGUST 1985

for its calculation. Therefore, I was delighted when Statement 4A, Cost of
Capital, was published and congratulate
the Management Accounting Practices
(MAP) Committee for the fine job it
did.
Because of the extensive subject material and MAP's desire for brevity, it is
understandable why all of the issues related to the cost of capital could not be
discussed. However, two important factors that I feel should have been addressed were omitted in the discussion
and deserve at least some mention to
further enhance the management acco u n t an t 's un d ers t an d i n g o f t h i s
subject.
The first deals with the necessary adjustments which must be made for flotation costs incurred by the firm, those associated with debt and common stock
issues used to finance projects. These include investment broker fees, accounting and legal fees, registration fees, engraving, printing, administrative, and
promotion costs. The costs of flotation
as a percentage of gross proceeds received by the firm decrease with the size

Letters
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pract i ce wi t h certain professional
associations.
As our article suggested, NAA is to
be commended for its effort to establish
professional standards. This is indeed a
move toward professionalism.
Robert G. Morgan
Jalaleddin Soroosh
Charles J. Woelfel
Two Important Issues
During years of teaching financial management to students and practitioners of
financial and managerial accounting, it
was always perplexing to observe their
lack of exposure to and understanding
of the "Cost of Capital." Now that I
have been teaching accounting at St.
John's University, I realize why this situation exists. In the textbooks and readings that are required of accounting students, very little emphasis was given to
the importance and techniques available

A t last — statistical sampling
w it h o u t m at h — without c onfus ion — without errors
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These pr ograms are designed to i mplement
the stati stic al sampling plans developed in
Her ber t Ar ki n' s Handbook of Sampling
for Au dit in g and Acco unt in g, 3r d Ed.
and ar e f ully c oor di nated wi th the book,
whic h provi des a broader , deeper explanati on of the var ious selection and sampling
plans. To receive a c opy of the Handbook
for 15 day s' fr ee exami nation, c hec k the
appr opr i ate box on the c oupon.

of the issue but can be quite high. The
following percentages are applicable for
debt, preferred stock, an d co mmo n
stock financing for issue sizes of $5 million or more and $1 million or less, respectively: deb t -1 .1% - 14 %; preferred st ock -1.6% - 12%n; common
stock -3 . 5 % - 22.0 %.
As these costs reduce the net proceeds received by the firm, they increase
the effective component costs of each
source of financing. The combination of
these adjustments will significantly increase the cost of capital estimated for a
firm. Thus, the formulas for the component costs of preferred and common
stock financing provided by MAP in
equations (3), (4), and (5),for example,
should be adjusted by reducing the price
that the security will sell for by its respective flotation cost. In addition, the
potentially high flotation costs associated with common stock issues is the primary reason why this source of financing is relatively more expensive than
internally generated retained earnings
equity, contrary to MAP's suggestion in
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Robert Frazer:
Powerhouse
By managing employees creatively,
CEO
Robert E. Frazer has generated at
Dayton Power & Light Co. a unique loyalty and desire for
company achievement that have led to a strong bottom line.

By Kathy Williams

22

OB F RAZ ER GENE RATES E LEC TRICITY WHERever he goes. A management powerhouse to his staff,
board of directors, and others within his business circles,
he has spent the last 10 years restructuring Dayton Power
& Light Co. from a typically conservative utility into one
known nationwide for its innovativeness and willingness to
take risks.
In place at DP &L is a young management team —the
average age 42 —truly dedicated to the success of the company and its customers. No empires, few politics. Constantly rotating job functions. Company performance
based on individual achievement —and vice versa. Employees who enjoy making things happen.
The man who engineered these innovations, at the apex
of a successful career, recently relinquished his chief executive officer position to pursue yet a fourth career. Robert
Frazer says he is going to be spending much of his time in
the next year or so with a group of high -tech entrepreneurs
developing electronic energy - related systems.
When he joined Dayton Power & Light as president, he
told the board of directors interviewing him that he would
stay 10 years, do the best possible job during that time,
then leave around age 55 "to do something different."
Now 56, he hasn't changed his mind. He muses, "To be
CEO for a maximum of 10 years is good. Then a corporation needs a change at the top. We set a goal to be the best.
I don't mean just utilities —we wanted to be the best in
every way possible. The time schedule has been great for
the corporation because we've really made a lot of im-

MANAGEMENT ACCOUNTING /AUGUST 1985

MANAGEMENT ACCOUNTING /AUGUST 1985

23

CEO Interview

provements in 10 years. It creates not so
much a sense of urgency but a constant
movement toward tryi ng to be th e
best."
The first step was to set goals. He explains: "I set five goals as to what I
thought it would take to be the best. We
have accomplished four of the five and
have made headway into the fifth. The
first goal was management. We had to
have the finest management, the best trained people who could make decisions and contend with the changes.
"The n ext go al was th e organization —one in which management could
function efficiently and work together
rather than pull against each other.
"The t hi rd goal was management
tools. We wanted our management to
have the right tools, such as computers.
We have totally computerized this company in about seven years, and you don't find many who
can say that. [In fact, there are hardly any typewriters in
the place —most employees with that need use a computer
terminal instead.] We also learned that you need psychological tools for decision making. How do people solve
problems and make decisions? How do you work with media? We have trained people to be skillful in those areas.
The fourth goal was the management process, which is a
key to making everything else work.
"Our fifth goal was relationships —with everybody:
Among the employees of the company, among the management, among the customers, regulators, political leaders, vendors— building relationships. I was convinced we
could never do that until we had all other things in place.
People had to perceive the company as being run efficiently and by talented people. I think we're there. I think we're
doing a great job."
No Time for Empire Building
For a utility that has more than 2,900 employees, and
one that is currently serving more than 423,000 retail
customers in a 6,000- square -mile area of West Central
Ohio, top management is lean. One board chairman; one
president and CEO; five vice presidents, one who also
serves as treasurer; one counsel and secretary; and one
controller head all operations. The latter seven have customer service responsibilities as well as various staff responsibilities. "I imagine this is a first in American industry," Mr. Frazer notes.
In addition, no one keeps the same job for very long.
"We rotate all functions so that our operating vice presidents get a chance over time to learn more about each of
the various functional activities. The system works great

24

because no one really becomes an empire builder. They all know they've got
other challenges down the road. So
they work awfully hard to do as well
j
as they can and learn as much as they
can while helping each other," Mr.
Frazer says. "All our vice presidents
right now are engineers, some also
have MBAs, and some are lawyers as
well. We use the financial, the treasury
function, as a training ground, Since
I've been here, we've had four treasurers in 10 years and we have plans for
about three more in the next 10. In addition, we have a plan laid out for
about 25 of our most talented people
that shows their yearly progression in
terms of jobs,"
A member of the board of governors
!
of the Center for Creative Leadership,
Mr. Frazer is delighted that such innovations at DP &L have garnered considerable interest
from the group. "They're kind of impressed with some of
the things we do," he smiles modestly. Tops on the list is
the ability to help employees achieve their maximum potential, accomplished through an intricate management
process reaching all levels of the organization.
DP&L documented its formal management process
when it became fashionable in the utilities industry to
have management audits —companies were being accused
of raising prices because they weren't managing properly.
"So we decided to put down on paper how we manage,"
Mr. Frazer explains. "We kept being asked important
questions like `How do you pay your people? Do you pay
them based on their performance or based on their showing up every day ?' "
The end product was a booklet titled DP&L's Management Process: How the Company Is Managed, which delineated job functions, organizational structure, strategic
planning, goals, objectives, employee opportunities, performance evaluation, and guide for employee behavior.
First printed in 1982, it has become so popular it is in its
second printing and is being used by other organizations
and colleges for classroom study. It's used as a base for
employee evaluation at DP&L. "I'm very proud that we
have made a pledge to ourselves to take every individual
and develop that person to his or her maximum potential
as fast as possible. In this process we evaluate every year,
right down throu gh th e o rgani zatio n, the person's
strengths, the areas of concern, and what we can do to
help that person improve. We develop internal programs,
external training, and seminars, and we expect our employees to do something for themselves."
Self- instruction packages are available for employees
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ed the adventures of a meter reader on
whenever they have the spare time, and
his rounds, an employee discovering
they are encouraged to pursue college
power theft, interviews with employees
courses and degrees. In 1984, more than
'Significant financial
in other departments, and a health re200 employees earned college credits,
port advising bundling up during the
and DP &L reimbursed tuition costs
matters should be
winter months to avoid colds, coupled
100% for an A, 85% for B, and 75%
highlighted and not just with a safety report on other problems
for C.
that could lead to absenteeism and,
Excellence also is rewarded when
left for shareholders
thus, performance drops, and so on.
corporate goals are met. Last year the
to glean from today's
Th e ancho r t eam t hen reported the
company achieved eight of its 11 corpocomplicated reporting
month -to -date and year -to -date perforrate goals, so employees earned a 1%
mance statistics on each corporate goal
bonus for each goal achieved. Mr. Frarequirements.'
as
if they were game scores of intramuzer says the company can afford these
ral DP &L s ports teams. An upbeat
incentives because "this process fosters
"We're the ones that make it happen"
self - motivation and also promotes a
mu s i cal score tied the vi gn et t es
spirit of teamwork toward achieving
together.
corporate objectives."
DP&L employees feel the company is
All management and professional emtheirs. When Bob Frazer pops in and
ployees prepare annual goals and objecout of various departments just to say
tives for both job and personal accomhello, he's greeted with genuine enthusiplishments, and they are reviewed at
least once a year for a progress report. DP&L is serious asm, and workers are quick to explain their latest project
about this management process; it employs an extensive to interested visitors or customers. Community spirit aptraining program so managers can discuss goals and objec- parent, and, in fact, Operation VIP (Volunteer Insulation
tives with persons they supervise. "First, you have to pick Program) was initiated in 1983 by a group of employees.
managers with 'people characteristics.' We have tried to Under th is p rogram, communi ty volu nteers, such as
train our managers in creative people management —where church, school, or service club groups, bring old newspafirst you try to understand yourself and your makeup from pers to a VIP center and trade them for bags of insulation
a psychological standpoint, then you analyze other people, to install in the attics of needy customers so they can conhow they dress, how they talk. The idea is that you can serve energy and lower their fuel bills. In less than two
prepare yourself for discussion if you know the other per- years, DP&L employees have trained 150 teams who have
son's characteristics —are they analytical, are they drivers, insulated the homes of 2,000 customers.
are they assertive? Once you know that, you can pretty
In addition, employees man DP &L's Energy Center in
well guess how that person will react to confrontation or to the headquarters building. Using a group of three- dimenroadblocks and have a better chance of success in working sional science - fair -type exhibits, they teach customers and
with others.
other visitors how to conserve energy in and around their
"We began this training with our top management peo- homes through simple techniques. In one display, for exple, then worked down. We also use an industrial psychol- ample, you can place your hand over a certain section of a
ogist at the management level. He goes through the ana- door frame and feel which part of the area is insulated and
lyses, then ho l ds a feed back session in which he which isn't. More than 97,000 visitors have toured the
communicates his thoughts. It works well. The real secret, Center and its companion traveling energy home center
though, is to make sure you hire top quality people, train and retrofit home.
How does DP&L find such energetic, enthusiastic emthem properly, and give them the opportunity to do their
jobs."
ployees? "We put recruiting into the hands of all our operating vice presidents and controller," Bob Frazer smiles.
Accounting Produces an `Epic'
"Mainly we recruit from colleges. For years I've been acEmployee creativity is one major result. Take DP &L's tive in the classroom and active with kids, and I've encouraccountants for example. Every month a different depart- aged our officers to do the same. College kids need jobs, esment in the company is charged with presenting a perfor- pecially those that are the best. In this day and age we
mance report for the entire organization. Columns of sta- sometimes lose track that performance deserves rewards,
tistics on paper are passe. Now everyone uses videotape. so it's important that we in business make sure that these
For itsproject, the accounting department presented a tele- kids who are good and clean -cut and work so hard have
vision news show with employees acting as anchorpersons, jobs along the way. I did, and I think maybe that had
reporters, writers, directors, and producers. Stories includ- something to do with my successes. So we hire kids in the
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summertime, and we hire co -op stuHe also has insisted that the company
dents and interns during the year_ We
bring major issues and financial risks to
feel that if we give them challenging exthe attention of its shareholders, includ'Most CEOs get there
periences and they meet people they like
ing a statement of effects of inflation on
and see that it is a fun place to work,
because of their concern the business, a particular problem for
they will come back and work for us latutilities. For instance, about 30 years
for the people around
er. In fact, 60% of the people that come
ago the United States experienced a trethrough these programs want to return.
mendous growth in energy demand, so
them and their sincere
We usually need only about 10 to 20 a
to meet these demands utilities had to
willingness
to
take
time
year, so we have a chance to pick great
build new generating plants. They were
to help the other person.' financing them at interest rates of about
people. We already know each other,
too. This system results in happier em34 %. Over t h e years , interest rates
ployees, employees that fit with our
mushroomed to about 14% in 1970 and
company and business, and we're able
17% about three years ago. "The biggest cost of providing service is the fito get the best."
Alt ho ugh empl oyees d o "mak e it
nancing cost, not the capital recovery
cost," Mr. Frazer notes. "If you have a
happen" at DP&L, the utility realizes
its future also depends on customers
plant with a 30 -year life, that's about a
and shareholders, Mr. Frazer empha3% depreciation rate. Financing, howsizes. Keeping the cost of energy as low
ever, averages 10 -12 %, and equity has
as possible while still serving the shareto be greater than that, so you're talking
holder and being able to pay for generating plant construc- 16 -18 %. On top of that you double for income taxes. For
tion and maintenance is a difficult juggling act. Total com- every dollar you earn in profits, for the equity return you
have to pay a dollar in income tax at a 50% tax rate. Fiputerization helps.
Housed in a recently renovated building across town nancing becomes the highest cost item."
from its headquarters, DP &L's computer center seems like
The annual report also explains that in 1984 the compaa scaled -down set for WarGames or a James Bond movie. ny's reduced earnings reflected financial provisions for unIn the generator output control room, for example, one certainties such as licenses and permits and preconversion
wall depicts connectors, power lines, service areas, and the operations that were necessary to begin the conversion of
like for Dayton and the surrounding area. Computer ter- its Zimmer nuclear power plant into a coal -fired generatminals displaying four -color diagrams of the same area, in ing plant. Although conversion won't begin until 1988,
more detail, control the output of all DP&L generators Mr_ Frazer and DP &L wanted no surprises for investors.
second -by- second and can alert the company to any power
In the good news area, the company emphasized that all
outage at any location during any 24 -hour period. Also re- construction for 1984 was financed internally, a dramatic
corded is the time it takes to restore service —now a record improvement over previous years: $126 million compared
average of 81 minutes. In addition, from this same room, to $162 million in 1983 and more than $200 -$250 million
DP &L's computer can control its ownership share of other in prior years.
Mr. Frazer says that other companies should follow the
utilities' generators and borrow or lend power at the push
of a button. The system is operational 100% of the time, same principles with their shareholders— communicate
and the generating plants' productivity is 88 %, while the well and accurately —and that management accountants
industry average is 76 %.
should take the lead in this endeavor. To illustrate his
point, he devised a test for a group of financial executives
Telling It Like It Is
he was addressing at a faculty- student night for one orgaShareholders are told up front the return on their invest- nization. After everyone was gathered, he handed out his
ment, whether good news or bad, and the reasons why in test. "It had about 12 financial statistics on it," he chuckunderstandable terms. In 1984, for example, return on les, "and I asked everyone to check No. 1, 2, 3, and so on,
shareholders' investment was 11.6% compared to 15.0% as to the most important statistic to publish. If they had
in 1983. On page 1 of its annual report, DP&L published only one statistic they could publish, which would be the
figures showing performance highlights for the two years, first? Then I tabulated the responses. More than half said
then repeated income statement highlights showing the return on equity was the most important, and about 30%
same figures plus bar graphs and explanations six more said increase on earnings per share, Then I showed them
times. "Significant financial matters should be highlighted how many were really reporting as they said they should. I
and not just left for shareholders to glean from today's com- had examined everyone's financial reports beforehand, so I
plicated reporting requirements," Bob Frazer emphasizes.
could do this... "
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As a member of the Financial Accounting Standards Advisory Council,
he's trying to convince the Financial
Accounting Standards Board to require
this disclosure and is encouraging other
accountants to back him up. "If return
on equity is the most important statistic
and accountants and financial people
agree that it's right, then why don't we
require that it be reported? Accountants
ought to get together an d determine
what th ings are important to say to
shareholders and analysts, then say 'let's
come up with separate reports that meet
each group's needs. Make the reports
available to any of the people on the other side that don't get them now.' The job
of accountants is to communicate."
He adds: "That's their biggest problem— co mmu nicati on. I'm t al k i n g
about professional accountants and
FASB. In my opinion, FASB is not following its mission
statement. It proposes that accounting standards are needed for creditable, concise, and understandable financial information, yet much of its attention is on the nuts and
bolts of bookkeeping and not enough on whether we're
communicating what the world out there wants and needs
in order to make economic decisions that properly allocate
resources of the country. I give my accountants hell when
they don't take a more aggressive approach to what I think
is improving financial communication."
Moreover, he says, "Accountants are too concerned
about lawsuits, and this has been true for a long time. If
they sit together and ponder 'what do we need to do to
make sure we don't get sued?', they'd say, 'well we need
FASB to spell out every little potential bookkeeping entry
so we can say we followed the standard,' rather than being
a professional. I was taught that bookkeepers worry about
the transactions while accountants take the facts that have
been recorded and analyze and make sense of them."
Bob Frazer really just wants more accountants to take a
broad business approach rather than keeping their noses
buried in the books.
From Bellhop to Desk Clerk... to CEO
A series of summer jobs in which he was able to learn
about people helped him develop this most important
characteristic of a good CEO, he maintains. His first job
was selling Liberty Magazine door -to -door when he was a
youngster. Later he sold newspapers, then worked as a
stock clerk in a supermarket and an inventory clerk in a
warehouse. One summer, while attending a military high
school in Illinois, his roommate invited him to his family's
summer resort before the season started. When it was time
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to return home, the family asked if he
wanted to stay and be a bellhop. That
`
job lasted eight summers, right through
high school and college, and by that time
he had progressed to desk clerk. "Now
those were worthwhile experiences —
people experiences," he exclaims. "I
learned an awful lot from them."
In college he mopped and polished
floors, made sandwiches in the cafeteria
and coffee in the girls' dorm, and washed
windows in homes in the community.
In 1950, after graduating from Central Michigan University with a B.S. degree in commerce, he decided accounting should be his career. He claims he
chose accounting because in school he
had sustained a back injury and needed
a sitting job. Although he had taken a
few courses in the subject, he hadn't
majored in it, so when Consumers Power Co. in Jackson, Mich., offered him a job in its accounting methods department, he accepted eagerly. He laughs as
he recalls his job interview: "The controller was grilling
me on my accounting knowledge and asked me a question
about accrued and deferred items. I was ready to tell him I
had forgotten but was willing to learn, when the telephone
rang. After the controller returned to the conversation he
forgot the question, and I never had to answer. I started
the following Monday and immediately went down the
street to the library and picked up an accounting textbook
and read about deferred and accrued items."
He stayed with the company less than a year, changing
his course to include public accounting. He joined Arthur
Andersen & Co. as an audit staff man in regulated industries after getting to know the firm when it audited the
Consumers utility. He considers this his first career. He
remained about nine years, specializing in government regulations, then decided that he wanted to return to the utilities industry. He joined North Carolina's Duke Power Co.
in 1961 and advanced to vice president— finance and director. He remained with Duke until 1975 when he returned
to the Midwest and joined Dayton Power & Light.
He began this third career as company president. In
1978 he was named president and chief executive officer,
chairman and CEO in 1982, and chairman of the board six
months ago. He'll remain as chairman while he pursues his
new entrepreneurial ventures. Always fond of challenges,
he says he might even tackle a fifth career a few more years
down the line.
Bob Frazer has followed his own career advice: "Analyze yourself. Analyze your strengths and weaknesses and
what you like to do and don't like to do, and make up your
10-10- 67
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paragraph 56 that
the cost of retained earnings is considered the same
as the cost of common stock... "
The second aspect that should be addressed is the fact that no single cost of
capital figure is relevant to all different
investment proposals to be evaluated by
a firm because an adjustment for risk
may be necessary. That is, a firm may
use the marginal weighted cost of capital estimated using equation (1), paragraph 11, only to evaluate projects that
have the same degree of risk (usually referred to as "business risk ") as its existing portfolio of projects.
Basically a project's business risk
may be measured by estimating the volatility of its future expected cash flows
(net operating income after taxes plus
its depreciation tax benefits). A project's relative degree of business risk, as
compared to the firm's existing portfolio of capital projects, may be estimated
using several available techniques, including that suggested in the Capital
Asset Pricing Model theory summarized by MAP in paragraphs 41 -45.
If an investment proposal has a higher degree of risk than the firm's existing
projects, then a risk premium commensurate with the additional risk must be
calculated. This premium is added to
the marginal weighted cost of capital estimate appropriate for average -risk assets to obtain the appropriate rate to be
used to evaluate the project's profitability on a "risk- adjusted discounted"
basis.
In s u mmary, the required adjustments for flotation costs and risk correctly could lead a firm to reject a project that has a negative net present value
which, if accepted, would decrease
stockholders' wealth.
Dr. Patrick A. Casabona
Associate Dean
Associate Professor of
Accounting and Taxation
St. John's University
Jamaica, N. Y.
Elevating the Status of the CMA
Recent articles in MANAGEMENT ACCOUNTING have focused on, or at least

mentioned, the need to elevate the status and public perception of the Certified Management Accountant (CMA).
Although various worthwhile recommendations were made, I believe the
most appropriate have largely been ignored. Just as we often believe that to
make lasting, long -range social improvements we must start with our children, if we are to improve the visibility
of the CMA to that now enjoyed by the
CPA, we must start with our students.
Here are some fertile areas.
The CMA Exam. Do accounting profess ors an d ot h ers kn ow when and

where the exam is given and what it
costs? Is there one local source of information (or at least a state -wide source)?
Are accounting professors asked to help
proctor the exam? Does the local chapter of the NAA actively solicit their
help? Are extra exam copies made available to colleges after each session? Does
the NAA publish a Content Specification Outline for the exam such as is now
available for the CPA exam? Are college professo rs enco uraged to h elp
grade the exams, even if, pardon the expression, they are only CPAs? How are
10, 111- 30

1. INPUTCHALLENGE
Add a chart of account codes out of
sequence with others.

2,PROCESSING CHALLENGE 3. OUTPUT CHALLENGE
Convert from calendar to week -end- The (10 demands an accurate, mid ing reports for a fiscal period.
month, financial statement. today.

"Sure!Givemea day or so.When
did}uusav youneeded it ?"

do that ?"

Its possible.Girtmea few weeks.

Areyoureally sure you wantto

"Forget it.Notinthis lifetime.
Unless sou wantto re-write the
whalesystem."
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THE38/ACCOUNTANT&YOU
2 minutes. You can evenlink
account codes to the cost centers
you want.

THE38/ACCOUNTANT&YOU
5 minute menu change, overnight
data conversion. initiated by the
accounting manager.

THE38/ACCOUNTANT&YOU
30 minutes. Choose date boundaries,
subtotals, sequence, plus the level
of detail you want.

THE 38/ACCOUNTt1NT
lets you do it yourself.
With THE 38 /ACCOUNTANT, the accounting manager controls
how your IBM System/38 controls accounting. Simply. Directly. Without annoying the DP department.
That means jobs finish faster and easier. And, since
THE 38 /ACCOUNTANT posts transactions daily, not monthly, a
truer up -to- the - minute bottomline is as close as your fingertip.
It's simple, too. Learn one application module and you can use
them all, So the next time you have to ask a programmer to do something for you, call SYSGEN. Ask "How would THE 38 /ACCOUNTANT
allow me to do this myself ?" We'll describe the steps and the time
THE 38 /ACCOUNTANT would take.
Discover how THE 38 /ACCOUNTANT is THE 38 /ACCOUNTANT
the shortest distance between an accountant
and the bottomline.
EXCLUSIVE FEATURES

• Designed and written in structured RPG III,the IBM
System/38 native language.
• 10 fully integrated modules for comprehensive
accounting.
• Installation in 20 work days or less.
• Money back guarantee for 90 days after product
delivery.
For introductory brochure
or to answer questions,
call or write,
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CPE CREDIT
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WHILE STUDYING FOR
THE CMA EXAM
Using CMA EXAMINATION REVIEW
by Gleim/Flesher

• LOW COST: 90 hours of recommended CPE
credit for only $95.
• EASY -TO -USE: Study for the CMA exam using
CMA EXAMINATION REVIEW . Then take our
exam for CPE credit.
• CONVENIENT: No travel! Study where you want!
Study when you want!
• MONEY-BACK GUARANTEE: You have 30 days
to receive a full refund if you are not satisfied in
any wa y (ju st retu rn resalable texts).
• EFFECTIVE PROFESSIONAL EDUCATION: An
alternative to conventional CPE delivery.
• Call or write for qu a ntity discou nt informa tion
for firms, societies, and associations.
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exams graded, precisely and in detail?
Are statistical data made available that
would point students toward successfully passing the CMA exam?
College Review Courses. How many
institutions of higher learning have a
CMA review course, a CMA economics
(or law, or whatever) review course?
How many college accounting departments (including two -year colleges)
even know what should be included in a
CMA review course? What CMA review texts are available as we now have
Gleim (and others) for the CPA exam?
What cram courses are available as a review for the CMA exam?
General Information. How many local chapters of the NAA have ever contacted local accounting instructors and
invited them to meetings? How many
put local colleges on their mailing lists
for monthly newsletters, etc.?
The message seems clear. If CMAs
want equal status and equal recognition,
they must do what it takes to achieve
that status. From where I sit, the great
majority of the questions listed above
would currently be answered with a series of no's. Should this be so? The profession has a decision to m ake.
Wi llard J. Lawrence
Account ing Department Head
Aust in Communit y College

Austin, Tex.
Unfortunately, It Is
`A Profession Nobody Knows'
Robert L. Shu lt is 's "Op in io n" that
there is a "Profess ion th at Nobody
Knows" is, unfortunately, quite correct.
Reading on in June's issue to the top
of page 49 ( "Secret Allies ? "), you will
find a definition of accounting's functions. No wonder so few people understand what accountants do.
May I suggest a simpler explanation?
There are three kinds of accountants:
Management accountants collect, analyze, and interpret figures to allow
management to run an enterprise.
Financial reporters report those figures, with notes, to the owners (and
their delegates- directors) and, if re► ► 83
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After a 4year bombardment of your fixed
asset systernyou need Profax on your side.

In the past 4 years, one change after another
has been dropped on your system for depreciation calculations: ACRS, ITC Basis Reduction, Listed
Property and ITC Limitations. And there are more to
come. The regular revising, reprogramming, and
correcting�of�your�present�system�—not�to�mention
the�risk�of�a�serious�error�—all�take�a�costly�toll�in
man -hours and computer time. It's time to call in
reinforcement.
ProFax, the comprehensive fixed asset accounting service from Cherry, Bekaert & Holland,
CPAs, automatically keeps up with all tax law
changes. So you don't have to spend money and
man -hours on costly adjustments to your present
manual or computerized system.
The 34 ProFax reports available include many
special reports such as property tax listing, p r o jected monthly expense, and 5 -year projected expense. Every ProFax report is a convenient 8112 x 1 1
letter size and laser- printed for maximum legibility.

And, since ProFax is a data processing service, you
pay only for the reports you request. Yet, conversion to ProFax is easily accomplished using your
existing fixed asset schedules or computer files.
Most important, ProFax can handle an unlimited number of assets using up to 4 accounting
bases for each: Financial, Federal Tax, State Tax, and
any other you specify. So, you have the flexibility to
respond to your company's fixed accounting needs.
Before your fixed asset accounting system is
blasted by further tax law changes, join the ranks of
5,000 other companies nationwide and get ProFax
on your side. For more detailed information, send
your business card; or call toll -free 1- 800 -4389935. (North Carolina, 1- 800 - 222 - 9730).
For complete information about ProFax, send your business card to:
ProFax

I� I� Q

Fixed A55emccountfngService
Circle number 28 on reply card.

Po Box 087

Gastonia, NC 28053

New

e
Recordmkeepi
Rules

Businesses must now
decide whether or not buying
their executives a luxury car
is worth a bigger tax bill
and a smaller net income.
By L. Stephen Cash and Thomas L. Dickens
The 1984 Tax Reform Act (TRA '84) and Treasury Regulations' subsequently issued imposed
strict record - keeping requirements on deductions
for business use of cars, planes, computers, and
other "listed property." Taxpayers took exception
to the tough rules, and on May 24, 1985, the President signed a law repealing the requirement for
"contemporaneous" records. Despite this bailout,
the Code still requires taxpayers to substantiate
the amount of the deduction or credit, the time
and place of the travel or other use, the business
reason for the travel or other use, and the business
relationship of the taxpayer to any person being
entertained. The 1985 tax legislation also limits
tax benefits from luxury automobiles and imposes
a number of restrictions and administrative requirements on employee use of business property.'
Businesses and their employees need to be
32

aware of these tax changes. If controllers and internal auditors don't alter their tax, accounting,
and auditing systems to reflect the impact of the
new tax law —both businesses and employees
could lose credits and deductions.
Companies must now choose between using
nonluxury automobiles with unaffected tax benefits or using luxury automobiles with reduced tax
benefits. The reduced tax benefits could be in the
form of. lost investment tax credits,' deferred depreciation deductions,' or lost depreciation deductions.' Buying a luxury truck will not make it
possible for a company to avoid these reduced tax
benefits. Apparently, the new tax law limitations
apply to qualifying trucks as well as automobiles.'
Ifa company spends more than $11,250 for a
car, investment tax credits are lost because the
1985 Act established the maximum investment
MANAGEMENT ACCOUNTING /AUGUST 1985

How the Act Further Affects Luxury Car Use
Prior to the new tax law, any automobile could
be fully depreciated over three years.' Under the
accelerated cost recovery system (ACRS), this resulted in 25% of the depreciable cost being deducted in the year the vehicle was put into use,
38% in the second year, and 37% in the third
year. This manner of cost recovery is unchanged
for many automobiles. However, for automobiles
with a purchase price greater than $13,138, depreciation deductions will be deferred beyond the
third year or, in some instances, lost.
This is because the new tax law limits cost recovery or depreciation to $3,200 in the first taxable year and $4,800 in any subsequent taxable
10
year. The limits on cost recovery coupled with
lost investment tax credits lead to the following
observations:
• For vehicles co sti ng les s t han or eq ual to
$11,250, there is neither lost ITC nor deferral
for cost recovery deductions;
• For vehicles costing more than $11,250 but less
than or equal to $13,138, there is lost ITC, but
no deferral for cost recovery deductions; and
• For vehicles costing more than $13,138, there is
MANAGEMENT ACCOUNTING /AUGUST 1985
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both lost ITC and deferral for cost recovery
deductions.
These implications are presented in condensed
form in Table 2.
Thus, using the $16,250 purchase price specified earlier, the cost recovery pattern would be as
follows, assuming the maximum $675 of ITC is
taken in the year the automobile is put into use
and its depreciable cost base is reduced by onehalf (or $338) of the ITC amount:" a $3,200 deduction in year one; a $4,800 deduction in year
two; a $4,800 deduction in year three; and a
$3,112 deduction in year four. The manner in
which businesses will be affected by deferred recovery deductions can be viewed in two ways.
First, each $4,800 cost. increment (or portion
thereof) of an automobile's purchase price beyond
the $13,138 threshold converts to an additional
year of deferral for full -cost recovery. Thus, for

W"
L. Stephen Cash, CPA,
is assistant professor
of accounting at
Clemson University,
Clemson, S.C. He is a
member of the
Anderson Area Chapter,
through which this
article was submitted.

Table 1
Replacing Lost Investment
Tax Credit for Luxury Automobiles
Company's marginal inco me tax bracket

$15,000

S 225

20,000

525

4096
20%
Equivalent Equivalent Equivalent Equivalent
credits
deductio ns
credits
deductio ns
225

$1,125

525

2,625

225

$

ITC
lost

$

Auto mobile
cost

$

tax credit limitation for a luxury automobile at
$675.7 Thus, because automobiles are three -year
recovery property,' the credit ceiling is reached at
$11,250 ($11,250 cost X 6% credit percentage for
three -year property = $675). Comptrollers and
other management accountants should alert top
executives to the larger tax bills and smaller accounting net incomes that accompany the luxury
of expensive automobiles.
As an example, a $16,250 au tomobile purchased for business use by a company results in a
loss of $300 (($16,250 - $11,250) X (.06)) of investment tax credit. In order to legitimize the
comfort from an automobile on which $300 of investment tax credit is lost, the business must produce $300 of equivalent credits or $1,200 of additional deductions, assuming the business is in a
25% marginal income tax bracket($ 300/.2 5 =
$1,200). Table 1 displays equivalent credits and
deductions which must be found to compensate
for lost investment tax credit for selected automobile costs.
The lost investment tax credit that results for
qualifying - automobile (or truck) purchases exceeding $11,250 also will affect financial accounting net income. Irrespective of whether the deferral or flow - through method is used to account for
the investment tax credit, the controller needs to
ensure that an amount of investment tax credit for
a vehicle's excess purchase price is not recorded.
The effect of any lost credit will be an increased
tax expense and a reduced net income.

563

525

1,313

25,000

825

825

4,125

825

2,063

30,000

1,125

1,125

5,625

1,125

2,813

35,000

1,425

1,425

7,125

1,425

3,563

Table 2
ITC and Cost Recovery Implications
for Vehicle Costs Under the New Tax Law
Cost of
vehicle(C)
C < $11,250
$11,250 < C < $13,138
C , $13,138

Lost IT C?

Deferral o f cost
recovery deductio ns ?

No
Yes
Yes

No
No
Yes

the $16,250 automobile above, in that it has one
$4,800 cost increment beyond the $13,138 threshold ($16,250 - $13,138 = $3,112, which is a portion of on e $4 ,8 0 0 cos t in cremen t b eyo n d
$13,138), one additional year (beyond the usual
three -year recovery period) is needed; thus, rather
than the usual three -year ACRS recovery period,
it takes four years to recover through depreciation
deductions the vehicle's original $16,250 of cost.
Table 3 contains the extended recovery periods for
selected vehicles costing more than the $13,138
purchase price threshold.
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A second way in which to view deferred cost
recovery involves applying the time value of money to the amount of the deduction. Prior to TRA
'84, the vehicle— irrespective of its cost —could be
fully recovered in three years. This, of course, is
more valuable than the result under the new law
where, for vehicles costing more than $13,138,
cost recovery extends to a period longer than
three years. The resulting extension of the cost recovery period is exacerbated when one considers
different discount rates (or opportunity costs) for
the business.
As an example, the present value of the cost recovery deductions for the $16,250 automobile un-

Table 3
New Cost Recover Period
(In Lieu of 3 -Year ACRS) for Selected Vehicles
Number of $4,800 increments
beyo nd $13,138 threshho ld'
1

20,000
25,000
30,000
35,000
40,000
45,000
50,000

2
3
4
5
6
7
8

4 years'.

5
6
7
8
9
10
11

years
years
years
years
years ;.
years
years

,

$15,000

Extended co st
recovery perlodz

.

Purchase
price

=

-

-

'(Column 1 purchase price $13,138)/$4,800, with the result rounded up to the next whole number, e.g., for a $20,000 purchase price,
the result would be: (20,000 $13,138)/$4,800
1.42, which is
rounded to two.
?Three years plus number of increments found in Column 2.

der the old law (applying the 25 %, 38 %, 37%
pattern for 3 -year cost recovery property specified
earlier), assuming a 10% after -tax discount rate
for the business and the fu ll ITC is tak en, is
$12,914 (see Table 4). This is contrasted with the
present value of $12,607 for the same circumstances under the new tax law (Table 4). Thus, the
present value of the cost recovery deductions, after applying the limitations set in place by the
1985 Act, is about 2.4% less than it was under the
old tax law.
This loss in value becomes more pronounced as
the cost of the vehicle and the business's after -tax
discount rate increase. Table 5 shows the results
for different combinations of vehicle costs and
taxpayer discount rates both under the old tax law
and after the 1985 Act.
Table 6 contains the absolute difference and the
percentage decrease in the present value of the
cost recovery deductions (for the Table 5 scenarios) under the old tax law and after the 1985 Act.
The results in Table 6 can be presented to management to depict the ramifications of the new tax
law for luxury vehicle use by businesses. The de34

cline in present value of the cost recovery deductions should be evidence enough that businesses
may redefine the meaning of comfort and psychological satisfaction with respect to transportation.
The case against luxury transportation is strengthened when one considers together the results
found in Tables 1 and 6. As an example, the 40%
marginal income- tax - bracket business that has a
15% after -tax dis count rat e and purchases a
$35,000 automobile for use by company executives is confronted with the following tax results
under the new tax law (assuming the vehicle is
held until its cost is fully recovered): $1,425 of lost
ITC which requires $3,563 of additional tax deductions to offset the lost credit, and a permanent
loss in the present value of the recovery deductions of $5,945.
For luxury vehicles replaced before full cost recovery, or which are exchanged continually in accordance with the business's usual replacement
policies, there will be a permanent loss of cost recovery deductions. This adverse consequence is
softened, somewhat, by a reduced gain or increased loss at disposition.
The new tax law change for cost recovery on
luxury automobiles will impact a company's financial accounting system. Specifically, companies must alter their systems to ensure that their
"deferred income tax" account will reflect the
new timing difference created by the tax law's limitations on cost recovery for luxury automobiles.
How the Act Affects `Listed Property'
The new tax law creates significant implications
for a business's "listed property" if it is used for
personal purposes. "Listed property" includes: all
transportation property used generally for transporting people, property used for entertainment,
recreation, or amusement purposes (e.g., photographic, phonographic, and video cassette recording equipment), and computers not used exclusively at the business's location.
A business's central concern regarding such
property should be the extent to which it is used
for business purposes the first year it is put into
use. The business use should be greater than
50 %.12 If it is not, two adverse consequences result: no ITC is allowed, and the company must
use straight -line cost recovery over a period not
less than th e p roperty's earni ngs and profits
(E&P) life. Because most of the property in question is either three- or five -year recovery property,
only two E&P lives are of consequence: five years
for three -year recovery property, and 12 years for
five -year recovery property.1 3 In both instances, a
half -year convention is applied. So, the E&P recovery period will be six years and 13 years, respectively, for three -year and five -year recovery
property. A company can choose optional recovMANAGEMENT ACCOUNTING /AUGUST 1985

ery periods of 12 years for three -year recovery
property or 25 years for five -year property.1'
Even if business use is greater than 50% in the
first year of the property's life, the company faces
bot h ITC an d d ep reciatio n recapt ure cons equences if future use does not remain greater than
50% . In the case of the ITC — because the new tax
law provides for no allowable de minimis decline
in business use —there will be proportionate recapture for any future (three years for three -year
recovery property, five years for five -year property) decline in the business use percentage. In the
case of depreciation recapture, a future decline in
business use of the property to or below the 50%
threshold compels recapture or inclusion in gross
income of excess depreciation (the difference between the amount previously recovered and the
hypothetical amount which would have been recovered had straight -line recovery over the property's E&P life been employed), and application of
straight -line cost recovery over the property's remaining E&P life.' S

arrangem ent. The IRS has issued regulations providing for certain income inclusions, which essentially accom pany leasing deductions, paralleling
th e ITC and cost r ecover y lim itation s for luxury
au t om ob iles , a nd t he I TC an d co st re co ve ry r e-

strictions for excessive personal use of business
p r o p e rt y . "
Do cum entation for List ed Property
Be f o r e TR A '84 t he re e xist ed lim it ation s on
travel and entertainm ent deductions, but for m ost
taxpayers the se re quire m en ts we re n ot unduly
bu rdensome and generally resulted in lost deduc-

tions only where proof of the expenditures was

IV

For p urp o s es o f th e "grea ter t h an 5 0 %" b u siness -use test, th e leasin g o f "listed pro perty " to a
5% ow n er o r re lat e d person is n o t co n sid ered

qualified business use.18 Additionally, if the company chooses to compensate a 5% owner or related person in part through allowing him personal
use of the p ro p erty , th e co m p an y m ay n o t co u n t
the us e a s a q u alified b u s in e ss u se ." Th is s am e
restriction gen erally is true for o th er com pany employees. Ho wever, "o th er" em p lo y ee u se o f b u siness prop erty fo r co m p ensatio n p u rp oses is co n sidered qu alified bu siness u se if an amo un t fo r th e
use is included in th e em p lo y ee's gro ss in co m e,
and any n ecessary with ho ld in g is d on e.18 Th e IRS
has provid ed am o u n ts wh ich sh o u ld b e in clu d ed
in gross in com e for an emp lo y ee's perso nal u se o f
a business au to m ob ile fo r th is p urpo se.`s Presu m ably, if th e "listed p rop erty " in q u estio n were n o t
an au to m o b ile, th e gr o s s in c o m e in c lu sio n s ( to
perm it perso nal use to b e co n sid ere d q u alified
business use) sh o u ld a p p r o x im a t e f a ir m a rk et
value.
Com pan ies sh o uld b e alerted to the n eed to reassess their p olicies relatin g to em p lo y ee u se o f
"listed pro p erty ." In particu lar, in cas es wh e re
automobiles, au d io tap e reco rd ers, and vid eo cassette record ers are u sed ex tensively fo r em p lo y ee
personal u se, th e n ew tax law will h ave a vital im pact. Basically , com pan ies m ust eith er redu ce em ployee perso n al use o f su ch p ro p erty , or in crease
em ployee gro ss inco m e —with th e acco mp an yin g
withholdin g im plications —fo r the employ ee's personal use. Otherwise, loss o f ITC an d straight -line
cost recovery will resu lt.
Com pan ies will n o t be ab le to skirt th e lim itations and restrictio n s for lu x ury au to m o b iles an d
personal u se o f listed p ro p erty th ro u gh a leasin g
MANAGEMENT ACCOUNTING /AUGUST 1985

V J �

Table 4
Present Value of Cost Recovery Deductions

... under old law:
Vehicle cost: $16,250

After -tax discount rate: 10%

1

2

3

4

Year

Cost recovery
amo unt

Disco unt f actor
(1/(1.1) year)

Diso unted co st
recovery (2
3)

1

$3,941

.9091

$ 3,583

5,990
5,831

.8264
.7513

4,950
4,381

2
3

Present value of cost
reco ver y d edu cti ons ... ...

$12,914

... under new law:
Vehicle cost: $16,250

After -tax discount rate: 10%

1

2

3

Year

Cost recovery
amount

Discount factor
(11(1.1) year)

1
2
3
4

$3,200
4,800
4,800
3,112

.9091
.8264
.7513
.6830

Present value of cost
reco very de duct ion s... ...

4
Disounted co st
recovery (2 x 3)

$ 2,909
3,967
3,606
2,125

tj&607

not in writing, was sloppily m aintained, or the de-

ductions themselves were questionable. Although
the old tax law required adequate records as the
standard for substantiation for travel, entertainment and related expenses, it also provided that
35

Tab le 5
Pres en t Val ue o f C os t Recovery Ded ucti on s
Under the Old Law /New Law for Different Vehicle
Cost /Bu siness Discount Rat e C ombi nati ons

$15,000
After -tax
discount rate
10%

Vehicle cost
$25,000

$35,000

$19,868
$18,018

$27,815
$23,156

15%

$10883
$1 0 ,6 3

$18,139
$15,677

$25,394
$19,449

20%

9,986
9,675

$16,643
$13,779

$23,_300
$16,588

$

$

$11,9211
$11,754

'

'The present value of the deductions under the law prior to TRA 84
would have been $11,921; the present value under the post -1985 tax
law would be $11,754.

Tabl e 6
Absolute Difference/ Percentage Decline
in Present Value of Cost Recovery Ded uct io n s
from t he Old Law t o th e New Law

$15,000
After -tax
discount rate
10%

Vehicle cost
$25,000

$35,000

$167
1.4%

$1,850
9.3%

$4,659
16.7%

15%

$250
2.3%

$2,462
13.6%

$5,945
23.4%

20%

$311
3.1%

$2,864
17.2%

$6,712
28.8%

acceptable substantiation could result from "sufficient evidence corroborating his [the taxpayer's]
21
own statement." The IRS attempted to provide
additional guidelines, through regulations, that
had to be met before the deductions would be allowed. It was not always successful, however, in
enforcing these guidelines.
TRA '84 made four significant changes in the
old tax law in the record- keeping area:
• The new wording disallowed deductions and
credits if inadequately substantiated; the old
law disallowed only deductions.
• The new law added "listed property" to the category of items subject to required
documentation.
• "Adequate contemporaneous records" (ACR)
replaced "adequate records" as the standard to
which most taxpayers would have to adhere.
• The substantiation alternative "or by sufficient
evidence corroborating his own statement" was
eliminated.
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These changes led to a deluge of criticism from
taxpayers affected by the new provisions. The
IRS, in issuing its regulations, initially insisted on
strict enforcement o f th e ACR requ irements.
When taxpayer complaints flooded Congress, various bills were proposed to repeal or modify the
ACR provisions. The IRS then modified its stance
and took a more realistic view in its amended regulations. However, the damage had already been
done, and last Spring, Congress repealed the requirement for "contemporaneous" records. The
language "or by sufficient evidence corroborating
his own statement" was also reinserted into the
Statute. Items 1 and 2, above, remain a part of
Internal Revenue Code (Code) Section 274(d).
Beginning January 1, 1986, the documentation
requirements that existed prior to TRA '84 for
travel and entertainment expenditures will apply
to local transportation and other uses of listed
property as well. Further, the Joint Conference
Committee, in its report, clearly provides that the
limited proof required for deductions (accepted in
this area by some courts despite Code Section
274(d)) under the general substantiation provisions of Code Section 162 (if the item appears ordinary, necessary, and reasonable) will not be sufficient for this purpose. Thus, taxpayers who elect
to rely either on oral proof or records invented
long after the fact are likely to be disappointed
when deductions and credits are disallowed.
For example, the regulations provide that if the
taxpayer relies on corroborative evidence to support his statement, the evidence must be either at
or near the time the expenditure took place, or it
must be of such a high degree of substantiating
value as to elevate the statement and supporting
evidence t o the same level o f credibi lity that
would be reflected by an adequate record made at
or near the time the expenditure took place, supported by sufficient documentary proof. 2 2 The
regul ation s go on to stat e that Cod e Section
274(d) is designed to encourage taxpayers to
maintain records of expense and to support these
expenditures with account books, diaries, expense
statements, and other documentary proof sufficient to establish clearly each and every element
(amount, time, place, purpose and business relationship) of the expenditure. Furthermore "at or
near the time of the expenditure" is defined to encompass the recording of items at a time when the
taxpayer has full present knowledge of each element of the expenditure. 23 It is apparent, then,
that taxpayers who do otherwise do so at their
own peril.
The Joint Conference Committee, in its report,
also sets forth two types of written policy statements which will satisfy Section 274(d) requirements if initiated and maintained (i.e. enforced)
by an employer where no personal use (or no perMANAGEMENT ACCOUNTING /AUGUST 1985

sonal use except for commuting) is being made of
a business vehicle.
In order to establish that no personal use is being made of the company's vehicles, the employer's written policy must provide for all of the following conditions:
• The vehicle is owned or leased by the employer
and maintained by the employer on its business
premises when not being used for business
purposes,
• The vehicle is provided to employees for use in
connection with the employer's trade or business, and the employee using the vehicle does
not live on the employer's business premises,
• The policy provides that no employee may use
the vehicle for personal purposes, other than a
de minimis personal use (e.g. a stop for lunch
while on business), and the employer has reason
to believe this policy is being followed, and
• Evidence is maintained that will allow the IRS
to determine whether the company is complying with the above conditions. No specific
guidelines as to the type of evidence required
are set forth in the Joint Committee Report but,
presumably, this evidence must be persuasive
enough to satisfy the regulations discussed
earlier.
The conditions for the second written policy
statement (no personal use other than commuting) are identical except that: the vehicle may be
used for commuting if required by the employer
for bona fide noncompensatory business reasons,
the employer must include an appropriate amount
(currently $3.00 per day) in the employee's gross
income to account for the benefit received by the
employee, and the commuting use is not available
to an o ffi cer o r 1 %-o r-mo re o wn er o f t h e
employer.
Interestingly, these two sets of conditions are
almost identical to two of the exceptions set forth
by the IRS in its modified regulations—regula tions which were repealed by the 1985 Act.
The IRS also is instructed to include questions
on tax returns relating to business use and substantiation. For vehicles, there will be questions as
to mileage (total, business, commuting, and other
personal), the percentage of business use to total
use, the date the vehicle is placed in service, the
use made of vehicles, whether the taxpayer has
sufficient evidence to support the business use,
and whether the evidence is in writing.2 A Similar
questions will be included for other listed property. Needless to say, good records will have to be
maintained in order to provide adequate answers
to these questions.
If an employer provides more than five vehicles
for its employees, then this information need not
MANAGEMENT ACCOUNTING /AUGUST 1985

Are passenger automobiles costing more than $11,250 being
purchased?
If yes, has the deferral of tax benefits been taken into consideration when making the decision to purchase?
Has the option of using the full investment tax credit available
versus retaining the full depreciable base been considered?
Will the business use of the vehicle exceed 50% of its total use?
If not, have the consequences of loss of investment tax credit
and accelerated depreciation been considered?
If the vehicle is being used solely for business purposes, are
proper procedures and policies being established to ensure that
the vehicle is not being checked out for personal use?
If use of the vehicle is restricted to business (except for commuting required by the company) are proper policies and procedures being established to ensure compliance?
Are adequate records being maintained to distinguish business
use from personal use?
Are procedures for maintaining documentation of expenses in
respect to this asset sufficient to ensure adequate records are
being maintained?
Are procedures for depreciation and investment tax credit recapture in effect and is the earnings and profits life being
determined?
If this asset is being leased and personal use by employees or
others is involved, have the income inclusion amounts been
estimated?
If employees are benefiting from personal use of this asset, is
the fair market value of renting or leasing this asset for said
use being reported as compensation for the employee, and is
this amount being treated as subject to withholding?
Is employee use of the asset for the convenience of the company and is this use required as a condition of employment? If
not, what effect will this use have on the company being able
to meet the 50% business -use threshold?
Is this asset being used by a 5% or more owner of the company as compensation for his services?
Is this asset being leased to a 5% or more company owner?
If this asset is owned by an employee but used by him in the
scope of his employment, are adequate records being obtained
by the company prior to reimbursement for any reimbursable
use?
Is information relating to this asset being forwarded to or
made readily available to the company's internal auditors?
Do the company's financial accounting records ensure that
lost investment tax credit is not recorded for luxury vehicles?
Is the company's deferred tax account accommodating the deferred cost recovery deductions for luxury vehicles?
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❑

Make entries for each use of the asset unless the property is
used solely for business purposes. These entries should be
made at or near the time of use.

❑

If this is a passenger automobile or other vehicle, maintain account books, diaries, trip sheets, expense statements, or other
records showing:
• Mileage at beginning of trip;
• Mileage when vehicle returned;
• Date vehicle taken and date vehicle was returned;
• Name of person using the vehicle, and his signature;
•❑The❑purpose❑for❑the❑trip;❑if❑business❑use,❑give❑specifics;
• Any other information supporting business use of the
vehicle.

❑

If a non - vehicular asset is involved, maintain account books,
diaries, expense statements, or other similar records showing:
• Date and time asset placed in use;
•❑Date❑and❑time❑use❑discontinued;
•❑Name❑of❑person❑using❑property;
•❑Purpose❑of❑this❑use;❑if❑business❑use,❑give❑specifics;
•❑If❑this❑is❑an❑entertainment❑facility,❑specify❑the❑business❑relationship of persons entertained and business transacted;
and
•❑Any❑other❑information❑supporting❑business❑use❑or❑business
relationship.

❑

Maintain receipts, paid bills, invoices, affidavits, and other
documentary evidence supporting these entries.

❑

Inform accounting of the information maintained herein.

❑

Retain this record for both the period. of the statute of limitations for tax return audits and for the earnings' and profits' life
of asset.

be included on the employer's return, but such information must be received by the employer from
the employee, and retained by the employer in its
files. An employer also may rely on a statement
from its employee, unless he knows or should
know the statement is not accurate. Thus, this
condition shifts the burden of maintaining records
to the employee.
Certain vehicles were exempted from these substantiation requirements because these vehicles,
by their nature, are not likely to be used for personal reasons.2 5 Examples are marked police cars
and fire trucks, delivery trucks and vans with a
seat only for the driver, flatbed trucks, certain
passenger buses including school buses, specialized utility repair trucks, certain moving vans, vehicles that when loaded will weigh over 14,000
pounds, ambulances, hearses, cranes, bucket
trucks, forklifts, cement mixers, dump trucks,
tractors, and refrigerated trucks and combines.
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Pickup trucks are not on the excluded list. Of
course, some proof of deductibility under the general substantiation rules of Code Section 162 (ordinary, necessary and reasonable business use) is
still required for these vehicles.
Employees who use listed property must be
alerted to these provisions. Their cooperation and
thoroughness is essential to successful compliance.
Receipts and other supporting evidence must be
retained. Accounting systems and documentation
procedures must be examined, and possibly redesigned, to assure compliance. Adequate records,
developed at or near the time of the expenditure,
should be maintained for all listed property. Written procedures and policies should be developed
and enforced by the employer. Internal audit
staffs must take steps to ensure that these policies
and procedures are being followed. Even though
Congress has backed off its initial and somewhat
unrealistic approach to this problem, good accounting practice dictates that businesses develop
sufficient documentation procedures to ensure
that deductions and credits relating to listed property are not lo st due t o negli gence or sloppy
practices.
The two specific provisions enacted by TRA '84
imposing penalties for taxpayer negligence and
failure of tax -return preparers to obtain the necessary confirmation of substantiation by clients were
both repealed by Congress by the 1985 Act. Despite the elimination of these penalties, however,
taxpayers and return preparers remain subject to
the numerous and often overlapping penalties relating to underpayments, negligence, fraud, willful
neglect, failure to furnish information and similar
provisions already set forth in the law prior to
TRA '84. These penalties not only encompass improper substantiation but also may be applied
where depreciation or investment tax credits taken on listed property are excessive, carelessly taken, involve personal use, or otherwise are improperly reported on the taxpayer's return. Also, the
Joint Conference Committee expressed concern
that these penalties have been too leniently applied by the IRS and the courts, and stated that
their application could be fully justified in a substantial number of instances involving inadequate
documentation. The IRS is not likely to ignore
this concern, and the courts are also likely to be
influenced by this statement. Wise taxpayers and
their advisors will keep this in mind. Two sample
checklists designed to help management accountants comply with the regulations are published
here.
Stricter Enforcement Ahead
The limitations placed upon passenger automobiles and other listed property promise to have a
drastic effect on businesses. Business acquisition
MANAGEMENT ACCOUNTING /AUGUST 1985

and use of these assets are likely to be radically
affected by the new tax law.
While the 1985 Act represents some Congressional retrenchment on the record - keeping controversy incited by TRA '84, Congress has nevertheless essentially given legislative authority to the
Treasury's long- standing regulations on documentation requirements for travel, entertainment, and
related expenses, and as they will be applied to
"listed property." Because these regulations point
up the importance of contemporaneous -like records, taxpayers should not become too relaxed
with regard to record keeping. Because the Joint
Conference Committee has charged the IRS and
the courts to step up application of the existing
penalty provisions for taxpayer negligence and
fraud, businesses and management accountants
must❑learn❑how❑to❑cope❑with❑the❑new❑tax❑law.❑❑
'Relevant Treasury Regulations were issued by Treasury Decision 7986 on October
19, 1984, and Treasury Decision 8009 on February 15. 1985.
'After an outpouring of negative response to the changes in the law for recordkeeping requirements, Congress modified its original position as set forth in TRA

'84. This was done through 1985 legislation explained in the Conference Report on
H.R. 1869, filed on May 7. 1985. and signed into law (P.L. No. 99-44) by the President on May 24, 1985. This law will hereinafter be referred to as the 1985 Act. The
1985 Act repealed some parts of the regulations cited in note I above. The 1985 Act
represents Congress's final work to this point on the subject matter of this article.
'IRC Section 280F(bX 1).
'IRC Section 28OF(a)( .
'This could result due to the disposal of a luxury vehicle before full cuss recovery.
The deferral of depreciation deductions enhances this possibility.
'IRC Section 28OF(d)(5).
'Section 4(a)(1) of the 1985 Act established the new $675 limit. TRA '84 had set a
limit of 51,000, making the lost investment tax credit threshold $16,667. The reduced limit is generally effective for property leased or placed in service after April
2, 1985. Apparently. luxury vehicles placed in service after June 18, 1984. but before April 3, 1985, are subject to the higher $1,000 limit.
"IRC Section 168(c)(2 )(A)(i).
'IRC Section 168(b)(1).
1OSection 4(a)(2) of the 1985 Act established these new limits. TRA '84 had set
limits of 54,000 and S6,000. The same date provisions applicable to the investment
tax credit ceilings apparently apply here also. See footnote 7 above.
'IRC Section 48(0.)(1).
"IRC Section 280F(b).
"IRC Section 312(k)(3).
"IRC Section 168(b)(3 )(A).
"IRC Section 280F(b3). See also Treasury Regulation Section 1.47-2(c) for the
"IRC
on the recapture of investment tax credit when business use declines.
'IRC Section 280F(d )(6)(C)(i)(1).
"IRC Section 280F(d)(C)(ix11).
"IRC Section 28017(dX6)(Cxi)(111).
"Temporary Treasury Regulation Section 1.61 -2T. as promulgated by Treasury
Decision 8004 on January 2, 1985, and modified by Treasury Decision 8009 on
February 15, 1985.
10Temporary Treasury Regulation Section 1.61 -2T. The tables which are contained
therein are optional. See also Temporary Treasury Regulation Section 1.132T -IT.
as promulgated by T reasury Decision 8009 on F ebruary 15, 1985, for rules on de-

termining the working condition fringe exclusion deductible from an employee's
compensation income.
"IRC Section 274(d) prior to its revision by TRA 1984.
Y9Treasury Regulation Section 1.274- 5(c)(1).
"Treasury Regulation Section 1.274.5(c )(2 )(ii )(a).
"Conference Report on H.R. 1869. See footnote 2 above.
"IRC Section 214(d).
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Did you say

what you
said or.. .

i

Y

If you can't explain to the
president why a machine
that was leased is treated
as a purchase —then you
have a failure to
communicate... and a
career obstacle.

i

/ ,
` -

1

management t eam who has no accounti ng back-

, .. did you
you
said?I thi! y what
sa

By Tom D. Lewis
40

Scenari o: You descri be t o one me m be r of y o u r
company's management team what transpi red at
the Board of Directors' meeting. "The Board deci ded
to allocate
a port
ion of retained
earni
ngs
i nto
reserve
for plant
expansion.
" The m
em be
r of
t hea

ground only nods but wonders how the Board can
do that when the company is alread y
having problems with cash flow.
This illustration demonstrates how miscommunication can occur between an
accountant and nonaccountant. The nonaccounting member of the management team assumes, as
would many nonaccountants, that an appropriation of retained earnings into a reserve for plant
expansion is the actual setting aside of cash for
future use.
The reason for this failed communication is that
the management accountant — you —when sending the message, did not first stop to think about
th e n o n accou n t an t 's back gro u n d . Had you
thought about the nonaccountant's lack of understanding for the term "reserve for plant expansion," the message sent might have been:
MANAGEMENT ACCOUNTING /AUGUST 1985

Accountants obviously do have a problem in
dealing with nonaccountants, a problem which is
rooted in differing vocabularies. But it is really a
much broader problem than that. It also stems
from the very different backgrounds of accountants and nonaccountants.

You: "Doctor, please tell me what's wrong
with me."
Doctor: "You have an acute intervertebral
herniation."
Not wanting to show your ignorance, you
wait until the doctor leaves the room and a
nurse enters.
You: "Nurse, I'm not sure I completely understood what the doctor told me. Could
you tell me what's wrong with me ?"
Nurse: "Vous avez une hernie discale."

A Problem in Communicating
Let's briefly examine how the communication
process works in order to better understand the
problems caused by the differing backgrounds of
accountants and nonaccountants. The communication process begins with a source (the sender)
having a message to be communicated. This message originates in thoughts, not words. The process of changing this message from thoughts into
words is called encoding the message.
The final message that is received by the receiver is also a message that is in thoughts. The receiver, of course, heard words, but these words are
changed by the receiver into thoughts, This process of changing the word message received back
into thoughts is called decoding the message.
It is this process of encoding and decoding messages that can be especially difficult for the accountant when trying to communicate with the
nonaccountant. This problem is caused by the
way in which messages are encoded and decoded.
Both the source and receiver encode and decode
messages by using what is called a filter. It is
called a filter because it takes a thought message
and, using the accumulated past experiences of
the source, filters the message into words. Likewise, using the accumulated past experiences of
the receiver, it filters the word message received
back into thoughts. A sender or receiver's filter is
based on the education, environment, prejudices,
social values, and beliefs of that person. The manner in which a message is encoded (the choice of
words) or decoded (the thought picture in the receiver's mind) is dependent on each of t hese
variables.
The great differences in backgrounds between
accountants and nonaccountants often cause serious difficulties in this filtering process. Three major differences between these filters or backgro u n d s are di fferen ces in vo cab u l ari es ,
MANAGEMENT ACCOUNTING /AUGUST 1985
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differences in understanding basic concepts, and
differences in attitude toward the discipline of
accounting.

.

"We've been having so much trouble with
cash flow lately, the Board decided to send a
message to stockholders not to expect much
of a dividend this year. The Board appropriated a portion ofretained earnings into a reserve for plant expansion. Although this in
itself will do nothing for cash, it at least tells
stockholders that dividends in the future
might be less than usual because ofa need to
try to accumulate some cash for eventual
plant expansion."

Differences in Vocabularies
The beginning illustration demonstrates how
differences in vocabularies between accountants
and nonaccountants can cause a breakdown in
communication. How would you feel ifyou were
in the lay person receiver role? Imagine this scene
in a doctor's office:

1
Tom D. Lewis is an
associate professor of
accounting at
Creighton University.
He holds a Ph.D.
degree from the
University of
Nebraska - Lincoln. He
is a member of Omaha
Chapter, through which
this article was
submitted.

Such a situation obviously would be a frustrating experience for any accountant unless he was
familiar with the medical terms used by the doctor or the French language used by the nurse.
Both the doctor and the nurse in the example
above would have communicated more effectively
had they used terminology that you, or any accountant, could understand: you have a slipped
disk.
This type of problem is one that nonaccountants face daily in communicating with accountants. There are many terms that accountants use
in their basic vocabulary that have little or no
meaning to the nonaccountant, such as:
Quick assets
Joint costs
Watered stock
Operating cycle

Direct materials
Accounting cycle
Current assets
Fund balance

Because these managerial and Financial accounting terms are so basic to the accountant's
background and education, the accountant often
will use them in communicating with the nonaccountant without first stopping to consider whether the nonaccountant is sufficiently familiar with
their meanings.
Differences in Understanding Concepts
Scenario: You, the firm controller., are called
into the president's office for a conference.
"Say, Jack, " the president begins. "I was looking
at our year -end financial statements that you prepared. The way that you've accounted for that machine we leased this year makes it look like we pur41

Announcing

ceo
A
ame Application
Software Product Built Upon A Simple
IdeaCalledIntelligentArchitecture:
What do you call a mainframe application software
product designed with such patient attention to detail that it
will register the effects of one transaction on every other business
transaction in a company?
What do you call software architecture so artfully conceived it will someday enable a person using an application to
move from one database management system to another, or from
one teleprocessing monitor to another, without a single change
in his work style?
What do you call query and reporting tools so simply and
powerfully rendered that even a novice will find them no more
difficult to work with than a personal computer spreadsheet?
Only one name fits ...

Introducing Masterpiece.
The Masterpiece series is a family of mainframe business
software products —a classification anda category which may
lead you to conclude that it is like other mainframe software
products.
Don't leap to that conclusion.
The Masterpiece design is so clean and uncluttered that it
makes current and future applications efficient to develop and
easy to use. Masterpiece comes with none of the excess baggage,
inherent short - comings or system limitations that have traditionally plagued the people who need business information and
the people who manage it.
Masterpiece is, in every aspect, a new family of software
products.
And, in every aspect, an improvementover the software
packages you may beusedto.
Or are, in fact, now using.

TM

Intelligent Architecture Design:
The Fundamental Difference.
Previous software designs have been developed to better
utilize the power of the computer.
Masterpiece was designed to mirror the methods and
styles of the work place and to anticipate theinadequaciesof the
computer.
Masterpiece design is called Intelligent Architecture. It's a
new term. And a new way to build software. Now, Intelligent
Architecture brings new meaning to concepts like "modularity;'
"borderless integration" and "event- oriented processing:'
Only application - specific code is contained in the application ... other coding (system code, interfaces, code common to
multiple applications) is separated out and coordinated by the
Intelligent Architecture itself.
This means that ultimately a user can adopt a new database management system without the slightest change in either
his way of working or in the application code itself.
Only software built in this manner, is software that will
endure.
The Intelligent Architecture design means that all menus
and screen prompts become common to all Masterpiece applications. It means that the way users interact with an application
will be the same from application to application —a significant
factor contributing to greater ease -of- learning and ease -of -use.
It is this capacity, present now in the Masterpiece Intelligent Architecture design, that lifts Masterpiece beyond the
promise of other software products in its class.
And that is the fundamental difference.

F4
Masterpiece is a trademark of Software International Corporation. Intelligent Architecture is a trademark of software International Corporation. MasterQuery is a trademark of software International
Corporation. MasrerSecuriry is a trademark of Software International Corporation_

Masterpiece: Common Functions.

Masterpiece Integrated

The reason Masterpiece works so well is because each of its
pieces work so well together.
And apart.
The MasterSecurity" system, Online Help and Navigation
features work across (and are common to) all Masterpiece
applications.
But because they are separate from all applications, Online
Help, for example, can be custom modified or even translated
into different languages.
The Navigation feature lets you move from screen to
screen with direct access from one Master-
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piece application to another.
Levels within the MasterSecurity

Masterpiece: The Promise
hThe Future Holds.
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system can be determined not only for dif
ferent applications but set specifically for
transactions within the same application.
Everything is designed to work in an
intelligent and modular fashion including
what may now be the industry's
most advanced query tool ...
MasterQuery.-

The Masterpiece series is truly "built from the ground up"
software. Because its architecture is so well thought through
it anticipates future enhancements and applications. Because it's a product designed to be completely modular and
infinitelyimproveableit represents a real value over the long
term.

MasterQuery_
System.
The MasterQuery system is a powerful
fourth generation borderless query and reporting
tool designed
instantly
accessible
to satisfy
andan
instantly
executive's
usable
demand for

The Masterpiece series will include these fully integrated,
functionally rich business applications: General Ledger,
Accounts Payable, Purchasing, Accounts Receivable, Fixed
Asset Accounting, Human Resource Management and MRP
software products.

It won't, in short, fall prey to technological or
design shortcomings. Wont dead -end at some
point. Wont fail to perform as your needs expand.
For a Masterpiece demonstration, clip the
coupon below or call toll free 1. 800.3434133 (in
Massachusetts, call 1. 800. 322 -0491) and arrange to
attend a Masterpiece executive briefing.
The sooner you call, the further ahead you'll be.
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information.
I
MasterQuery gives a person working within
one application the ability to access information
Avt
from another (accounts payable while working on
general ledger, for instance) and to merge information from
separate applications in a single report.
It also gives that person the ability to arrange his information in whatever form, format, or fashion he chooses. In whatever
sequence or order. With whatever computations or projections
he wants to make. With only the barest bit of computer know -how.
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chased it What's going on ?"
"Well, sir, " you explain, "in substance that is
exactly what we did. If you examine the terms of
the lease, you'll see that although it was in form a
lease, it was really in substance a purchase. "
The president, who has no accounting background, nods his head and dismisses you. After you
have left, the president reexamines the financial
statements. He doesn't mind so much that the
leased machine is shown as an asset, but he is upset
that a current and long -term liability relating to
the leased machine is shown.
Thinking back, the president distinctly remem-

Is your listener an accountant?
Does he understand accounting terms?

bens that it was a lease agreement that he signed,
not a purchase agreement. Maybe we need a new
controller, the president muses.
This example illustrates a problem that accountants have when communicating with the nonaccountant; that is, a difference in the understanding
of basic accounting concepts. A concept that is
basic to accounting and is used to determine the
proper mann er in which to accoun t for many
things is "substance over form." You, of course,
fully understand this concept and the fact that it is
a major basis for lease accounting, but you incorrectly assumed that your boss had the same understanding. The result: failed communication
and, perhaps, an undeserved blemish in the president's mind on your performance.
There are many other concepts that are basic to
the accountant, but that are not adequately understood by the nonaccountant. Concepts that can
cause a communication problem are:
Materiality
Effective interest rate
Cost /benefit analysis
Conservatism

Joint cost allocation
Consistency
Relevance vs. reliability
Allocation of fixed costs
for decision making

The use of these concepts by accountants often
can cause confusion for the nonaccountant. You
as an accountant must realize when communicating with the nonaccountant that many concepts
basic to accounting are simply not understood by
your nonaccountant colleagues.
Differences in Attitude Toward Accounting
Scenario: A CPA, you have just finished doing
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some tax work for a client and are getting ready to
leave your client's office.
"You know, " you say, "I can't tell for certain
from your tax records but I have a feeling that several segments of your business are not operating as
profitably as you would like. 1 could do some further analysis to give you a better idea. "
"Well, let me think about that and 171 get back
to you, " the client says. The client, who has no accounting background, is thinking. "Just what I
need —a bigger accounting bill and more accounting records. "
This typical scenario illustrates a third problem
that accountants and nonaccountants have with
the filtering process. An accountant naturally
views accounting with a positive attitude. The accountant knows that not only is accounting a necessity in the business community, but it is also a
valuable tool that can be used to improve the performance of the company.
The nonaccountant, on the other hand, often
views accounting only as a necessary evil. If the
Internal Revenue Service, the Securities & Exchange Commission, investors, and bankers did
not require companies to use accounting for record- keeping purposes, life would be a lot simpler.
The accountant must remember this difference
in attitudes when communicating with the nonaccountant. As a rule, you must make an extra effort when communicating with the nonaccountant
to overcome the nonaccountant's natural mistrust
for accounting and lack of conviction for its usefulness. In effect, not only must you supply the
necessary information but you also should add explanations of why the data are necessary.
Methods of Overcoming the Filtering Problem
Filtering (encoding and decoding) problems are
major barriers to effective communication. The
previous illustrations demonstrated that this is especially true for the accountant in dealing with
the nonaccountant. There are several methods of
overcoming or at least alleviating this problem.
First, be aware that there is a problem. Before
any problem can be solved, it is necessary to face
the fact that there is a problem. You should be
aware of how the communication process works
and what difficulties arise in the process. You
should be aware that yo ur filters (your background and your experiences) are far different
than the filters of the nonaccountants with whom
you are communicating. Once you understand
how the communication process works and that
there are problems in effectively completing the
process, you can then consciously go about. breaking those barriers to effective communication.
Insist on feedback. Many people upon hearing a
word or concept that they do not understand are
MANAGEMENT ACCOUNTING /AUGUST 1985

afraid to say anything for fear that their questions
will only emphasize their ignorance. Obviously,
miscommunication has occurred, but at least the
receiver of the message is aware of this breakdown. A more dangerous situation is one where
the receiver of the message hears a term that has a
nonacceunting meaning sufficiently different than
its accounting meaning to cause difficulties. In
this case, miscommunication has occurred, but
neither the sender nor receiver is aware of it.
To overcome both of these difficulties, you —
the management accountant —must encourage,
even insist on, verbal feedback from the nonaccountant. How do you encourage feedback?

eral techniques within the same channel. You
might communicate orally with a nonaccountant,
but follow up with a written report (two communication channels). Or you might send a written
report with graphs to help explain the written report (one communication channel, but two techniques within that channel).
Different channels and techniques within channels that you can use include:
Channel
Sound

Sight
• Tell people you want feedback.
• Use statements to encourage feedback.
• Use silence to encourage feedback.
• Ask questions.
• Watch for and analyze nonverbal reponses.
• Listen with understanding.
• Reward feedback.
Many people resist feedback, both because of
the time it takes and the fact that it can expose
ignorances. It is therefore essential that the sender
of the message encourages feedback to improve
the effectiveness of the communication process.
Become receiver - oriented. To complete the communication process effectively, the source must be
receiver- oriented; that is, the source must consider
the background and experiences of the receiver
when encoding a message. To become more receiver- oriented, you must:
• Beco me fami l i ar with the recei ver's
background.
• Select words more carefully.
• Define terms that come from outside the receiver's area of expertise.
• Use two or three words to refer to the same
thing when the point being made is important.
• Use examples if necessary to convey meanings.
Just as you must become receiver - oriented
when sending a message to the nonaccountant,
you also must become source - oriented when receiving a message from a nonaccountant. Does the
nonaccountant have any accounting background?
Or even a business background? Is there an understanding of basic accounting terminology? What is
the nonaccountant's attitude toward the discipline
of accounting? These questions and others must
be answered if you are going to encode and decode
messages effectively.
Use several communication channels. The problem of ineffective filtering can be alleviated either
by using several communication channels or sev-
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Yes.

Techniques
Spoken word
Inflection
Noises
Written word
Pictures
Diagrams
Examples

Tapes
Tone
Vocal energy
Graphs
Drawings
Gestures

Of course.

Other channels, such as touch, smell, and taste,
also might be used in certain circumstances to alleviate the filtering problem between the accountant and nonaccountant. The more channels, the
more effective the communication becomes.
A major barrier to effective communication is
the poor encod ing and decodi ng of messages
caused by differences in filters between the sender
and the receiver of a message. This problem is especially significant when the accountant attempts
to communicate with the nonaccountant, It also
can occur when one accountant communicates
with another accountant.
There are several ways of alleviating this filtering problem, including making sure there is an understanding of how the communication process
works, insisting on feedback, using several communication channels, and becoming more receiver- oriented. Remember: effective communication
cannot be achieved by merely reading a brief paper. You must obtain as much competent technical training as possible and, at the same time,
work to improve your communication skills.
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When Intel's management decided to do something
' about administrative expenses, they created several tools
which were successful in saving the company
more than $17 million without laying off a single employee.

Algorithms
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By Michael Gilchrist, Mane D. Paltison, and Ronald J. Kutlla

How do you control indirect costs in a dynamic
environment? Intel Corporation's answer is an indirect headcount (cost) algorithm. The headcount
algorithm is a systematic method that helps managers evaluate requests for additional staffing of
indirect product specialists or "heads," and at the
same time control indirect costs and improve productivity. Intel managers found it especially helpful when considering the reallocation of resources
among rapidly expanding or contracting product
groups.
The concept of using algorithms to control
costs is not new. Management accountants use
similar algorithms to control variable expenses.
For example, the flexible budget algorithm typically adjusts the allowance for variable indirect
costs based upon some measure of manufacturing
activity. Control is enhanced when actual costs
are compared with the flexible budget allowance
for the level of volume actually experienced. As
the operations become more capital intensive and
indirect fixed costs become a larger segment of the
total expenses, controls that focus on variable indirect costs are no longer adequate.
At Intel, a major component of indirect costs is
salaries for marketing and other product support
groups. Traditionally, such cost pools have been
considered fixed costs. However, the headcount
algorithm treats these costs essentially as step variable costs and attempts to establish target
spending levels as a function of multiple volume
measures and other significant characteristics of
each product group.
Forecasting Manpower Needs
Intel first introduced microprocessors in 1971.
Today the company is a major manufacturer of
processors, electronic components, and metal oxide semiconductor memory devices, and is the
fifth largest producer of high density magnetic
bubble memories. It is the world's largest manufacturer of microcomputer development systems
and provides a complete line of integrated development tools intended to increase a design engineer's productivity.
Intel's market for semiconductor devices has
been strong and, until recently, demand exceeded
supply for many products. However, late in 1984,
supply caught up with demand. To maintain its
share of the market, the company increased its
level of capital investment. More money was also
allocated for new technology and research and
development.
As the company became more capital intensive,
indirect expenses began to represent a larger segment of total expenses and the company decided it
was time to exercise more control over the staffing
of nonproduction areas of the company's operations. Top management became committed to the
MANAGEMENT ACCOUNTING /AUGUST 1985

development of a method to forecast manpower
needs. Before deciding on the basic algorithm approach, management considered and rejected other models. Regression analysis and time series
analysis were ruled out because of a lack of hist o ri cal d at a an d a ra p i d l y ch an gi n g fu t u re
environment.
The headcount algorithm was selected because
it is simple, understandable, and at the same time
realistic. Managers are able to use it to effectively
measure productivity in the nonproduction areas
including consumer marketing and technical marketing engineering, and product engineering.
The Basic Algorithm
Several characteristics are important in a headcount forecasting algorithm. First, it is extremely
important that any model reasonably approximate
actual manpower demands. In other words, the
algorithm should be built based upon actual results of the past, and tested using some sample
historical data so that the model will forecast all
of the sample periods with a small forecast error.
Accordingly, if the sample periods are reasonably
well forecasted, then the future period's forecasts
also should be fairly accurate.
In addition, Intel wanted an algorithm that
could be used to compare operations. For example, the algorithm forecast could be the budgeted
level of personnel needs. By comparing the algorithm forecast to the actual number of operational
personnel, reallocation of resources and performance measurements could be made and justified.
Although Intel wanted to be able to compare operations one to another, it also wanted an algorithm that recognized differences across operations. Simplicity also was a criteria. Because of
Intel's volatile business environment, managers
wanted an easy -to -use algorithm. Complex algorithms were to be avoided so that managers could
understand and accept the projections. Further,
Intel concluded that increased forecasting accuracy must be cost justifiable.
The basic approach to forecasting algorithms is
a weighted average of forecasted indicators divided by their targets:
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Headcount = 7. Weight i X Forecast Indicator i
i=1
Forecast
Indicator Target
(1)
At Intel the indicators, targets, and weights
were determined from in -depth interviews with
customer marketing engineers (CME) and technical marketing engineers (TME), as well as with
product engineers (PE). During these interviews
the engineers identified several predictors for
manpower needs including: sales revenue, volume,
product maturity and development, and market
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segment. (Product maturity refers to the life of the
product. New products are those expected to be
introduced during the next 18 months and those
introduced in the last six months, Sustained products have been developed and marketed for more
than one year. Total products are the sum of new
products and sustained products.)
For example, the CMEs agreed that for their
area of operation the major indicators for headcount were revenue, new products, and total products. These items were then incorporated into the
algorithm. Further analysis revealed that the most
important of these three indicators was revenue;
new products and total products were of less but
equal importance.
Table 1
Indicator
Weight factor
Indicator
Target

Revenue /CME New products /CME
0.6

0.2

Total products /CME
0.2

...............................
Revenue.................
/CME New products
/CME Total products /CME
$4M

3

f

02 -1985
03 -1985
Q4 -1985

Revenue
S13.8M
14.9
17.0

New products
9
11
13

Total products
29
31
33

After the indicators were selected, weights were
assigned to the indicators in accordance with the
relative importance of each indicator in explaining
staffing levels. For the CME example, because
revenue is viewed as the most important factor, it
was assigned a .6 weighting factor. The new products and total products were assumed to be of
equal importance; each was assigned a weight of
.2. This data is presented in Table 1.
The next step was to determine the target levels.
Target levels are based on the productivity of a
fully competent CME working the firm's standard
work week and reflects current business conditions, staffing levels, and an operation's maturity.
(Maturity of operations follow the life cycle concept_ New operations have relatively large R &D
expenditures and low revenue because they represent startup situations. Growing operations reflect
a revenue increase with less R &D expenditures
than new operations. Mature operations are characterized by less R &D expenditures than growing
operations, a stable product line and relatively
high revenue.) By establishing a target in this
fashion, the goal is both attainable and challenging for the employees.
In the CME operation, managers decided that
each engineer should be able to effectively main48

Q2 -1985

= 0.6($13.8) +
$4
= 2.07 + 0.6
= 4.33 persons.

q.2 9 +
3
+ 1.66

0.2(29)
3.5

3.5

Table 2
Forecasted Data
Quarter

tain $4 million in revenue, 3 new products and 3.5
total products. The targest are formally presented
in Table 1.
Prior to forecasting a level of staffing for the
CME operation, the projected levels of revenue,
new products, and total products had to be determined for each of three quarters. For the second
quarter of 1985, revenue was expected to be $13.8
million. Nine new products were to be maintained
and 29 total products to be marketed. This data
and the other quarterly forecasted data is shown
in Table 2.
Based upon the algorithm indicators, their
weights, and the target levels, a headcount forecast for CME staffing levels can be calculated.
The forecast for the second quarter of 1985 is 4.33
persons. The calculation is:

By similar calculations, the third and fourth quarter forecasts for 1985 can be determined to be 4.70
and 5.20 persons respectively.
Once the data was developed, the headcount. algorithm was tested on historical data. The comparison of algorithm forecasts to actual headcount
in historical periods verifies the predictive ability
of the algorithm. The comparison of the algorithm
headcount forecasts to manager headcount forecasts provides a check on the accuracy of the forecasts. For example, the manager forecast that four
CMEs were necessary for the second quarter of
1985, and five CMEs were required for the third
and fourth quarters, respectively. A tabulation of
the manager's forecast and the algorithm forecast
is presented in Table 3.
Notice that the difference between the manager's forecast and the algorithm forecast is at the
most -.33 persons. The forecasting algorithm appears to be quite accurate when compared to manager's forecasts based upon the same data. Any
major forecast error should be reviewed so that
the reasons for the error can be determined.
The data for CMEs headcount algorithm is
summarized in Table 4.
The Product Engineer's Algorithm
A headcount algorithm also was developed for
the company's product engineering segment. During the discussion of possible indicators, several
were considered, including volume, sales, product
development and maturity and market needs. Selected as the best indicators of manpower needs
were unit volume, new products, and sustained
products. Within new products, three processes,
A, B, and C, are critical to product development.
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third quarter, each engineer can manage 2% more
revenue than in the second quarter, and 4% more
revenue in the fourth quarter than in the third.
This change can be incorporated directly into the
algorithm. The target reven ue fo r each C ME
would increase from $4 million to $4.08 million to
$4.24 million. As more revenue is managed per
person, fewer individuals need be employed to
manage the same level of revenue. In fact, the effect of this target adjustment is to reduce the number of forecasted CMEs from 2.07 to 2.03 to 1.95
persons for the same $13.8 million in revenues. Because the forecasted revenue per quarter is increasing, the forecasted CMEs increases from 4.33 to
4.70 to 5.20 individuals. It is evident that this algorithm is directly tied to employee productivity.
The CME algorithm forecast suggests that one
additional CME should be hired (from 4.33 to
5.20 persons). The PE algorithm forecast indicates
that 13 additional PEs should be hired over the
next three quarters to meet manpower needs. But
where do these "hires" come from? On the surface, the h ire d eci si on ap pears trivial -Int el
should hire 14 engineers, and as long as the manTable 3
Manager
02 -1985
03 -1985
04 -1985

Headcount algorithms can be adjusted to reflect
changes in productivity. For example, consider
the $4 million in revenue per consumer marketing
engineer target (Table 4). It is possible that in the
MANAGEMENT ACCOUNTING /AUGUST 1985

Difference

4.33
4.70
5.20

-.33
.30
-.20

Table 4
Consumer Marketing Engineer Headcount Data

...
Part...1 ... ... ... .. ... ... ... ... .. ... ... .. ... .. ... ... .. ... .. ... ..
Indicator
Revenue/CME New products/CME Total products /CME
0.6
0.2
0.2
Weight factor
$4M
3
3.5
Target

.....2 .................... .....
Part
Forecasted data
02 -1985
1 03 -1985
04.1985

$13.8M
14.9
17.0

...

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

9
11
13

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

Part 3

31
33

...... ...,

Algorithm forecast
02 -1985

.06 ($13.8)
S4
-= 2.07
4.33

0.2 (9)
3
0.6
4
1.66
4-

(sample calculation

for

0,2(29
3.5

illustrative purposes only)

......... ....
I

Part 4
Employee Morale

Algorithm

4
5
5

:

The indicator considered to be most important
was new products and it was assigned a .7 weight.
Sustained products was viewed as the next most
important predictive factor for product engineers,
and this indicator was assigned a .2 weight. Finally, it was decided that unit volume should be a
consideration when forecasting the project engineer manpower needs at Intel and was assigned a
1 weight.
Once the indicators and weights were developed, the target levels were established. The target
level of unit volume per product engineer was set
at 200,000 units. The target level for sustained
products was set at two such products per product
engineer. Three targets had to be developed for
the new products, one for each of the three processes inherent in product development. These
new product targets were classified by process to
reflect the varying degrees of effort required on
new products. Within process A, three product
engineers were considered necessary to maintain
each new product. The appropriate target for each
PE was .33 new products. Through similar reasoning, the targets for new products in processes
B and C were .67 and .50, respectively. This data
is summarized in Table 5, Part 1.
Before being able to use the headcount forecasting algorithm, expected unit volume, new product
and sustained product levels must be forecasted.
These forecasts are made based upon business and
market conditions, subjective judgment, and other
forecasting models. The forecasted data is presented in Table 5, Part 2.
Based upon the indicators, (unit volume, new
products and sustained products), their targets,
and the forecasted data for each indicator, a headcount forecast for both CMEs and PEs for each of
three quarters was calculated. The staffing level
for PEs for the second quarter of 1985 is 43.18
persons. The supporting calculation is presented
in Table 5, Part 3. The staffing levels for the third
and fourth quarters are 49.23 and 56.5 persons,
respectively.
To establish the accuracy of the PE forecasts, a
manager was asked to forecast the staffing needs
for the same three quarters. The headcount algorithm and the manager's forecasts are virtually
the same. The largest difference occurs in the
fourth quarter of 1985 where the headcount algorithm forecasted 1.50 persons more than the manager's forecast. The comparisons between the
headcount algorithm forecast and the manager's
forecast is presented in Table 5, Part 4.

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

Comparing manager forecast to algorithm forecast
Manager
Algorithm
Difference

02 -1985
03 -1985
Q4 -1985

4
5
5

4.33
4.70
5.20

-.33
.30
-.20
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power needs continue to increase, Intel should
continue to hire. But, a conflict can occur when
manpower needs decline. What if the algorithm
suggests that 14 engineers are no longer needed.
Should they be fired?
At Intel, the strategy has been to transfer personnel among segments to satisfy personnel needs.
Thus, one s egmen t wit h declinin g man power
needs would supply the engineers for a second

Tabl e 5
Prod uct E ngin eer Head co un t Data
Part 1
Indicator unit
Weight factor
Target

Volume /PE
0.1
200,000

New products /PE
0.7
(below)

Sustained products /PE
0.2
2

New products targets
Process A
Process B
Process C

0.33
0.67
0.50

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

Part 2

02 -1985
03 -1985
04 -1985

Forecasted data
Processes
A
S

C

12
11
10

4
8
14

7,296,000
8,967,000
9,946,000

4
5
5

43
50
55

Part 3
Algorithm forecast
= 0. 1(7,296,000)
200,000
= 3.65 j- 35.23
= 43.18

0.7
r

02 -1985

+

12
.33
4.30

1

4 +
.67

4
.5

+

0.243)
2

Part 4
Comparing manager forecast to algorithm forecast
02 -1985
03 -1985
04.1985

Manager
44
50
55

Algorithm
43.18
49.23
56.50

Difference
.82
.77
-1.50

segment where manpower needs have increased.
Job security would not be an issue, and personnel
morale would not be affected by the algorithm.
However, should positions not be available for all
personnel requiring a transfer, then employee morale could be adversely affected. The competition
among employees to keep their jobs would become disruptive and would affect the company's
operations. Under these conditions, engineers
could be expected to manipulate the algorithm indicators so that reductions in staff would be minimized . As a res ul t, th e algorith m wo uld n ot
achieve the cost control objective.
Model Maintenance
As shown in Tables 4 and 5 (Part 4), the head50

count algorithms are quite accurate when compared to manager's forecasts based upon the same
information. As long as the same environmental
and technological conditions prevail and the model forecast is reasonably accurate, little model
maintenance is required. Minor adjustments to
the forecasting algorithm will minimize the forecasting error. Note that for the CME forecasting
algorithm, the forecasting error is smaller than for
the PE forecasting algorithm. Note also that fewer
individuals are required for the CME segment
than for the PE segment. This magnitude difference accounts for most of the forecasting error.
As with any forecasting algorithm, when the
model forecast is inconsistent with manager's
forecasts, reevaluation of the model and /or the
forecast should be considered. Targets should be
reevaluated and adjusted to reasonably approximate environmental conditions. New product devel op ment an d market con di ti ons as wel l as
changing technology can be incorporated into the
current headcount forecast. Based on periodic reevaluations, the best model is maintained and
used to forecast the future.
As previously noted, a forecasting error was
present in every forecast between the algorithm
forecast and the manager's forecast. When the algorithm and the manager generate two widely disparate forecasts, what recourse does a manager
have to obtain his desired level of staffing for a
particular task? When a major discrepancy occurs, the manager is expected to further justify his
request. This can be done in several ways. He may
justify his request based upon other changing
business and environmental conditions. Or, he
may be able to support his request on the grounds
that the project requires more individuals than the
algorithm suggests due to unusual conditions
(e.g., a rush project). Essentially, he may be able
to demonstrate that a target level of an indicator
in this algorithm needs adjustment for this project. The algorithm is not intended to be the final
word on a request for manpower, but rather a reasonable estimate to serve as a starting point for
establishing a manpower budget. If the algorithm
was an absolute measure, managers requesting
personnel would quickly determine how to manipulate indicators and /or targets to reflect the level
of staff desired. The algorithm is only one measure to be used by top management; other business judgment and opinions always play a role in
the final decision about staffing levels.
Advantages and Disadvantages
At Intel we realize algorithms are not a substitute for sound business judgment, and they cannot
capture all the factors that enter into the hiring
decision. However, they can be useful as a managerial decision- making tool and as an aid to comMANAGEMENT ACCOUNTING /AUGUST 1985

munication and training.
Some of the advantages include:
Algorithms provide a more objective statement
of Intel's manpower planning policy. Typically,
managers have used naive models or "rules of
thumb" to estimate manpower needs for a particular project. However, when sales volume
significantly changes relative to projected production needs, managers usually will overshoot
(or undershoot) their personnel needs. Algorithms can help managers estimate personnel
needs.
Algorithms are an effective short-term planning
and control device. When department and operations managers request approval for new hires,
the responsible executive seldom has a reliable
basis upon which to question the request. Algorithms may provide an independent check on
these requests.
Algorithms easily can be updated to reflect
changing conditions. For example, when productivity improves, the algorithm can be adjusted to reflect that improvement quickly. Few
other techniques provide management with a
more direct link between productivity gains and
cost control.
Several disadvantages of forecasting algorithms
should be recognized.
• Forecasting algorithms similar to the ones developed at Intel are developed based upon a
great deal of subjectivity and business judgment. Managers determine the best predictors
of staffing levels through consensus. Then the
algorithm is validated by comparing its forecast
to historical data. This procedure is different
from other forecasting models such as regression analysis where the historical cost data is
mathematically analyzed to determine the best
fit for the data. The forecast model is developed
based-upon that statistical analysis. The result
is a seemingly more objective forecast model
that produces efficient predictions. However,
regression models are inappropriate in rapidly
changing environments.
• Inability to forecast `turning points.' This weakness is inherent in the majority of forecasting
models. For example, assume that sales revenue
has been increasing over the last four quarters
when a decline in the level of sales occurs. The
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forecasting algorithm would have forecasted an
increase in the level of sales based upon the past
four quarters.
A forecasting algorithm could adversely affect
employee morale. If the forecasting algorithm is
used as an absolute indicator of staffing levels,
then managers will attempt to generate 'numbers' that will provide the desired staffing level.
Once the predictive indicators have been selected, managers can quickly determine what indicator level (say sales revenue) will yield the desired level of personnel. Managers will act in
their own behalf at Intel's expense. The ulti-

Few techniques provide management
with a more objective statement
of Intel's manpower planning policy.

mat e resu l t wo ul d be a d ecl i n e i n Int el 's
effectiveness.
To Be Used Wisely
In spite of the advantages of headcount algorithms, a word or two of caution is in order. Top
management should not view algorithms as a way
of limiting headcount unnecessarily. Middle managers easily can be frustrated when there is a major difference between the headcount forecast algorith m and the manager's need s forecast. If
algorithms become an overriding concern, managers may try to manipulate the numbers so that the
desired forecast is achieved. Algorithms also have
an inherent danger in that during an unexpected
downturn in the business cycle, the indicators
may reflect a level of support lower than the income statement would justify. The opposite is also
possible when the underlying model assumptions
are not being met. If, the original data set does not
contain observations consistent with the present,
the model is forecasting beyond its relevant range.
As with other models, common sense must prevail. The correct decision would be to hire at a
level below that which is indicated.
In the final analysis, as long as a headcount algorithm is used wisely, as it is at Intel, the advantages of this forecasting technique definitely outweigh the disadvantages.
❑
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Vulcan Materials Automates
Delivery Ticket Writing
Improved accuracy, faster billing, improved employee productivity
and attitude, increased customer satisfaction, and decreased costs
are just a few benefits derived from the company's new computer system.

By James L. Bush, Jr., and Reuben F. Stewart
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Vulcan Materials Co., the nation's leading producer of crushed stone aggregate, operates 92
plants in 12 states. Crushed stone is a basic material used in virtually all types of construction, and
Vulcan shipped 79 million tons of this commodity
in 1984.
Transportation costs are a major factor in the
industry, so Vulcan's facilities must be located in
its market area. Delivery is made to a customer at
the plant or at a job site either by the use of a
customer's truck or a contract hauler's truck. The
product is sold by the ton and is weighed before it
leaves a Vulcan facility. The weight of the stone is
determined by comparing the gross weight of the
loaded vehicle to the vehicle's tare weight.
Recently one ofVulcan's six construction materials divisions needed to replace the equipment its
plants used to produce delivery tickets, more commonly referred to as dray tickets. The existing system—a manual operation — involved source -record punch equipment, and although it usually
performed satisfactorily, it was perceived to have
a number of deficiencies. The company saw the
impending need to replace the equipment as an
opportunity to explore the feasibility of alternative
systems.
The existing system required scale clerks —
those who read all data pertaining to the weighing
process —to prepare a dray ticket using a customer master plate and to enter data pertaining to
each shipment manually. The clerk entered the
weights of product shipped, derived from manual

entries of scale and tare weights; the specific product shipped; freight charges, where appropriate;
and the tax status of the product shipped, taxable
or nontaxable. This method of ticket writing impeded the movement of trucks crossing the scales.
Scale clerks also were required to classify shipping
information and to prepare manual daily reports
of sales tonnages as required by area sales departments. These summaries of daily shipment data
were time - consuming and generated overtime
costs for the scale clerks inasmuch as a clerk was
unable to prepare the summary information until
the last truck for a given day had cleared the
scales.
A punch card copy of the dray ticket served as
the accounting system entry point for the shipment data. The punch cards generated during daily operations then were transported to a central
location at the facility's division office in Birmingham, Ala. Several methods were used to transport
the punch cards, including the U.S. Postal Service, intercompany mail service, couriers, and special commercial airline express services. All were
cumbersome and expensive,
When the dray tickets arrived at the division office, the data were transferred from the punch
cards to computer tape for processing through the
firm's mainframe computer. As t he d ata were
transferred to tape, any corrections or amplifications were made by the division's data entry section. The volume of keying required to convert
and supplement the data contained on the punch
cards totalled more than 25% of the total volume
of keying required by the division. The error rate
MANAGEMENT ACCOUNTING /AUGUST 1985

of the card data reaching the division office was
significant and impaired the flow of data into the
accounting system. Also, the additional handling
encountered in processing this information at the
division office was costly and delayed billings to
customers.
Searching for an Automated Ticket Writing
System
Vulcan envisioned the possibility of automating
the ticket writing process as a remedy for many
deficiencies and undertook a study to identify the
available alternatives. As a result of considerable
effort expended investigating and evaluating distributed data processing systems , the company
asked five computer vendors to make proposals.
The equipment selection decision proved to be
more complex than anticipated . The vendors' proposals offered the company a range of equipment
choices from a microcomputer restricted to the
single function of dray ticket writing to a very
flexible system that could be expanded to accommodate several additional functions.
Vulcan's basic objective was to establish a sys-

tern t hat au tomati cal ly wo uld determin e t he
amount of product being shipped, use a microcomputer to facilitate preparation of dray tickets,
and accumulate the data for customer billing and
sales analysis. The system would permit sales tonnage reports to be printed from the daily transaction information , and this accumulated information could later be transmitted to division offices
using automatic late -night telephone dial -up. Figure 1 shows the flow of information through the
proposed system.
Testing a Pilot Program
Next the company initiated a pilot program so
it could reach a more informed decision regarding
the proposed distributed processing system. Important questions concerning hardware and software performance, flexibility, and vendor service
could be answered best through actual installation
and operation of an automated ticket - writing system at a limited number of plant sites . The pilot
program would provide information for assessing
the compatibility of the equipment to be used in
the new system with electronic data processing
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equipment already in place. The program also
would determine whether the proposed system
would be a signifi cant imp rovement over the
source - record punch system and whether the expected benefits would justify the required investment. The specific objectives of this pilot program
included: an evaluation of the environmental tolerances of the hardware and software, an evaluation of the required skill levels for personnel who
Figure 2
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would operate the equipment, a determination of
the ease of establishing the necessary communications between the test installation and division offices, and an identification and estimation of the
potential cost savings offered by the proposed
system.
After selecting one vendor's equipment proposal, Vulcan leased the equipment to make the necessary installations. The pilot system hardware
consisted of a microcomputer with dual diskette
drives, a scale interface, a video monitor, a printer, and a telephone modem. No software was acquired for evaluation during the pilot program.
Vulcan decided to develop software for the pilot
appropriate to the company's specific applications
rather than use a software package available from
a vendor.
The pilot project proved successful although
one aspect of the hardware specifications was
changed. Vulcan concluded that a hard disk drive
was superior to the dual diskette drives used in the
pilot because o f the hard disk drive's file capacity
and the effect of this capacity on programming
flexibility. The change in hardware configuration
became available at a favorable cost and also re54

sulted in a change in computer vendor.
The capacity o f the hard disk contained in each
microcomputer accommodates a complete database of customers, sales orders, products on order,
master products and list prices, haulers, and truck
tare weights. This database is sufficient to produce
dray tickets for truck shipments, to permit customers to be billed, and to control shipments. The
system also will produce bills of lading required at
some Vulcan plants with rail shipment facilities.
All information contained in the database, with
the exception of truck tare weights, can be updated from the division office. Updating is accomplished over the telephone lines at the time of
transmission of daily sales information from plant
to division office.
The software designed for the system is menu
driven, easy to learn, and easy to understand. Using the keyboard and the video monitor, a scale
clerk must enter only the following data in order
to generate a dray ticket: customer abbreviation,
sales order number, shipping instructions, product
code, hauler code, and truck number. The gross
weight of a loaded truck is machine read through
a scale interface. The video monitor permits visual
editing of data as they are entered. Therefore, the
scale clerk is afforded a number of opportunities
to edit the data before a ticket is printed or to
abort the preparation of the ticket if necessary.
Figure 2 depicts the display that appears on the
computer's video monitor as information is entered when preparing a dray ticket.
After all ticket information is entered and verified, the dray ticket is printed automatically, and
transaction files are updated. Up -to -date status of
sales orders, which is readily available, is used to
update the number of units shipped and to make a
comparison with the sales order. An example of a
dray ticket produced by the system is shown on
facing page.
The software contains an end -of -day routine capable of producing a list of all transactions, a list
of cash transactions, and summaries o f tonnage
shipped by product and by carrier. The system
also has the ability to produce special reports for
selected transactions, such as sales to a certain
customer or shipments on a specific sales order,
which may be printed after all shipments for the
day have been completed. After plant reports are
prepared, the computer is set for communication,
and during night hours all sales transaction data
are transmitted to the division office.
Vulcan's Information Services staff was involved early in the project to automate the dray
ticket writing process, and soon after the decision
was made to move in the direction of the automated system, that group began to work closely with
the division initiating the project. The support and
direction provided by Information Services inMANAGEMENT ACCOUNTING /AUGUST 1985

creased the probability of the project's ultimate old system. The second was the elimination of
success and ensured that the plant computeriza- transferring transaction data from punch cards to
tion o f o t h er Vu lcan di vis i on s wou ld be computer tape. Vulcan also has benefited markedly from the reduction of errors contained in the
coordinated.
transaction data and reduced costs associated
Benefits Derived from Automated Dray Ticket
with making corrections. In addition to improving
Writing
accuracy, the system has accelerated the issuance
Vulcan was able to derive many benefits from of Vulcan's invoices.
Other advantages of the new system include:
the new system. Hauler productivity increased because the new system improved the movement of
product across the scales. Scale clerks benefited 1. Cash sales tickets are calculated automatically
when tickets are weighed and summarized at
through job enrichment and a much more predictthe end of each day.
able work load. No longer do they have to remain
at the plant long after normal shipping hours to 2. Overshipments are eliminated because up -todate status of a customer's sales order is availcomplete the sales analyses required by their diviable at the plant.
sion office. Individual error rates have been re3.
COD
customers are identified by the system to
duced greatly because many opportunities exist to
prevent unintentional credit sales.
edit input data or abort the preparation of a dray
4. Control procedures for product delivery and
ticket if necessary.
customer billing have been strengthened.
Communication between the scale -house microcomputers and the division office computers has 5. Faster flow of data has narrowed the time lag
in detecting and correcting problems.
afforded Vulcan several benefits. The first was the
opportunity to eliminate costs associated with
transporting the punch cards required under the Planning for Future Development
Development of additional applications for the
new system has become a primary objective for
many of the participants involved in the original
THE NATION'S LEADING PRODUCER OF
CONSTRUC TION AGGREGATES
project inasmuch as the selected equipment has
the flexibility to perform a variety of functions.
Vul can m a ter ial s C om p any
N /
Expansion of the system to accommodate payroll
SOUTHERN DIVISION
data processing plus improved reporting of production and inventory data were recognized as opportunities early in the project. Additional plant
operating report opportunities include:
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1. Preparation of reports relating to equipment
maintenance and utilization can be automated.
2. A tire control system can be established and
maintained at each plant for the equipment assigned to that plant.
3. Electronic spreadsheet creation can eliminate
manual accumulation of costs in plant ledgers
by plant personnel.
4. Quality control reporting may be accomplished
at the plant level instead of the division office
level.
5. Transactions concerning supplies can be recorded, and supply inventory reports can be
prepared at each plant.
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FORM Bog

As time passes, Vulcan probably will discover
additional applications for the distributed information processing system. The company already
has decreased costs, improved employee productivity, speeded up its billing process, increased its
control over product shipments, increased the
profitability of its aggregate plants, and increased
customer satisfaction j ust through the use of
microcomputers.
❑
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Enhancing Revenues
via Distribution Cost Control
The `bible' on distribution costs was written 30 years ago
but ma na gement a ccounta nts may still be neglecting this area—
and the opportunity —to increase corporate revenues.
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By Richard Vangermeersch
and William T. Brosnan
Controlling distribution costs is just as important
as controlling production costs. Right?
If we agree with that statement than we should
be acting on our belief and do more to break out
such costs and analyze them for opportunities to
enhance corporate revenues. After all, it has been
30 years since the definitive work in this area,
Heckert and Miner's Distribution Costs, was published.' They listed 43 units of analysis, including
both order - getting and order -filling costs, for
which accountants could gather information for
cost control.
As food for thought, we have chosen 14 of the
43 units of Heckert and Miner for examination
from a revenue point of view. Two others were
added as well. We apply three case studies drawn
from the same company to illustrate three of the
un its.
Th e 16 u nits of distrib u tio n an alysis for revenue
en h an cem en t are sh o wn in Tab le 1. If yo ur com p an y d o e s n o t h ave t h is in fo rm ation or h as th is
in f o r m a tio n b u t d o e s n o t u s e it f or r even ue e nh a n c em e n t , th e t im e f o r a c t io n is n o w . Yo u
sh o u ld ex a m in e each o n e w it h t he q ue stion s of
"Do es m y com p an y kn o w th is?" and of "How can
we u se th is d ata for enh an cin g revenue ?"
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The first point for using distribution cost control data to enhance revenue is number of sales
transactions classified as to size, hour of day, etc.
When the Heckert and Miner book was written,
the advanced machinery of today for data collection was not available. If this advanced machinery
had been available then , most, if not all, of their
items of analysis would have been collected. The
data that should be collected for each sales transaction include catalog number of item sold, quantity, price, total, date, day of week, hour of sale,
sales person , department, terms of sale, customer
name, old or new customer, how the customer
was informed about the item, coupons used, and
so on.
The catalog number of the item sold gives information on "hot " items, so that the firm can be
sure to have enough of these items on hand for
sales purposes. Because of the time factor involved
in getting the "hot " items on hand , a manager
must know immediately about an unexpected upsurge in demand . The Cabbage Patch doll fad of
the 1983 Christmas season illustrates the necessity
of having current information.
The quantity of each order also is a factor in
measuring the consumer interest in the item. The
price data would be very useful if a multi -store
company is testing consumer reaction to different
prices for the same item. The total also gives a picMANAGEMENT ACCOUNTING /AUGUST 1985

ture of the magnitude of individual customer interest, and the date is crucial for monthly budgeting information. Knowing the day of the week is
useful in order to measure the impact of different
advertising compaigns. It also may give a clue as
to what days to staff for unusually high demand
right down to, perhaps, the hour of the day. Customer name can give the basis for a customer
mailing list and other customer information data.
The notation of the sales person may be a guide as
to the interest of the sales person in the item and
might be used as a reward for activity handled.
The terms of sale give management clues as to the
consumer reaction to different terms of credit.
Customers should be asked, at least on a random
basis, about their views on credit. If the customer
is new, a question can be asked about how the customers learned about the firm. The use of coupons
can be noted, in order to measure the effect of that
inducement for increased sales. The same type of
analysis can be used for point 2, number of sales
orders classified as to size, hour of day, and so on.
The third unit is number of quotations made.
Without a control system for quotations made,
the firm will not have information to judge the
success, or lack of success, of bid policies and processes. Uncoordinated and relatively undocumented bids leave middle and top management in a
quandary as to what to do. Accountants should
provide information for the bid process. Not only
should the estimated cost of goods sold and direct
expenses associated with the proposed sale be
known by the bidders but much more should be
known in a manufacturing firm as well. The accountant at a manufacturer should provide a variable cost amount (direct materials, direct labor,
variable overhead, and other variable expenses associated with the sale), so that a contribution margin amount can be determined. With this information, a more rational bid decision can be made.
Middle and top managers can then review more
than just the sales revenue lost.
Building Supply Company: an Illustration
Let's look at a lumber and building supply company to illustrate these points. The company requires major investments in inventory and receivables. Total return is heavily influenced by three
controllable factors: gross margin on sales; turnover of inventory; and the length of time that sales
invoices are outstanding. The company has eight
stocking locations and $20 million of sales with a
breakdown of 65% contractor and 35% retail.
A larger part of the company's contractor business is obtained as a result of outside sales people
preparing a materials specification on a job for a
contractor. There are three stages of materials
specifications: estimates, quotations, and contracts. An estimate is an informal costed and exMANAGEMENT ACCOUNTING /AUGUST 1985

tended bill of materials used as the starting point
for negotiations. A quotation is a formal offer to
supply specific quantities of materials at an established price. A contract is an accepted quotation.
Information on the effectiveness of the process is
of vital concern to management.
When the design specification for the company's new computer system was prepared an opportunity arose to include provisions to extract
data for measuring the effectiveness of the quotation process, from the flow of daily transactions.
Listed in Table 2 are some of the features supporting quotations designed into the system. With machine support for identifying items, providing
costs, and preparing estimates, it became comparatively easy to compile information on bid size,
success rates, and gross margin. As might be expected, some sales representatives consistently
converted more estimates into contracts while
producing the greatest margins. Although much
remains to be done in this area, the company has
begun to exploit this information to improve selling productivity.
The fourth point of analysis is number of sales
representatives -days. This procedure allows a series of correlations to be made from sales and or-
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Table 1
Using Distribution Cost Control Data
To Enhance Revenues: 16 Key Points
1. Sales transactions classified by measures such as size and hour of day
2. Sales orders classified by measures such as size and period

in which received
3. Quotations made
4. Salesmen —days
5. Calls on old and new customers
6. Days of salesmen's travel
7. Customers classified as to location, annual volume
B. Returns and allowances classified as to cause
9. Units of advertising space or time used in various advertising media
10. Units of advertising pieces mailed by letters, circulars, folders,

and calendars
Pieces of advertising material distributed
12. Samples distributed
13. Demonstrations made
14. Inquiries received
15. Orders on backlog
16. Orders withdrawn because not filled on time.
11.

ders to individual sales reps and to days and even
hours. With revenue tied into individual sales persons, top management can obtain a further measure as to the success or failure of individual sales
reps. It could be possible to include contribution
margin figures with the sales revenue figures, so
that middle and top management could gauge success in this area as well as sales revenue. Top sales
persons may have developed sales techniques
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which could be taught to others in the organization. It is possible that middle and top management may reallocate both sales reps and sales time
to more productive use. With a good cost control
system in place, as well as this revenue control
system, a cost/benefit analysis could be made.
The fifth point is number of calls on old and
new customers. It is difficult at this point not to
think of Willie Loman in Arthur Miller's classic,
The Death ofa Salesman. Willie's old customers
had faded away and he was forced into calling on
new customers with a straight commission arrangement. That situation was too much for Wil-

Table 2
Capabilities Required for Quotations Control System
Enter and maintain current market costs for an item.
Enter and maintain material specifications and prepare costed and
extended estimates.
3. Print a formal quotation from an estimate.
4. Control, monitor, and report the age and status of a quotation.
5. Pass an accepted quotation to a contract file.
6. Assign planned delivery dates to materials on a contract.
7. Adjust planned item requirements by date based on contracts outstanding.
2.

lie to handle. Somehow a firm must reward sales
persons who are trying to "beat the bushes" for
new customers, for they are always needed. Middle and top management must learn to tolerate
the poorer short -run performance of the sales representatives taking a much tougher route. The accountant wants to be sure that there are' control
devices in place to assure honesty in the reporting
of new customers.
The sixth point is number of days of sales travel.
Being on the road is a very expensive means of
selling. The amounts of gross revenue, gross profit, and contribution margin must be continually
compared to the salary and travel cost of the sales
staff. The firm should be sure that its sales representatives are pushing the type of items that yield
significant contribution margin.
The seventh unit of analysis is number of customers classified as to location, annual volume,
and other significant indicators. There should be a
customer profile network which includes such
other items as catalog numbers purchased, quantities for each item, gross profit, contribution margin, and sales staff calls. The location of the customer is a key for much demographic data and
gives very significant clues as to where to make
major selling efforts. The annual volume of the
customer discloses much useful comparative data
because the selling organization needs to know the
trend analysis of sales to each major customer.
Not only should the comparative study be done
by dollar sales but also by the catalog numbers
58

purchased and by quantity of each item. A weakness in any product must be spotted immediately
and investigatory steps taken. The longer there is
a wait, the more conditioned the customer is to
purchasing the good from someone else. This
analysis also gives information on the average size
of an order, to ascertain if grouping of orders is
suggested. The gross profit estimated for the sales
revenue generated by each customer again gives a
measure of the desirability of the customer. This is
also true for the contribution margin figure. The
number of sales calls provides information on the
contact between the firm and the buyer and may
give a clue as to where more contact is needed.
Motivating Sales Reps
The management of the lumber and building
supply company has adopted an incentive - driven
procedure for motivating sales staff to pursue corporate goals. The traditional straight commission
pay plan is being augmented in several ways. First
the new plan replaced credit for generating dollar
sales with a combined commission plan that is primarily a sales- driven reward although payment is
timed to match collections rather than sales. In
addition, products are grouped by relative importance in the company's marketing strategy and the
ability of each to contribute return on investment.
Commission rates were established for each product group. Finally, bonus increments were added
for above- target gross margin contracts and first time contracts with new accounts. These steps
have begun to produce improved cash collections
and an expanded list of active accounts. Table 3
lists some of the design criteria incorporated in
the system to support the incentive pay plan and
sales analysis.
The eighth point is number of returns and allowances classified as to cause. It does no good,
and probably much harm to customer relations to
have sales returns and allowances. A firm should
keep a record of the catalog number of each return, its quantity, and its value. A lot of returns
can indicate a quality control problem either with
a supplier or with the manufacturing division of
the firm. The firm then changes its emphasis from
gross revenue to net revenue. It may be that the
customer becomes so annoyed at the situation that
the customer chooses a competitor.
The ninth item is number of units of advertising
space or time used in the various advertising media.
Accountants must be in the forefront of a continual testing of the effectiveness of each medium.
Control devices should be integrated with each
advertisement, so that the firm can measure if the
sale was related to the advertising effort. Even
su ch a co rn y commen t as "Tell J i m th at Jo e
Smith said to drop in" has some merit in measuring the cost /benefit of the advertisement.
MANAGEMENTACCOUNTING/AUGUST 1985

The tenth point of analysis is number of units of
advertising pieces mailed: letters, circulars, folders,
calendars, and so on. With the cost of business
constantly increasing, control devices must be
used to pinpoint the best mix of a mail campaign.
The management accountant must be involved in
this process so that the mix yielding the highest
return of sales minus variable costs is chosen. The
eleventh unit of analysis is number ofpieces of advertising material distributed.• window cards, store
displays, inserts, etc. The twelfth unit of analysis
is number of samples distributed, and the thirteenth is number of demonstrations made. These
last three points of analysis are similar to the
ten th point as far as co n t ro l devices are
concerned.
The fourteenth is number of inquiries received.
The first role of the accountant is to be sure that
there is an acceptable system of recording the inquiries. Often employees believe that it is in their
best interest to fabricate inquiries so that activity
appears significant. The next step is to ascertain
how the inquirers learned about the item. The accountant should then be sure that there is a follow-up to each inquiry and then notification made
if a sale occurred.
Improving Customer Service
Customer service is critical at the lumber and
building supply company. Customers expect a sufficient stock of basic materials will be on hand for
immediate delivery when required. Price is important, but a contractor with schedule commitments
to meet and men and equipment assigned to a job
site looks to suppliers who can respond quickly.
Customer service is attacked on two levels. First,
known future delivery commitments and scheduled receipts from vendors for an item are used to
evaluate the adequacy of stock of an item weekly
for a time horizon going out six to 10 weeks (the
restock lead time for most items). The casual demand expected on a weekly basis is factored by
using a statistical forecast, and a list of suggested
action items is developed. Regular purchasing reviews are augmented by this tickler system and
shortages are anticipated and corrected before becoming critical.
The secondary level includes efforts to track
and report actual performance by measuring the
times an item is shipped late, requires a backorder, or is cancelled by a customer due to stock outs. Analyzing this data gives management an
idea as to how well the stocking decision matches
customer demand. A control system for inquiries
should have the ability to:
Maintain multiple ship -to addresses for a customer and reference each shipment to a job
site.
MANAGEMENT ACCOUNTING /AUGUST 1985

2. Print an invoice directly (one step) or use order entry, picking, and confirmation prior to
invoice printing (two steps).
3. Create back orders or cancellations for items
not delivered.
4. Accept a planned future delivery date for
each item on an order.
5. Schedule a firm delivery date for an item.
6. Reserve quantities scheduled for delivery.
7. Maintain statistics by item on each of the
following:
a. Times back - ordered,
b. Times late,
c. Cancellations due stockouts.
8. Maintain and report the following information by item:
a. Stock status by stocking location,
b. Planned future shipments by customer and
date,
c. Planned future receipts by vendor and
date.
Table 3
Capabilities Required for Commissioned
Sales Staff Control System
Support a commission class for each item.
2. Support a salesman number for each customer.
3. Calculate commission due on sales.
4. Calculate commission payable due on collections.
5. Retain detail and selectively report sales cost and margin by customer.
6. Retain detail and selectively report sales cost and margin by item.
7. Support a 13- period year,
B. Report summary information by both item category and customer class.
9. Report information on units, revenue, cost, and margin.
10. Provide a salesman commission report that shows sales by item, commission class, invoice, and customer.

9. Recognize and report on demand the following types of item shortages:
a. Actual shortage,
b. Scheduled shortage,
c. Planned shortage.
10. Reference a list of potential substitutes for
each item.
11. Interface with and reference customer and
item data including advisory messages on customer's free credit limit and item availability.
12. Inquire on open orders by item, by customer,
or by order number.
13. Enter noncontrolled change date to the customer master file on line at time of order including addition of new customers, job sites,
and contracts and changing existing customer
information.
14. Handle multiple shipments per order.
15. Invoice each shipment separately.
16. Enter sales order information only once to the
system.
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17. Process standing and blanket orders.
18. Process new customers and the corresponding
orders during same cycle.
19. Apply sales tax, freight terms, and any miscellaneous charge as a standard feature.
20. Provide for an inquiry capability on customer
data by customer number or customer name.
21. Perform all complete editing and validation of
data before system updating including intersystem update (general ledger, inventory, accounts receivable).

pm-

Related to point 14 are the last two points:
number of orders on backlog and number of orders
withdrawn because not filled on time. If an order
has not been filled within the established length of
time, accounting and marketing persons must

point that order for special action. The revenue,
gross profit, contribution margin, and net profit
before taxes lost should be highlighted, as well as
the reasons why the orders were not filled.
Management accountants should expand their
involvement with distribution costs control in order to increase revenues. There are techniques to
control distribution costs but they are not in wide
use. These techniques must be adapted to provide
information for revenue enhancement strategies.
Accountants must learn to show the same degree
of interest and concern about using distribution
cost data for revenue enhancement purposes as
they show production costs analysis. The time is
now.
'1. Brooks Heckert and Robert B. Miner. Distribution Costs. Second Edition, The
Ronald Press Co.. New York, 1953.

Research
20-444
firms with sales greater than $500 million, in
64% of the $1004500 million category, and in
47% of the less than $100 million category.
• "Severance compensation for displaced employees" was available in 78% of the firms with
sales of $100 million or more and in 48% of
firms with sales under $100 million.
• "Vacation accruals for displaced employees"
was available in 78% of the firms with sales of
$100 million or more and in 48% of the firms
with sales of less than $100 million.
• "Formal or informal pension provisions for displaced employees" was available in 76% of the
firms with sales of $100 million or more and in
48% with sales of less than $100 million.
In 59% of the firms, net income from the use of
released resources was included in the product
abandonment decision. However, only 19% ofthe
respondents stated that this was a major reason
for abandoning a product. Overhead and /or joint
costs were reassigned to the remaining products in
88% of the firms.
Although the majority of firms used profitability
and contribution reports for decision making, the
costs included in these reports and the methods of
allocation make their accuracy questionable.
Given the importance of the decisions that are
being made using these reports, the management
accountant has an opportunity to improve his
standing in the organization by developing databases designed for decision making at the highest
levels rather than adapting systems designed for
external reporting to meet these needs.
Given the importance of financial measures
such as profitability, contribution, and return on
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investment when making the product abandonment decision, the accountant has a major role to
play in the development of these measures and
making certain that top management does not
misinterpret the reports.
Marketers have often been criticized for their
lack of bottom -line orientation regarding some expenditures. Accountants can play a major role in
this regard. For example, the accountant should
have the cost information available to encourage
marketers to consider how the proposed increase
in expenditures will affect profitability as well as
the sales increase that would be necessary just to
break even with such a strategy.
Finally, the product profitability reports used
by management were of questionable accuracy
given the costs that were included (or not included) and the methods of allocation used. It would
seem that the opportunities for the management
accountant are indeed substantial, and they are
explored in a prescriptive manner in Chapter 6.
The research report also deals with such topics as
corporate policies /procedures on product abandonment, frequency, and number of product deletions, relative importance of product abandonment, criteria used to identify weak products and
their importance, variables used to make the product abandonment decision and their importance,
strategies considered as alternatives to product
abandonment, and strategies employed when
abandoning products.
D.M. Lambert, CPA, Ph.D., is PepsiCo Professor in
the Graduate School of Business Administration,
Michigan State University.
J. U. Sterling, CPA, Ph.D., is assistant professor of
marketing in the Graduate School of Business at
the University of Alabama.
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Conscos Accounting
Information System
LetsYOUTakeFinancial
Information Processing
BeyondTheGeneral
Ledger.
An ordinary general ledger system can snafu
your battle plan in the war on accounting problems.
To defeat the oncoming platoons of reporting and
analysis requirements, you need instant access to all
financial data. In the format you want it in, not some
programmer's idea of a format. And what's more, you
want it without data processing limitations or restrictions. The strategy: AIS from Consco, a user - oriented,
mainframe computer system providing you with
accounting and financial information customized into
any format you require.
AIS, Accounting Information System, is General
Ledger plus everything else you wish you could do
with your present system, but can't. A full - fledged,
on -line information management system capable of
integrating and reporting on accounting data from
your entire company, no matter how large or diversified. And providing your management with the
information it needs to do its job.
AIS includes such capabilities as work order management, construction work in progress, cost control
and analysis, project reporting, encumbrance accounting and an unlimited number of custom applications
you specify.
And for the company required to prepare consolidations, there's CONSOL Consolidation System,
the only consolidation system ever developed that
actually automates the tedious tasks involved, such as
reconciling intercompany accounts and producing
management reports. CONSOL does it with a unique
design which allows it to produce results up to 200
times faster than any other system, even on such complex applications as reporting in conformance with
FASB 8, FASB 14, FASB 33, FASB 52, the preparation
of schedules as required by SEC and IRS, as well as
the preparation of analysis and operating statistics as
required by your management. It even permits the
design and formatting of an infinite variety of reports
combining items from various schedules and time
periods, with multiple formats in a single report.
Retire that cranky old General Ledger system and
promote your financial data
processing up to Consco's
systems. Better strategy for
better financial management.

CO n 4 ; Z r n

Fordetails, callus at
(201) 561-2111
or write to:
o:

400 Corporate Court, South Plainfield, N) 07080
Circle number 30 on reply card.

PART 2

Practices and methods that accountants
and the rest of the financial world have
found acceptable for some part of the
last 500 years should not be discarded
merely because the costs or benefits of
retaining them cannot be decided by
`scientific test.'

BMTOrfiLINE
t
Robert A. Morgan,
now retired, was
controller of Caterpillar
Tractor Co. for 21
years. He served five
years as a member of
the FASB and prior to
that five years on the
FASAC and was a
drafter of the
Conceptual
Framework.

This second article is one of a series comprising excerpts from a book manuscript, "Bottom Line, " by
Robert A. Morgan.
Mr. Morgan served as an FASB member from
1978 through 1982. Prior to that appointment he
was controller of Caterpillar Tractor Co. for 21
years.
By Robert A. Morgan
In the previous installment, the discussion ended
with comments that although the Financial Accounting Standards Board had spent 12 years on
its Conceptual Framework project —which is still
incomplete —and had discussed recognition and
measurement in extraordinary depth, the time
spent was worthwhile because the Board had considered all points of view.
What is to be regretted is that the Board has
straddled the issues of historical costs vs. current
costs. Consider the final paragraphs of Statement
of Financial Accounting Concepts No. 5:
88. Initial recognition of assets acquired
and liabilities incurred generally involves
measurement based on current exchange
prices at the date of recognition. Once an asset or a liability is recognized, it continues to
be measured at the amount initially recognized until an event that changes the asset
or liability or its amount occurs and meets
the recognition criteria.
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89. Events that change assets and liabilities
are of two types: (a) inflows (acquisitions of
assets or incurrences of liabilities) and outflows (sale or other disposal or loss of assets
and settlement or cancellation of liabilities)
and (b) changes of amounts of assets while
held or of liabilities while owed by the entity. The l at ter als o are of two types: (i)
changes in utility or s ubs tance and (ii)
changes in price. Examples of changes in
utility or substance that are recognized in
current practice include use of assets in production, depreciation of assets used in administrative activities, and fire damage to
assets.
90. Information based on current prices
should be recognized if it is sufficiently relevant and reliable to justify the costs involved
and more relevant than alternative information. The merits of recognizing changes in
prices may be clear in certain cases, and, as
already noted, some price changes are recognized in present practice. In other cases, the
relative merits of information based on current prices and alternative information may
be unclear or may be a matter of dispute. In
considering the application of the fundamental recognition criteria, those relative
merits must be evaluated in the light of the
circumstances of each case.
SUMMARY
91. Most aspects of current practice are
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consistent with the recognition criteria and
guidance in this Statement, but the criteria
and guidance do not foreclose the possibility
of future changes in practice. This Statement is intended to provide guidance for orderly change in accounting standards when
needed. When evidence indicates that information about an item that is more useful
(relevant and reliable) than information currently reported is available at a justifiable
cost, it should be included in financial
statements.
By providing criteria for resolving issues that
involve accounting recognition, the FASB has
(tentatively) provided useful guidance to the profession. By deriving the recognition criteria from
the qualitative characteristics delineated in Concepts Statement No. 2, the Board took two important steps. The first was a demonstration of how
the Conceptual Framework can and is to be used.
The second was that the Board's Statement on
recognition and measurement spelled out in fairly
unequivocal terms four fundamental criteria. This
important step has been long overdue, and the authoritative pronouncement it makes should lay to
rest many long -time theoretical arguments about
recognition. Not all of the arguments will end,
however, because the Board has said many times
that concepts statements do not establish generally accepted accounting principles and accordingly
cannot be enforced by either the accounting profession or the SEC without further action.
Current Costs vs. Historical Costs—
Continuing Conflict
The arguments about how elements of financial
statements should be measured seem no closer to
resolution now than when the Board undertook
the topic several years ago. By saying that "information based on current prices should be recognized if it is sufficiently relevant and reliable to
justify the costs involved and more relevant than
alternative information... ," the Board has resolved nothing. Preparers and practitioners may
be encouraged to construct elaborate and possibly
perverse rationales for the sort of measurement
that suits their purposes best. Theoreticians—either from the profession, government, or academe —will continue to write ad nauseum why
current costs are the superior measurement methods or vice versa.
Such theoretical debates might have continued
unabated if the Board had not equivocated, but
the issuance of an authoritative Statement about
measurement might have quieted some of the
coattail hangers -on who prepare articles for pub lish-or- perish reasons rather than because of deeply felt, conscientious reasons. The deeply consciMANAGEMENT ACCOUNTING /AUGUST 1985

entious theorists may or may not be convinced by
FASB concepts statement logic any more than
they may or may not be convinced by other theorists' reasoning. I hope that if someday the Board
gets off its straddling position and endorses either
current cost theories or historical cost arguments,
it will do so in a way that a high percentage of
other theoreticians agree — rather than in any arbitrary way.
Costs vs. Benefits
During my tenure as an FASB member, I also
attempted to convince other members that the
Board should issue an official statement address-

For numerous reasons, the Board
has not come to grips with the matter
of economic consequences as a separate,
independent subject.

ing the economic consequences of alternative accounting principles. Two sources prompted this
idea. The first source was my company. While
controller at Caterpillar, I was involved in preparing a corporate public statement in which we pronounced our intention to avoid making accounting ch an ges th at were "... un ex p ect ed ,
extraordinary, or special... " In that published
statement the company said, "In the determination of our business income, it is, furthermore,
deemed prudent. to recognize as gains only those
increments of capital which are realized or can, in
the ordinary course of business, be properly considered to be realizable, while at the same time
making provision not only for losses already sustained but also for those which, within reason, can
be anticipated." This embracing of a relatively
conservative method of accounting was inherited
from policies and practices the company had followed for a half - century. Concern for the economic status of the shareowners guided company officials wh o reas o ned th at high- qual ity,
conservatively calculated earnings would never
need retroactive downward adjustment with the
sometimes traumatic result that accompanies such
adjustments.
Th e seco n d so urce was th e FASB. In the
FASB's early days, much activity concerning economic consequences was occurring. Some events
that seemed encouraging to one who believes financial accounting has a responsibility for avoiding unfavorable economic consequences included:
1. A recommendation by the Financial Ac63

counting Foundation's Structure Committee
(Findi ng No. 9) in April 1977 that the
FASB's due process should include procedures to gather comprehensive information
about the potential economic impact of a
proposed pronouncement.
2. Sponsorship by the Board in February
19 78 o f a semi nar on economic consequences where authors of 22 papers previously solicited by the Board elaborated on
their conclusions and submitted to criticisms and questions by experts and general
attendees. Several papers later were reprinted in sp eci al b o o k s an d pro fes sio nal
journals.
3. Activation of the project on accounting
for changing prices. In the early days of the
Financial Accounting Standards Advisory
Council, 75 -80% of its members agreed with
my recommendation that it was urgent for
the FASB to offer guidance on how the
then - rampant inflation should be dealt with
in published financial statements of business
entities. It was reasoned and argued and
agreed that without some disclosure of the
effects of inflation, users of financial statements would suffer (or perhaps enjoy) economic consequences of unmeasured extent
because overall indices of inflation were unlikely to be applicable to a specific entity.
When the project was started in 1978, supporters of the idea that economic consequences always must be a primary concern
of financial accounting standard setting believed the Board was living up to its purpose. This view was reinforced when in September 1979 Statement No. 33, "Financial
Reporting and Changing Prices," was published and included in the description of its
objectives:
"It also calls for the provision of information about the economic resources of an enterprise in a manner that provides direct and
indirect evidence of cash flow potential, and
it concludes that management is accountable
to the owners for protecting them to the extent possible from unfavorable economic impacts offactors in the economy such as inflation or deflation. "' (Italics mine.)
Should Financial Reporting Have
Economic Consequences?
For numerous reasons the Board has not come
to grips with the matter of economic consequences
as a separate, independent subject. Perhaps the
unwillingness to deal with the topic can be attributed to the ongoing influence of highly respected
ex- member Oscar Gellein, who said in 1978:
"Should standards of financial reporting and
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changes in them have econo mic consequence? Of course they should. It is the kind
of consequence that is at issue....
"At the highest level, the purpose of the
Board is to work toward a quality of financial reporting that makes the greatest contribution to efficient allocation of economic reso urces. Fi nancial rep o rt i n g s erves a
significant social purpose if it furnishes unbiased information to those making decisions to sell or not sell, buy or not buy, lend
or not lend, put or call, waive payment or
accelerate it, or whatever. That information
must be both relevant and fair, favoring neither the selling shareholder nor the buying
shareholder, neither the original lender who
wishes to be relieved of his creditor position
nor the party interested in assuming a creditor position. Further, financial reporting
must be evenhanded in its treatment of companies seeking capital or concerned about
their credibility in the capital market. Surely
an orderly, well - informed capital market is
in the long -run interest of business and the
public and in fact essential to the realization
of the maximum benefits from an intricate
economic society. That in itself is a worthy
goal to be sought.
"The Board, in my view, should guard
zealously against designing financial reporting to bring about specified economic ends
other than contributing to efficient and equitable allo catio n of econo mic resources.
There are several reasons for this:
Design of accounting to accomplish a
specified goal may, and likely would,
thwart accomplishment of the goal that
financial accounting is competent to do—
furnish some of the important information needed to effect equitable allocation
of resources. In fact, to attempt to do so
may undermine the attainment of the role
that financial reporting is uniquely competent to perform.
Even if standard setters were to attempt
to design financial reporting to fulfill national goals, they could not be sure that
the design would have the desired effect
because of unpredictable rippling effects.
They probably would miss the goal more
often than hit it.
National goals are rapidly shifting. Financial reporting would need to be designed and redesigned repeatedly to keep
up with changes in goals, and even then
with little likelihood of success. Just
imagine an effort to design accounting to
dampen the economy when it is too active and to goose (sic) it up when it is too
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lethargic.
Standard setters have neither the prescience nor the competence to make the
value judgments necessary to assess national goals and the various ends to be
sought and how to attain them."
Because many accountants wish to be disassociated with any idea that smacks of "national planning," Mr. Gellein's ideas that accountants should
guard against tying financial reporting with specified economic ends has been used frequently as an
argument against accountants concerning themselves with "economic consequences" in general.
Can One Calculate Costs and Benefits of
Change?
It is more likely the Board has shied away from
assuming an economic consequences policy because it has not determined a satisfactory method
for calculating the costs and benefits that may result from implementing a particular change in accounting practice. I discussed this problem at
some length in my article, "TB > TCT' (Total
Benefits Greater than Total Cost ?), in The Accounting Forum, Volume 51, No. 1, December
1981, published by Baruch College.
At the time the TB >TC article was written, I
hoped that a combination of economic consequences commentary by FASB constituents and
insistence by the Board on quantification of economic consequences assertions would lead to a
high priority of the costs vs. benefits aspect of
each FASB project.
A review of the Board's January 1984 "mission" discloses the following "precept ": "To promulgate standards only when the expected benefits
exceed the perceived costs. While reliable quantitative cost - benefit calculations are seldom possible,
the Board strives to determine that a proposed
standard will fill a significant need and that the
costs it imposes, compared with possible alternatives, are justified in rel ati on to the overall
benefits."
No reasonable person would argue with the
precept. It is like patriotism and motherhood and
should be acceptable to all who seek improvement
of financial accounting. The trouble is that FASB
staff members and a number of Board members
believe that the conclusion of the Cost Accounting
Standard Board's consultants in 1978 is equally
applicable to the Financial Accounting Standards
Board:
"Our conclusion is that no objective cost benefit calculation in aggregate quantitative
terms is possible for CASB Standards as a
whole or for any of them individually. Reasonable people, with some experience in
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such matters, acting responsibly in a spirit
of compromise using such reliable information as can be gathered together, will make a
'calculation,' as they must if anything is to
be done. But the calculation will be in ordinal rather than cardinal terms; it will be
rough, rather than precise; it will always be
subject to revision, rather than fixed in
stone. The situation is no different from that
concerning the merits of many other laws,
rules, regulations, and administrative decisions. Nor is our conclusion different from
the conclusion reached by those concerned
with the cost - benefit problem confronting

If the FASB had been created
soon after Adam and Eve left
the Carden of Eden, it could have placed
relevance and reliability above
all else and even might have gotten
them included in the Ten Commandments.

the Paperwork Commission, for example.
"The reaso ns are cl ear: The costs and
benefits that result from the promulgation of
a Standard are indirect, as well as direct;
they follow with a lag, which may be distributed over some time, as well as immediately;
they depend on the circumstances holding —
and other actions taken —at the time the
Standard was determined, and also on later
developments. In the present state of knowledge—or any forseeab1e future state— therefore, it would be futile to try to trace and
determine the respective magnitudes of all
the costs and benefits. Further, in order to
sum up the costs and the benefits, and compare the totals, a dollar value must be placed
on each of them, including the rate of discount necessary to combine costs and benefits spread over time. People differ on these.
For these reasons, the merits of any Standard, or of the Standards as a whole, can be
decided finally only by judgments that are
largely subjective. They cannot be decided
by scientific test."
If the FASB were in the position of inventing
financial accounting, it could be completely objective and technically correct in its pronouncements
without much concern about costs versus benefits.
In the days of Genesis there were no entities expensing interest and none proclaiming that inter65

est should be capitalized. All similar arguments
about capitalization versus expensing, off - balance
sheet financing, current costs versus historical
costs, and the like had not appeared. If the FASB
had been created soon after Adam and Eve left.
the Garden of Eden, it could have placed relevance and reliability above all else and even might
have go tt en th em in cl u ded in th e Ten
Commandments.
Unfortunately, double entry bookkeeping is
about to celebrate its quincentennial, and the 21st
Century is about to arrive. Practices, customs,
conventions, and methods that accountants and
the rest of the financial world have found accept-

if standard - setters and their
government overseers required each
proposed change to be supported by
a statement of resulting
costs vs. benefits.... the interests
of all parties would be served better.

able for some part of the last 500 years should not
be put into the ash can merely because the costs or
benefits of retaining them cannot be decided by
"scientific test." The same can be said about many
proposals for new standards.
Financial Statements Must Be Usable
If readers infer that this is a discourse for reactionaryism or extreme conservatism, they are incorrect. Many specifics of current financial accounting are outdated or otherwise need to be
changed or supplemented so that users of financial reports are not misled, directly or indirectly. I
endorse the Board's efforts to create a Conceptual
Framework as a basic, long- overdue step toward
making financial accounting more logical. It is almost inconceivable that practitioners and scholars
did not require such a framework long ago.
What I am criticizing is the pell -mell approach
that a large number of current scholars would recommend in order to achieve a "science" of accounting. If change to the liking of these "scientologists" were to be adopted, financial statements
would lose their meaning to most users. It has
been determined recently that financial analysts —
the most obvious of financial statement users —
distrust and do not use information that fails to
conform to what has been habitually provided —in
other words, supplemental information about the
effect of changing prices in conformity with FAS
33. If such information had been required to be
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included in primary financial statements, the analysts probably would have chosen some other
source to obtain the information they believed
they needed to reach their important conclusions.
Users not as visible or as vocal as financial analysts, such as bank lending officers, credit rating
agencies, appraisers, and the like, would invent
their own channels of information to obtain current and future data they could compare with past
data and thus observe trends.
If preserving past rules is necessary for users of
financial information to maintain their trend calculations, can any progress be achieved in improving the admittedly imperfect art of financial accounting? I am not, however, despairing that no
progress is possible. Progress (change) should be
made but only where the new is superior to the
old. Change should not be made for change's sake
onl y. Ch an ge wi t h o u t i mp ro vemen t is n ot
progress.
Distinguished educator Dr. Robert K. Mautz
wrote a superb essay on change, "Accounting Objectives —The Conservative View," in the September 1973 CPA Journal. Here is part of what he
said. The remarks seem timeless.
"Conservatism and Accounting Objectives"
"What does all this philosophizing about the
nature of conservatism have to do with accounting and accounting objectives? The relationship should not be hard to see. Conventional accounting has been subjected to
strong criticism. Proposals have been made
for significant change in corporate financial
reporting. Among these proposals are some
that would alter the objectives of financial
reporting and accounting. What should be a
co n s e rvat i ve 's at t i t u d e to ward su ch
proposals?
"First, conventional accounting should be
regarded as neither right nor best. It is subject to improvement just as much as any
other human creation. But the burden of
proof is on those who would displace conventional accounting with something else. If
the conservative is true to his cause, he will
ask: What are the costs of such displacement? What are the advantages? Can these
advantages be established on more than conjectural grounds?
"The deficiencies of historical cost as it is
applied in conventional accounting are well
known. They have been given intensive attention. Yet even with its deficiencies, historical cost has served the business community for a long time. It has worked. It must
have worked reasonably well or it would
have been changed. Certainly it could have
been changed, In a democracy, the will of
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the majority rules. If the majority of those
using accounting data found conventional
practices undesirable, those practices would
have b een ch an ged. To t h e b est o f my
knowledge, there has been no great, secret
conspiracy to maintain historical cost as the
basis for financial reporting in the face of
strong popular opposition.
"To which some will respond, `but you
don't know how much better something else
might have been. You don't know the benefits that might have been obtained by some
alternative because you haven't tried it.' Precisely. And until someone can demonstrate
with valid evidence an excess of the advantages of that alternative over its costs, one
would be imprudent to reject a known and
working system for an unknown one."
Financial Accounting Should Serve Everyone
In many political matters it has become common to refer to the interests of "the great silent
majority." That reference can be made equally apropos financial accounting. Persons who are indirect owners of small bits of public corporations
through their investments in insurance companies,
mutual funds, deposits in banks or savings institutions, and the like are affected by financial accounting rules but are virtually unrepresented in
the "due process" procedures for setting such
rules.
Some apologists for the current procedures argue that it is impossible for all "Aunt Jane" investors to be aware of the changes being proposed.
They argue that professional investors represent
the small individual investors and, further, that
small investors can vote on their satisfaction with
financial results by either retaining or selling their
investments.
Balderdash! Hogwash! The indirect investors
have neither the time nor the ability to judge what
is or is not a change in financial accounting that
may cause an unfavorable economic consequence.
As long as insurance rates, bank interest rates,
and so on are competitive, the indirect investor is

BOTTOMLINE
unable to judge whether his return or his equity
should have been greater.
If the standard - setters and their government
overseers required each proposed change to be
supported by a comprehensive statement of the
costs versus the benefits that would likely result,
the interests of all parties —both direct and indirect —would be served better. Adoption of such a
procedure should not be disadvantageous to the
larger direct investors and creditors. They would
benefit by having increased assurance that proposed changes would have cost - beneficial results,
and at the same time they would benefit by having
fewer, more or less inconsequential, changes to
learn as a part of their analysis of financial statements. Regulators, practitioners, preparers, and academics also ought to support such a procedural
change because the mushrooming increase in the
volume of GAAP should decline significantly.
TO BE CONTINUED

Powerhouse CEO
27-4-4
mind as early as possible."
He's quick to admonish management accountants that to be successful they must take an interest in people and activities around them and be
team players. "Probably most CEOs get there because of th eir concern for the people around
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them —their sincere willingness to take time to
help the other person. Maybe that's why I participated in universities and so forth. Accountants
must remember that to be a successful manager,
you have to take time to help the person next to
YOU."

❑
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By Orville R. Keister

Journal of Accountancy.
11

A udito rs rea d these very
carefully.
16. A prof essio nal group made
up m o st ly o f a cc o unt ing
teachers.
18. Statements issued by the Accounting S tandards Executive Committee.
19, The bible of a tax practitioner.
22. You send 10 -K's, 10 -0's, and
a few other things to it.
23. Promulgated auditing standards in this country.
24. The result of a test (plus experience requirements) for industrial accountants.
25. The first one of this professional test was given in 1896
in New York.
?6 Formerly the Controllers Institute of America.
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In one small respect the accounting profession is like the army —
we communicate with acronyms. How long has it been since you
said first -in, first -out, Securities & Exchange Commission, or Financial Accounting Standards Board? You've probably been saying FIFO, SEC, and FASB. We shorten many expressions, knowing other professionals will understand, but we tend to forget that
to the uninitiated our conversation sounds like gobbledygook.
What makes it even mo re diff icult f or the no nacco untant is
that so metimes o ur abbreviatio ns do n't say what we mean. I n
that case we kno w (o r ho pe) that the listener o r reader will understand, despite what we're saying. Have you said 2/10, n /30
recently? Everyone uses that credit expression to say if the buyer
pays within 10 days, he'll get a 2% disco unt, and if he do esn't
pay within 10 days, he'll have to pay the who le amount. That's
30 (meaning gross 30), fully
what we mean, but we say 2/10,
expecting o ur listener to understand we mean something other
than what we're saying.
How well do you know frequently used accounting acronyms?
To test yo ur skills, see if you can co mplete the f ollowing cro ssword puzzle. No cheating, now! Cover the answers while you're
filling in the blanks. You may be surprised how many you really
kno w.
0
net

DOWN
1 The highest priced item is the
first to go.
2. Basic accounting concepts
being developed and promulgated in Stamford, Conn.
3. Appoints FASB members.
5. Inventory method that would
be good for a coal pile.
6. Its goal is consistent worldwide GAAP.
7 Acco unting standards that
the SEC used to issue.
8. Its major publication is The

ACROSS
4. Inventory early bought is early sold.
6. A group that is attempting to
establish international auditing standards.
9. FASB Statements.
10. Recently established to develop accounting standards
for railroads.
The
next inventory purchase
12.
is the first to go.
13. On the right.
14. The tax people.
15. Its mo nthly p ublicatio n is

Management Accounting.
17. APB discussion memoranda.
19. Promulgates standards on internal auditing.
20. On the left.
21. Like FASB in the cost accounting area.
23. Issues SOPS.
25. Issued ARBs.
26. Seven important men in
Stamford.
27, Made GAAP pronouncements in 1959 -1973.
28, A test for internal auditors.
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Acronym Answers
DOWN
HIFO - Highest -in, first -out. This inventory procedure, although not used
frequently, is mentioned in most intermediate accounting texts. It results in
even further reduction of paper profits than LIFO does.
2 SFAC - Statements of Financial Accounting Concepts. To date, five basic conceptual statements have been
issued. Their titles are
No. 1: Objectives of Financial Reporting by Business Enterprises
No. 2: Qualitative Characteristics of
Accounting Information
No. 3: Elements of Financial Statements of Business Enterprises
No. 4: Objectives of Financial Reporting by Nonbusiness Organizations
No. 5: Recognition and Measurement in Financial Statements of Business Enterprises (issued December
1984 )
The concepts statements, of course,
are not GAAP falling under Professional Rule of Ethics 203.
3. FAF - Financial Accounting Foundation. This group is appointed by electors from the American Institute of
CPAs, American Accounting Association, National Association of Accountants, Financial Executives Institute,
Financial Analysts Federation, and
Securities Industry Association. It is
responsible not only for appointing
the seven FASB members, but also
for raising operating funds for FASB.
(Note: W e have to be careful when
we use acronyms. One time I was
talking about the FAF with a colleague in the finance department,
and he thought I was talking about
the Financial Analysts Federation. I
could tell from his puzzled look that
we weren't communicating.)
5. LIFO - Last -in, first -out. This frequently used inventory flow assumption
usually makes no theoretical sense,
and it makes our balance sheets a little nonsensical, but it usually generates cash because income tax payments are less.
IASC - International Accounting Standards Committee. This group, established in 1973 by several founding
countries (Australia, Canada, France,
Germany, Japan, Mexico, the Netherlands, the United Kingdom, Ireland,
and the United States) and now composed of more than 50 countries, has
issued 24 statements to date on such
subjects as disclosures of accounting
policies, consolidated financial statements, segment reporting, and accounting for research and develop-
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7.

8.

11.

16.

18.

ment activities. Its most recent four
statements are
No. 21: Accounting for the Effects of
Changes in Foreign Exchange Rates
No. 22: Accounting for Business
Combinations
No. 23: Capitalisation of Borrowing
Costs
No. 24: Related Party Disclosures (issued July 1984)
Because the IASC has no police power, it has little clout. In the U.S., for
example, our GAAP comes from the
FASB, not the IASC —to use four acronyms in one sentence!
ASR - Accounting Series Release.
The SEC issued more than 200 of
these between 1934 and 1982. Some
created no waves while others (such
as ASR No. 190 on replacement cost
accounting) shook us up. In 1982 the
SEC changed the name of these pronouncements to Financial Reporting
Releases to reflect their nature better
and to differentiate between FRRs
which are nonenforcement, nondisciplinary releases and the new AAERs
(accounting and auditing enforcement releases), which are disciplinary
in nature.
AICPA - American Institute of Certified Public Accountants. This group,
made up mostly of practicing CPAs,
has been highly influential in the development of GAAP in this country. It
was responsible for the CAP and the
APB, and now it appoints almost half
the FAF members.
SAS - Statements on Auditing Standards. These statements are issued
by the AICPA through its Auditing
Standards Board. Rule 202 of the Institute's Code of Professional Ethics
requires adherence to these generally accepted auditing standards. Departures from them must be justified.
The two issued most recently were:
No. 48: The Effects of Computer
Processing on the Examination
of Financial Statements
No. 49: Letters for Underwriters (issued in October 1984)
AAA - American Accounting Association. This organization has published
several statements and, of course,
ASOBAT (A Statement of Basic Accounting Theory). The thrust of its
publications has been more theoretical than practical.
SOP - Statements of Position. These
releases by the AICPA's AcSEC often
express positions on emerging problems not yet addressed by the FASB
or the SEC. Because so many SOPs
had been issued, the FASB in 1978
expressed concern that the AcSEC
was developing into a competing
standard - setting body. FAS #32 was
issued which said that SOPs are pre-

19.

22.

23.

24.

25.

(erred accounting, but they are not
GAAP falling under Professional Rule
of Ethics No. 203 until, after due process, an FAS is issued on the matter.
Several SOPS still are outstanding,
the oldest of which is SOP 74 -8, Financial Accounting and Reporting by
Colleges and Universities, and the
most recent of which is SOP 83 -1,
Reporting by Banks of Investment
Securities Gains or Losses.
IRC - Internal
Revenue
Code.
Enough said. Outside my office there
are departmental bookshelves containing 39 feet of IRC.
SEC - Securities & Exchange Commission. Established by the 1934 Securities Exchange Act, this body is responsible for regulating the U.S.
securities market. Although it has the
power to establish GAAP in this
country, it has preferred to let the
profession develop its own standards, subject, of course, to its continuing influence, which is considerable. Remember the fiascos about
the investment credit and oil and gas
accounting?
AudSEC - Auditing Standards Executive Committee. This AICPA Committee focused on developing auditing
standards and professional ethics
and provided continuing education
programs for the profession. Now it is
called the Auditing Standards Board,
and, as stated previously, it issues
SASs.
CMA - Certificate in Management Accounting. This examination, administered by the Institute of Management
Accounting, affiliated with the National Association of Accountants, was
given first in 1972. It is a two- and -ahalf -day exam composed of the following five parts:
Part 1: Economics and Business
Finance
Part 2: Organization and Behavior, Including Ethical Considerations
Part 3: Public Reporting Standards,
Auditing, and Taxes
Part 4: Internal Reporting and
Analysis
Part 5: Decision Analysis, Including
Modeling and Information Systems
In 1984, the IMA issued 1,012 new
certificates, bringing the total number
of CMAs to more than 5,000.
CPA - Certified Public Accountant.
The Uniform CPA Examination is administered by the AICPA. It is a two and -a -half -day exam composed of
the following four parts:
Part 1: Accounting Practice
Part 2: Auditing
Part 3: Business Law
Part 4: Accounting Theory
Even though only 10% of the candidates who sit for this exam for the
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first time pass all four parts, there are
now more than 250,000 CPAs.
26. FEI - Financial Executives Institute.
This group has published several influential accounting and reporting
studies. Its recent recommendation
to change to a cash concept for
statements of changes in financial
position has resulted in a dramatic
movement from the net working capital concept. Its monthly publication is
FE, a replacement for The Financial
Executive, formerly The Controller.
Incidentally, we need a score card
to keep track of all the name
changes over the years. Do you remember when we had the NACA
(National Association of Cost Accountants —the old NAA) and the
AIA (American Institute of Accountants —the old AICPA)?

12.

13.
ACROSS
4. FIFO - First -in, first -out. This frequently used flow assumption often is
realistic in terms of unit flow, but, in
periods of inflation, paper profits result. The agony is that this method is
good for the balance sheet but bad
for the income statement, while LIFO
is usually good for the income statement but bad for the balance sheet.
It's a problem worthy of Solomon's
wisdom.
6. IFAC - International Federation of Accountants. This body came into existence in 1977 through an agreement
signed by 63 accountancy bodies in
49 countries. As with the IASC, its
statements on auditing guidelines are
suggestive only —they do not override local standards, such as those
promulgated by the Auditing Standards Board in this country. The auditing guidelines issued in 1984 were
No. 14: Other Information in Documents Containing Audited Financial
Statements
No. 15: Auditing in an EDP
Environment
No. 16: Computer - Assisted Audit
Techniques
No. 17: Related Parties (issued in October 1984)
9. FAS - Financial Accounting Standards. To date, 85 of these statements have been issued on a wide
variety of subjects. Some have been
on general topics, such as leases
(#13) and interest capitalization
(#34), while others have been rather
narrow in scope, such as #73, Reporting a Change in Accounting for
Railroad Track Structures. FASs are
GAAP.
10 RASB - Railroad Accounting Standards Board. Not much has been
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14.
15.

17.

19.

20.

21.

heard from this group, established recently by the U.S. Congress to develop generally accepted accounting
and reporting standards for railroads.
We have had a plethora of accounting standards - establishing groups —
FASB, RASB, CASB (Cost Accounting Standards Board) and now GASB
(Governmental Accounting Standards Board). Are there too many
cooks in the kitchen?
NIFO - Next -in, first -out. This flow assumption is used infrequently but
enough to be mentioned in most intermediate accounting texts. A
speaker recently commented on all
the available inventory procedures —
FIFO, LIFO, HIFO, NIFO, and even
LILO, where you do what you want
with your inventory and you lie low
until the government catches you.
CR - Credit. This abbreviation (not
really an acronym) is derived from the
Latin word meaning something entrusted to another —a loan.
IRS - Internal
Revenue
Service.
Enough said.
NAA - National Association of Accountants. This large organization of
about 100,000 members is very active in research and professional education. Recent research subjects include the new - product decision, the
acquisition decision, how U.S. firms
measure productivity, and managing
microcomputers. Its Management Accounting Practices Committee issues
influential Statements on Management Accounting, the most recent
one of which, No. 4A, issued in 1984,
was on the topic of "Cost of Capital."
ARS - Accounting Research Studies.
Fifteen of these were published by
the APB to generate discussion on a
wide range of subjects from postulates (# 1) to stockholders' equity
( #15). They are not GAAP.
IAA - Institute of Internal Auditors.
This association was organized in
1941 and now has more than 25,000
members. It publishes The Internal
Auditor, engages in research on such
topics as systems auditability and internal audit of inventory control and
management, and offers seminars
and training sessions on subjects of
interest to internal auditors.
DR - Debit. From the Latin word debitum. Debits and credits have been
with us since the 1400s, but some authorities think we may be the last
generation to use them. Future generations may simply use menus to
databases.
CASB - Cost Accounting Standards
Board. This body was established by
the U.S. Congress in 1970 to develop
uniform and consistent cost accounting standards to be used by defense

contractors. It issued 17 standards,
such as those listed below:
No. 400: Definitions (Its first standard,
issued in 1972)
No. 403: Allocation of Home Office
Expenses to Segments
No. 409: Depreciation of Tangible
Capital Assets
No. 416: Accounting for Insurance
Costs
The Congress dissolved the CASB in
1980, but the standards that it issued
remain in force.
23. AcSEC - Accounting Standards Executive Committee. As stated before,
this AICPA committee issues SOPs
and remains influential in the development of accounting and reporting
standards.
25. CAP - Committee on Accounting Procedure. This committee issued 51 Accounting Research Bulletins between
the years 1939 and 1959. Developed
by the AIA (the AICPA), it was the
forerunner of the APB. Several of its
ARBs have not yet been superceded,
so they remain in force. Examples are
No. 45 on accounting for long -term
construction contracts and No. 51 on
consolidated financial statements.
26. FASB - Financial Accounting Standards Board. These full -time members of our "Supreme Court" are appointed for a term of five years,
renewable once. The present Board
membership with previous affiliations
are:
Frank Block
Bache Halsey Stuart
Victor Brown
Firestone Tire & Rubber
Donald Kirk,
Price Waterhouse & Co.
Chairman
Raymond Lauver Price Waterhouse & Co.
David Mosso
U.S. Treasury
Robert Sprouse Stanford University
Arthur Wyatt
Arthur Andersen & Co.
27. APB - Accounting Principles Board.
This group, established by the
AICPA, had 18 -21 part -time members and issued 31 opinions (which
are GAAP, except to the extent
they've been amended or superceded), 15 Accounting Research Studies, four Statements, and numerous
interpretations. It was replaced by
the FASB in 1973.
28. CIA - Certified Internal Auditor. This
examination is composed of the following four parts:
I: Principles of Internal
Auditing
II: Internal Audit Techniques
III: Principles of Management
IV: Disciplines Related to Internal
Auditing
In May 1984, 1,987 candidates sat for
the examination, and there was a
passing rate of around 50% on each
of the four parts.
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"We

veiop
Dennis R. Beresford
National Director of
Accountinm Standards

Ernst & Whinny provides audit, tax, and management consulting services to thousands of companies —
from many of the nation's leading public corporations
to small, emerging businesses.
All these clients benefit from service by professionals who are knowledgeable business people, not just
good accountants and auditors.

So if your Company is looking for a way to develop its
accountants, recommend and support the CMA program.
It's on way of discovering people with high potential.
If you'd like to know more about the CMA program,
complete the requested information and send it to:

And as Denny Beresford knows, the CMA program
helps to develop qualified people. By attaining this
professional designation, these staff members demonstrate a strong commitment to better understanding
complex business operations and understanding and
meeting their clients' needs.
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Department D -2
10 Paragon Drive, P.O. Box 405
Montvale, NJ 07645-0405
Ple as e s end me more informa tion about the CMA progra m.
Name

_

Title

Preparation for the CMA provides an excellent
Company
review of the concepts, principles, and practices that
.Address
are important in Management Accounting. Companies
like IBM, American Express, Johnson & Johnson, GTE,
City
(State)
(Zip)
Pillsbury, Armstrong World, United States Steel and Air
Products and Chemicals, Inc. are providing CMA devel- I Certified Management Accountant
opment programs for their Management Accountants.
L - - - - - - - - - - - - - - -
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A program of the National Association of Accountants
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Open House at

F,

More than 300 business executives
and state and local officials helped
NAA dedicate its $5- million headquarters in Montvale, N.J., May 31.
Following a special reception and
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Clockwise, from top left: Past NAA Presidents Clem Erdahl and Joe Brumit; Past President Ettore and Lovedy
Barbatelli; Montvale .Mayor David Metlitz cuts ribbon as
Executive Director Robert L. Shultis, Mr. Barbatelli,
Warren Byrne, and Jack Vavasour look on; I MA Managing Direct or Ji m Bulloch holds umbrella as his wife
"shoots" ceremony; Bob Paterson and his wife Eileen tour
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10 Paragon Drive
other guests enjoyed an Open House
and tours of the Association's new
home. Although light rain showers
instead of champagne christened the
facility, t he spri nk l e s c oul d n't
dampen the spirits of participants.

rr'91"
3 40 ob

lunchroom; Dean Arnold and Jack Fox talk with FASB's
Bob van Riper as Fred Schulte looks on; William Grollman. Don Baker, and Clark Johnson at luncheon; Chairman Charlie Smith, his wife Ann, and George Webster; Executive Director Shulds with FASB member Victor Brown;
Guests applaud ribbon- cutting with NAA President -elect
Herb Knortz and his wife Lorraine in vanguard
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T

73

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 o f the subcommittee is
structured around a framework for management
accounting consisting of:
1.
2.
3.
4.
5.

Objectives
Terminology
Concepts
Practices and Techniques
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
1 B, "Objectives of Management Accounting,"
complements Statement IA. In th e b ro adest
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 1C,
"Standards of Ethical Conduct for Management
Accountants." Statement 1C provides a code of
ethics to which management accountants are expected to adhere; its provisions fall into the principal categories of Competence, Confidentiality, Integrity, and Objectivity. This publication contains
recommendations for resolving situations involving ethical conflict.
Statement 2, "Management Accounting Terminology," is a glossary 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
74

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 calculat ion for vario us fin ancing
alternatives.
The Subcommittee on MAP Statement Promulgation has a number of projects in process. (See
MANAGEMENT ACCOUNTING, November 1984,
pp.67 -68.) 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
Contract Costing." Coming two years after the
NAA's establishment of the MAP Committee,
this Statement marked the first step toward implementing the Committee's objective "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 Statement 3, "Financial Reporting by Diversified 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 subsequ en t l y were filled by th e ap p ro p r i a t e
standard - setting bodies —the Accounting Principles Board released APB Opinion No. 28, "Interim Financial Reporting," in 1973, and the Financial Accounting Standards Board published 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
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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.
IA
113
1C
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.

1
4
5
6

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

7
10

Fixed Asset Accounting: The Allocation of Costs
Management Uses of the Statement of Changes in Financial
Position

Information about ordering statements 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
foregoi ng li st . As impl ied earli er, S MAP 2,
"Guidelines for Interim Financial Reporting,"
and SMAP 3, "Financial 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 accounting profession. The
MAP Committee, and its subcommittee, would
appreciate hearing your comments, whether they
be plaudits or brickbats.
❑

MAP
8.4.4
W.R. Grace & Co.; Allen H. Seed, III (Boston),
Arthur D. Little, Inc.; Norman N. Strauss (New
York), Ernst & Whi nney; Ed ward W. Tro t t
(Tampa Bay), Peat, Marwick, Mitchell & Co.; and
Robert G. Weiss (Morristown), Schering- Plough
Corp.

SEC Regulations
The Securities & Exchange Commission issued
Staff Accounting Bulletin No. 58, which deals
with LIFO inventory accounting practices. Its basic message is that registrants should look for
guidance on the subject to the Issues Paper issued
November 30, 1984, by the American Institute of
CPAs' AcSEC and Task Force on LIFO Inventory Problems. If a company compares its LIFO
practices to the recommendations made in the Issues Paper and finds that the practices differ, the
company should be prepared to justify why its
practices are preferable in the circumstances.
Financial Reporting Release (FRR) 18 an-
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nounced the adoption by the Commission of new
registration forms for registering securities in connection with business combination transactions.
Form S-4 applies the principles of the integrated
disclosure system to disclosure in the context of
mergers and exchange offers. The new rules were
effective July 1, 1985. An accompanying release,
FRR19, establishes a comparable set of rules for
foreign registrants, which use Form F4.
SEC Release 33 -6577 proposes to amend Rule
3A -02 of Regulation S -X regarding consolidated
financial statements. Current rules state that a
registrant "shall not consolidate any subsidiary
which is not majority- owned." The proposed
amendments would retain the ARB 51 presumption that consolidated financial statements are
more meaningful than separate statements and
would indicate that substance should prevail over
form❑—❑registrants❑and❑their❑auditors❑should❑exercise judgment in determining whether a company
should be combined or consolidated into the reporting entity.
❑
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Standards of Ethical Conduct
for Management Accountants
Management accountants have an obligation to the organizations
they serve, their profession, the public, and themselves to maintain
the highest standards of ethical conduct. In recognition of this obligation, the National Association of Accountants has promulgated
the following standards of ethical conduct for management accountants. Adherence to these standards is integral to achieving the Objectives of Management Accounting. ` Management accountants shall
not commit acts contrary to these standards nor shall they condone
the commission of such acts by others within their organizations.

Objectivity

Competence

In applying the standards of ethical conduct, management accountants may encounter problems in identifying unethical behavior
or in resolving an ethical conflict. When faced with significant ethical issues, management accountants should follow the established
policies of the organization bearing on the resolution of such conflict. If these policies do not resolve the ethical conflict, management
accountants should consider the following course of action:

Management accountants have a responsibility to:
• Maintain an appropriate level of professional competence by ongoing development of their knowledge and skills.
• Perform their p rofessional du ties in accordance with relevant
laws, regulations, and technical standards.
• Prepare co mplete and clear reports and recom mendations after
appropriate analyses of relevant and reliable information.

Confidentiality
Management accountants have a responsibility to:
• Refrain from disclosing confidential information acquired in the
course of their work except when authorized, unless legally obligated to do so.
• Inform subordinates as appropriate regarding the confidentiality
of information acquired in the course of their work and monitor
their activities to assure the maintenance of that confidentiality.
• Refrain from using or appearing to use confidential information
acquired in the course of their work for unethical or illegal advantage either personally or through third parties.

Integrity
Management accountants have a responsibility to:
• Avoid actual or apparent conflicts of interest and advise all appropriate parties of any potential conflict.
• Refrain from engaging in any activity that would prejudice their
ability to carry out their duties ethically.
• Refuse an y gift, favor, o r ho spitality th at wo u ld in fluence or
would appear to influence their actions.
• Refrain from either actively or passively subverting the attainment
of the organization's legitimate and ethical objectives.
• Recognize and communicate professional limitations or other constraints that would preclude responsible judgment or successful
performance of an activity.
• Communicate unfavorable as well as favorable information and
professional judgments or opinions.
• Refrain from engaging in or supporting any activity that would
discredit the profession.
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Management accountants have a responsibility to:
• Communicate information fairly and objectively.
• Disclose fully all relevant information that could reasonably be
expected to influence an intended user's understanding of the reports, comments, and recommendations presented.

Resolution of Ethical Conduct

Discuss such problems with the immediate superior except when
it appears that the superior is involved, in which case the problem
should be presented initially to the next higher managerial level. If
satisfactory resolution cannot be achieved when the problem is
initially presented, submit the issues to the next higher managerial
level.
If the immediate superior is the chief executive officer, or equivalent, the acceptable reviewing authority may be a group such as
the audit committee, executive committee, board of directors,
board of trustees, or owners. Contact with levels above the immediate superior should be initiated only with the superior's knowledge, assuming the superior is not involved.
Clarify relevant concepts by confidential discussion with an objective advisor to obtain an understanding of possible courses of
action.
If the ethical conflict still exists after exhausting all levels of internal review, the management accountant may have no other recourse on significant matters than to resign from the organization
and to submit an informative memorandum to an appropriate representative of the organization.
Except where legally prescribed, communication of such problems
to authorities or individuals not employed or engaged by the organization is not considered appropriate.
'National Association of Accountants. Statements on Management Accounting: Objectives of Managemeni Accounting, Statement No. IB, New York. N.Y., June 17, 1982.
As a service to members. NAA is reprinting this statement on "Standards of Ethical Conduct for the
Management Accountant "You can obtain a copy of ibis statement (SMA le) by sending Sf.50 to Special
Order Dept, NAA, 10 Paragon Drive. Montvale, N.J. 07645.
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Accounting Education
18-4.4
what we as accountants do.
One of today's primary conflicts is
between those who believe in less time
and more options for education beyond
high school, and those who support the
idea that our complex society requires
more formal education and a highly
structured curriculum. The latter point
of view characterizes the direction of accounting education. The accounting
profession for a number of years has endorsed a five -year curriculum.
How can the proper balance of time
allocated to educating students be managed to achieve desired results? Certainly, faculty bear a primary duty in concert with the accounting profession to
fashion, implement, and continuously
monitor and revise with a view toward a
quality educational opportunity. For example, because it is impossible for textbook material to be completely current,
professors are responsible for filling the
"new developments in accounting practice" gap. Additionally, professors are
obliged to inform students about how
such areas as manufacturing and organizational innovations interface with accounting information systems.
Students also have a responsibility in
the education process. Specifically, it is
their duty to take maximum advantage
of the opportunity to obtain a first rate
formal accounting education. An environment of quality curriculum, faculty,
and facilities is a requisite, but students
must take advantage of such a setting.
Students must strive for the highest
possible levels of learning, not only in
their accounting careers but in all areas
of study. If we examine the rungs of the
learning skills hierarchy ladder, at the
lowest run g is th e abi li ty to recall
knowledge, to memorize and then play
that memorized knowledge back on an
examination. Such an approach does
not work at all when mastering accounting. The student must go beyond
this level to the next rung in the hierarchy which involves the ability to comprehend what is studied. Then, the student must be able to put to use what is
comprehended and to make applications in a professional manner. The next
level has to do with analytical ability—

that is, to ascertain the meaning of the
application results. Then there is the
ability to synthesize, to put together the
bag of tools which constitutes one's discipline and to make sense of how the
tools interrelate. Finally, there is the capability to evaluate things, as they are,
with a view toward improvement.
It is incumbent upon students as they
struggle with subject matter to move as
high up that hierarchy as is possible.
Stopping at a low rung does not prepare
individuals in a professional manner.
Rather it is much more of a clerical approach to preparation. Most accounting
students are forced by their instructors
to advance up that ladder whether they
want to or not. But, the more effort students put into their education, the more
benefit they are going to derive.
Faculty members and the profession
carry a heavy responsibility, but students must take advantage of the opportunity to equip themselves for success.

AUDITOR
HANFORDOPERATIONSINRICHLAND,WA
Ro c kwe ll Int er na ti o nal' s Hanf o rd
Operations, a Department of Energy contractor, is a multi -plant chemical processing and nuclear waste management facility.
We have an excellent opportunity for an
Auditor who can perform financial, systems
and operational audits. This position also
offers potential for future growth into
management of financial administration.
A minumum 5 years of public accounting
or auditing, and/or 3 -5 years of internal or
operational audit experience required.
Supervisory experience desired; CPA or
CIA preferred. BA /BS in Accounting or
related field is also required.
Rockwell International offers a competitive
benefits and compensation package including relocation assistance. Please forward
your resume in confidence to: J.K .
Robbins, (Dept. JR2MA85), Rockwell
International, Hanford Operations, P.O.
Box 800, Richland, WA 99352. Equal
Opportunity Employer M /F. U.S. Citizenship
Required.

Milton F. Usry is Visiting Mary Ball
Washington Professor of Accountancy at
the University of West Florida.

o i % Rockwell
International
where science gets down to business

FINANCIAL
MANAGEMENT
OF CONTRACTS

ie to significant increases r ons experienced n financial plan,
ng,
budgeting
and management
of defense contracts. Open
s several
openings
for Pe

>sitions include:

• P R O G R A M PLANNER
• COST & PRICE ANALYST
• OMANAGER, PROGRAM
•
C
TROL
- PROGRAM

Npplicants should be degreed individuals in Accounting or
finance with 210 Years experience with defense contracts. MBA
a plus. Experience with DoD C /SCSrcnrenr a d manufacturing
s o n both
M anagement experience necessary to
Positions available
contracts.
qualify forSup
senior level positionsp
preparing an(

Cost & price Analyst requires experiece(
n ASPM and FAt
supporting cost proposals to customers per
full rant
Northrop offers a competitive starting salary
history
ar
ts R e p re s e nta t l y
benefits package. Please send resume me
with
requirements to: M.L. Ar
, Defense Systems Divislo
MORTNROP CORPORATION
11f 9 Meadows, IL 60008. An eq,_
MIFlV1H.
600 Hicks Ro ad,
opportunity employer

NORTHROP
Defense Systems Division
Electronics Systems Group
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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 asterisks 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 -201 1573 -6235.
The Goal: Excellence
in Manufacturing
Eliyahu N. Goldratt and Jeff Cox, North
River Press Inc., Croton -on- Hudson,
N. Y. 10520, 1984, 262 pp. —What is the
easiest way to explain new manufacturing production control and inventory
techniques? Through use of mathematics? How about flowcharts? Would you
TAXATION- ACCOUNTING
BUSINESS
GET THE WINNING EDGE
IN Y OUR PROFESSION
AUTHORITATIVE AUDIOIVIDEO
CASSETTE PROGRAMS
Today's rapidly changing taxatio n,accounting and business
areas demand that you take advantage of every resource at
your disposal. You need expert
advice to help you gain the
winning edge and prosper. And
TOTALTAPE provides the ideal
solutio n.
Call or write fo r our c om plete c atalog ue
and FREE 60- minute sample lecture.

TOLL FREE 1-800.874.7877
in Florida 1 800 342 0394 or (904)376826!
Name

Dept. MA

:=street A dress
G i v y
irrn

State

ip

ione

Home Phone

ALL PROGRAMS

- .

••

•

r FOR

.

•

Totaltape
4251 SW 13th St.
Gai nes vi lle. Flor ida 3 2608
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believe a novel?
Dr. Goldratt, the senior author, is the
founder and chief executive of Creative
Output, Ltd., a firm which has developed and is now marketing 'a new computer -based technique of production
control. He has tried to communicate
the basic concepts of what he calls the
OPT (Optimized Production Technology) system in the form of a very readable novel.
The book follows the course of plant
manager Alex Rogo who, at the beginning, is falling further and further behind in meeting customer deliveries.
Rogo then is introduced to OPT, and
we follow the trials and tribulations of
installing the new scheduling system.
The story ends on an upbeat note as
Rogo is promoted to division manager
because of his outstanding improvement
in meeting customer shipping requirements while reducing back -order and
inventory levels. The story is well written, with much human interest by -play,
particularly when discussing the problems a manufacturing manager has in

Miriam Redrick and Stan Stec, Editors

has too much inventory but is still falling b ehind in m eet ing cust o m er shipping requirem ents, r ead this b ook. It is
strongly recom m end ed as a n ontechnical intr oduc tion to OPT.
In fo rm at io n on receiving a copy of
the book can be obtained from Robert
E. Fox, executive vice president of Creative Output, at (203) 877 -5671.
Alfred M. Ki ng

try in g to k eep a prod uct ion line going
an d meetin g conflicting dem a nds from
cu sto m er and corporate staff.

Business Book Review
Edit ed by Jagdish N. Sheth, Corporate
Support Syst ems. 615 W. Ki rby Ave.,
Champai gn, 111. 61820 — Th is j our nal
m ay be one of the m ost useful publications to b ec om e availa ble to business
readers in recent years. Published six
tim es a year, each issue has m ajor reviews of about 10 books. Som e of t he
volumes reviewed have received publicity in the regular business press, while
othe rs are m or e lim ited in distribution
and publicity. About one -thir d of the
books reviewed deal with financial m atters, while the ot her two - t hirds cover
m o re gen er al business areas, most of
which wo uld be o f intere st to financial
executives- These books ar e of interest
to our mem bers but are not reviewed in

Dr. Goldratt has received much publicity in the business world as a result of
his contribution to new ways of thinking about production control techniques
and inventory reduction, and he was a
featured speaker at NAA's recent Annual Conference in St. Louis. The OPT
technique may or may not be America's
answer to Japanese much - publicized
"Just in Time" scheduling systems, but
at a minimum it represents a very innovative approach.
Apparently those companies which
have ado pt ed t he OP T syst em h ave
been pleased with the results. In a recent segment of the NAA video network, two practitioners of the system
indicated that the improved scheduling
and reduced inventories promised were
achieved.
Historically, management accountants have led a strong input in corporate inventory and production control
decisions. If your organization is having
production scheduling problems and

am ple, a recent issue of Business Book
Review provided in -depth reviews of a
new book on Teleconferencing, a corporate biograph y of United Tech nolo gies
Corp., as well as Robert Tow ns end 's
Furt her Up t he Organizat ion.
The m ost useful feature is the method
of p res ent ing the individual book reviews. Each review begins wit h a half page executive sum m ary providing the
reviewer's evaluation, a sum m ary of the
book's thesis, a description of the audience for which the book is intended, and
an estim ated reading tim e.
This is followed by a detailed synopsis of each chapter of the book, in effect,
cond ensing to o ne para gra ph w hat the
author was trying to com m unicate. The
review then ends with a detailed evaluation of the book's presentation and content. A brief paragraph suggests how an
interested reader should use the book,
that is, which chapters should be read in
what order.
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In total, a subscription to Business
Book Review could save the average
NAA member many hours of unnecessary read in g and , at t he same t ime,
highlight those books which should be
purchased and read in detail.
Th e no rmal s ub scri pt io n rate for
Business Book Review is $45 a year. By
special arrangement with the publishers, NAA memb ers, by id en t ifyin g
themselves, can subscribe at $35 each.
Information and subscriptions can be
obtained at (217) 398 -2077.
AMK
Tax Aspects of High Technology
Operations
Deloitte Haskins & Sells' High Technology Industry Group, John Wiley & Sony
605 Third Ave., New York, N. Y. 10158,
1985, 380 pp. —The title of this book is
unduly limiting. The nine chapters deal
with tax election, income and expense
recognition, inventories, fixed assets,
leasing, research and development, software, equity compensation, and international operations. These topics are of interest to every management accountant
involved with tax aspects of business.
Each chapter represents a straightforward analysis of the underlying tax provisions in the present code. The book is
not limited to management accountants
in high -tech firms. Any reader desiring a
relatively simple update or review of,
say, the tax consequences of accounting
for fixed assets or R &D will find this
book extremely helpful regardless of the
indust ry backgrou nd. No more than
10% of the book is devoted to high technology operations, and the remaining 90% has virtually universal appeal.
The authors also will provide annual
supplements on a subscription basis.
AMK
Tax Tactics Handbook,
Revised Edition
Ralph Guyette, Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1985, 380
pp. —The author, currently a tax and financial consultant, spent more than 20
years as a special agent in the criminal
investigation division of the IRS. He
brings the tax practitioner up -to -date on
30 key areas of potential dispute between an individual taxpayer and the
Service. It is impossible to list all topics
covered, but the book includes hobby

losses, vacation homes, home offices,
educational expenses, bad debts, residential rental property, sick pay, and
disability income.
For each of the 30 topics, the author
first identifies the problem, then shows
how the IRS sees the issues and discusses those factors the IRS considers
when making its audit decision. He suggests how to handle the item when preparing a tax return and how to handle
IRS audit objections, then reviews pertinent court decisions and code and regulation sections. Fin al ly, th e au th or
quotes applicable portions of the IRS
manual.
This book is not written for the individual taxpayer. There are other volumes designed to help an individual reduce personal taxes in specific areas.
But for any NAA member involved in
tax preparation work with clients, this
would be an invaluable reference tool. It
is a practical, hard - hitting volume, and
the author's advice appears sound. We
suggest that any tax practitioner would
be well- advised to buy his or her own
copy (tax deductible!).
AMK

The job you can get is
only as good as the
resume you've got (the
difference between being
hot or not).
There's a good chance
we can package you better, present you best.
The difference between a job and a career
could begin here.
In Accounting, Finance
or Banking (our people
are professionals from
the field in which we
place you, well known
and knowledgeable).
Meet wit h S u cces s .

by
Irvin N. Gleim
Dale L. Flasher

• Second Edition
• Covers All 5 Parts
• New Two - Volume Format
I — Outlines 8 S tudy Guides
II — Pro blems 8 So lutio ns

• Send $19.95 for Each Volume
Accounting Publications, Inc.
P.O. Box 12848

University Station
Gainesville, FL 32604
or call (904) 375 -0772

Albany, NY
Jacksonville, FL
5181463.6644
9IM1358 -6868
Arlington, VA/D.C. Memphis, TN
703625 -5160
9011523-oS00
Atlanta. G A
Milwaukee, W S
404/231-3535
4141213 -1500
Bala Cynwyd, PA Minneapolis, NN
215/667.7351
6121342-2233
Baltimore, MD
Orlando. FL
301/615.0400
3051843.0765
Boston, M A
Paramus, NJ
6171439.4300
1011599 -0522
Buffalo, NY
Philadelphia, PA
2 1 5 A M -6810
7161853.6203
Charlotte, NC
Phoenix, AZ
7041333.3166
(opening yam)
Chicago, IL
Portland, ME
3111263-0902
207/773.4749
Cleveland, OH
Portsmouth, NH
2161771- 6822
603/431.2706
Columbus, OH
Providence, R[
6141221 -7077
4011421 -2250
Dallas, Tx
Richmond, VA
114n10 -0050
800644.0196
Dayton. OH
Rochester. NY
5131461 -1373
7161232.4610
Deaver, CO
St. Louis, No
3031572.6191
3141231-6334
Fairfield, CT
Tampa, FL
2031255 -9145
81312286327
Ft. Lauderdale, FL W ellesley Hills, NA
3051928.0811
6171239-0900
Hartford, CT
Wilmington, DE
203/525 -8037
3021573 -2508
Houston, Tx
Winston-Salem, NC
7131227 -7700
9191715.1933

ROMC

Romse A Assodates' Personnel Consultants
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Take
the
chance
out of
changing
jobs.
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People in the News
Promotions and New Positions

CPAs, Wo rthington, Ohio.

Concrete Pipe & Products.

E.C. Howarth, Beaver Valley, is now
controller at Mayer China Co.

E d w a r d J . M c G o w e n , Member - at Large, US A, is now direct or of professio n al p ractic e of Pannell Kerr Forster.

Roger Buchhorn, San Antonio, recently
was nam ed c o r p o r a t e co n t r o lle r for
Com mercial Body Corp_

G.L. Ber n ste in, Philadelphia, has been
elected to a second five -year term as execu tive p ar tner (chief financial officer)
of Lavent hol & H o w a r t h . . . . N e a l
Green b erg, chapter president, was elected treasu rer and also becam e part owner in N atio nal Metalc rafters , Inc.

Sco tt D . Conant , Sout hern Mai ne, is
now controller for Mid Maine Mu tu al
Savings Bank.

P a u la M . Cardwell, Piedmont Greensboro, has been prom oted to assistant
treasu rer o f The Weaver Com panies.

Orville R. Morgan, Spokane Area, recently was p rom ot ed to con tr olle r of
Vera Wa ter and Pow er.

Wa lt er R . Gr ee ne , I I I , Pittsburgh, has
b een p ro m oted t o m anager of a ccountin g at In strum ent Division, Mine Safety
Ap p lia n c es C o . . . . R o b e r t D . R igh b e rg er w as prom oted to co nt ro ller a t
Red Valve Co., Inc.

Alvin E . Con sta nt , S t. Louis, is now
c o n t r o lle r at Am e r ic a n Loo se Lea f.
. . . A n i t a M . Wray has been nam ed division vice president and director —financial accounting services at Ralston
Purina Co.

J a n ic e L. Da y, Providence, has been
n am ed co n tr oller o f t he Rhode Island
Gro u p Health Assn. , Providence , R.I.

Donald J. Glenn, Wichita, has been prom ot ed to p a r t n e r with K M G Ma in

William J . Delayo, Raritan Valley, past
presid en t, was prom oted to chief financial o fficer at Iolab Corp.

Rob ert L. Zinn , Worcest er Area, has
been nam ed contr oller a t Im perial Distributors Inc.

Alvin T. Clark, Ri chmond Lee, has been
pro m o ted to assistant division m anager
of the Virginia Pipe and Block Division,

Organization Service

Edmund M . Houlihan , Bergen -Rockland, has been promoted to vice president— operations, controller, at Coleco
Industries.
James D. Dolph , Charlotte Blue, has
been named assistant vice president at
Barclays American Corp.
Mitchell S. Willis, Erie, has been promoted to vice president — finance and
operations of Logical Minicomputers of
Erie.
Linda R. Schroeder, Lancaster, was appointed con troll er at New Holland
Farmers National Bank.
Craig E. Yake, Marion Area, has been
promoted to partner by Vosler & Co.,
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Learn how

to set up your
study program, make the
most of your available time. and
put your answers down on paper the way
the graders are looking for them!
With over 60,000 successful subscribers,
the Totaltape Cassette CPA Review is the
largest selling review of its kind!
Call or write for a FREE SAMPLE LECTURE
and details on how to receive your FREE
PASS THE CPA EXAM" GUIDE.
TOLL FREE 1.800. 874.7877
In Florida 1 X3420394 or (904) 376 -8261.
Name

Dept. MA

State

Ftrm Phone
e

Zip

Home Phone
e

Totaltape CPA Review
4251 S.W. 13th St.
® Winesville. Florida 32608
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Hur dm a n.

William F . Be ntz, Oklahoma Cit y, past

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 CP /M & all Apple
systems. A $6,000 value for $295.
f

Bottom -A Fi nanc i al De c i s io n Suppo r t Sys t e m - budge t i ng,
p l a n n i n g , a n a l y s i s , an d f i ve - y e a r f o r e c a s t i n g.

Street Address
City

Ke it h S . Sm ith, Spart anburg Area, recently was prom oted to com pa ny controller of Snalloy Corp.

FREE! S up e r C a l c El e c t r oni c S p r ea d s he e t
wi t h B o t t o ml i ne V p u r c ha s e . ( O f f e r e x p i r e s 8 / 3 1 / 8 5 ) .
Fo r i nf o r ma t i o n or i mme d i a te UP S C O D de l i v e ry c a ll 1 - 8 0 0 - 8 2 8 -7 2 5 7 ,
CA only 1- 800 - 523 -7201 or 714 - 476 -2842.

ILAR Systems, Inc. • 1300 Dove Street, Suite 105 • Newport Beach, CA 92660
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president, is serving a three -year term
on the Accounting Accreditation Committee of the American Assembly of
Collegiate Schools ofBusiness. He is director, School of Accounting, the University of Oklahoma.

Kudos
Jean M. Kelley, Tulsa, founder ofJean
Kelley Personnel, Inc., and JK Temporaries, has been included in the 1985 edition of th e Wo rl d 's Wh o 's Wh o o f
Women. Jean is a past "Member of the
Year" and past vice president of membership of Tulsa Chapter of NAA.

Emeritus Life Associate (ELA)
Martin J. Amlung, Louisville, past national director, 1975 -77. Stuart Cameron McLeod Society (SCMS).
Edward A. Anderstrom, Danbury Area,
past president.
Clarence E. Anderson, Los Angeles.
Roger A. Atkinson, Jr., Baltimore.
Charles D. Baker, Piedmont Winston Salem.
James H. Bentley, Massachusetts North
Shore, past president.
Albert J. Bova, Lehigh Valley, past
president.
David A. Caruso, Long Island- Nassau.
William E. Chastain, Jr., Chattanooga,
past president. SCMS.
Joseph B. D'Alessandro, Boston.
John C. Dieckman, San Francisco.
Woodrow W. Gardenhire, Chattanooga.
Donald I. Henry, C a l u met , past
president.
Vernon S. Hoff, Fort Lauderdale.
W. Dwight Hooper, Hampton Roads,
past president.
Francis E. Johnson, Worcester Area.
J. Fred Johnson, Jr., Denver.
Curtis L. Jones, Oakland County.
Maurice R. Kirkwood, Indianapolis.
Wayne W. Koegel, Valley Forge.
Stephen Kowba, Rochester, past national director, 1973 -75. SCMS.
Frederick E. Kulmichel, Michiana.
Victor F. Liesener, Milwaukee.
James C. Macris, Niagara.
W. P. McCutcheon, Oakland -East Bay.
Raymond E. Miles, Richmond Lee, past
president.
Patrick H. Miller, East Tennessee.
Fred W. Neumeister, San Diego East
County.
MANAGEMENT ACCOUNTING /AUGUST 1985

Charles E. Nickles, Member -at- Large,
USA.
Donald A. Pabst, Chicago.
Charles H. Pendell, Erie.
Rudolph W. Premetz, Houston -Bluebonnet, past president.
George F. Puhl, Jamestown- Warren.
past national director, 1977 -79. SCMS.
Palmer L. Quarterman, Jackson.
Sol I. Resnick, Columbus.
Addison E. Riepe, Evansville, past
president.
Dean C. Robison, Illowa, past president.
SCMS.
Joseph Rosenberg, Massachusetts North
Shore, past president.
Adam J. Sancewich, Pittsburgh.
Eugene V. Schmidt, Mid - Florida, past
president.
Grover R. Sollenberger, Trenton.
Erwin M. Stern, Syracuse.
Howard L. Sweeney, Des Moines.
Paul R. Tahtinen, Lake Superior, past
president. SCMS.
William C. Tal ley, Louisville, past.
president.
Frank J. Tangney, Chicago.
Robert G. Thorp, San Francisco, past
president.

THE
BEST
PAYROLL
SOFTWARE.
or your ISM " S"tem138.
• Pretax Deductions, 401K Reporting
:1
5 Voluntary Deductions • Auto Sub rntial • Multiple Unemployment Comensation R oles • Multiple Chec ks /
Lmp lo yee • User Maintainab le W ith
ho ld ing a n d Une m p lo ym e nt Tax
Rates • FICA Unemployment Expense
Distribution • Labor Distribution By
Dep artme nt • S tate UI C R epo rting •
interfaces with our G/L System.
For your nearest distributor contact:
ACM Software. Inc'
3001 W. Big Beaver Suite 324
Troy Michigan 48084
(313) 6491800

REGENCY/38'A subsicl aty of Advanced Comput&
Managemeni Corporation'
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10 v'ears of
Accurate,
Reliable
Inventory
Service
ashington Inventory Service
onducts inventories just the
y you like without disrupting
your day -to -day operations.
With more than 100 offices
onwide and over 30 years of
experience, WIS gives you
personalized service.
Call Stan Vogelsang (619)
51 -8111 or write 7150 El Cajon
Boulevard!, San Diego, CA
92115.

SERVICE

(Z
Since 1953
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Leo J . Bo ettner, 69, Fort Lauderdale,

1944, ELA.
7 s i s
Ernest S . Bradbury , 80, Member -atLarge, USA, 1939. ELA.
William A. Brueske, 48, Member -atwith your
Large, USA, 1975.
microcomputer
William W. Buffum, Jr., 70, Southern
�I
and our program
Maine. ELA.
ALLOWS YOU TO:
Harry B. Carlson , 64, Des Moines past
maintain "paraIIeM' IRS vs state vs
president, 1947. ELA.
financial records
J.A. Carson, 74, Olean- Bradford Area,
track and report multiple types and
1958. ELA.
locations of assets
Vincent J. Cassone, 45, Los Angeles,
print useful, readable reports that you
can define yourself
1910. ELA.
Donald R . Cox, 69, Piedmont High
METHODS:
Point, 1951.
Straight -line (pre -ERTA & post- ERTA),
Lero y G. C r ai g, S r . , 79, West ern
Declining balance, Accelerated cost
Wayne, 1942. ELA
recovery, Sec. 179 election to
Thorne R. Crawford , 59, Indianapolis,
expense, None, Override, Manual
1971.
Q. H. C urry , 76, South Jersey, 1941.
PC -DOS' MS -DOS" CP /M"
ELA
Larry R. Davis, 50, Jacksonville, 1966
$395 and $695
Arn ol d J. Demps ey , 77, Muskegon,
For sample reports
11
1953. ELA.
call or write:
F.H. Denning, 81, Member -at- Large,
USA, 1958. ELA.
b
R. Louis DeWall, 81, Pittsburgh, 1943.
P.O. Box 110
Pittsfield, IL 62363
Charles L. Dieterle, Jr., 80, Member -at11
(217) 285 -6314
Large, USA, 1950. ELA.
T.A. Doran, 81, Rochester, 1944. ELA.
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T.J. Duncan, 77, Knoxville. ELA.
Donnell P . Dunham, 57, Birmingham
John E . Trust , Baltimore.
Vulcan, 1969.
Emile W. Vicknair, Jr., New Orleans.
John R. Walker, Ft. Worth, past presi- Harry O. Dunlap , 63, Milwaukee, 1955.
ELA.
dent. SCMS.
Edwin G . Edwards , Jr., 77, Detroit,
Robert L. Warinner, Kansas City.
1943. ELA.
Daniel L. Watters, Dallas.
Robert J. Weafer, Boston, past national Will iam E. Ell iot t, 82, Member -atLarge, USA, 1940. ELA.
vice president, 1970 -71. SCMS.
M.R. Esterling, 61, Mid- Missouri, past
J. J. Webb, Los Angeles.
James B. Webster, Massachusetts North president, 1959. SCMS.
F.C. Feick, 82, Wheeling, 1939. ELA.
Shore.
Charles L. Westley, Shreveport, past Nelson L . Ferguson , 88, Pittsburgh,
1946. ELA.
president.
A. B. Fielding, 84, Boston, 1938. ELA.
Joe L. Wilson, Gaston - Carolinas.
Arno ld E . Furlong , 73, Waterbury,
Woodrow J. Zook, Cleveland.
1943. ELA
J. W. F lyn n, 88, Kansas City, 1933.
In Memoriam
ELA.
Virginia Alfo n si, 61, Ma co mb County - John F. Gardner, Jr., 66, Northwest Arkansas, 1966.
Michigan, 1976
C.B. Allen , 71, Waterbury, 1946. Em eri- Paul I . Gingrich, 86, Seattle, 1946.
Charles J. Giegel, 68, Akron Summit,
tus Life Asso ciate (ELA).
Elm er A. And erson, 74 , Rockfo rd , 1946. 1939.
Richard D. Goehring, 56, Albuquerque,
EL A .
past president, 1972. ELA.
G. L. Best, Ri ch mo n d Lee, 1940 . E LA.
Jo h n C. Bla k e , 4 9 , So u t hern Ma i n e, Will iam J. Grant , 60, Detroit, 1945.
ELA.
1980.

;

13
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Rich ard C. Greer , 73, Illowa, 1943.
ELA.
Ivey W. Grego ry, Jr., 78, Chattahoochee Valley, 1945. ELA.
Maurice B. Greulach , 74, Fort Wayne,
1946. ELA.
M. L. Gr ou t, 71, Seattle, past president,
1946. EL A.
William W . Gu m p rich , 98, New York,
1944. EL A.
Willia m A. Hall, 75, New Haven, 1934.
EL A .
F r e d e r ic G . H a r t le y , 7 4, Rochest er,
1943. EL A.
L e o n a r d H e im a n n , 83, Sp ri ng f i e ld ,
1944. E LA.
Willia m E. H er bs t, 63, Erie, 1972.

Albert E. Holdridge, 77, Boston, 1942.
ELA.
Alan J. Horton, 65, San Diego, 1948.
ELA.
Patrick E . Hughes, 52, New York 1967.
K. J. J en nell , 78, Member -at- Large,
USA, 1948. ELA.
Frank J . Keller, 74, New York, 1942.
ELA.
H.S. Kneip, 82, New York, 1938. ELA.
Ginger Leslie, 39, San Jose, 1980.
Warren H. Liefer, 64, St. Louis, 1956.
ELA.
Wa rr en

M a c B r i d e , 39 , N e w Yo r k ,

1974.
Daniel A . Ma c kin , 86, New York, 1928.
ELA.
R o ge r S . Ma ke pe a c e , 77, Waterbury,
past president, 1939. EL A. S CMS.

Santo Marchiafava, 56, New Orleans,
1970.
J . I. McDermott, 72, Hartford, past
president, 1947. ELA.
Ruth E. Miller, 50, Muskegon, 1983.
Francis W. Millheim, 60, Lehigh Valley, past president, 1963.
Herman R . Moody, Battle Creek, 1953.
ELA.
Kenneth V. Moody , Sr., 61, Bangor Waterville, 1961.
Donald M . Mo rgan , 64, Los Angeles,
1955. E LA.
Pa u l R . Mosh ier, 51, Shreveport, 1983.
Willia m H . M u s s e r, 91, York, 1933.
ELA.
Phillip C . N ash , 77, Sacramento, 1947.

ELA.
J.E. Nordstrom, 77, Minneapolis North star, past president, 1935. ELA.
Albert B. O'Donnell, 72, Pittsburgh,
1948. ELA.
George M. Olson , 52, Oakland -East
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Bay, 1960, past president
Virginia J. O'Reilly , 67, Houston -Lone
Star, past president, 1971.
A.W. Pegram, 77, Member -at- Large,
USA, 1949. ELA.
Clarence H. Phillips, 71, Massachusetts
North Central, 1953. ELA.
Leonard W. Raichle, 72, Member -atLarge, USA, 1945, ELA.
J.G. Red man , 79, Member -at- Large,
USA, 1942. ELA.
H.T. Roberts, 60, Chicago, 1960.
Frank W. Roop , 61, Minneapolis Viking, 1950. ELA.
R. William Rose, 72, Member -at- Large,
USA, 1940. ELA.
George B. Russell , 36, Los Angeles,
1980,
Alex F. Rybach, 74, Bridgeport, past
president, 1945. ELA. SCMS.
Martin A. Samuelson , 78, Los Angeles,
1937, ELA.
Edwin O. Sarratt , Jr., 38, San Antonio,
1947. ELA.
Daniel J. Schindehette, 67, Cleveland,
1949, ELA.
K. E. Sheidy, 62, Reading, 1949. ELA.

Otto H. Seiss , 77, Providence, 1951.
ELA.
M.H. S ign or , 71, Member -at- Large,
USA, past president, 1946. ELA.
William J . Sloan , 70, Packerland, 1952.
ELA. SCMS.
W. L. Snyder, 78, York, 1943. ELA.
Dell B. Stafford , 77, St. Louis, 1946.
ELA.
Don ald G. S trebel , 5 3, Member -atLarge, USA, 1966.
O.R. Susan , 75, Oakland County, 1961.
ELA.
Ralph P. Thompkins, 60, Chattahoochee
Valley, 1978.
Anthony S. Tomasik, 71, Long Island Nassau, 1951.
Elmo G. Valle, 67, New Jersey Meadowlands, 1950.
Bernard H. Van Hamond, 62, Atlanta
Central, 1970.
J. W. Voris , 75, Los Angeles, 1952.
ELA.
Charles R. Vorpi, 48, Kalamazoo, past
president, 1968.
J ames S . Wallace , 54, Morristown,
1982.

MakeACCOUNTN
I GyourBUSINESS,
insteadofjustyourJOB.

Letters
304-4
qu i red , to th e pu bl ic an d tax i n g
authorities.
Auditors, usually CPAs, licensed by
government, look over those reports to
see t h at t h ey fo l l o w an d ab i d e b y
GAAP an d o t her req u iremen t s an d
state exceptions they find, if any.
These explanations might not be all inclusive and might not satisfy the Supreme Court (either New York or U.S.).
They do explain things to my ten -yearold grandson and might explain things
to Congressm an Dingell.
Louis Freidenberg
Ne w Yo rk , N. Y.
We appreci ate and underst and your efforts t oward simplifi cation, NAA's defi nition of m a n a g e m e n t a c c o u n t i n g i s
much broader in scope and i ncludes wide
participation in the whole management
process at all levels Eds.

Now, Prepare
For CMA
The "PC" Way!
Introducing Yardstick'"
Accounting Evaluator
Software.

If you are ready to see how far you can go on your own, then we are
ready to put you in the

"ACCOUNTING PRACTICE OF THE FUTURE"
Our proven BIDS System and our Direct Client Acquisition Program
(DCAP) will provide everything you need to start and maintain solid
growth including...
• GUARANTEED CLIENTBASE - IMMEDIATE CASH FLOW
• COMPLETE COMPUTER SYSTEM • ADDITIONAL CLIENTS FOR GROWTH
• TRAINING, SUPPORT AND MORE
To make it all work for you, you will need to provide. .
• ACCOUNTINGBACKGROUND OR EXPERIENCE
• AN ENTREPRENEURAL SPIRIT • WILLINGNESS TO FOLLOW
A PROVEN PROGRAM • INITIAL CASH INVESTMENT
OF $25- 30,000 • GOOD CREDIT
For complete information, without obligation, call our Business
Development Division...

$" Per package. Yardstick runs on IBM PC"
MW compatibles. Call 1. 800 -241 -9700; in W. Va.,
14MM -642 -2677.

CALL 1-800-821-8807 TEXAS 713-622 -9371
[ I D S

,; Executive Plaza, 7th Floor
4635 Southwest Freeway
Houston, Texas 77027

'

Business Data Services, Inc.
Circle number 12 on reply card.
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Now, candidates can practice test - taking under
simulated conditions of the actual exam.
Accounting firms, companies and colleges can
give employees or students a higher level of exam
readiness. Personnel departments may use
Yardstick to objectively evaluate applicants. And
seasoned professionals can even play accounting
trivia.
Yardstick creates a comprehensive exam from
official test questions —based upon published or
past exam history percentages. Test sessions are
automatically timed, scored and evaluated. A
printed copy indicates individual results for time
... number of questions answered ... percentage
score ... strengths and weaknesses.
Conveniently choose categories within sections
of the exam. With Yardstick, learn what areas
require the most concentration. Take the
Yardstick challenge. For candidates and licensed
professionals. CPA, CIA versions also available.

" `

-

Micro -Mash
P.O. Box 6512

Huntsville, Tx 77340

a

Mkrtl Atuh
Circle number 16 on reply card.
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Micro -Mash, the Micro Managed Study
Help Co mpany, has introduced the
Yardstick Series — software for CMA,
CPA, and CIA exam candidates and for
professionals. The microcomput er based packages are designed to help accountants, students and CMA candidates sharpen and test their skills, and
to allow professionals to reinforce their
knowledge with an accounting trivia
challenge. Each package incorporates
official exam questions and generates a

B P I Sy s tems , Inc. has in t ro du ced
AURA, an integrated accounting produ ct ivi t y p rod u ct fo r t h e IB M P C .
AURA, the BPI Accounting Companion, now offers features and speed improvements in its spreadsheet, database,
word processor, graphics, and communication modules. The software includes
a reformatter, which all ows users to
tran sfer B PI Accou nt ing fil es in to
AURA for further data manipulation.
Files from Lotus 1 -2 -3, dBase II, and
WordStar also can be transferred to the
AURA program. For further information, contact Peter Mills, Austin, Tex.,
at (512) 328 -5400.

.

Canon USA Inc. has introduced the
FAX -220 Group III desktop facsimile.
The FAX -220 can transmit a letter -size
page, through telephone lines, in approximately 17 seconds and can communicate with Group II machines, and
most six - minute FM facsimiles. The
unit's features include single -touch dialing, and up to 10 frequently used fax
numbers can be entered, eliminating the
need for users to dial, listen, and then
press a button to transmit information.
Infrequently used numbers can be dialed on the FAX -220's keypad. The

The Internal Revenue Service Practice
and Procedure Deskbook, by Ira L. Shafiroff, has been published by Practising
Law In st it ut e. Int en ded fo r th e tax
practitioner representing clients before
the IRS, this book summarizes the relevant Code sections, regulations, rulings,
cases, and other sources on IRS procedure. It also provides numerous practical pointers for resolving IRS disputes,
how to deal with the Collection Division, when and why to bypass the administrative appeal, and how to recognize an IRS fraud investigation. The
book contains an appendix of sample
forms and letters and a list of practitioners who deal with the IRS regularly.
The Practising Law Institute also has
available the Civil Racketeer Influenced
and Corrupt Organizations (RICO) audio cassette program, including a one hour Second Circuit Update, which examines the use of the RICO statute in
securities and commodities cases, corporate cases, and antitrust cases, among
others. The cassette p rogram comes
with its own handbook and materials essential to obtaining the full benefits of
the cassette. For further information on
these two products, contact June McDonald, New York, N.Y., at (212) 7655700.

timed exam, based on official weights or
past exam percentages. Several testing
op t io n s are avai l ab l e an d t est s are
timed, scored, and evaluated automatically. The Yardstick Series is a specialized version of the Micro -Mash CPA
Review introduced earlier this year. The
software runs on IBM PC and compatibles. For further information, contact
the company at P.O. Box 6512, Huntsville, Tex. 77340, or call 1- 800 -2419700; in West Virginia, call 1- 800 -6422677.

.

Canon's FAX -220.

unit contains a built -in timer that can be
programmed to transmit information at
a specific time or when telephone rates
are lower. It also has automatic multiple polling, which allows users to collect
documents at a specific time, and automatic cutting and collating of incoming
pages. For fu rther information, call
(516) 488 -6700 ext 4200.

&

Software Video Productions recently
released two new videotape training
programs for Lotus 1 -2 -3 users and
MultiPlan users. A Video Guide to Lotus
1 -2 -3 and A Video Guide to MultiPlan
run approximately 1 th hours each and
are aimed at personal computer users,
large organizations using productivity
software, and computer dealers who
must provide training and support for
their customers. The interactive video
guides enable students to become productive i n the use of Lotus 1 -2 -3 or
MultiPlan within hours, according to
the company. Versions are available for
IBM, Convergent Technologies, Burroughs, NCR, Commodore, and other
popular microcomputers. Each course
is divided into chapters or lessons, and
complements the standard manual with
additional examples. An Unlimited Use
License is available with several duplication options, for large organizations.
SVP also offers an update program. For
further information, contact the company in Austin, Tex., at 1- 800 -531 -5093;
in Texas, call (510) 250 -9563.

Donna Marks, Editor

.. .. ..

MANAGEMENT ACCOUNTING /AUGUST 1985

Now. Unsecured credit lines to 525,000
from the privacy of your office.

As a member of the National Association of Accountants, you are eligible
to apply fo r a line o f credit u p to
$25,000... on your signature alone. No
collateral Is necessary. No endorsers.
No co-sign ers. An d, m ost im po rtan tly,
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 signature is the only collateral
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.
This special program is administered
by Security Pacific Executive /Professional
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

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. just fill out the
coupon below and mail it today. By
return mail you'll receive a one -page
application. It's that simple.

SEC � r� TY
PAC[
eeoro>
Fa� � � C I1rc.
14201 East 4th Avenue
Aurora, Colorado 80011

1- 800 -525 -1132
Colorado residents call collect:
341 -6581

r

- - - - - - - - - - - - -I

Security Pacific Executive/
Professional Services, Inc,
PO Box 33008. Aurora, CO 80012

1- 800.525 -1132
I

Name

I

Address

I

city
state

I

Zip

Telephone

L - - - - -

-

-

-

-

- -
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"It's easy to make good decisions when there are no bad options.
RobertHalf on Hiring by Robert Half (Crown)

How to be
s
u
c
c
e
s
s
f
u
l
more
111your financial
and edp h
0
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Using a specialist will increase your success in hiring
accounting, financial and edp personnel —and using
Robert Half, the most experienced personnel specialist,
will increase your chance of success even more. Here's
why:
• You'll be getting highly personalized service from
professionals who understand your financial and
edp needs.
• You won't waste time with unqualified candidates.
(We'd prefer not to fill the job, rather than refer
someone who doesn't fit.)
• You'll have the advantage of the resources of the largest
organization in the financial and data processing
personnel field, with offices on three continents.
• You pay nothing unless we fill the job. And, we back
each and every placement with a liberal guarantee.
Next time you're looking for an accountant, financial
or edp professional, call your nearest Robert Half office.
You'll be glad you did.

ROBERT
IMLttf °
accounting, financial and edp
personnel specialists.
O
O 1985 Robert Half Imernatkmal Inc. All office. tndelxndenthyowned and o[x recd.
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